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Abstract 
The author's research studies the synergies and tensions between external debt 

and human rights. To do this, the study examines the joint world bank-international 

monetary fund Debt Sustainability Framework for Low Income Countries, whilst 

paying particular attention to Nicaragua’s case. The author finds support for the validity 

of theoretical arguments that link the two variables. Specifically, the investigation 

examines and specifies how political decisions as a result of changes in human rights 

impact debt sustainability as well as and how high debt affects respect of human rights. 

The review of the Debt Sustainability Framework revealed that the framework 

ignores human rights issues in its methodology, which inhibits the framework’s ability 

to: i) accomplish its mandate to provide guidance to multilateral and bilateral lenders 

that have incorporated human rights elements in their development aid interventions; 

ii) to consider human rights violations, especially civil and political rights as a factor 

that undermines the quality of governance and institutions; and iii) address human 

rights impacts of the policies which reduce debt related risks.  

The inclusive growth diagnostic conducted by Nicaragua provided an in-depth 

study of the growth drivers (repayment capacity) and factors that are hindering their 

growth. As a result of the analysis, it revealed that high human rights violations 

(specially civil and political rights) have not only led to political instability, but also 

undermined macroeconomic stability - upsetting macroeconomic stability and 

increasing indebtedness.  

Key words: Human Rights, External Debt Sustainability, Nicaragua 
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摘要 
 本研究旨在討論外債和人權之間的協同作用和緊張關係，藉由探討聯

合世界銀行國際貨幣基金組織債務對低收入國家的償債能力，尤其著重尼加拉

瓜的例子。筆者發現有效支持兩個變量理論的連結，另外，本研究強調了政治

決策改變人權債務的結果。 
 
 文獻探討發現過往討論各國償債能力忽略了人權因素，如此會抑止：

（一）完成其任務，指導已納入人權要素在其發展援助干預的多邊和雙邊貸

款；（二）審議侵犯人權的行為，特別是公民權利和政治權利的破壞治理和機

構質量的因素；和（三）解決其減少債務相關的風險政策的人權影響。 
 
 研究分析的結果發現高度的侵犯人權行為（特別是公民權利和政治權

利），不僅導致政治不穩定，也破壞了宏觀經濟的穩定。 
 

 

關鍵字：人權、債、尼加拉瓜 
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1. Introduction 

This research aims to relate debt sustainability to human rights and examine the 

frictions and synergies between them. The research examines this relationship by 

analyzing The Worlds Bank's (WB's) and International Monetary Fund’s (IMF's) Debt 

Sustainability Framework (DSF) for Low Income Countries (LICs) which is supposed 

to: i) “guide the borrowing decisions of LICs” by exposing them the debt related risks 

in relation with the country’s repayment capacity; ii) “provide guidance to creditors 

lending and grant allocation decisions” by giving advice to development cooperation at 

multilateral and bilateral levels; iii)“inform the IMF and the WB analysis and policy 

advice by expanding their comprehension of the countries risks and vulnerabilities (IMF, 

2013c) and; “assess debt sustainability” by evaluating domestic and/or external 

sovereign default risks. For this purpose the investigation provides theoretical evidence 

and examples in the case of Nicaragua of how the HR situation may impact debt 

sustainability and vice versa. 

Literature pertaining to the probability of a country failing to comply with the 

contractual obligations of its loans (sovereign default risks) reveals that it must conduct 

a country risk assessment based on two risk categories: political risks and transfer 

risks(UN, 2009). In other words, to evaluate the risk involved in lending operations, 

economists must evaluate the actions of governments (government policy and political 

institutions) that establish incentives for the creation of repayment capacity and the 

economic environment. However, the DSF fails to take into account in its framework: 

i) political risks which might undermine the repayment capacity of the country, in which 

HR constitute an important component and ii) policy tradeoffs not only between 

government actions that reduce debt related risks and political risks, but also 

government actions that reduce debt related risk and HR. 
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The thesis hypothesizes that political risks arising from HR violations in 

Nicaragua (NI) influence the country’s debt sustainability. Further, it hypothesizes that 

the incorporation of HR elements into the DSF for LICs will reduce political risks and 

enhance human rights. The integration of HR elements into the DSF would not only 

strengthen the assessment of probable causes of unsustainable indebtedness and 

deterioration of the county’s repayment capacity, but also improve the 

recommendations to creditor lending and grant allocation decisions. With this in mind, 

the respect of HR will lower the negative impacts of government policies that reduce 

debt related risks. 

The research in this study will focus on answering these questions: 

• How are external debt and HR connected?  

• Does Nicaragua’s history provide evidence of the relationship between 

debt sustainability and HR? 

• Do HR influence the capacity of repayment and political stability? 

• What would be the benefits of incorporating HR elements into the DSF? 

The main objective of this analysis is to identify political vulnerabilities and HR 

elements risks that may undermine the Debt Sustainability of NI. The research 

specifically considers: 

• The impact of human rights on external debt and vice versa; 

• What political, human, and economic factors undermine Nicaragua’s 

debt sustainability; 

• The role and effectiveness of the DSF as currently applied by the IMF 

and WB; 

• How the DSF is affected by HR; and 

• A different interpretative methodology and concept as an alternative to 
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the existing framework through built-in HR elements. 

Recent events in the European debt crisis have drawn worldwide attention to the 

debt sustainability of European countries. Two primary theoretical frameworks are 

currently used by economists to present their analyses to government officials from the 

European Union and IMF. The IMF and WB utilize the DSF to evaluate Market Assess 

Countries (MACs) and the DSF for LICs for countries with no or limited access to 

market, while other institutions like the rating agencies Standards & Poor’s and 

Moody’s utilize other frameworks. 

The current humanitarian crisis in Europe due to the pursuit of external debt 

sustainability has revived concerns about the impact of external indebt on the 

realization of human rights(UN, 2014b). External debt levels have grown at global 

scales. Following the 2007 global financial crisis (GFC), governments were forced to 

commit public funds in order to bail out their financial sectors, substantially increasing 

debt levels in comparison to the size of their economies. This situation raised concerns 

about debt sustainability and the effects of high debt burdens on developed countries.  

Equally important was the political crisis in Honduras that undermined its 

ability to repay its loans, impeded economic prosperity, increased indebtedness and 

resulted in the suspension of aid by the international community (except the IMF). 

Similar effects were suffered in various Middle Eastern countries amidst the “Arab 

Spring”; these developments remind us of the importance of political stability (of which 

HR were an important element) for economic prosperity and their ability to repay their 

loans. 

Renowned contemporary scholars have identified the negative impact of high 

indebtedness on economic growth(Reinhart, Reinhart, and Rogoff, 2012), debt 

sustainability(Baldacci, Gupta, and Mulas-Granados, 2010), and human rights(UN, 
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2011). Others have found that political stability undermines economic activity(Aisen 

and Veiga, 2013). Specifically, as a result of the economic contraction, government 

revenues fall, which limits the availability of funds to maintain current expenditure 

levels (previous crisis) on loan repayments and public services. This research will 

examine whether these relationships hold true in the context of Nicaragua. This research 

builds on a relatively small domain of work on the impact of human rights on debt and 

vice versa.  Within this domain, this research contributes to academic literature by 

identifying limitations within the DSF and it raises awareness of external debt 

implications to society. 

This case was selected because Nicaragua has been dealing with debt-related 

problems for three decades, and has continuously applied economic policies developed 

by the IMF and WB since the 1990s to reduce debt-related risks and improve its 

socioeconomic indicators. The DSF was created with the purpose of keeping the 

external debt of countries that received debt relief, such as Nicaragua, at sustainable 

levels after receiving debt relief under the Heavily Indebted Poor Country (HIPC) 

initiative. Nicaragua was the second poorest country in the Americas - in 2013 

Nicaragua had the second lowest GDP per capita in PPP terms in the Latin American 

and Caribbean region, at 4,425.291 at constant 2011 International dollars(WB, 2014). 

The country was ranked 132 out of 187 in the World Human Development ranking, 

with 0.614 points in the Human Development Index (UNDP, 2014) and a .405 Gini 

Index(WB, 2014). 

Identifying the factors that affect growth is necessary in order to accurately 

evaluate Nicaragua’s capacity to repay debt. In this research, we used the Inclusive 

Growth Analytics Framework created by Ianchovichina and Lundstrom (2009) to reach 

our objective. The Inclusive Growth Analytics Framework explains the reasons why 
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the poor and the majority of the labor force are not contributing and benefitting from 

growth. The makers of this analytical tool state that “inclusive growth refers to both the 

pace and pattern of growth” to obtain pronounced sustainable growth in the long run 

and reduce poverty by increasing the rate of economic growth and enlargement of the 

“size of the economy, while leveling the playing field for investment and increasing 

productive employment opportunities”(Ianchovichina and Lundstrom, 2009). 

The three pillars of this framework are as follows:  

• The “background analysis”: a brief review of the factors that explain the 

growth and poverty reduction rates.  

• The “economic profile of the economic agents”: delivers the scenario of 

the activities citizens realize to earn their income in order to analyze the 

growth potential and possible migration to other more productive 

economic activities. 

• The “identification of constraints to inclusive growth”: is responsible for 

analyzing all the factors mentioned above, in the decision tree that 

affects the level of investment and entrepreneurship. 

The structure of the research is as follows. Chapter 2 reviews the relevant 

literature with the intention of theoretically associating external debt, political risks, 

and HR.  Furthermore, Chapter 2 also examines and specifies how political decisions 

impact debt sustainability and how debt affects the political and economic environment. 

Additionally, it assesses the DSF for LICs with regard to the methodology used to 

evaluate countries debt as sustainable or not, and how it evaluates the capacity of the 

lender to repay its loans. Subsequently, it concludes with an analysis of the implicit and 

explicit links between debt sustainability and HR. 

Chapter 3 examines Nicaragua’s repayment capacity by conducting an Inclusive 
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Growth Diagnostics (IGD). The IGD allows for the identification of the elements that 

constrain economic growth and outlines the evolution of Nicaragua’s key variables. 

This provides a more subtle and complex view of changes in Nicaragua’s external debt, 

economic growth, and human rights than the one found when using more conventional 

economic analyses. Chapter 4 discusses the key findings of the research, presents the 

theoretical implications and ensuing recommendations. Finally, Chapter 5 concludes 

the dissertation with a summary of the overarching conclusions. 
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2. Chapter 2: Literature Review 

The main objective of the literature review is to link debt and human rights by 

revealing that external debt has a negative impact on human rights through the 

following mechanisms: i) the debt overhang effect on economic growth and poverty; ii) 

adjustment programs; iii) social expenditure reduction; and iv) policy conditionalities 

imposed by the international community and/or debt relief mechanisms as a 

requirement to receive financial resources. Lastly it will conduct an appraisal of debt 

sustainability framework. 

External indebtedness is a very old phenomenon, and the study of its 

sustainability can be traced back to the beginning of cross-border lending. The act of 

lending implies risk of unprofitable outcomes and rational creditors loan funds on the 

presumption that full contractual payment of interest, fees, and the original principal 

will be made according to the legal terms and covenants of the loan agreement. 

Creditors found the need to evaluate debt-related risks of economic losses due to 

unanticipated events, that may force the borrower to temporarily or permanently 

suspend scheduled debt payments(Solberg, 1992). 

The fiscal deficit of a government is defined as the excess of a government's 

expenditures over that government's revenues. The accumulated value of this deficit is 

the public debt. The differentiation between domestic and foreign debt is based on “the 

place of issuance and jurisdiction that regulates debt contracts”, thereby if it is issued 

in the country’s economy regulated by the country’s laws it is domestics, if not, then it 

is foreign public debt or public external debt(Paniza, 2008). The IMF defines external 

debt as “the outstanding amount of those actual current and not contingent liabilities 

that require payment(s) of principal and/or interest by the debtor at some point(s) in the 

future and are owed to non-residents by residents of an economy”(IMF et al., 2014). 
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The deficit is a flow, while the debt is a stock(Ferrarini, Jha, and Ramayandi, 2012). 

The banking theory of external debt states that debt can accumulate actively and 

passively. Active processes are new obligations (loans) and passive procedures include 

fluctuations in existing contracts' exchange rates, interest rates, and inflation 

rates(Czerkawski, 1991).  

Governments incur deficits for various reasons. These reasons are explained by 

six models of political economy of government budgeting. These are the tax-smoothing 

theory, the fiscal illusion model, the intergenerational redistribution model, the intra-

generational geographical redistribution model, the government weakness model, and 

the debt as a strategic instrument model(de Wolff, 1998). Firstly, Robert Barro's tax-

smoothing theory (1979) hypothesized that governments incur deficits to keep taxes 

stable through time(Barro, 1979). This model entails that “budget deficits will be the 

optimal outcome of the government decision to smooth distortionary taxes in the 

presence of temporary shocks to public expenditures and output”(Roubini, 1988). 

The fiscal illusion model bases its main argument in claiming that the 

complexity of the tax structure and citizens' low awareness of indirect taxes generate a 

fiscal illusion that will “systematically provide higher levels of public debt”(Buchanan 

and Wagner, 2000). This incentivizes politicians to use debt instead of raising taxes, 

making “debt finance […] seem less costly than tax finance” to citizens(Wagner, 1976). 

This is because voters do not fully understand the policies' implications and 

“overestimate the benefits of current expenditure and underestimate future tax 

burdens”(Alesina and Perotti, 1994). 

Intergenerational redistribution models expose one generation's preference to 

use future generations' projected wealth to afford its present provisions, as measured by 

the size of a government's debt(Cukierman and Meltzer, 1989). Meanwhile, Tabellini 
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(1991) holds that the size of government debt and the provision of public goods is 

influenced by the degree of altruism within the same generation, assuming that the poor 

benefit more from additional government spending in public goods and that higher 

taxes to pay the contracted debt will more greatly impact the rich(Tabellini, 1991). 

Alesina and Peroti (1994) uncover an alternative view of this phenomenon by relating 

the accumulation of public debt to the division of governments and to the amount of 

political cohesion between them(Alesina and Perotti, 1994). 

Intra-generational geographical redistribution models identify inefficient fiscal 

decisions of policy makers as “biased [towards making] public decisions [that are] 

larger than [more] efficient in the area of distributive policy making”. A typical feature 

of policy projects is that their benefits are concentrated in geographically specified 

constituencies, while the cost of financing them is spread across all constituencies 

through generalized taxation(de Wolff, 1998). A geographically based representative 

does not internalize the effect of its proposal on the tax burden of the nation(Alesina 

and Perotti, 1994). 

Models of government fragmentation, government duration, and electoral 

systems relate government stability to budget deficits to explain how politicians delay 

stabilization measures to control growth of indebtedness. They force this delay because 

of disagreements over the distribution of stabilization costs(Alesina and Drazen, 1991). 

A study of public financial policies in industrialized countries after World War II 

characterized those governments that incurred high public debt as representational 

democracies with highly fractionalized party systems, political extremism, and low 

government durability(Grilli et al., 1991). Lastly, the model of debt as a strategic 

instrument claims that political parties increase indebtedness to improve the probability 

of staying in office by inducing voters to give him his vote and to condition the 
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economic policies of subsequent leaders(de Wolff, 1998). Some models try to address 

specific behaviors in scenarios of future political defeats and how they will lead to 

increased debt levels, but this probability of political defeat has been empirically 

difficult to address(Hadjimichael, 1994). 

Debt is generated by the gap between domestic saving and investment. As the 

gap widens, debt accumulates, interest charges accumulate, and the country must 

borrow increasing amounts just to maintain a constant flow of net imports. It must 

borrow to refinance maturing debt obligations. Income in turn grows as a result of 

investment. The capacity to service debt depends fundamentally on the continuing 

growth of output, which makes it ultimately feasible to close and then to reverse the 

gap between domestic saving and investment(Franko and Seiber, 1979). 

Sovereign debt is characterized by three facts:  

1. Governments have at times been able to borrow substantial amounts of 

money; 

2. Much of what they borrow is eventually repaid; and 

3. Repayment is often complicated by delay, renegotiation, public intervention, 

and default(Eaton and Fernandez, 1995). 

The assessments of the sovereign default risks (country risk analysis) have been 

insufficient and unable to comprehend fully the borrower’s ability and willingness to 

repay debts. In response, creditors have conducted and improved country risk analyses 

in order to identify the relevant indicators to predict debt-related risks. Despite its long 

trajectory of trying to develop an efficient framework to foresee debt crisis or debt 

servicing difficulties of countries, at present there exist several quantitative and 

qualitative techniques. However, as the European debt crisis exposed in 2010, there is 

a need to improve the efficiency of current apparatuses. 

10 
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External debt is defined as “the outstanding amount of those actual, current, and 

not contingent liabilities that require payment(s) of principal and/or interest by the 

debtor at some point(s) in the future and that are owed to nonresidents by residents of 

an economy”(IMF et al., 2014). In terms of international law, under the Vienna 

Convention on Succession of States in Respect of State Property, Archives and 

Debts(1983), state debt means any financial obligation of a processor state arising in 

conformity with international law towards another state, an international organization, 

or any other subject of international law (art. 33)(Megliani, 2015). 

Sovereign borrowing implies contractual relations between the creditor and 

every citizen in the given society. The four particularities common to all sovereign debts 

are that they involve asymmetric information, a succession of obligations, a limited 

scope of judicial remedies, and a lack of a bankruptcy regime(Bonilla, 2011). 

Firstly, asymmetric information generates several problems: the agency 

dilemma, the risk of adverse selection, and moral hazard. The agency dilemma takes 

place “when a principal is unable to adequately monitor or assess an agent’s behavior” 

because the agent's tasks are not programmable (Eisenhardt, 1989) or entail risks, or 

the agent's goals are in conflict with the goals of the principal(Stroh et al., 1996). The 

performance of the agent cannot be guaranteed ex ante and creditors have incomplete 

information on the economic and political prospects of the lender. Changes in these 

prospects can alter the risks of the loan after funds have been disbursed, and this is 

attributed partly to the unpredictability of the future(Bonilla, 2011). Other elements to 

this risk are the inability to identify the borrower’s willingness and ability to repay the 

principal and interest when the loan contract is under consideration. This generates a 

risk of adverse selection by creditors. Moral hazard arises because creditors do not 

know and cannot ensure a debtor's financial performance ex post. 

11 
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Secondly, the succession of obligations refers to the inter-generational burdens 

of the new loan to future generations, taking into account that governments undertake 

debt on behalf of their citizens and obligate them to fulfill repayment. Thirdly, the 

limited scope of judicial remedies refers to the inability to use legal means to manage 

sovereign defaults because of sovereignty issues or effective procedures to enforce debt 

contracts. This claim is based on the fact that “states cannot be sued in foreign courts 

without its consent unless it has submitted to [the creditor's] jurisdiction or it falls within 

an exception” (Primo Braga and Vincelette, 2011)and there is a “lack of a regular 

institutional framework to manage debt overhangs at the international level”(Ocampo, 

2011). Another element is the difficulty in enforcing debt contracts and seizures of 

foreign assets as collateral(Primo Braga and Vincelette, 2011). 

Lastly, the limited scope of judicial remedies and a lack of a bankruptcy regime 

mean that there is not a legally binding mechanism to enforce bankruptcy procedures. 

There's no “place” in which countries can proclaim themselves incapable of repaying 

their loans. The solution of these situations is left to negotiations between parties, 

generally violating the principle of mutual benefit due to the economic crises countries 

face in these situations. 

Debt sustainability is a very complex phenomenon to determine. At present 

there exist ongoing differences on the measurement of debt sustainability(CESifo, 

2008). This is because all try to quantify the risk of a country's ability to pay its financial 

obligations in the future, a future which is unknown. Despite this fact, country risk 

analyses identify two sources of risk. First is the ability to pay, addressed in economic 

literature as “transfer risk” (UN, 2009); which deals with national economic 

performance, debt ratios, and global trends. Second is the ability to pay, referred to as 

the “political risk”(UN, 2009), which speaks to the asymmetric information problem. 
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Transfer risks refer to “the economic capacity to meet obligations on debt 

incurred through sovereign borrowing as well as through the cross-border liabilities of 

private institutions operating within the country's frontiers”(UN, 2009). Transfer risk 

arises from hazards associated with global market conditions and the debtor 

government's policies and performance in three areas: structural change, balance of 

payments, and external asset-liability management(Solberg, 1992). It is “structured 

around the need of the country to incur new debt, as well as its ability to earn the 

necessary foreign exchange to service those liabilities and/or to obtain new cross-border 

financing”(Krayenbuehl, 2001). It analyzes the balance of payments and its projections.  

The second examination component refers to the political will to pay its 

financial obligations, which are governmental and public actions that can have an 

impact upon the disposition of loan repayment. Some political factors affecting this can 

be the “the constitutional environment, political parties, quality of government, social 

structures, demographic structure, ethnic and religious differences, corruption, and 

discriminating acts”(Krayenbuehl, 2001). Interactions between politics and economics 

occur on a continuous basis and affect not just fiscal, monetary policies, but a large 

number of issues which are deemed vital to national economies, such as changes in 

labor laws, regulatory restrictions, and requirements for national content.  

Measuring political risk requires an assessment of the likelihood of either a 

politically motivated change in economic policy or a change in the political regime 

itself which, in turn, might erode a country's willingness or ability to repay foreign debt. 

Assessing prospects of political change, both in pace and scope, involves a review of 

the country’s level of economic development, its political institutions, power elite, 

social classes, and the external relations. Political instability, actual or perceived, can 

have significant effects with both the formulation and implementation of domestic 
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economic policies and with the ability of a sovereign borrower to gain access to new 

international loans. Social, ethnic, and religious cohesion, the rate of population growth 

and urbanization, the distribution of power among political and social classes, and the 

degree of social freedom and political participation are all important considerations for 

the political risk analyst. Another key element of the political risk assessment includes 

external political relations and alliances, which can affect the country’s security, 

domestic fiscal demands, and foreign concessional aid flows(Solberg, 1992). 

A detriment in HR standards can have a negative effect on external debt 

sustainability. Debt literature links confidence crises with the sustainability of external 

debt. A confidence crisis is a critical change in expectations about the behavior of policy 

makers, and it is capable by itself of precipitating a change of government or at least of 

increasing the probability of a change of government(Dornbusch and Draghi, 1990). 

Political risk is used to address the fear of the government in honoring its debt 

obligations.  

The party in power will then consider various plans of action, some of which 

lead to the party staying in power, and others to its losing power. For each such plan, 

the party considers the long-term consequences on its representative voters. Since the 

election outcome depends on the party’s actions, it can knowingly choose an economic 

policy where it increases its probability to stay in power or lower its probability to lose 

power. This is how the term “election manipulation” is used in the literature of the 

political economy of government budgeting. The pressures and constraints that a 

government faces due to expected election results influence its decisions(de Wolff, 

1998). 

Human rights violations can cause social polarization that is responsible for 

coordination failures and is associated with sociopolitical instability. The causes of anti-
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government protest and rebellion are multifaceted. They can be divided into two broad 

categories. The first can be attributed to political adversaries' taking advantage of a 

government’s political weakness. The second can be attributed to groups' protesting 

against their government because its economic policies performed poorly(Abouharb 

and Cingranelli, 2007). Labor unrest was considered a factor contributing to political 

instability that generated the Asian financial crisis in 1997 like Thailand(Corsetti, 

Pesenti, and Roubini, 1998).  

The threat of a change in regime or a regime that is not committed to sound 

macroeconomic policies can reduce the willingness of the international financial 

community to provide current account financing. So deteriorations in expectations 

about the political and financial environment can contribute to a balance-of-payments-

and-exchange crisis, especially when economic fundamentals are not very comforting. 

Moreover, political instability may lead to larger budget deficits(Corsetti, Pesenti, and 

Roubini, 1998). It may also adversely affect export performance (Fosu 2003) and lead 

to lower-level output and economic growth rates(Woo, 2006). Another issue that may 

aggravate the political instability of a country is the dependency of financial resources 

to maintain current expenditure by official creditors and multilateral institutions, like in 

low-income countries where “sustainability depends largely on the willingness of 

official creditors and donors to provide net transfers through new financing”(IMF, 

2004b). 

Default by a sovereign borrower is almost always a choice, and because the 

default is by a government, such a choice necessarily has a political element(Kolb, 2011, 

p. 7). The notion of debt intolerance hypothesis suggests a historical regularity that 

some governments defaulted at relatively low levels of debt, while others were able to 

sustain much higher borrowing levels(Reinhart, Rogoff, and Savastano, 2003a), and the 
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concept of attributes the variation to the countries' institutions. Governments can always 

honor their debts by reducing their expenses or increasing revenues, or both. Sovereign 

states cannot go bankrupt. 

According to this framework, different policy choices have different 

macroeconomic and distributive consequences. A rational government will consider 

which policies provide it the most benefits and contribute to its own political objectives. 

This framework concludes that an influential middle-class improves debt 

sustainability(Giordano and Tommasino, 2011). In general, the poor oppose 

consolidation through cuts in the welfare state and the rich oppose increases in wealth 

taxes(Kolb, 2011). The struggle between different socioeconomic groups with 

“conflicting distributional objectives” leads to postponements in making any decision, 

and the politically stronger groups then bear a less significant load (Alesina and Drazen, 

1991)  

A debt overhang situation is defined as “the presence of an existing inherited 

debt sufficiently large that creditors do not expect with confidence to be fully 

repaid”(Krugman, 1988). This work speaks of an existing negative relationship 

between growth and high debt because, from a certain threshold, debt begins to generate 

distortions in the economy. He argues that not all the income that the government 

receives can be used to pay debt. 

This creates uncertainty among investors due to fears of cessations by the 

government of its financial obligations (default) and its political considerations. 

Krugman’s early theory has been further developed. Some authors have provided 

systematic ideas on the transmission mechanisms and effects of external debt on growth. 

According to existing literature, there are several mechanisms through which debt can 

affect economic growth. 
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The basic debt dynamics equation explains that the debt ratio can increase for 

two reasons. The first is because the government runs a primary deficit, measured as a 

share of the GDP. The second is because the interest rate of the debt exceeds the growth 

rate of the GDP. Debt dynamics depend on outlooks for the primary deficit and the 

interest growth differential. Correspondingly, Debt to GDP ratio is the basis for debt 

sustainability analysis(Allen, Hemming, and Potter, 2013). External debt sustainability 

is a very complex issue due to the number of assumptions and the unpredictability of 

the future. A given analysis will change depending on “whether the current account can 

be financed through private and official capital flows[,] projections of the medium-term 

balance of payments[,] and the associated debt dynamics and assessments about the 

appropriate level of the exchange rate […] relation through various stock flow and trade 

elasticity relationships”(IMF, 2002b).  

A debt is considered sustainable when “a country can meet its current and future 

debt service obligations in full, without recourse to debt relief, rescheduling, or 

accumulation of arrears”(Gunter, 2011). On the other hand, the IMF defines debt as 

“sustainable if it satisfies the solvency conditions without major correction […] given 

the costs of financing(IMF, 2002b). The institution defines a country's external debt as 

sustainable “when the primary balance needed to at least stabilize debt under both the 

baseline and the realistic shock scenarios is economically and politically feasible, such 

that the level of debt is consistent with an acceptably low rollover risk and with the 

preserving potential growth at a [satisfactory] level”(IMF, 2013d, p. 4). This also 

implies that “sustainability is excluded when a debt restructuring is already needed (or 

expected to be needed), the borrower keeps on indefinitely accumulating debt faster 

that its capacity to service these debt is growing, or the borrower lives beyond its means 

by accumulating debt in the knowledge that a reduction will be needed to service these 
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debts”(Megliani, 2015, pp. 3-4). 

A more practical criterion for debt sustainability was developed by Roubini and 

Setser(2004), considering it as a current account position that does not lead to ever-

increasing foreign indebtedness. This situation will generate doubts over the borrower’s 

ability to pay. This concept requires a stabilization of the ratio of external debt, which 

is a net international-investment-deficit-to-GDP ratio that does not grow(Iley and Lewis, 

2007, pp. 140-141). 

Another element that characterizes the debt sustainability considers the 

implication of high external debt levels originate from the normal function of the 

economy and the living standards of people(Hjertholm, 2003, p. 68). Consequently, it 

is of great importance to know to what extent and in what ways debt affects human 

rights. The plan is to explore two elements: 

• External debt's indirect influence on human rights through: 

o Constrained economic growth,  

o Adjustment programs applied to improve debt-related risks, and  

o Sovereignty undermined by having to comply with foreign interests in 

order to obtain financial resources 

• How the realization of human rights promotes development, strengthens 

governance, and generates the capacity to carry more debt. 

External Debt-Human Rights Relationship 

Debt overhang effect on economic growth 

Economic progress creates the conditions for attaching a high importance to 

citizens’ human rights, and consequently the government needs resources to protect all 

human rights, in addition to requiring adequate staff and laws, and the means to enforce 

them(Alesina and Guido, 1989). Typically, debt levels are expressed as a percentage of 
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a measure of the capacity to repay debt(Raseel, 2005, p. 345). High debt levels 

undermine economic growth and development as a result of the debt overhang problem. 

A debt overhang is defined as “the presence of an existing inherited debt sufficiently 

large that creditors do not expect with confidence to be fully repaid”(Krugman, 1988, 

pp. 1-2). Despite the consensus on the theoretical aspect of the Debt overhang 

hypothesis there exist discrepancies of what should be a prudent level of indebtedness 

and what should be the maximum level of indebtedness  

Debt overhang constrains economic growth, causing a rise in poverty rates and 

lower public expenditure which are linked to lower human rights. It can thus be inferred 

that economic contraction constrains human rights. Krugman’s early theory of debt 

overhang has been further developed; now some authors have provided systematic ideas 

about the transmission mechanisms of external debt effects on growth. A modern 

analysis of debt overhang using endogenous growth models, model of endogenous debt 

dynamics, arises because of governments are unable to repay the full amount of 

indebt(Aguiar and Amador, 2013).  

According to the existing literature, there are seven causal mechanisms through 

which debt can affect economic growth, namely: i) macroeconomic instability; ii) 

political instability; iii) investment; iv) interest rate; v) capital flight; vi) inflation; and 

vii) poverty.  

Adjustment programs 

The first traces of the human rights-external debt connection appeared in 1991. 

Danilo Türk’s preliminary UN report 7 (UN, 1991) and its final version (UN, 1992) led 

to a formal acknowledgment of structural programs as a barrier to the realization of 

human rights in the form of UN resolutions 1991/27 and 1992/29 on the Sub-

Commission on Prevention of Discrimination and Protection of Minorities. Structural 
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adjustments came in response to economic imbalances emerging in the debt crisis. 

Solving a debt crisis requires eliminating the debt overhang, and this is achieved 

through the application of structural adjustment policies (Diwan and Rodrik, 1992, pp. 

6-16) aimed at increasing the primary balance. These measures are intended to achieve: 

i) a reduction in inflation; ii) a re-establishment of equilibrium in the balance of 

payments; and iii) the promotion of growth(UN, 1995, p. 4). They are meant to apply a 

sequence of economic policies to “export their way out of the crisis” through 

liberalization, deregulation and reduction of the role of the state in the economy.  

The UN report E/CN.4/Sub.2/1992/16 stated that the common components of 

adjustments are: i) devaluation of the local currency; ii) a decrease in government 

expenditure on public services; iii) abolition of price controls; iv) imposition of wage 

controls; v) reduction of trade and foreign exchange controls; vi) restrictions on 

domestic credit; vii) reduction of the role of the state in the economy; viii) increasing 

the basis for the export economy; ix) decreasing imports; and x) privatization of public 

enterprises. 

The austerity measures generated economic stagnation(Easterly 2001), lower 

standards of human rights(Abouharb and Cingranelli, 2006a), and reduced workers’ 

rights(Abouharb and Cingraneli, 2006b), thus creating concerns among scholars and 

the international community. The implementation of structural adjustment programs 

has jeopardized the rights to: i) food; ii) education; iii) shelter; and iv) health(UN, 1999). 

UN resolution 1994/11 issued by the Office of the High Commissioner for 

Human Rights deals with the effects on the full enjoyment of human rights of the 

economic adjustment policies arising from foreign debt and, in particular, on the 

implementation of the Declaration on the Right to Development. It affirms that debt 

payments should not take precedence over the basic rights of the people of debtor 
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countries to food, shelter, clothing, employment, health services and a healthy 

environment(UN, 1994, p. 2). 

The UN Economic and Social Council report (UN, 1997a) identified constraints 

imposed by adjustment programs on the fulfillment of economic, social and cultural 

rights contained in the Universal Declaration of Human Rights and in the International 

Covenant on Economic, Social and Cultural Rights in developing countries.  

Since 2001, several resolutions have been issued addressing the effects of 

structural adjustment policies and foreign debt on the full enjoyment of all human rights, 

particularly economic, social and cultural rights. The latest report by Dr. Cephas 

Lumina to the UN establishes the link between debt and human rights: “Excessive debt 

burdens reduce the maximum resources available to States for the fulfillment of human 

rights[...] and to establish and strengthen the institutions that promote and protect civil 

and political rights”(UN, 2014a, p. 7). The Resolution of Human Rights Council 

2003/21 acknowledges that debt repayments have limited the ability of the state to 

realize HR by limiting the provision of public services(UN, 2003).  

Sovereignty 

High debt burdens force countries to seek additional resources abroad, in order 

to meet their financial obligations and avoid default or smoothen consumption. They 

can negotiate with international financial institutions to get additional funds or 

participate in debt relief initiatives. Countries must apply for and comply with economic 

programs that go beyond mere macroeconomic measures, thus undermining their 

sovereignty(Briscoe, 2006). The depth of IMF and WB policies can be visualized in 

works dealing with the Latin American and African debt crises in the 1980s (Helleiner, 

1992) and the Asian financial crisis in the 1990s(Feldstein, 2002), which went beyond 

economic issues. The most compelling evidences was the introduction of new laws, 
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regulations, economic systems, privatization of public entities and non-economic 

measures as a condition to receive additional resources from the international 

community.  

Appraisal of Debt Sustainability 

The main objective of this subsection is to explain how the DSF for LICs and 

its political instability assessment work. Then, the objective shifts to the exposure of 

their flaws and proposed improvements on them from academics, to lead the reader to 

understand why the current DSF operates without taking human rights issues into 

account. First, we present a brief review of the framework's origins in the 1990s. Next, 

we explain key concepts in the framework: sustainability solvency, liquidity that 

integrates into the sustainability analysis, and other important issues with the 

framework. Third, we explain the function of the DSF for LICs and present a review of 

the official assessments of debt in Nicaragua. Following that will be a discussion of the 

flaws of the present framework and the alternative approaches to debt sustainability. 

Finally, we present the argument to answer the question of why the current DSF 

operates without taking human rights issues into account. 

The historical analysis was greatly influenced by the writing of Baduel and 

Price(2012). They addressed the evolution of the debt sustainability framework. The 

appraisal of the debt sustainability of this chapter was greatly influenced by 

Wyplosz(2012). He provided key insights on the functions of this framework and 

valuable contributions to the assessment of this framework. 

In the 1990s, the international community noted that some LICs remained with 

debt-related problems even after receiving several debt relief initiatives from the Paris 

Club. These LICs have been returning to the Paris Club to obtain rescheduling and debt 

forgiveness since 1987(UN-ECLAC, 1999, p. 10). These countries were categorized as 
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having the world's lowest GNPs per capita and highest indebtedness levels. Debt ratios 

in these countries exceeded 80 percent of the present value of total debt service to GNP 

or their debt service ratios at present value to exports were above 220 percent(WB, 

1994, p. 49), and were experiencing debt overhang. 

These countries' economic difficulties and the low social conditions of most of 

their people made the international community realize that debt intensities were 

constraining economic growth and were impeding poverty reduction(WB, 1994, p. 37). 

Thus came a general consensus that a permanent exit strategy had to be developed to 

address these problems and as a response, the IMF and WB developed a multi-lateral 

debt relief initiative called the HICP initiative. Although no official document says so 

directly, it apparently assumes that high debt levels impede development, and thereby 

the realization of their citizens' human rights.  

The 1996 G7 summit acknowledged the need for additional actions to solve debt 

problems for heavily indebted, poor countries. It accepted proposals from the Bretton 

Wood Institutions(Summit, 1996). The initiative was “targeted at lowering external debt 

to sustainable levels” (IMF-WB, 1998, p. 15)and to eliminate the debt overhang (IMF-

WB, 1999, p. 1) that was generating economic distortions, “undermine[ing] confidence 

and crowd[ing] out private investment and productive public expenditure”(IMF, 1996, 

p. 128).  

The external debt was considered sustainable if “countries [would] in all 

likelihood meet its current and future external obligations in full without resorting to 

rescheduling in the future or accumulation of arrears”(Kanbur et al., 1996). The 

initiative developed an assessment of debt sustainability, which initially consisted of a 

methodology which stated that a country's debt was unsustainable if its debt-service-to-

exports ratio was above 25 percent, and/or if their present value of debt-to-exports ratio 
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was above 250 percent(IMF, 1996, p. 129).  

During its two-year application, ten countries applied for eligibility and had to 

go through three phases: The entry, decision point, and completion point required a 

series of structural reforms, and a determined performance in economic and social 

issues. Only eight countries successfully passed through all three points from 1996 to 

1998. After completing all three stages, the countries received enough debt relief to 

reach a debt-to-export ratio of 200% to 250% and debt-service-to-exports ratio of 20% 

to 25%(IMF-WB, 1998, p. 40). 

The Heavily Indebted Poor Country (HIPC) was an innovative debt relief 

mechanism primarily because of rewarded countries substantial debt cuts with long 

histories of debt relief and the structural reforms attached to it. The initiative also 

explicitly set the pursuit of debt sustainability as an objective, involved debt relief 

beyond the members of Paris Club, and included social and economic performance in 

its conditions(IMF-WB, 1998, p. 28). An innovative element of this debt relief was that 

the new fiscal space of the government product of the reduction of the volume debt 

services had to be channeled towards poverty reductions expenditures, which 

represented a shift of resources traditionally destined to uphold the country’s financial 

commitments to social development(IMF-WB, 1998, p. 15). 

The G8 summit in 1999 expanded the HIPC to provide higher debt relief to 

countries, but also formally linked debt relief with a reduction in its beneficiaries' rates 

of poverty(Summit, 1999). The developers of the initiative conducted a review in 1998; 

and in 1999, they modified the framework and named it Enhanced HIPC(IMF-IDA, 

1999). Basically, the Enhanced HIPC implied broader debt relief, faster delivery of 

relief, deeper debt relief, and an explicit link between debt relief and poverty 

reduction(IDA-IMF, 2000, pp. 4-9). The beneficiaries of this framework would receive 
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debt relief to reach new sustainable debt levels. Countries were deemed to have 

unsustainable debt levels if their external-debts-at-net-present value-to-exports ratio 

exceeded 150% and if their external-debt-at-net-present value-to-revenue ratio 

exceeded 250%(IDA-IMF, 1999). 

In 2005, the G8 summit approved the Multilateral Debt Relief Initiative (MDRI) 

to provide debt cancellations to countries which successfully completed the HIPC 

initiatives on their debt with the International Development Associations (IDA), IMF, 

and African Development Bank(Summit, 2005). The Inter-American Development 

Bank agreed to a similar scheme in 2007(IADB, 2008, p. 46). This action freed more 

resources to support the realization of the Millennium Development Goals. It also 

stimulated more investment in LICs(Primo Braga and Dömeland, 2009, p. 29). 

In 2002, the IMF formally expanded the theoretical foundations of sustainability. 

It defined debt sustainability to “[satisfying] the present value budget constraint without 

a major correction in the balance of income and expenditure given the cost of financing 

it faces in the market”(IMF, 2002a, p. 5). This definition implies the following four 

things:  

1. It denies the possibility of debt restructuring; 

2. It denies the possibility of debt relief;  

3. The accumulation of external debt cannot increase faster than the country’s 

capacity to repay it; and 

4. It acknowledges the existence of political risks that can limit the ability to 

repay debt. 

The financial assessment of the capacity to pay debt involves two important 

concepts. The first is solvency. Solvency refers to a country's ability to pay its debt on 

a continuing basis. More technically, “an entity is solvent if the present discontinued 
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value of its current and future primary expenditure is no greater that the present 

discontinued value of its current and future income, net of any initial 

indebtedness”(IMF, 2002a, p. 5). Countries decide to stop servicing their loans before 

this financial limitation is reached, and countries in most cases stop servicing their loans 

when the debt is considered “too costly in terms of the country’s economic and social 

objectives”(IMF et al., 2014, p. 166). 

The second, liquidity, refers to a country's ability to pay its immediate external 

obligations. More technically, a country's faces a liquidity problem when “its liquid 

assets and available financing are insufficient to meet or roll over its maturing liability, 

regardless of whether it satisfies the solvency condition”(IMF, 2002a, p. 5). External 

shocks can prompt liquidity problems: oscillations in commodity prices that alter export 

earnings or import costs, instability in the conditions of international financial markets 

that affect interest rates or resource accessibility etc. This means that a country can have 

a sustainable indebtedness level, but that an external shock can make it unsustainable. 

There was a need to develop a forward-looking approach to debt sustainability, 

which differs from the backward-looking approach of the HIPC initiative(IMF-IDA, 

2004). The first need was to guarantee that the beneficiaries of the enhanced HIPC 

initiative could sustain debt and to prevent more LICs from reaching unsustainable 

stages. Debt relief contributed to some LICs' reaching sustainable indebtedness, but 

could not guarantee it. The second need was for LICs economic and social situations to 

acquire new foreign funds to pursue development and accomplish the Millennium 

Development Goals or MDGs(IMF, 2003a). 

Debt sustainability therefore had to address the three players involved: the 

international financial institutions that monitor loans and debt, the donors and lenders 

that provide financial resources, and the borrowers that contract debts. Governmental 
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entities use this tool to develop a good debt management strategy. Meanwhile, lenders 

and donors use published debt sustainability assessments (DSAs) to guide their 

financial commitments to LICs. The IMF and the WB conduct a country-by-country 

DSA on an external debt yearly as part of IMF regular motoring of its member’s 

economic and financial development published in the IMF´S Annual Art. IV report. 

The Debt Sustainability Framework for LICs is a standardized analytical tool 

within which evaluations of LICs’ debt-related risk are conducted by a DSA. The DSF's 

main objectives are to advise countries that are taking loans, to counsel lenders and 

donors of their financial resource allocations, and to appraise data for examination and 

policy advice from the IMF and WB. The analytical instrument defines a country’s debt 

level as solvent “if the present value of its income stream is at least as large as the 

present value of its expenditures”(IMF-WB, 2013, p. 6). 

The DSF is used to monitor individual countries and international institutions 

which donate and lend resources to LICs. Among the international institutions which 

use the DSA to guide their decisions to finance LICs are the countries receive funding 

from International Development Association (IDA), regional development banks, the 

Paris Club, and the Organization for Economic Co-operation and Development (OECD) 

working group on export credit and credit guarantees. The IDA, the World Bank’s 

financial institution to finance the world’s poorest countries, determines the degree to 

which grants and loans fight poverty using this framework. For example, IDA 14, 

determined that 33 billion dollars is sure to fight poverty in LICs(IDA, 2005). Also, 

LICs' achievements of the MDGs have been based on the debt risk classification of 

DSA results since 2004(IDA, 2004). Subsequently, the rest of IDA replenishment funds, 

IDA 15, 16, and 17, follow the same principles and guidelines. 

The DSF is also designed to assess the debt vulnerabilities of countries that are 
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eligible for the IMF’s concessional lending facilities at the Poverty Reduction and 

Growth Trust (PRGT) and for the WB’s concessional resources at the International 

Development Association (IDA)(IMF-WB, 2012b, p. 6). The framework became 

operational in 2005(IMF-IDA, 2005). One implication of this framework is that it 

synthesizes the complexity of debt dynamics and its risk to provide an easy, functional 

assessment to policy makers or borrowers and creditors by analyzing key inputs, plus 

macroeconomic and political constraints, to ably set forth a sustainable growth strategy 

to meet their development objectives, avoid debt overhang, and avoid a debt crisis. 

The DSF is based on an assessment of the country’s debt burden relative to its 

financial situation, via indicators of debt stock and debt service relative to some 

repayment capacity. It is further linked to the quality of policies and institutions(IMF, 

2004a, pp. 12-21). The basic equation consists of equating a debt indicator with 

indebtedness divided by repayment capacity. Debt burden indicators consist of solvency 

indicators like external debt at present value to GDP ratio, exports and revenue. 

Liquidity indicators count debt service in relation to a percentage of its exports and 

revenue(IMF-BW, 2013, p. 11). 

The framework utilizes debt ratios to evaluate fulfillment of the aforementioned 

sustainability principle. When one comes to the topic of the sustainability condition, it 

must achieve solvency and liquidity. In fact, the solvency condition is met by generating 

debt-dynamic projections of debt ratios over a twenty-year period. To comply with the 

liquidity condition, it evaluates risks related to “debt composition, maturity structure, 

interest rate structure, and [the] availability of liquid assets”(IMF-BW, 2013, p. 7). 

These two conditions are linked to specific debt ratio thresholds, depending on the 

soundness of the countries' institutions and policies to make appropriate evaluations. 

The link between debt and the WBs institutional evaluation tool Country Policy 
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Institutions Assessment (CPIA) performance is due to Kraay and Nehru (2004). They 

empirically demonstrated that countries with weaker institutions (lower CPIA scores) 

face more debt-related problems than countries with robust institutions (higher CPIA 

scores). The CPIA will be analyzed further in the text, putting an especial enfasis on the 

work of Kraay and Nehru(2004). 

The appraisal of nation-states' institutions and policies is done by the Country 

Policy Institutional Assessment CPIA, based on the assumption that these elements are 

essential to determining the effectiveness of a state's use of resources (Santiso, 2001, p. 

4) and of its poverty reduction and growth strategies(WB, 2013b, p. 1). It aims to assess 

the quality of borrowers' policies and institutional frameworks and their abilities to 

foster sustainable growth and poverty reduction, to effectively use developmental 

assistance(Cagé, 2013). The conventional wisdom validating the role of institutions and 

national policies on economic growth has been recognized theoretically (North, 1991) 

and empirically(Acemoglu, Johnson, and Robinson, 2004). Robust results prove that 

institutions do matter to economic growth and development outcomes. Meanwhile, 

inquiries of national policies on economic growth also have reached similar conclusions 

empirically (Easterly, 1992) and theoretically(Easterly, 2005). 

The Debt Sustainability Framework for LICS is comprised of two separate Debt 

Sustainability Assessments: one conducted to evaluate the external debt (an external 

DSA) and another is conducted to evaluate all debts, public and private debts (public 

DSA) which are nested in the LIC DSA template, an Excel file that produces charts and 

tables for respective DSA. The template is publicly available and downloadable through 

the IMF (IMF-WB, 2012b) or WB (IMF-WB, 2012a) website. The first DSA covers 

external debt contracted by the public sector. The external DSA utilizes five debt burden 

indicators for its assessment:  
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• The present value of Public and Public-Guaranteed external debt relative 

to GDP, exports, and revenue 

• Public and Public-Guaranteed external debt service relative to exports of 

goods, services, and fiscal revenues.  

• Concurrently, the public DSA analyzes external debt contracted by the 

public sector and external debt guaranteed by the government. It also 

utilizes three debt burden indicators for its analysis:  

• the present value of public debt relative to GDP,  

• fiscal revenue,  

• and the public debt service to fiscal revenue. 

Based on the WB's DSA How-to Guide (WB, 2006) and taking the latest 2012 

modifications into account, the framework includes the following steps(IMF-WB, 

2012c): 

• IMF analysts populate the missing information regarding present and 

projected debts, interest rates, balance of payments, fiscal accounts, GDP, 

exchange rates, inflation rates, and other macroeconomic data. 

• The program automatically calculates the evolution of external debt 

following the accounting identity of debt dynamics (equation). It then 

projects that data over a twenty-year period. The output can either be for 

the external DSA or public DSA, depending on the information inserted. 

The external DSA has two components: the baseline scenario and stress 

test scenarios. The baseline scenario is the most likely outcome calibrated 

by a decade of historical data on the country. The stress test scenarios are 

scenarios where the basic assumptions are modified to simulate single and 

combined shocks, like falls in exports, GDP growth, and others(Painchaud 
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and Stučka, 2011). 

• Basically, the analysis compares the debt burden indicators presented by 

these two scenarios with the thresholds determined by the CPIA and 

determines the risk rating. The indicative thresholds are presented for the 

external DSA in Table 1 and for the public DSA in Table 2. The risk rating 

is classified as low, medium, high, and debt-distressed. The mechanical 

classification of the risk ratings is based on the number of breaches (that 

is, the number of debt burden indicators that exceed the determined 

thresholds). This analysis is complemented with an evaluation of the 

magnitude, durations, and nature of the breaches. Low risk is assigned 

when there are no breaches. Moderate risk is assigned when there are no 

breaches under the baseline scenario, but there are some breaches under 

stress test. High risk is assigned when they are some breaches under the 

base line scenario as well as the stress test scenarios. Debt distress is 

assigned when the country is already experiencing difficulties repaying its 

financial obligations. 

• Lastly, the DSA concludes with a judgment by the analysts on whether 

debt levels exceeded the determined thresholds and in which 

circumstances they did so(IMF-IDA, 2010).  
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Table 2.1 Public and Public-Guaranteed External Debt Thresholds 

 Present value of debt in percent 
of 

Debt Service in 
Percent of 

 GD
P 

Export
s 

Revenu
e 

Export
s 

Revenu
e 

Weak 30 100 200 15 25 
Mediu

m 
40 150 250 20 30 

Strong 50 200 300 25 35 
Source: Authors elaboration based on (IMF-BW, 2013, p. 13) 

Table 2.2 Public Debt Benchmarks 

Public Debt Benchmarks Quality of 
Policies and Institutions 

Present value of Total Public Debt 
in Percent of GDP 

Weak 38 
Medium 56 
Strong 74 

Source: Authors elaboration based on (IMF-BW, 2013, p. 14) 

Besides determining IDA resource distribution and the DSF, the CPIA also has 

an impact on determining the WB´s Country Assistance Strategies (GTZ, 2008, p. 7) 

fragile and conflict-affected state statuses(IEG, 2014, p. 14), and allocation of resources. 

This rating analyses more than half of the WB member states and world 

population(Riegner, 2012, p. 7). The evaluation of governance by the WB can be traced 

to the 1970s, subsequently expanding its assessment (IEG, 2008) to its latest revision 

in 2013(WB, 2013b). 

The DSF thresholds are policy-dependent to the score the country obtains in the 

CPIA index. It is constituted of four main areas divided into sixteen key divisions(WB, 

2013b, p. 3). See Table 3. The CPIA scores weights each group in the same way and 

content of each group each group and condition obtain equivalent importance, although 

each component within a criterion can have different significance(WB, 2013b, p. 6). 

The academic literature supports the claim that the indicators incorporated in these 
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assessments have positive impacts on growth(IEG, 2010, p. 16), while corruption 

analysis is used with the assumption that lower levels of corruption will enhance growth. 

The questions are intended to assess management procedures and establishments to the 

degree conceivable, rather than results, and the “sub-criteria in the questions are 

quantitative”(Knack, 2013, p. 5).  

This diagnostic tool is created by WB country staff and revised by WB Regional 

and Main Headquarters. It involves two steps: a benchmarking phase and a country-

rating phase. Based on the extensive number of countries and individual regional 

differences, the WB creates benchmarks for different regions to ensure consistency 

within regions. The second phase determines the score of the country under assessment 

using the first step as a guidepost. 

The WB analysts utilize the CPIA questionnaire, which defines a detailed list of 

criteria and sub-criteria and provides full rating specifications; the guideposts, which 

provide additional data and information drawn from trusted sources; and the 

benchmarking results, which are used for comparison. Initial assessments are subject to 

internal review processes, based on numerical ratings and written justifications of the 

ratings. 
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Table 2.3 Country Policy Institutions Assessment 2013 Criteria 

Economic 
Management 

Structural 
Policies 

Policies for Social 
Inclusion/Equity 

Public Sector 
Management and 
Institutions 

Monetary Trade Gender Equality Property Rights and 
Rule-based Governance 

Fiscal 
Policy 

Financial 
Sector 

Equity of Public 
Resource Use 

Quality of Budgetary and 
Financial Management 

Debt 
Policy and 
Mangement 

Business 
Regulatory 
Environment 

Building Human 
Resources 

Efficiency of Revenue 
Mobilization 

  Social Protection 
and Labor 

Quality of Public 
Administration 

  Policies and 
Institutions for 
Environmental 
Sustainability 

Transparency, 
Accountability and Corruption 
in the Public Sector 

Source: Authors elaboration based on (WB, 2013b) 

In order to broaden the comprehensiveness of the DSF to determine which 

structural problems are the root causes of debt accumulation in Nicaragua, the 

researcher first analyzes what the international financial institutions have to say in this 

matter. That is why it is important to present the information that the official DSA 

analysis presents. In introducing the latest summaries of DSAs, the researcher avoids 

in-depth and bland discussion on the baseline and stress test projection results. Though 

their discussions are important for debt management strategies, it goes beyond our 

research scope. The objective is to briefly disclose that they often fail to capture, what 

the author suspects are the problems in structural development that get countries into 

debt contracts beyond their repayment capacities. 

Nicaragua acquired $4.5 billion dollars ($4,500,000,000) of HIPC Initiative 

assistance. It was under the Multilateral Debt Relief Initiative (MDRI) that the 

assistance totaled $1.913 billion dollars ($1,913,000,000) in nominal terms (IMF 2013, 

26). The debt-to-GDP ratio was 59.1% in 2007 and 43.2% in 2013. The 2013 DSA 

determined that Nicaraguan debt is at moderate risk of external debt distress and that 
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that its public debt is high, but its trend is sustainable(IMF-WB, 2013). Nicaragua 

remained classified as a medium performer in terms of its CPIA. 

The report reveals that Nicaragua is vulnerable to depreciation shocks 

(exchange shocks) and to contingent liabilities. Nicaragua has a highly dollarized 

economy, and most of its domestic debt bonds are linked to the USD exchange rate. 

Contingent liabilities risks are attributed to private debt by ALBA-Nicaragua, owned 

the Sandinista political party, and are guaranteed by the Venezuelan government under 

the PetroCaribe oil treaty. The role of this private debt is vast. For example, it is 

currently used to finance several social programs in the country. Also, it's used for 

discretionary purposes, like yearly Christmas bonuses for public servants.  

This positive trend can be attributed partly to the 1.5 billion dollars of debt relief 

pending from the HIPC initiative, and also from the 56.7% grant element of its new 

external debt commitments from 2006 to 2013(WB, 2015f). Nicaragua’s status for IDA 

loans and its medium debt distress situation establishes that 50% of the resources are 

received as grants and the other 50% as loans. An important share of its social public 

expenditure uses private resources with Venezuelan cooperation, but does not account 

for debt (only a contingent liability). 

A number of scholars have suggested that the DSF and CPIA have several 

fundamental problems. Subsequently, the research will offer a brief literature review of 

the sparse documents from critics of the DSA and CPIA, placing this contribution in an 

investigatory context. This literature helps us question the limited validity of the ratings 

themselves, not how the DSA reaches its assessment. This is not to say that the DSF 

assessment does not help improve observations of debt-related risks and enhancements 

in IMF and WB activity in LICs(Buffie et al., 2012, p. 4).  

Wyplosz (2012) reminds us that any forward-looking assessment should only 
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be used as an educated guess because the future is uncertain. On the one hand, DSAs 

provide a probable outcome if the variables that influence debt are constant in time. On 

the other hand, its predictability is valid only for a particular time horizon. Its predictive 

power weakens as it contemplates longer-periods. At the same time, he argues that the 

DSA makes inaccurate judgments on when countries' debts are too big, and the political 

acceptability of honoring debts in arrears adds to the complexity of the matter(Wyplosz, 

2012, pp. 7-9). 

Some object that macroeconomic variable projections from the IMF constitute 

the base of this analysis. This criticism is not new and targets the applications of 

structural programs by the IMF(Stiglitz, 2002), the inability to foresee debt crises(IMF, 

2003b, p. 48), and the failure of the IMF's programs in reaching their objectives(Bird, 

2001). In this regard, the creators of this tool point out that their forecasts of economic 

variables and debt indicators are overly optimistic(IMF, 2005, p. 3). To some extent, 

this affirmation questions the use of the DSA as a guide to “WB and IMF assessments, 

policy advice, and program design”(IMF-WB, 2012c). 

External shocks that negatively impact LICs' economic growth have not been 

taken into account by the framework (Collier and Dehn 2001). LICs are characterized 

as being based on commodity exporters and manufactures, with little export 

diversification (UN, 2008, pp. 3-6, 17) and vulnerability to climate disasters(Ferrarini, 

2009). Ferrarini (2008) questions the DSF in light of LICs' vulnerabilities to external 

shocks, since a deterioration of the economic conditions from an external shock 

automatically limits the amount of foreign resources the country can obtain to buffer 

the temporary shock, generating liquidity shortages(Ferrarini, 2008, pp. 2549, 2552). 

He also argues against the limited scope of external shocks normally addressed in the 

framework. A good example is the 2008 financial crisis. An external shock can cause 
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countries to face unsustainable indebtedness(IMF, 2010). 

In discussing debt levels, one controversial issue has been that the DSF 

established debt sustainability thresholds where empirical data determined that 

countries fitting these thresholds face problems in honoring their debts(IMF-BW, 2013). 

This conception of the DSF ignores the point when countries start facing debt overhang. 

On the one hand, Reinhart and Rogoff point out that some countries can face “debt 

intolerance”. Some developing countries can default earlier because of their history and 

institutions. This means we can't compare countries at the same point in development 

this way, because capabilities in supporting debt are different. In conducting debt 

intolerance assessments on countries, the literature presents evidence that these 

thresholds are lower than the ones in the DSF (see Table 4 and Table 1). Bannister and 

Barrot (2011) observe that Nicaragua and Honduras face debt intolerance when their 

debt-to-GDP ratios are at 28.38% and 21.1%, respectively(Bannister and Barrot, 2011, 

p. 20). As an Illustration, Mexico defaulted in 1982 with a debt-to-GDP ratio of 47%, 

and Argentina in 2001 at 50% (Reinhart, Rogoff, and Savastano, 2003b, p. 14) while 

the DSF for LICs permit a 76% GDP ratio for countries with a High CPIA score. Since 

these countries do not trade their external debt bonds, the likelihood of debt-related 

problems does not occur, but this status cannot be sustained over the long term. 
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Table 2.4 Frequency distribution of External Debt Ratios in Middle-
Income Countries at the Time of Default: 1970 to 2001 

External Debt-to-GNP range in 
the first year of default or 

restructuring 

Percentage of total default or 
restructurings 

Less than 40% 13 
41% to 60% 40 
61% to 80% 13 
81% to 100% 20 

above than 100% 13 
Source: Source: Authors elaboration based on (Reinhart, Rogoff, and Savastano, 2003b, p. 17) 

On the other hand, the DSF does not take into account the determining of debt 

thresholds in the occurrence of debt overhang, as debt overhangs can be identified even 

at lower debt sustainability levels established in the DSF(Caner, Grennes, and Koehler-

Geib, 2010). These authors calculated that Nicaragua lost 4.7% of average economic 

growth from debt overhang during the period 1980 to 2008, while Patillo, Poirson and 

Ricci (2004) identified debt overhang constrains growth when debt to GDP is above 

30% for low income countries. My own view is that if debt overhang thresholds are 

unique, the threshold of the DSA can be misleading in determining a benchmark of an 

unsustainable level for all countries without taking account this growth constraint and 

a country’s specifics. 

In recent discussions on the projection apparatus of debt, a controversial issue 

has been whether to include the link between borrowing and growth. Some argue that 

the framework should include the impact of public investment on growth, and there are 

some methodologies being tested on this matter(IMF-WB, 2012c, pp. 13, 31). 

Depending on the results, they may be incorporated. The current matter is that it ignores 

LICs being characterized by their low amounts of capital, as “an extra unit of capital 

leads to a large increase of output”(Mankiw, 2015, p. 538). These foreign investments 

are justified because they are supposed to generate additional growth in the country, 
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making the operation self-financing(Buffie et al., 2012, p. 5). Others, however, argue 

that the quality of institutions and policies determine returns on public 

investment(Development, 2008); since it varies, incorporating it would assume that 

public investments always generate growth(Wyplosz, 2012, p. 15). This argument is 

based on the assumption that countries with bad policies and institutions experience 

debt overhang before countries with strong ones(Cordella, Ricci, and Ruiz-Arranz, 

2010, pp. 4,18-19), implying that governments do not invest wisely. 

In the words of one of this view's main proponents, “ignoring the conditions 

under which external borrowing can harm or boost growth”(Wyplosz, 2012, p. 16), the 

the main problem is not the amount of debt that is borrowed, but the assurance of the 

proper returns of that investment. My own view is that it seems reasonable to 

incorporate the link between borrowing and investment with some link to the 

institutional state and incorporate it in its stress tests. However, I concede that is 

impossible to affirm that public investment will always boost growth as Wyplosz (2012) 

shows. I still maintain that it is important to be included: 

The existing DSF has been widely criticized for various reasons: 

• Its predictions aren't very accurate (Berg et al., 2014) 

• It doesn’t contain a contingency mechanism to address external 

shocks(Ferrarini, 2008). 

• It questions the significance and reliability of its governance indicators in 

predicting debt distress(Ferrarini, 2009). 

• It makes arbitrary political risk assessments(Wyplosz, 2007). 

• It does not consider the impact of social and economic indicators showing 

regarding countries' capacities to carry debt (Gunter, Rahman, and Shi, 

2009) 
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• It is not compatible with development goals(Spratt, 2007). 

• It limits its debt sustainability concept(Gunter, 2007). 

• It policies are conservative by assuming that government do not react to 

shocks in the stress test scenarios(Buffie et al., 2012, p. 5). 

• Does not reliably assess variable characteristics of LICs(Cassimon, 

Moreno-Dodson, and Wodon, 2008). 

• The DSF ignores the point when countries start facing debt overhang 

• It does not consider violations of civil and political rights as factors that 

undermine quality governance and institutions (own). 

A first problem with CPIA criteria is that they rely on a subjective assessment 

of policy and institutional quality(GTZ, 2008, p. 19). The complex variables under 

scrutiny are subjective. Consider transparency, accountability, and corruption in the 

public sector, one of sixteen variables. Another issue is that only one third of the inputs 

to make judgments are quantifiable indicators(WB, 2013b), and that is an important 

source of the present margin of error(Kaufmann and Kraay, 2008). GTZ (2008) 

proposes to diminish this margin of error by including data comparisons from data 

sources, putting emphasis on those specific issues evaluated in the CPIA. The CPIA 

2013 criteria use external sources to some extent, but largely rely on WB data sources. 

A second problem is the lack of external assistance during this process. The 

process is conducted by WB staff, reviewed by WB staff, and just involves the country's 

government officials in early consultation. The WB risks overlooking relevant 

information in its assessment because of this. Ultimately, the rating is a task done by 

WB staff(WB, 2013b, p. 4). The inclusion of external scrutiny similar to country 

government officials' during the whole process can improve the reliability and uncover 

mistakes or omissions(GTZ, 2008, p. 20). 

40 
 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

A third issue is the relationship between CPIA scores and development 

outcomes. Although the Growth Report presumably consolidates the general consensus 

on which are factors that impact growth(Development, 2008). Common sense seems to 

dictate that “[the Growth Report] cannot name with certainty the factors that sealed 

[growth experiences] success or the factors they could have succeeded 

without”(Development, 2008, p. 33). In discussions of correlations of CPIA results and 

economic performance, the results are unclear; whether countries with high CPIA 

perform better than country with a lower one.  

Some argue that highly rated countries in the CPIA performed better than 

indicated by the CPIA in HDI and GDP growth performance (IDA, 2009, p. 5) and had 

higher aid impact on growth(Burnside and Dollar, 1998). Hansen and Tarp (2000), 

conversely, obtained results challenging the previous works by identifying no 

significance of good governance policies in recipient countries. Growth increases even 

in countries with bad policies(Hansen and Tarp, 2000). Meanwhile, others point out that 

the relevance of CPIA ratings over time has been modified by the fact that it has 

experienced changes, and this may or may not modify its link to development 

outcomes(GTZ, 2008, p. 23). An example can be the coup in Honduras 2009. It caused 

liquidity constraints and forced a shift in the priorities of the country's expenditures and 

undermined economic growth and increased debt related risks. 

Other authors challenge the usefulness of this tool in addressing the 

vulnerabilities of LICs. In this regard, Ferrarini (2008) notes that the CPIA is a bad 

indicator to use as a determiner of debt thresholds since, in the context of an external 

shock, it would establish a fixed threshold that omits extraordinary circumstances. It 

stands to obtain more grants within a certain limited amount, and that omits that “LICs' 

vulnerability to debt distress depend on the exogenous shocks rather than 
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CPIA”(Ferrarini, 2008, p. 2551). IDA resources should not be used as shock buffers, 

but incorporating external shocks into the DSF can solve the problem over the proper 

usage of resources for real development issues and not temporary fiscal crises. An 

illustration of this problem was the Nicaraguan bank crisis, which forced the 

government to service domestic debt with foreign funds from debt relief.  

Lastly, GTZ proposes that the CPIA broaden its good governance criteria. This 

can imply a focus on specific goals of development, with general political and 

international consensuses like the MDGs and future Sustainable Development 

Goals(GTZ, 2008, pp. 27-30). A more controversial approach would be to take the 

general donor community consensus into account to measure the importance of 

governmental issues like human rights, empowerment, and participation(OECD, 2006). 

For the moment, IEG argues that CPIA criteria should address countries' problems via 

in the sixteen chosen variables, and modify their weights to address specific problems, 

conditions, and stages of development. The institutions argue that this will properly 

address the country’s governance. 

As a result the existing CPIA has been widely criticized for various reasons: 

• Relies on a subjective assessment of policy and institutional 

quality(GTZ, 2008, p. 19). 

• the lack of external assistance during this process. 

• CPIA ratings have experienced changes, and this may or may not modify 

its link to development outcomes(GTZ, 2008, p. 23). 

• CPIA ratings are not affected by HR violations, like civil and political 

rights such as non-competitive elections (own) 

The mandate of the DSF to “provide guidance for creditors lending and grant 

allocation decisions and improve IMFs and WBs Policy advices” (IMF, 2013d, p. 
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6)suggests that it needs to keep up with changes in development cooperation. To 

provide better guidance, this could be coupled with regard of the new paradigm shift of 

development aid and the integration of human rights into development. The 

international community has changed its approach based on the idea and assumptions 

that HR can generate the necessary social changes to construct better governance and 

reliable institutions. Additionally, the WB acknowledges that respecting HR is 

important in increase development outcomes, and is an “irreducible goal of 

development”(WB, 1998, p. 2). 

As an illustration of this trend of incorporating HR into development aid, 

Nicaragua had to create a Poverty Strategy Paper in which HR elements were 

incorporated as a means to improve governance and institutions. The fourth pillar of 

this strategy, governance and institutional development, to combat poverty, explicitly 

stated that “improving the nations governance and institutions will require 

consolidation of rule of law and mayor institutional strengthening, greater transparency 

and efficiency in public expenditures, institutionalization of a culture of integrity and 

promotion of democracy through an expanding decentralization, participation of civil 

society and respect of human rights”(Nicaragua, 2001, pp. 35-36). The Poverty Strategy 

Paper placed strong emphasis on respecting on human rights in governance to receive 

HIPC debt relief and concessional financing.  

Another key exemplification of this trend is The Paris Declaration of Aid 

Efficiency in which its expansion The Accra Agenda of Action (2008) the OECD 

member countries and 80 developing countries agreed to harmonize “their respective 

development policies and programs are designed and implemented in ways consistent 

with their agreed international commitments on HR(OECD, 2008, p. 3). The latest aid 

effectiveness forum, The Busan Partnership for effective development in 2011, also 
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recognized that “promoting human rights […] are an integral part of development 

efforts” and constitutes one of their principles(OECD, 2011, pp. 1, 3). Human rights 

promotion reinforces positive externalities since “aid only promotes economic growth 

under specific circumstances, or can be reduced or stimulated by several elements, 

which human rights record being one of them”(Keeley, 2012, p. 90).  

It has become a commonly agreed upon and several countries experiences seem 

to corroborate that in order for countries achieve successful development, they must 

“combine sound macroeconomic with market oriented reforms, good governance with 

reliable institutions and proper interaction between incentives and supply of public 

goods, so as to balance economic dynamism with social inclusiveness”(UNIDO, 2005, 

pp. 21-22). For instance, several studies provide evidence that “fast [economic] growth 

is partly the outcome of favorable social arrangements”, like health, education coherent 

with human rights(Temple and Johnson, 1998). Economists have traditionally ignored 

the effects of human rights in the macroeconomic performance(Uvin, 2004), 

governance and institutions.  

HR constitutes a specific manner of governance1 and behavior of institutions 

based on HR principles that assign rules and standards established in the HR 

treaties(Mihr and Gibney, 2014, p. 382). The WB (2010) exposed that HR contributes 

to development by: establishment of norms, values, principles; and its instrumental 

nature of having an empowerment role, a protective role, and a constructive role. 

The United Nations Human Rights Council says that “Human rights principles 

provide a set of values to guide the work of governments and other political and social 

actors(UN, 2015). They also provide a set of performance standards against which these 

actors can be held accountable. Moreover, human rights principles inform the content 

1 defined as “the process of decisions making and implementation” (Mihr and Gibney, 2014, p. 56) 
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of good governance efforts: they may inform the development of legislative 

frameworks, policies, programs, budgetary allocations and other measures”(UNHRC, 

2014). 

The link between human rights and development can be traced back to the 

Declaration of the Right to Development in 1986 (UN, 1986) and its reaffirmation in 

1993 at the Vienna Declaration and Program of Action that recognized these two 

variables are interdependent and mutually reinforcing. The 2000 Millennium 

Declaration (UN, 2000) and the 2005 World Summit Outcome (UN, 2005) explicitly 

linked realization of the right to development with the fulfillment of Millennium 

Development Goals. “Human rights act as heuristic devices, then, broadening the 

definition of the problems to be addressed and, consequently, profoundly changing the 

range of actions (and partners) that can be undertaken by development actors to promote 

social change”(Uvin, 2004, p. 176). 

The provision of development aid, loans and grants, by development agencies 

and donors at bilateral and multilateral levels has obtained modest results compared to 

the volume of resources invested in least developed countries, among which HIPCs also 

form part. To reinforce the impact of these foreign resources, donors have progressively 

modified their work to adopt new strategies, among which is the explicit or implicit 

integration of HR elements into development aid, as a method to improve the provision, 

organization and quality of development. 

The integration of HR into development practices is based on the premise that 

“certain rights are necessary preconditions for maintaining and expanding liberal 

economic principal such as individual liberties, the right to property” (Mihr and Gibney, 

2014, p. 382)and contract enforcement(Cushman, 2012, p. 200). In the same way that 

development practitioners have had to acknowledge the: i) “growing acceptance of the 
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place of economic and social rights in development policy; ii) prevalence integration of 

HR and governance policy of donors and international organizations; iii) substantiated 

linkage of HR, development and security and iv) connection between HR and 

environmental and energy development”(WB, 2010b, p. 4). An example of the 

statement regarding the promotion of liberal economics is the World Trade 

Organization (WTO). This international body claims that it promotes specific HR 

related rights such as “rights of exporters to peaceful enjoyment of property and 

freedom of contract, non-discrimination in relation to other industries and freedom of 

movement of goods and services across borders” even though Sarah Joseph questions 

its validity(Joseph, 2011, p. 34). To demonstrate the importance of HR on trade is the 

empirical finding that civil liberties have an important impact on investments projects 

rate of return(Kaufmann, 2004, p. 10), HR also improves human well-being and reduces 

investment externalities(Leader and Ong, 2011), and promotes gender equality, access 

to basic services and has significant effects on the progress of economic, social and 

cultural rights(Kaufmann, 2004). 

As a matter of fact, governance and institutions create the proper conditions that 

promote “growth–enhancing environmental factors such as innovation and knowledge 

networks, agglomeration and good policy actions” (Cushman, 2012, p. 195)by 

preventing citizens from doing certain things and stimulate citizens to respond to certain 

actions in a determined way. Equally important, Amartya Sen claims that the respect of 

civil and political rights promote positive economic policies while it diminishes the 

persistence of negative economic policies based on the idea of an competitive electoral 

system that will punish or reward governments policy actions (Joseph, 2011, p. 45) to 

make adjustments in their policies.  

Additionally, Rhoda Howard points out not only is the role of HR in the 

46 
 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

promotion of peaceful understanding between political forces diminishing the option of 

usage of violence and/military options, but its role is also in “promoting the application 

of reasonable policies to ensure equitable distribution of wealth and guarantee social 

and cultural rights”(Howard, 1983, pp. 469-474). Another key point is the empirical 

evidence of the association between low levels of political and civil rights and 

corruption, in which one form can be the capture of the state by the elite.   

In an empirical study, Daniel Kaufman identified a link between governance, 

corruption and HR, in which low levels of respect of HR were associated with high 

levels of corruption(Kaufmann, 2004, pp. 14-15). The respect of RH can combat legal 

and illegal corruption; in other words corruption with a legal framework or without 

legal framework human rights promote accountability and “societies with lower 

accountability impose higher costs on the population if it were to react to corrupt public 

policies”(Kaufmann and Vicente, 2011, p. 200). 

There are 5 mechanisms to integrate HR into development practice(WB-OECD, 

2013, p. 23): implicit human rights work, human right projects, human rights dialogue, 

human rights mainstreaming and human rights based approaches. For further 

information of the frameworks please refer to table 5.. The human rights based approach 

(HRBA) is the framework that most incorporates HR elements to development 

programing to improvement performance and will be the only approach analyzed due 

to the fact that is the current paradigm shift adopted to address aid interventions, which 

implicates monetary and non-monetary resources, processes of intervention, an 

approach to design and execute activities.  

This framework has been used by all development agencies of the UN since 

2003 and several bilateral development agencies such as the German, Norwegian, etc. 

which frame development problems as human rights violations - relating them to human 
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rights standards and seeks to change the perspective of “passive recipients of aid to 

empower rights holders” by “changing how programs are designed, implemented and 

evaluated”(Schmitz, 2012, p. 525). It places “attention on political dimensions of 

poverty and power dynamics within a society that can cause or reinforce exclusion and 

discrimination, with capacity building presented as key feature of programming”(WB-

OECD, 2013, p. 25). Essentially, addressing civil, political and economic, cultural and 

social rights (ODI, 1999, p. 1) and focusing on “mobilizing individuals, civil society 

and the legal system to hold the state as the primary duty bearer accountable”(Schmitz, 

2012, p. 525). 

Table 2.5 Donor Approaches to Integrating Human Rights and Indicative 
Activities 

human rights 
based approaches 

human rights 
mainstreaming 

human rights 
dialogue 

human 
rights projects 

human rights 
considered 
constitutive of the 
goal of 
development, 
leading to a new 
approach to aid and 
requiring 
institutional change 

Efforts to 
ensure that human 
rights are integrated 
into all sectors  of 
existing aid 
interventions. This 
may include do no 
harm approach 

Foreign policy and aid 
dialogues include human 
rights arises sometimes 
linked to conditionality. Aid 
modalities and volumes 
may be impacted in cases of 
significant human rights 
violations 

projects or 
programs 
directly 
targeted at the 
realization of 
specific human 
rights or in 
support of 
human rights 

Source: extracted from (WB-OECD, 2013, p. 24) 

HRBA is defined as a framework “that explicitly seeks to improve the human 

rights practices of the governments of developing countries as a method to improve 

levels of economic development”(Abouharb and Cingranelli, 2007, p. 29) utilizing 

international human right treaties to “support of development action[s]”(ODI, 1999, p. 

1).  

The new body of research shows that “development starts to be redefined in 

terms that include human rights as a constitutive part”(Uvin, 2004, p. 122). External 

actors change their interventions in the country by addressing problems such as a lack 
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of “accountability by the ruler and the ruled” addressing “power inequalities” and 

“promoting social economic, political and civil rights”(Schmitz, 2012, p. 528). This 

new perspective on development has common assumptions with the Amartya Sen 

perspective of development as freedom, that freedom is determined by respect of civil, 

political rights (Sen, 1999, p. 3) and freedom of press as a constitutive part of 

development(Tungodden, 2001, p. 17). Ultimately what is at stake here is freedom in 

development, where “development can be valued for substantive opportunity it gives 

to pursuit of [peoples] objectives and goals” the concept implies two key concepts , 

firstly the opportunity aspect that deals with “ability of a person to achieve those things 

that she has reasons to value”, and secondly the process aspect that addresses with issue 

“if people are free to choose or whether other intruded or obstructed”(Sen, 2002, p. 10). 

A number of scholars have recently suggested that HRBA has several virtues. 

Julia Hausermann emphasizes that “human rights norms and standards provide an 

objective and globally recognized framework for development strategies. Combining 

these legal norms an standards with the goal and targets set out in the OECD/DAC 

policy document and adopted of series of UN conferences, provides a coherent 

framework for development policies and strategies [the HRBA to 

development]”(Hausermann, 2006, p. 1). The Office of United Nations High 

Commissioner for Human Rights establishes three essential elements the HRBA have 

to comply to since there are several interpretations of what should HRBA assessment 

should be applied. They state that: 

• “As development policies and programs are formulated, the main 

objective should be to fulfil human rights 

• A HRBA identifies rights holders and their entitlements and 

corresponding duty bearers and their obligations and works to rewards 
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strengthening capacities of rights holders to make their claims and of 

duty bearers to meet their obligations. 

• Principles and standards derived from international human rights treaties 

should guide all development cooperation and programming in all 

sectors and in all phases of the programming process”(UN-OHCHR, 

2006, pp. 15-16). 

This paradigm shift constitutes a new conception of development from a 

traditional view that was “externally devised, charity focused and provided to passive 

recipients” to a new conception of development (HRBA development) that establishes 

mechanisms to “empower people through an inclusive and participatory 

process”(TANA, 2014, p. 4). In like manner, this can be appreciated better by viewing 

the implementation as a process that first “identifies rights and duties, explores why 

these cannot be realized, assesses the capacity gap and finally seeks to close this gap by 

developing local capacities which outlast the donors interventions”(D’Hollander, Marx, 

and Wouters, 2013, p. 34). The innovative element of the framework is that involves 

two distinct but complementary process that “emphasizes the political nature of the 

approach, in particular the social contract between the state and citizens empowered to 

claim their rights” and incorporates “state-centered and society centered interventions 

strengthening institutions and citizen empowerment”(Piron  and O’Neil 2005). 
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3. Chapter 3: Inclusive Growth Diagnostic of Nicaragua 

This chapter aims to identify what is constraining economic growth in 

Nicaragua (NI) (namely, its capacity to repay debt). This will shed light on what 

elements are limiting their repayment. Furthermore, the Inclusive Diagnostic 

Framework developed by Ianchovichina and Lundstrom (2009) will permit us to 

identify what is restricting these countries' economic progress, and economic social 

indicators. Upon identifying the structural constraints to inclusive growth, I can suggest 

policies to monitor those which stands to hinder these repayment capacities. These 

findings will be contrasted with the Human Rights Based Approach (Chapter 3). The 

findings will also identify whether it can provide input to recommend means of 

addressing these problems; and, also, which elements should be closely monitored.  

This tool conducts a growth-empiric analysis to find out what are causing low 

growth rates. This relates to poverty reduction, the perspective being that generating 

more jobs for citizens can benefit the population via economic growth. The makers of 

this analytical tool (Savvides, 1992, p. 4) state that “inclusive growth refers to both the 

pace and pattern of growth” in obtaining pronounced growth that a country can sustain 

in the long run. Its objective is to pinpoint the binding constraints on growth, and then 

propose recommendations to eliminate them. This framework tries to understand 

whether the low level of investment or entrepreneurship is due to the high cost of 

finance, low economic returns on investments, or problems in the labor market. 

Ianchovichina's and Lundstrom's framework explains why the poor and the 

majority of the labor force are not contributing to and benefiting from growth. The 

policy changes then proposed seek to eliminate market distortions. This technique 

researches what will more likely raise the pace of growth and integrate more of the low-

productive labor force into high-productive activities, thereby raising production and 
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citizens' salaries. 

My use of the inclusive growth analytic framework is best exemplified by the 

decision tree of Inclusive Growth Analytics (See Figure 3.1) and the Business 

Environment Analysis (See Figure 3.2). Both serve to “identify constraints from the 

perspectives of different economic actors.”(Ianchovichina and Lundstrom, 2009, p. 8). 

Figure 3.1 Inclusive Growth Analytics 

 

Source : (Ianchovichina and Lundstrom, 2009, p. 10) 
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Figure 3.2 Business Environment Analysis 

 
Source: (Ianchovichina and Lundstrom, 2009, p. 10) 

This part serves as a background analysis. It briefly revises the factors which 

explain the “country’s past growth and poverty reduction trends and trend breaks, 

overall productivity and employment dynamics in the country, major challenges and 

opportunities faced, and possibilities for economic transformation and 

diversification”(Ianchovichina and Lundstrom, 2009, p. 9). 

  Background Analysis 

The first part of this background analysis briefly describes the evolution of the 

Nicaraguan economy in terms of its macroeconomic indicators. It analyzes NI's growth 

profile and how it helps to explain observed behavior relating to external debt 

sustainability. Economic growth is fundamental to the success of a country; 

consequently, we should try to understand past sustained growth. NI has a low-middle-

sized economy. In 2013, it had a population of 6 million citizens and its GDP was 8.3 

billion US dollars. It has a per capita income of $1,366 at constant 2005 dollars(WB, 

2015f). Output per capita has shown marginal improvement, with 0.35% average 

growth from 1961 to 2013. These results become worrisome when we consider the 
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average evolution of key variables in the same time period, like GDP growth rates of 

2.7% per year, population growth rates of 1.67% per year, 23% of its revenues being 

grants, the 14.5 billion dollars in debt relief(CBN, 2014a), and a 5.6% of remittances 

(as percentage of GDP)(WB, 2015f). See Figure 3.3. 

Figure 3.3 Foreign Investment, Grants and Personal Remittances Received as 
percentage of GDP, Nicaragua 1960 to 2013 

 
Source: (WB, 2015f)and authors calculations using (WB, 2015f) 

NI's long-term growth has been poor, still below levels it had reached in 1977. 

NI had a similarly large economy, with an $8.3 billion GDP, but a higher GDP per capita 

($2100 at constant dollars)(WB, 2015f). This is shown in Figure 3.3. The country 

under-performs economically when compared to other developing countries in Latin 

America and the Caribbean. NI's GDP represented less in 2013 than it did fifty-three 

years before then. Also, the income gap within the region (as measured by GDP per 

capita) rose. In 1960, NI's GDP represented 0.5% of the GDP in the region. It 

represented 0.2% of it in 2013. GDP per capita was 46% below the average for the 

region in 1960. In 2013, it was 76% below the average (Figure 3.4). This indicates that 

NI’s standard of living is not catching up to those of neighboring countries. Instead, 

income differentials are widening. Why is NI performing below the average? Have 
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political instability and HR issues affected Ni's growth performance? 

Figure 3.4 GDP per capita and GDP per capita growth rates, Nicaragua 1960 to 2013 

 
Source: (WB, 2015f) 

Figure 3.5 Nicaragua GDP/ Latin America and the Caribbean GDP and Nicaragua GDP 
per capita / Latin America and the Caribbean GDP per capita, period 1960 to 2013 

 
Source: (WB, 2015f)and authors calculations 

I follow criteria from Barro (1996) and Dobronov and Iqual (2005) to illustrate 

divergence from, or convergence with, the average economic performance of its Latin 

American and Caribbean  counterparts (LACs). The research identifies four phases 
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means divergence. Opposite movement indicates convergence. The research will 

discuss every phase, while emphasizing that the main interest is in developments during 

the final 2007-to-2013 period. NI's case demonstrates how HR issues intersect with 

major economic and political changes, which in turn affect NI's ability to honor its debts. 

The country has lived under a Somoza family dictatorship (1936 to 1979), has 

undergone a revolution (1967 to 1979), has faced warfare (1983 to 1989), and 

transitioned to a democracy and market economy (1990 to the present). See Figure 3.5. 

Figure 3.6 GDP per capita 5 year moving average, Nicaragua, Latin America and the 
Caribbean from 1965 to 2013 

 
Source: (WB, 2015f)and authors calculations 
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they represent 5% to 11% of NI's GDP and 33 to 77% of government expenses, which 

amounted to $122.6 per capita in total(WB, 2015f). 

NI's economic structure has changed little during the period appraised. NI 

continues to primarily export agricultural products. Figure 9 shows the changes of 

components that constitute the value added in the years 1995, 2006, and 2013. From 

the Figure 3.6, one can see that the industrial sector made up a larger portion of the 

2013 GDP, while the tertiary sector and agriculture contracted. Contribution of the 

tertiary sector declined to 52% in 2013, but still represents the majority of NI's 

employment at 51.2% of the workforce. Industry contributed 31% of the value added 

and employed 16.5% of the workforce, 19% of whom worked in manufacturing. In the 

meantime, agriculture accounted for 17% of the total value added and 32.2% of NI's 

total employment(WB, 2015f). 

Figure 3.7 Economic Growth (value added) by Sectors, Nicaragua 

 
Source: (WB, 2015f) 

From 1995 to 2011, the production approach decomposed NI's GDP by 

employment, capital stock, and total productivity to NI's economic growth. Total 

productivity underwent a slight contraction, at an average of 0.2%, while labor 
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increased by 2% and capital increased by 2.1%. The growth decomposition conducted 

by Johnson (2013) presents a slight average(Johnson 2013, p. 7). Similar studies using 

alternative methods have also reached the conclusion that the country still has negative 

productivity contribution to its economic growth(Sosa, Tsounta, and Kim, 2013, pp. 21-

22). 

In analyzing NI’s exports of goods and services, however, the importance of the 

sectors' activities changed, goods accounting for 82% and services 18% of the 2013 

total. Industrial goods generate a substantial segment of NI’s exports due to NI's having 

little in total merchandise exports, manufacturing goods making up 49% , fuel 0% and 

ores and metals 1% of them. Meanwhile, it represents a major share of the country’s 

imported goods due to their high contribution, including manufactured goods (62%), 

fuel (19%) and ores and metal (1%)(WB, 2015f). Agricultural goods represent the 

majority of NI’s exports (76.6% of merchandise exported), due to the contributions 

from food (49%) and raw agricultural materials (1%).  

The concentration and diversification indices of NI’s merchandise exports and 

imports indicate a greater concentration on a few products. In one of them, the recent 

increase in concentration from 0.197 in 2007 to 0.212 in 2013 is 

apparent(UNCTADSTAT, 2015). Indexed change in growth of diversification between 

1995 and 2007 was 3%. Between 2007 and 2013, growth was at 4.8%, revealing a 

greater deviation of NI from worldwide standings(UNCTADSTAT, 2015). See Figure 

3.7. Comparing NI’s data from 2013 to the average performance of middle-income 

countries (MICs) and low-income countries (LICs) in same year, NI had had fewer 

products, but was performing higher in the diversification index, even though it was 

performing below average in the concentration index. The country expanded its export 

base; from 126 products in 1995 to 239 products in 2011, performing well below the 
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average of 260 products in the average LICs and MICs. See Figure 3.7. An alternative 

measure of export concentration is the Herfindahl-Hirschman Index, and the latest data 

available from the WB indicates that NI's export base is highly dispersed, with 

0.025(WB, 2015c). Generally, an index above 0.25 can raise anti-trust concerns. 

Despite this positive data, the top 5% of exporters obtain 80% of the total export value. 

The most lucrative export products are highly concentrated(WB, 2015c). 

Figure 3.8 Degree of Nicaraguan concentration, diversification, No. of Products and 
Five Largest (share of merchandise exports) 

 
Source: (UNCTADSTAT, 2015) 
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enhance FSLN control over citizens and local governments” and unconstitutional 

intrusion of state agencies on “responsibilities of legally constituted local and regional 

governments”(Booth and Seligson, 2010, p. 13). 

  An Economic Profile of the Poor 

This section looks at the poverty profile of NI's population, summarizing the 

recent evolution of the main poverty indicators. It presents a broad picture of poverty 

and how its structure compares with those from previous periods. It analyzes the profile 

of poverty reduction and the way in which it helps to explain the observed behavior of 

external debt sustainability. It uses data gathered from four national surveys and WB 

data. Nicaraguan National Surveys were household surveys conducted in 1993, 1998, 

2001, 2005, and 2009. Poverty data will be complemented when necessary with 

external resources from Latin America Chronic Poverty 2015, among others. Poverty 

profiles aim to inform us regarding the evolution and variations of poverty given 

different criteria such as geography and community and household 

characteristics(Haughton and Khandker, 2009, p. 121).  

Poverty is a multidimensional phenomenon (Klugman, 2002) explained by 

aspects such as income, consumption, educational conditions, and health(WB, 2001, p. 

15). We may define it as a deprivation of basic capabilities(Sen, 1999, p. 20). 

Educational and health issues of NI's population will be addressed in the text's 

forthcoming Employability Analysis. This section will research will focus on this issue 

via the headcount index, “which measures the proportion of the population counted as 

poor”(Haughton and Khandker, 2009, p. 68), utilizing incomes as a measures of well-

being.  

The data on International Pls are only at a national level and the national criteria 

were selected due to a lack of alternative statistics on poverty. The analysis recognizes 
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the limitations of this measurement because it omits measurements of inequality among 

the poor and violations of the axioms of monotonicity and transfer(Sen 1976, p. 219). 

Surveys use two methods to present poverty lines (PLs): the cost of basic needs 

approach and the method which uses the National PL and International PL. NI’s PLs 

stipulate a consumption bundle, one deemed adequate with food intake of 2268 calories. 

It also stipulates nonfood components like housing, transportation, etc. A poor person, 

according to the National PL, earns below 1.558 dollars at nominal terms per day. An 

extremely poor person earn less than 0.917 dollars(INIDE, 2009, pp. 6-7). By the 

International PL, a poor person earns 2 dollars in PPP terms and an extremely poor 

person 1.25 dollars.  

Household survey comparisons show that headcount poverty rates using the 

International PL standards were highest in rural areas and lowest in urban areas 

throughout the period analyzed. The estimates in Figure 3.8 indicate that the incidence 

of poverty and extreme poverty had declined considerably in NI as a whole, from 50.3% 

to 42.5% and from 19.4% to 14.2% respectively, from 1993 to 2009. It also shows that 

generalized poverty affected approximately 26.8% of the population in urban areas and 

63.3% of residents in rural areas in 2009(INIDE, 2009, p. 13). The big picture is that 

NI reduced poverty by 7.8% (0.45% annually) and extreme poverty by 5.2% (about 

0.3% annually). 
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Figure 3.9 Poverty headcount ratio at national poverty line, Extreme Poverty headcount 
ratio, Nicaragua 1993 to 2009 

 
Source: (INIDE, 2009) 

Analyzing poverty under the International PL, 21% of the population was poor 

in 2009, and 8.54% lived in extreme poverty then(WB, 2015f). See Figure 3.9. The gap 

between the PL and the average income of the poor and extreme poor decreased 

considerably in NI as a whole, from 16% to 3% and 26% to 7% respectively, from 1993 

to 2009.  

Figure 3.10 poverty headcount ratio at international poverty line, extreme poverty 
headcount ratio, Nicaragua 1993 to 2009 

 
Source: (WB, 2015f) 
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That means a narrowing of the poverty gap. This holds despite increased 

severity of poverty and extreme poverty compared to levels in 2005. See Figure 3.10. 

The Gini Index also showed signs of improvement. It dropped from 57.36 to 45.73 from 

1993 to 2009, suggesting that the gap between the rich and the poor is also narrowing, 

although it increased 13% from 2005 to 2009. 

Figure 3.11 Poverty Gap, International Poverty Line, Nicaragua 1993 to 2009 

 

Source: (WB, 2015f) 

Poverty measured by household characteristics, gender, and education reveals 

that NI's poverty is largest among men at 62.1% of the population, while 61.1% of the 

female population is in poverty(ECLAC, 2009b). Also, the higher a citizen's education 

level, the less likely he is poor. Figure 12 shows that 82% of people with tertiary degrees 

are not poor. Also, 59% of NI's citizens who graduate high school are non-poor. The 

high poverty rates are among less educated people, as 41.8% of those who have not 

graduated from high school education were poor. Also, 67.8% of people without 

complete primary educations are poor(ECLAC, 2009a).  
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amounted to 5% of the GDP in subsidies and other transfers(WB, 2015f). New methods 

to combat poverty, implemented in 2007, as stated in the National Plan for Human 

Development Plan, included monetary transfers to the poor through programs like 

“Hambre Cero” (Zero Hunger) and other complementary programs. One included free 

access to health and education in an attempt to reduce the number of people living in 

poverty (GRUN 2008 and GRUN 2012). 

About 43% of the poor earn their incomes from wages, while 36.3% are self-

employed, 10.1% depend on economic transfers, and the other 10% rely on other 

resources. The drop in poverty rates between 2001 and 2005 was driven by an increase 

in economic growth and a better distribution of wealth. The former raised consumption 

levels of the poor, accounting for a fall in poverty of 4.8%. The latter accounted for a 

2.5% decline(Medina  and Galván 2014, p. 51). Better wealth distribution can be 

illustrated by the decrease in the GINI Index, from 0.45 to 0.40 by 2005(WB, 2008a, p. 

7). This index returns values between 0 and 1. Lower values indicate greater equality. 

Figure 3.12 Household income shares of Nicaraguan Households 2009 

 
Source: (INIDE, 2009) 
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redistribution policies, wealth redirected to free education, health, and several 

government assistance programs. Strong growth in agriculture, exports, and the market 

overall during this period reduced poverty, and the definition of PLs accounted for a 

5% increase in poverty rates(IDA-IFC, 2012, p. 3). The better distribution is illustrated 

by the fall in the GINI Index, from 0.41 to 0.37 by 2009(INIDE, 2009, p. 29). Overall 

the Gini Index fell to 0.37 in 2009 from 0.50 in 1993. 

Figure 3.13 Decomposition of Changes in Poverty, Nicaragua 2005 to 2009 

 
Source: (IDA-IFC, 2012, p. 3) 
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GDP was 0.9. That means that an increase of 1% of NI's GDP poverty expenditure 

increases GDP by 0.9%. 

The financial resources used for these purposes have relied less on donations 

and external loans, and more on government expenditures, compared to previous 

periods. The execution of the national budget reveals that 17.8% of poverty 

expenditures in 2007 came from donations. They were 7.1% in 2013. Financial 

resources from debt relief initiates kept a weight of 15%. Those from external loans 

decreased from 14.5% to 9.8%. Expenditures from government resources grew from 

50.4 % to 63.3%. See Figure 3.13. The government's additional effort to maintain 

poverty expenditures was a result of fiscal reforms that expanded revenues (77% of its 

expenditure total) and reductions (for the remaining 23%) of non-poverty 

expenditure(Navarrette, 2012, p. 19). 

Figure 3.14 Poverty Expenditure by Source of Finance, Nicaragua 2007 to 2013 

 
Source:(MFC, 2013, p. 297), (MFC, 2012, p. 264), (MFC, 2011, p. 257), (MFC, 2010, p. 208), 

(MFC, 2009, p. 224), (MFC, 2008, p. 183),(MFC, 2007, p. 173). 
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special emphasis on variables that affect private returns from economic activities and 

cost of finance, since they stimulate investments and entrepreneurial activities. Work 

by Ianchovichina and Lundstrom (2009) states that “private returns in turn are 

determined by social returns, which depend on complementary factors or inputs that 

individuals cannot or have very low incentives to provide, such as geography, 

technology, infrastructure, and human capital, and the private apropriability of these 

returns. Private apropiability reflects the extent to which social returns are translated 

into private returns and is negatively affected by government and/or market failures” 

(7-8). The following section follows the organizational framework of Inclusive Growth 

Diagnostics, to identify the factors negatively affecting NI's performance.  

  Is Nicaragua’s Poor Employability the Main Constraint to 

Productive Employment? 

NI has a population of six million, according to the WB's Gender Statistics. 

Population growth has slowed, and its change in demographic structure is evident. 

Between 2007 and 2013, the population grew at an annual rate of 1.4%, a number below 

the growth rate of 1.9% from 1990 to 2006. The working-age population (per the overall 

population) increased from 50.9% in 1990 to 56.5% in 2000, to 62.5% in 2013. This 

has reduced the dependency ratio. The 0-to-14-year-old population is falling, and the 

60-and-above population is growing. As a result, dependency is falling. The number of 

people of working age versus people of non-reproductive ages fell from 96 in 1990 to 

61 in 2012.  

NI has relied on the increased working-age population to increase its added 

value per capita. As exposed previously, 74% of that value was linked to changes in the 

structure of the population between 2001 to 2005(Gutierrez, Paci, and Ranzani, 2008, 

p. 34). Lower fertility rates and lower mortality rates presented a change in NI's 
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demographic structure, which has consequences for future NI's growth of productivity 

and levels of labor, and which demand increased educational levels to compensate for 

these factors. 

Education is a human right, and it constitutes one of the engines of economic 

growth, human development, and national progress and prosperity. The Universal 

Declaration of Human Rights Article 26 states that “everyone has the right to education.” 

In NI, not everybody receives an education, constituting a growth constraint. Education 

is also related to the capacity to increase income and productivity, and to combat 

poverty(IDA-IFC, 2012, p. 7). Empirical studies evaluating NI’s education identify that 

low levels of schooling are one of the key elements that explain the probability of 

working (Acevedo 2007, p. 7) and determine the revenue streams of individuals in their 

working lives(Cordón P., 2011, p. 7). 

NI's literacy rate is comparatively low. It was 82.5% in 2015, compared to the 

92.5% average of LACs(ECLAC, 2015a). Primary and secondary education are free 

and compulsory, but many children do not enter or drop out. Basic education coverage 

has increased since the 2000s. The primary net enrollment rate, which increased from 

82% in 2000 to 93% in 2010, means that 7% of children are out of the educational 

system. NI's net secondary enrollment rate increased from 34.5% in 2000 to 45% in 

2010. This implies that more than half (55%) of children do not attend school. Despite 

this school enrollment rate, the average schooling years of the population were 6.7 years 

in 2010. As a result, NI's citizens averaged 6.7 years of schooling in 2009(ECLAC, 

2015b), and 15% of the labor force has no education. However, 37.7% had primary 

education, 34.8% had secondary education, and 12.9% had tertiary education(WB, 

2015b). NI's tertiary education rate is above the regional average, exposing inequalities, 

since those at the highest income percentiles attend universities most(WB, 2012a, p. 
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28). The indigenous population is educational levels are similar to the rest of the country, 

has a difference of less than 0.1 years(Bashir and Luque, 2012).  

Children might not attend school for several reasons. To some, the cost of 

sending children to free public schools is relatively high, between 25% and 50% of a 

family's income(Quintana Flores, 2012, p. 24). Others point out the lack of supply and 

interest from families(WB, 2012a, p. 29). Another reason is related to poverty rates, as 

31% of children from ages seven to fourteen work. Also, 81% of children study and 

work, mainly in the agricultural sector (57%), in services (33%), and in manufacturing 

(7%)(WB, 2015f). These factors contribute to NI's low rate of education completion. 

Considering the low enrollment rates of children who enter NI's educational system, 

only 56.9% of them completed primary school in 2012. Only 54.7% completed 

secondary school(UNPF, 2014, pp. 11-13). 

In 2010, the net primary education enrollment rates were 92.5%, and the net 

secondary enrollment rate was 46%. Meanwhile, the gross-enrollment-to-tertiary-

education ratio in 2009 was 29%. According to Bashir and Luque(2012), in 2009, 

between 55% to 60% of the students who entered university completed their studies, 

among the highest at the regional level. This is partly because of NI’s four public 

universities and forty-eight private universities. NI's public universities provide almost 

free education, which is funded mainly by public resources.  

Another important issue is NI's quality of education in NI. The last household 

survey (2009) revealed that teachers' education levels were low: 1% had incomplete 

primary education, 34% complete primary education, 36% complete secondary 

education, and 29% tertiary education(Acevedo, 2014, p. 113). The country obtains 

poor evaluations of these professionals' quality. Thus, the private sector has serious 

concerns about NI's quality of education. The WB enterprise surveys exposed that 24% 
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of firms identified that year (2010) cited workforce skills as a constraint(WB, 2013d, p. 

349). These skills were evaluated as the second-most problematic factor in business and 

ranked among the worst in cross-country evaluations. NI ranks 114 of the 144 countries 

evaluated(Forum, 2014, p. 292). 

The Universal Declaration of Human Rights Article 1 states that “everyone has 

the right to life” and Article 25 states that “everyone has the right to adequate health 

and well-being of himself and of his family, including […] medical care”. These things 

are lacking in NI. NI's government estimates that between 35% and 40% of the 

population cannot access public health care(MINSA, 2008, p. 8). Health expenditure is 

crucial to fostering economic growth.  

Free health care was introduced in 1979. The Sandinista revolution introduced 

free health care, for treatment and medicine. The adjustment programs, introduced in 

the 1990s to restore macroeconomic stability, and guided by the IMF and WB, reduced 

government expenditures on health, even introducing payments for access to health 

services and privatized hospitals. The HIPC reversed this trend to some extent, since 

the country was forced to increase health expenditures with freed resources from the 

HIPC. Mitigating poverty and health care issues formed one of the pillars of the poverty 

reduction strategy (Quirós Víguez, 2012, p. 10) 

NI's public health strategy has pursued the following objectives since 2007:  

• “Ensure free and universal access to comprehensive health services, 

• Develop a national culture of prevention and health protection for 

Nicaraguans, 

• Permanently improve the quality of health services according to the 

expectations and needs to the population, and 

• Deepen the model of citizens' participation in health actions to 
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contribute to the welfare of Nicaraguans”(MINSA, 2008, p. 18). 

Health care expenditure rose between 2006 and 2013 in terms of NI's GDP 

percentage, from 3.4% in 2006 to 4.46% in 2012. It also rose in terms of government 

expenditure per capita, from $77.8 in 2006 to $144 in 2013. See . NI’s health care 

system has traditionally been a priority for the international community in terms of 

donations and loans. According to WB data during said period, external resources have 

funded between 7.5% to 11.5% of the total annual health expenditure. 

Figure 3.15 Health Expenditure, Per capita, percent of GDP and percentage of external 
resources for health, Nicaragua 1995 to 2013 

 
Source: (WB, 2015f) 
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conditions(WB, 2015d). Despite reductions in infant, neo-natal, and childhood 

mortality rates since the 1990s, the country’s deaths rates are 12% to 30% above the 

LAC average, depending on the indicator scrutinized(WB, 2015f). What contribute to 

the relatively high maternal death rates are low rates of birth with medical staff, 76% 
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2010(WB, 2015d). 

Workforce health boosts productivity by helping prevent absenteeism and lower 

productivity due to sickness. M. Grossman (1972) noted that health affects business in 

this way. Child health can directly affect cognitive development and school attendance. 

There is evidence that chronic diseases in adulthood relate to one's health and nutrition 

during one's fetal and infant development. This indicates that early investment in health 

is crucial for adult productivity(Baker, 1990). 

Health and education complement each other. Adult mortality and disease can 

negatively impact investment prospects in education. Adult health improvements 

increase incentives to invest in education. Longer life expectancies increase incentives 

to save for retirement. A healthier workforce incentivizes increased investment in 

business. An illness can force the sale of productive assets and cause a fall into poverty. 

  Are Nicaragua’s Low Social Returns an Obstacle?  

The Republic of NI is a low-middle income country. It has a landmass of 

130,967 km2, of which 46.5% is covered by forest (WB, 2009, p. 4) and it accounts for 

16,700 cubic meters of land and ground water per capita, per year(WB, 2013a, p. 1), 

which represents about 72% of water resources availability of the Central American. 

The country holds approximately 5% of the world's biodiversity, and around 36.5% of 

the biodiversity in the Central American region(Conservancy, 2010, p. 10). 

Economic development in NI is severely impacted by climate-related events and 

climate change. Precipitation variability from El Niño Southern Oscillation impacts 

economic development, as well. The 2015 Global Climate Risk Index estimates that NI 

incurred annual losses of $301,750,000 from 1994 to 2013, and was the fourth country 

worldwide to suffer economic losses from climate-related phenomena(Germanwatch, 

2015, pp. 5-6). The economic effects are vast. Households face shortages of water in 
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high-density areas during dry seasons. Agricultural production, of which only 27% has 

permanent irrigation, and hydropower electricity production accounts for 16% of total 

production(WB, 2013a, pp. 5-9). 

NI's Infrastructure also influences low social returns on investment. 

Infrastructure promotes production possibilities, lowers production costs, and increases 

competitiveness(WB, 2004, p. 39). This important input for production promotes trade. 

Theoretical and empirical studies identify a positive correlation between infrastructure 

and economic growth(Samli, 2011). Access to roads, electricity, water, sanitation, and 

basic infrastructure determines people's quality of living, and they provide the 

necessary conditions to foster economic development. The research will focus on 

providing a general review of NI’s public development in transportation, electricity, and 

water sanitation. 

Roads are important to any transportation system; and they are main channels 

for transporting goods and services across the country and for exports and imports 

(because they impact transfer costs and time delays)(WB, 2012b, p. 21). NI does not 

have a rail system, so all goods and services are transported domestically by roads and 

have two main ports. Both are in the Caribbean. NI’s total road network in 2013 was 

23,500 km. Only 13.3% of these roads were asphalt-paved, a very low proportion when 

compared with the average 25% proportion of asphalt-paved roads in LACs(WB, 

2015f). Since 2000, this proportion has increased at an annual average of 2% in NI, 

which is worrisome because the 2005 Living Standard Measurement Survey revealed 

that only 22.3% of households have access to paved roads, mainly in urban areas(IDA-

IFC, 2012, p. 9), and particularly in the Pacific region(WB, 2008a, p. 80). Muzira and 

Hernandez de Diaz (2014b) stated that NI had a low proportion of paved roads relative 

to its development level. 
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Access to roads impacts the development of markets and economic 

opportunities, particularly in agriculture. As an agro-commodity and commodity 

exporter, NI's lack of access to production of these goods represents higher costs and 

difficulties for commercialization. WB (2008) showed that lack of access to roads 

affects the commercialization chain, as 72% of small and medium-sized farms rely on 

intermediaries to transport their goods, affecting their revenue stream. In 2010, small 

and medium-sized farms constituted 54% of NI's total agricultural production and 

represented 70% of its coffee production, one of NI’s main exports(Vargas, 2011, p. 

175). 

The international perception of NI's infrastructure is negative. The World 

Competitiveness Report 2004-2015 ranked NI 99th out of 144 countries, mainly due to 

its low public investment, an average of $140,000,000 per year. That's 51% of NI's total 

public investment(Sandino, 2011, p. 61). Muzuri and Hernandez de Diaz (2014) 

identified several deficiencies in NI’s road sector: 

• An underdeveloped road network, 

• Generally inefficient customs and logistics systems, 

• Unfunded maintenance, and 

• Constant road damage due to frequent natural disasters(Muzira and 

Hernandez de Diaz, 2014a, p. 16). 

In light of the discussion above, NI's poor road network also influences NI’s 

port efficiency. NI’s main port, Corinto, is ranked among the worst in port efficiency. It 

ranked 64 out of 67 among LACs and scored 11% in efficiency(Morales Sarriera et al., 

2013, p. 19). This is partly attributed to the poor capabilities of NI's port operators and 

NI's poor road network(Muzira and Hernandez de Diaz, 2014a, p. 18). In terms of 

maritime logistics, NI is the 15th worst, with a score of 8.3 in UNCTAD's Liner 
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Shipping Connectivity Index, which “captures how well countries are connected to 

global shipping networks”(WB, 2015f). 

Access to electricity affects economic activity, especially the agriculture of 

perishables. NI's energy sector was privatized in the 1990s. It was “poorly designed and 

hastily executed, and it generated a weak legal framework and politicized 

regulators”(IDA-IFC, 2012, p. 8). A good example of such inefficiency was NI's energy 

crisis, lasting from 2006 to 2007, that was caused by restrictions on new investments in 

the sector. Those restrictions were non-transparent, arbitrary decisions made by the 

sector's previous regulatory body. As a result, NI had production problems and faced 

blackouts during the aforementioned period. International cooperation with Taiwan and 

Venezuela solved the energy crisis(Sandino, 2011, pp. 40-41). A net increase in energy 

production since 2007 increased total access to electricity to 73.7% of the population 

in 2010, mainly in urban areas. WB data shows that urban access to electricity reached 

96.4% coverage, while rural coverage was 43.5%. See Figure 3.11.The rest of NI's 

population meets its energy demands mainly through wood with adverse effects on 

Nicaraguans' health(WB, 2013c, p. 73). 
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Figure 3.16 Access to electricity, Nicaragua 1990, 2000 and 2010 

 
Source: (WB, 2015f) 

Electricity production breaks down quite differently from how it does in LACs. 

NI's relies mainly on fossil fuels (for 66% of its production), less on renewable sources 

(22.4%), and even less on hydroelectric sources (11.6%)(WB, 2015f). See Figure 3.12. 

The high reliance on oil sources, along with high oil prices through the 2000s, have 

made electricity less affordable. NI had the highest electricity prices in Central America 

in 2014(ECLAC, 2014), but some consumers benefited from electricity subsidies from 

the government (2.5% of NI's GDP's worth)(Di Bella et al., 2015, p. 10). NI's high 

electricity prices are often caused by its high electric power transmission and 

distribution losses, 25% of the total in 2010. LACs had 16% losses(WB, 2015f). These 

losses can be attributed to a poor transmission and distribution grid(Dolezal et al., 2013, 

p. 32), high electricity theft (15% to 20% of users in 2005)(WB, 2008a, p. 85), and legal 

limits to pursuits of electricity theft (WB 2008b, 7). Regarding the affordability of 

electricity, it cost 2.4% of NI's residents' monthly household expenditure in urban areas 

and 3.5% in rural areas in 2005(WB, 2008a, p. 85). 
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Figure 3.17 Electricity production from oil, hydro and renewable sources, Nicaragua 
1971 to 2013 

 
Source: (WB, 2015f) 

The WB Business Survey (2010) reveals that there are 4.9 electricity outages in 

a typical month, each lasting 3.1 hours on average and producing losses equivalent to 

6.7% of annual sales(WB, 2010a). According to data from Doing Business 2015, a 

business receives electricity fifty-five days after its request and has a monetary cost that 

represents 1003.4% of NI's GDP per capita(WB, 2015a, p. 33). The Global 

Competitiveness Report 2014-2015 ranks NI 99th of 144 countries, with a score of 3.9 

out of (a maximum of) 7. 

The water and sanitation sector is a state monopoly heavily influenced by 

politics. NI's president names the head of the public operator and “its directors of 

planning, [its] legal advisors, [its directors of] technical communications [and of] 

energy, and the person in charge of managerial and operational results”(WB, 2008b, pp. 

9-10). According to statistics from 2012, 85% of the total population had access to 

sanitized water sources. However, there is a gap in rural and urban coverage areas, as 

96.7% of NI's urban population had access to sanitized water, while only 67.8% of the 

rural population did. See Figure 3.15.  
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Figure 3.18 Improved water Source, total, urban and rural Population, Nicaragua 1990 
to 2013 

 
Source: (WB, 2015f) 

Meanwhile, 52.1% of the total population had access to improved sanitation 

facilities. Rural areas had 37% coverage, and rural area coverage was 63.2%. See Figure 

3.16. Lack of access to drinking water, sanitation, and hygiene was responsible for 88% 

of the over 2.2 million 2013 cases of diarrhea in children under five years of age and 

caused the deaths of 560 of them(WB, 2013c, p. 14). Another 1.3 million cases are 

reported annually. The WB estimates that this represents a $30,000,000 loss, an 

individual, enterprise, and state burden. NI spends approximately 0.8% to 0.9% of its 

GDP to provide drinking water and sanitation(WB, 2013c, p. 10). 
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Figure 3.19 Improved Sanitation Source, total, urban and rural Population, Nicaragua 
1990 to 2013 

 
Source: (WB, 2015f) 

  Are Nicaragua’s Government Actions a Constraint? 

The Global Competitiveness Report 2014-2015 classifies NI as a factor-driven 

economy that relies on factor endowments (primarily unskilled labor and natural 

resources) to compete in the world market. This category adapts Rostow’s theory of 

countries' developmental stages. Factor-driven economies are in the first stage. NI's 

macroeconomic environment was ranked 67th of 144 countries, situating it below the 

average for LACs(Forum, 2014, p. 292). NI's macroeconomic situation has improved 

after the external debt relief initiatives. Inflation is in single digits, the exchange rate is 

stable, and terms of trade trend positively. NI also has a moderate fiscal deficit and 

credit rating. NI’s business climate, as evaluated by the WB's 2015 Doing Business 

Report, has improved in some areas while deteriorating in others. NI ranked 120th of 

184 countries. The ratio of the net cost of starting a business in NI to NI's national 

income per capita fell from 160% in 2004 to 73.9% in 2015(WB, 2015a, p. 17).  

NI's dependence on foreign flows to balance its budget creates concerns over its 
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long-term macroeconomic sustainability. From 2007 to 2013, the country received 

$2,700,000,000 in donations, of which $1,906,100,000 went to the public sector(CBN, 

2014b, p. 14). The government's Economic and Financial Program from 2013 to 2016 

projects a decrease in donations to approximately $150,000,000 per year, implying 

more reliance on loans(MHCP, 2013, p. 65). Vargas (2014) argues that this decrease in 

donations will represent a drop in investment to combat poverty by 10.8% of NI's 

GDP(Vargas, 2014, p. 101). 

Foreign flows from Venezuela (VE) are NI's main source of funding. VE 

provided donations and loans of $2,868,300,000(CBN, 2014b, p. 39). Concerns over 

the sustainability of these resources grow due to VE's economic crisis and the fear that 

most of VE's resources represent substantial indebtedness on NI's private sector. 

Venezuelan cooperation represented 7.25% of NI's GDP in 2012 and is an important 

creditor to NI's private sector, equivalent to 21% of NI's GDP. VE's loans are guaranteed 

by the state and serve as the main source of several social programs in NI. The 

traditional wage bonus to public servants, which was financed by resources originating 

from oil collaboration, ended in 2014 and was added to NI's 2014 national budget(IMF, 

2013b, p. 7). IMF authorities stated that NI's economic cooperation with VE is opaque 

and subject to VE's political and economic developments(IMF, 2013b, p. 8). 

Important to NI's macroeconomic stability is its tax revenue. The tax code is a 

binding constraint. The average tax burden in NI between 1990 and 2013 was 13.4%. 

It declined in absolute terms from 26.3% of NI's GDP in 1990 to 14.84%. In 2013, the 

average tax rate on income was relatively high. Profits and capital gains represented 

29% of taxpayers' revenues. Exporting firms report that their tax payments represent 

50% of their economic activity(WB, 2015f). NI's low tax collection despite its high tax 

rate indicates a high rate of tax evasion, a 46% to 54% rate of evasion from 2006 to 
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2010. Also, there was only one tax administrator per 3,194 inhabitants in 2009(Gómez 

Sabaini and Jiménez, 2012, p. 67). NI's tax structure relies mainly on indirect taxes, 

totaling 64% of NI's 2012 tax revenues. This makes it regressive in nature(ECLAC, 

2013). Another salient feature of NI's tax system is its complexity. The WB estimated 

that, in 2013, NI demanded forty-three tax payments; and that an average firm spent 

207 hours preparing, filing, and paying its taxes(WB, 2015e, pp. 67-68).  

To address this problem, the government introduced tax reform in 2014, the 

approval of Law 882, and its reform, Law 891(Official, 2014). NI's tax system changed 

from a tax system that obliged citizens to contribute according to their total income (a 

progressive system) to one that taxes specific economic activities and transactions 

“without taking into account the ability of the taxpayer to contribute or other personal 

differences [each] may have” (a scheduler system)(Acevedo Vogl, 2014a, p. 9). NI's 

system divides tax payments into three categories: labor at a 15% to 30% rate, economic 

activities at a 15% to 30% rate, and capital gains and losses at a 5% to 10% 

rate(Acevedo Vogl, 2014a, p. 16). Vogl presents the new scheduler income tax system's 

main features: 

• Each tax category or income is treated separately and specifically; 

• The system eliminates personal deductions (number of children, health 

expenditures, etc.); 

• The system eliminates minimum thresholds and progressive tax aliquots; 

• Income or economic activities not specified in tax law are not taxable; 

• The system omits horizontal equity principle, same amount of income 

tributes differently according to its origin. 

One controversy over this new law is that it promotes inequality since high 

incomes from capital gains pay a lower rate, while laborers pay a higher rate. Another 
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is that it disincentivizes investments in productive activities because of its higher 

tribute(Acevedo Vogl, 2014b, p. 19). It also introduces taxes to non-governmental 

organizations and churches(Acevedo Vogl, 2015, pp. 16-20). The new law establishes 

that these institutions are to pay income tax on movable or fixed assets and capital gains 

and losses. In other words, donations and financial debt relief from these institutions 

comes at a 5% to 10% tax to them. 

NI's government also must work to protect land rights. Land rights reduce 

economic uncertainty and incentivize the best use of resources(FUNIDES, 2013, p. 40). 

NI has a long and persisting history of problems with land rights and tenure 

insecurity(WB, 2008b, p. 24). Land rights insecurity has generated surges in social 

conflicts in NI, some leading to armed conflicts. 

The Somoza family amassed over 2,000,000 acres of land over the course of its 

1936-to-1979 dictatorship(Staten, 2010, p. 95), conducting legal and illegal 

confiscations(Staten, 2010, p. 54), and assassinating farmers (Morley, 1994, p. 54) and 

opposition leaders for their land(Gritzner, 2010, p. 65). These actions helped breed the 

revolution that toppled the Somoza dictatorship. During the Sandinista Revolution 

between 1979 and 1990, land reform expropriated land from the Somoza family and 

the bourgeoisie, leading to a counter-revolutionary movement in NI's northern central 

region from 1983 to 1989. This period is characterized by unrecorded transactions, 

where rights to land possession were conducted arbitrarily and without 

documentation(FUNIDES, 2013, p. 40). Also, several state properties were transferred 

to the Sandinista elite(Morris, 2010, p. 177). Land reforms during this period affected 

more than 5,500,000 acres of arable land from 1979 to 1990. Only 7,400,000 acres of 

Ni's land is arable(Rose, 2010, pp. 14-15). 

NI's return to democracy in 1990 posed several challenges for land tenure: the 
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review of titles distributed from 1979 to 1990, the privatization of several state 

properties, the institution of land rights, and the implementation of new agrarian 

reforms. All generated further insecurity since many people without legal titles feared 

being evicted and sought to keep their land through violence. Douglas North (2009) 

wrote that “developments of well-specified property rights, make the overall 

environment more predictable, but will increase uncertainty for those who traditionally 

have used land in question without having [any] formal title”(North, 2009, p. 15). More 

than 50% of rural property was affected by these land restructurings(Ocampo 1991, p. 

336). 

NI's privatizations of its state companies and state-owned land were part of the 

contractual obligations NI agreed to the IMF's Stand-By Arrangement (IMF, 1991) 

(IMF 1991). Signed in 1991, it was designed to address NI's macroeconomic 

imbalances and high debt burden. President Chamorro’s new land reform came from a 

demobilization deal with counter-revolutionary military personnel (Contras) and the 

Sandinista People's Army. It made “almost one million acres of land to peasants and 

former soldiers” available. This action complicated land tenure security in NI, since 

part of the redistributed land was the same land redistributed during the revolutionary 

years. The lack of land ownership titles and of policies to reverse some confiscations 

from the Sandinistas led to violence in rural areas throughout the 1990s. Land insecurity 

led to massive invasions of land on NI's agricultural frontier. Armed conflicts between 

ex-Sandinistas and former Contras were common in rural regions(Close et al., 2008, p. 

105). For instance, the city of Estelí faced an armed rebellion, as groups demanded 

access to land, in 1993 and 1995. Increased political stability came after a deal 

(promoted by Ex-president Jimmy Carter) between the Sandinistas and non-Sandinistas 

to emit internal debt. Nicaraguan Compensation Bonds paid the owners who were 
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expropriated during the years of the Sandinista Revolution(Staten, 2010, pp. 138-139). 

This is an example of how human rights violations can cause state debt obligations. At 

the end of 2009, there were $739,000,000 yet to be paid(CBN, 2010, p. 122). In March 

2010, the state paid more than $1,200,000,000, with some cases still pending(Rose, 

2010, p. 15). 

Violence over property continued rising during the presidency of Dr. Aleman 

(1996-2001). Around 35,000 formal reports of violence against property were filed, 

though illegal seizures via armed conflicts decreased(Close et al., 2008, p. 105). Also, 

the President and his cronies' corruption worsened the situation. They bought land 

cooperatives due to their title insecurity and used government coercion to muscle 

foreign investors out. For instance, an Italian investor who did not meet Dr. Aleman’s 

demands was deported (Close, et al. 2008, 127). 

International perceptions of property rights in NI are negative. The Global 

Competitiveness Report 2014-2015 ranked NI among the worst, 128th of 144 countries 

evaluated. The WB's CPIA property rights and rule-based governance rating has 

maintained a score of 3 out of 6. The International Property Rights Alliance ranked the 

country among the worst in protecting physical property rights, 73rd of 97 countries 

evaluated, scoring 4.5 out of 10 in its 2014 International Property Index(IPRI, 2015). 

Currently, land titles are often contested, and individuals with government or Sandinista 

National Liberation Front (Frente Sandinista de Liberación Nacional, or FSLN) 

connections seem to be at an advantage during property disputes(House, 2014). 

The latest cause of massive land insecurity in NI was the approval of Law 840 

a “Special Law for the Development of Nicaraguan Infrastructure and Transportation 

Pertinent to the Canal, Free Commerce Zone, and Associated Infrastructure.” It gave a 

Hongkongese company, Nicaragua Canal Development, the license to construct an 
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inter-oceanic canal, a free trade zone, and adjacent projects in NI. The latest study on 

this matter by the Nicaraguan Academy of Science (NAS) reveals that the company's 

investment can make use of the Central Bank of NI’s reserves as collateral in the event 

of additional costs due to government actions. At the same time, Nicaragua Canal 

Development “can sell [the projects] to third parties without the participation of the 

Nicaraguan State and [leaves] unprotected [citizens' land] at risk of being expropriated 

and even confiscated when so required by the interest of the projects, [as] determined 

by the interested party”(NAS, 2014, p. 95). Law 840 establishes in Art. 12 that “any 

property is exempt from the possibility of being expropriated, whether it is private 

property, communal ownership of autonomous regions, or indigenous regions' 

[communities] or property that has any government entity”(Official, 2013, pp. 4978-

4981). 

This situation has led to mass protests by farmers along the possible construction 

site of the canal. Police violence and human rights violations were rampant(Miranda 

Aburto, 2015). Subsequently, the government militarized key areas(Miranda Aburto, 

2014a), harassed local leaders opposed to the canal(Miranda Aburto, 2014b). Armed 

groups with political goals have been spotted since 2013 in the north central 

region(Lopez, 2013). However, these allegations have been denied by NI's state 

officials. These confiscations represent a new wave of human rights violations, 

especially since they pass through an estimated 52% of indigenous people's land. It will 

also create new debt titles to compensate citizens affected by land confiscations, 

increasing NI’s indebtedness. 

 Politics under President Ortega 
President Ortega assumed office in January 2007. His administration moved 

quickly to shore up the country’s electricity deficit and signed several cooperation 
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agreements with Venezuela. The major cooperation initiative was the Bolivarian 

Alliance for the Peoples of Our America (ALBA) in 2007 and the Petro Caribe oil deal 

in 2005. The Petro Caribe oil deal provides funds to its members to enact social 

economic policies funded by Venezuela. The treaty functions as follows: First, NI 

imports oil from Venezuela below the market prices. Then, depending on oil prices, a 

share of the bill is paid to Venezuela within ninety days and the remainder is 

automatically used as a concessional loan to fund social economic programs to fight 

poverty. Ortega created CARUNA, a private company that receives the concessional 

loan with government liability, to avoid NI state controls of Venezuelan funds. Despite 

the benefits of Venezuelan cooperation, it is highly controversial. The Sandinistas 

control discretionary use of the funds. Its implementation by CPC members and opaque 

government entities have led some to allege misuse of government funds for party 

propaganda as well as corruption. 

In recent discussions of NI’s institutionalism, a controversial issue has been 

whether the Sandinistas have acted in a partisan manner. Doing so violates several laws 

and changes the de facto functions of the state as written in the Constitution. 

Presidential Decree 2-2010 extended the terms of twenty-two high-ranking, lame-duck 

officers in NI's Supreme Court of Justice, Supreme Court of Elections, and General 

Controller’s Office(Official, 2010). These officers had to be appointed by a 60% 

majority vote in NI's legislature. Some argue that it violated Article 138 of the 

Nicaraguan Constitution(Contreras, 2011, p. 47). The decree secured Aleman's and 

Ortega's continued control; and, four months later, it was declared legal by NI's 

Supreme Court of Justice(SCJ, 2010). 

Marti I Puig (2013) points out an irregular sentence from the Supreme Court of 

Justice that declares that Article 147 of the Constitution prohibits presidential 

86 
 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

reelections. It was ruled out without the required quorum, and it permitted Ortega to 

run again for President in 2012(Martí i Puig, 2013, p. 275). Contreras's (2011) view is 

that major irregularities have been set forth favoring the Sandinista party, firstly because 

NI's previous constitution stated that a candidate for President and Vice-president of NI 

cannot seek office while in office, nor can he serve over two terms of office. Ortega met 

both conditions because he was pursuing a consecutive election and had been President 

for two terms already, from 1984 to 1989 and from 2007 to 2011. 

NI's HR standing has regressed. Freedom House's assessment of NI’s Civil 

Rights reveal that the press has faced political and judicial harassment(House, 2014). 

Massive audits to NGOs have transpired since 2007. The 2008 state intervention of the 

NGO CINCO was motivated by allegations of its receiving foreign funds to finance 

opposition leaders' political activities, but no proof was found(Primerisima, 2009). In 

2011, a new law was approved to monitor and regulate NGOs. 

  Are Nicaragua’s Institutions Producing Further Constraints? 

To this day, NI faces institutional and governing challenges, some of which the 

research will address and analyze. Though seemingly trivial, institutions play a crucial 

role in economic growth(Szostak, 2009, pp. 191-231). Institutions also play a key role 

in determining transaction costs(North, 1991), uncertainty(North, 1987), and incentives 

for investment(Acemoglu, Johnson, and Robinson, 2001)—their quantity, quality, and 

impact. 

NI has been unable to establish long-lasting institutional and governing 

arrangements since the creation of the 1987 Constitutions; it has been modified four 

times over the last thirty years: in 1995, 2001, 2005, and 2013. The lack of political 

consensus on rules of governance is partly attributed to traditional partisan behavior to 

benefit individuals or party interests of NI's political elites(Velásquez Pereira, 2011). 
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State institutions are governed by the two major political parties, manipulating several 

aspects of public management in a highly politicized manner and for political gain. 

This is important since institutional constraints can establish “a set of payoffs to 

political and economic activity that do not provide productive activity”(North, 1990, p. 

110). NI's governance can be characterized as a formal electoral democracy with 

incomplete implementation of the rule of law, poor effective institutionalization, and 

poor active participation(Commission, 2007, p. 8). International Institutions such as the 

EU Commission have concerns regarding the partisanship of key institutions and the 

lack of counterbalances between different institutions(Commission, 2007, p. 34).  

NI's political system is characterized by the dominance of all-state institutions 

by the two major parties. The control of institutions by party interests has undermined 

the rule of law and governance. Polarized institutions in NI have lost impartiality in 

imposing justice and mediating conflicts between members of society that conflict with 

the interests of either party. The World Bank Governance Indicators depict NI’s 

governance performance from 1996 to 2013. NI's execution is considered among the 

worst in the world. It ranks around the 10th to 25th percentile in control of corruption 

and government effectiveness. It also ranks around the 25th to 50th percentile in voiced 

accountability, rule of law, regulatory quality, political stability, and the absence of 

violence/terrorism(WB, 2015g).  

NI's 1990-established electoral system is currently under scrutiny because of 

anomalies in the state elections of 2008 (CINCO, 2011, p. 3) and 2012 (Envío, 2012) 

and in the presidential elections of 2011(Center, 2011, pp. 6-7). In then, the Sandinistas 

won most of NI's 140 states, its presidency, and more than two thirds of its congress. 

The international community and local NGOs were not accredited in time to monitor 

the whole process. Also, several allegations of fraud were filed. The Organization of 
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American States chief who supervised the elections stated that local authorities 

presented several obstacles during the election day. Also, the chief of the European 

Commission stated that they were not permitted to monitor the counting of the 

votes(Center, 2011, p. 7). Some of these irregularities were “outdated voter rosters, the 

presence of phantom parties and candidates, voters' being turned away at the polls, and 

repeat voters”(House, 2013). The electoral system bent to the will of President Ortega, 

and two congressmen who violated the party vote discipline were dismissed(Vargas, 

2014, p. 227). Additional to this, several opposition mayors, deputies, and councilors 

of municipalities were dismissed by the Electoral Supreme Council due to allegations 

of irregularities(Martí i Puig, 2013, p. 275). Now the FSLN controls almost all of the 

153 municipalities. Human rights groups have denounced their use of public resources, 

but no investigation has been conducted(CENIH, 2014, p. 67). 

Velasquez (2011) states that NI's institutions fail to comply with the rule of law. 

Justice is instead interpreted and applied through negotiations of political party interests. 

Laws are constantly re-interpreted, such as the 2013 Supreme Court resolution to 

declare Article 147 and 178 of the Constitution of no presidential re-election invalid. 

This allowed President Ortega to run for a second consecutive term. Another was the 

annulled twenty-year sentence of ex-president Aleman in 2009(NIC-SCJ, 2009). This 

has provoked political polarization and radicalization. 

Since the 1990s, NI's military and police have become non-partisan, accepting 

of civilian authority, and professional. There have been concerns over the institutional 

autonomy of NI's Army since the Sandinistas came to power in 2007. The Sandinista 

government has made efforts to politicize the military(Wiarda and Collins, 2011, p. 

196). The absence of a Defense Minister since 2007 (Pacheco Gaitán 2007, p. 393) has 

left no official minister to present constitutional and legislative changes, like the 
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subordination of NI's military, to its president(IEEP, 2014). This came into question 

with constitutional reforms modifying Daniel Ortega's control over those institutions 

through constituent laws, breaking the tradition of retiring high-ranking officials after 

five years of service. 

Freedom House evaluates NI as partially free country, and its evaluations of 

different issues reveal a declining trend from 2007 to 2013. In 2013, Nicaragua obtained 

a score of 4 on civil rights, 5 on political rights, when 1 is the best score and 7 is the 

worst score. Leaders of the Nicaraguan Civil Society denounced human rights 

violations at the 154th session of the Inter-American Commission on Human Rights. 

They claimed that the Interoceanic Canal Project: 

• Violates the Nicaraguan Constitution, 

• Endangers environmental sustainability, and 

• Displaces 52% of the indigenous Rama people. 

The NAS (2014) argues that the Law of Canal violates the following 

constitutional articles: 1, 2, 3, 4, 5, 6, 7, 11, 44, 80, 82, 83, 87, 88, 102, 182, and 

183(NAS, 2014, p. 96).  

• Law 840, Art. 13 establishes that “no administrative or financial 

penalties apply to any governmental entity or the investor or any part of 

the sub-projects will be subject to civil penalties as a result of bread of 

duty acquired by the investor”(Official, 2013, p. 4981). 

• Law 840, Art. 17 establishes that “it will be inapplicable to the project 

any sub-projects; any law, code or decree having the force of law and 

any regulation, ordinance or order of decision issued by any 

governmental entity that contradicts the compliance of the Law 

840”(Official, 2013, p. 4982). 
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• The NAS concluded that Law 840 oversteps NI's Constitution and 

suspends all legal guarantees in the area of the project and sub-

projects(NAS, 2014, pp. 94-100). 

The Nicaraguan Center for Human Rights (CENIH) reports that, between 2007 

and 2013, there have been seventy-nine murders by NI's security forces, police, and 

army, in rural areas and without proper investigation. Families report that these 

assassinations were politically motivated. Some showed signs of torture(CENIH, 2014, 

p. 9). Several political rallies and protests have been attacked by mobs. Those mobs 

arrived in governmental vehicles(CENIH, 2014, p. 9). 

Public demonstrations are generally allowed, but there are several cases of 

groups, reportedly made of Sandinista supporters, that attack crowds with impunity. A 

group of young people that rallied in front of the Social Security Headquarters was 

beaten and robbed by such a crowd(Miranda Aburto, 2013). An elderly group that 

rallied in front of the General Assembly was also beaten with no perpetrator sent to 

justice or official report of the event. Opposition members have accused the police of 

partisan behavior and failing to protect demonstrators(House, 2014).  

As it pertains to corruption, the research notes that, in 2011, the General 

Controller's Office declared that public servants and ex-servants committed 1700 

criminal acts, ranging from overseen accounting and monitoring of internal controls to 

countersigning on expenses and commitments. None were jailed(Pérez García, 2012, p. 

15). The WB Business Survey 2010 revealed that businessmen in NI declare the 

following: 

• 4.2% of firms are expected to give gifts in meetings with tax inspectors, 

• 4.5% of firms are expected to give gifts to secure government contracts, 

• 18.2% of firms are expected to give gifts to get a construction contract, 
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• 0.3% of firms are expected to give gifts to get import licenses, and 

• 5% of firms are expected to give gifts to get operating licenses. 

The abuse of power by the State during the Ortega administration has caused 

political instability but has not yet affected the business environment because of the 

tacit alliance between the government and the Nicaraguan business elite(Spalding, 2012, 

pp. 21-39). The official documents of the big business association, COSEP, expose they 

have been collaborating with the government in drafting several laws. As an illustration 

is the latest tax reform which Baez and Aguilar estimated that the big capital obtained 

more than a billion dollars (equivalent to the 9.3% of the GDP in year 2014) in tax 

breaks and a lower tax rate than in previous fiscal regime(INIET-ANJF, 2015).  

In like manner the influx of foreign resources and discretional of funds of 

Venezuela has raised the relevance of the FSLN and its member as important economic 

actors. The most compelling evidence regarding to this matter is the report by Chamorro 

and Salinas that linked governing party members (specially the presidential family) 

with newly acquired businesses: security enterprises, transportation companies, 

construction companies, hotels(Chamorro and Salinas, 2011). With attention to keeping 

a positive public opinion to the performance of the government, several publications 

expose the acquisition of media cooperation’s(OSF, 2014, pp. 71-73): controls several 

radio stations, 4 of the 8 local TV channels (Américas, 2015) and 2 of the 3 local 

newspapers “Diario Hoy”(Telenica.com, 2015) and “El Nuevo Diario”(Américas, 

2015). 

Daniel Ortega's presidency from 2007 to today has seen several donors 

withdraw their cooperation with NI due to deficits in governance and corruption. In 

May 2008, some donors in the Budget Support Group (BSG) of NI revealed concerns 

over the deterioration in governance and announced the suspension of aid until matters 
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improved. In November of that year, irregularities and fraud allegations favored the 

ruling party in the municipal elections. The BSG members then withdrew permanently, 

claiming infringement on free elections in NI(Oxfam, 2010, pp. 190-191). 

  Is the High Cost of Capital an Obstacle? 

This research will analyze whether external debt or domestic debt increases the 

cost of capital. Starting with NI's history of external indebtedness, we can note that the 

Paris Club restructured NI’s external debt four times during the 1990s. In 1991, it 

treated $722,000,000 under the London Terms. Their conditions were the repayment of 

non-ODA credits over twenty-three years with a six-year grace period. After 

cancelation to a rate of 50% and repayment of ODA credits over 30 years with 12 years 

of grace. First, in 1995 it treated 848 million dollars under the Naples terms. The Naples 

term meant a repayment of non-ODA credit over 23 years, with 6 years of grace, after 

cancelation to a rate of 67% and repayment of ODA credits over 40 years with 16 years 

of grace. In 1998 the Paris club collaborated with the IMF in the application of an ESAF 

program in NI. The Paris Club treated 213 million dollars under Naples terms. In 1999 

it treated 100 million dollars; it consisted in a treatment of maturities falling due from 

1998 to 2001. 

As a result of a series of IMF structural programs and debt relief from different 

countries, better debt management and substantial foreign aid led to a sizable decrease 

of external debt levels. The ratio of NI's external debt to GDP went from 707% in 1990 

to 175% in 1999. At the same time, NI's debt service payments to GDP increased from 

4% to 5%. The external debt to exports experienced a similar trend, rising from 3269% 

to about 797% by 1999(CBN, 2010, p. 6). 

In 1999, the IMF and IDA decided NI was eligible for the HIPC. NI met the two 

main criteria for eligibility: external-debt-levels-to-GDP ratios above 150% and 
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external-debt-levels-to-revenue ratios above 250%. NI also fulfilled the condition of 

having a long record of applying for IMF programs (since 1991), NI was also a 

participant in the IMF's Poverty Reduction and Growth Facility (PRGF) program and 

an exclusive recipient of IDA funds to finance its development(IMF, 2000). 

The country has benefited from two multilateral debt relief initiatives over the 

past two decades, obtaining $6,414,000,000 (in nominal terms) by the end of 2012. 

Under the HIPC, assistance totaled $4,500,000,000 (in nominal terms). Finally, the 

MDRI assisted with $1,913,000,000 (in nominal terms)(IMF, 2013a, p. 25).  

Debt relief from the HIPC represented 84% of NI's GDP in 2001. Also, MDRI 

represented 30% of its GDP in 2005. This meant a considerable drop in debt service 

obligations and gave NI's government additional fiscal space to invest in other areas, 

such as the country’s development. These initiatives were explicitly linked to poverty 

reduction. NI had to reinvest the amount not set aside to pay its financial obligations in 

socioeconomic improvements to reduce poverty(IDA, 1999). 

The IMF and WB prepared a preliminary HIPC document for NI, which was 

drawn together by the Central Bank of NI (Table 4). On December 31st, 1999, 

indicators of NI's external public debt in connection with HIPC sustainability indicators 

determined that NI needed debt relief under the HIPC. Based on these results, NI was 

declared eligible by the boards of both the IMF and WB for assistance under the HIPC. 

The process to access debt relief under the HIPC was passed as follows, see Figure 3.9 

and explaination of each phase: 
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Figure 3.20 Nicaragua in the Heavily Indebted Poor Countries Initiative process 

 
Source: (CBN, 2005) 

 

• The Decision Point: 

o NI was granted complete relief of US $4,268,000 in net present 

value on December 31st, 1999. 

o NI must comply with the conditions for reaching the point of 

culmination (see Annex Table 11). 

o The amount of relief applied to the high $784,000,000 debt. 

• The Completion Point:  

o Debt relief was granted by foreign creditors under the HIPC 

having successfully completed economic adjustment programs 

agreed to by international financial institutions (IFIs) and the 

boards of both the IMF and WB. 

1999 NI is chosen 
elegible to HIPC 

Iniciative

I Phase Debt Relief 
under Napoles 

Terms (67% of net 
present value) 
applied to debt 

service

2000 Decision 
Point NI meets 
requierements 

and enters HIPC 
Iniciative

II Phase (Interim 
Term) Debt Relief 

under Colonia 
Terms (90% of net 

present value) 
applied to debt 

service.

2004 Culmination 
Point NI Obtains a 
reduction of 90% 

of total debt at net 
present value
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o NI was declared eligible for assistance under the HIPC in 

September 1999, agreeing on that date to the conditions to reach 

the decision point by December 2000.  

o At that time, the decision point document included a debt 

sustainability analysis (DSA) developed by the IMF, WB, and 

Central Bank of NI. They granted complete relief of $5,119,000 

in net present value terms on December 31, 1999(CBN, 2005).   

o A portion was (and is to be) granted over nineteen years after 

2004. 

The program was unique in its inclusion of multilateral debt and debt owed to 

multilateral institutions, in its focus on poverty reduction and domestic policies, and in 

its commitment to contributing to countries' achieving Millennium Development Goals 

(MDGs). The MDRI was approved in September 2005 at the Annual Meeting of the 

IMF and WB, with the goal of reducing multilateral debt in countries that reached their 

completion points under the HIPC, thereby providing additional resources to help them 

achieve their MDGs by 2015. In particular, the initial objective of the MDRI would be 

for the IMF, IDA, Inter-American Development Bank (IDB) and, African Development 

Fund (ADF) to cancel 100% of its loans to countries that had reached their completion 

points under the HIPC(Macías Vázquez, 2008). 

NI had reached its completion point under the HIPC. Thus, its conditions for 

access to debt relief under the MDRI required NI to:  

• Maintain a stable macroeconomic framework, 

• Successfully implement the strategies in the Poverty Reduction Strategy 

Papers (PRSP), and 

• Demonstrate that systems of public expenditure management have not 
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deteriorated since reaching the completion point of the HIPC.  

The MDRI relief represents stock of external debt equaling about $827,000,000, 

of which an estimated $694,000,000 is from the IDA and $133,000,000,000 is from the 

IMF. 

Between 2007 and 2013, NI's external-debt-to-GDP ratio fell 5.1%, from 45.4% 

to 40.3%. Domestic debt dropped 7.5%, from 16.9% to 9.4%(CBN, 2015, p. xii). This 

reduction in indebtedness has been closely tied to the 57% average grant of new 

external loans contracted during the period (WB, 2015f) and to a renegotiation of 

government bonds that lowered interest(Álvarez, Cruz, and Romero, 2008). 

Subsequently, the debt services have fallen. Despite the positive outlook provided by 

the IMF of the DSA, a recent study conducted by the Ministry of Finance and Public 

Credit, based on a study by Manuel Deshon and Ovidio Reyes, which evaluated the 

DSA using a determinist method, noted that, in order to reach debt sustainability defined 

as obtaining a positive primary balance as percentage of its GDP, NI needs to have an 

indebtedness level of 31.5%, and its natural limit of indebtedness is 25.3%. 

Nevertheless, the DSA formally distinguishes between domestic and external debt 

because (one of the two) conceptually represents a risk of reduced exchange rates and 

interest rates by local currency. In the case of NI, domestic debt is denominated in US 

dollars and free convertibility prevails. NI's total indebtedness is 70%, well above the 

debt sustainability threshold of the study. The thresholds are estimated to be reached by 

2044 and 2060(MHCP, 2012, pp. 34-36). 

NI's domestic debt is considered sustainable by the IMF and accounted for 

$1,060,000, equivalent to 9.8% of the GDP. NI's annual debt service is 5% of the GDP. 

This debt is distributed in the following way: 45% of the debt is debt contracted to pay 

for land grabbed during the previous decade, 24% is government bonds to finance 
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current expenditures, 16% is a bank bond to pay the bank defaults during early 2000s, 

and 14% is emitted by the Central Bank. The research identified that a large share of 

domestic debt is due to corruption (bank bonds) and human rights violations (land-

grabbing). As we mentioned in the governance section, the emission of domestic debt 

refunded people expropriated by the Sandinista Regime from 1979 to 1990. Vargas 

(2014) calculates that the state of NI has paid $743,000,000 between 2007 and 2013 in 

land seizure repayments. The stock of debt in 2013 was $480,500,000, according to the 

Central Bank of NI(CBN, 2014c, p. 20). 

Other major causes of NI's increased domestic debt were bank failures and 

reactions to them. They generated a $520,000,000 debt. State intervention in a private 

bank due to its liquidity problems was sabotaged by President Aleman. He told the 

media about the state intervention beforehand and alleged it was due to multiple forms 

of fraud. This action created a run by depositors. It also represented a “blow of unknown 

proportions to the patrimony of the Sandinista party, whose funds were known to be 

hiding behind the bank's board of directors”(Close et al., 2008, p. 136). After several 

months, the Sandinistas' president denied the financial problems and denounced Banic 

and its irregular privatization by Aleman. This event triggered another run by depositors. 

This was all a blow to Aleman and his cronies who acquired the bank. There were 

several fraudulent loan operations conducted by Donald Spence, Banic's president and 

Aleman’s crony friend(Close et al., 2008, p. 136). 

The bank crisis caused the foreclosure of four national banks. The crisis started 

in 2000 with the bankruptcy of Bancafe and Interbank, and ultimately the bankruptcy 

of Banic and Bamer in 2001. The bank foreclosures led to the absorption of their 

liabilities and performing assets by other private banks. The procedures comprised of: 

• The writing off of the shares of the original owners, 
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• Recapitalization of the intervened banks by exchanging their impaired 

assets for Central Bank paper in preparation for their resale, 

• Auctions of the banks' portfolios to other domestic private banks, 

• Provisions of contingent credit lines to the acquiring banks, 

• The temporary exemption of acquired deposits from legal reserve 

requirements, and  

• The implementation of assets recovery plans(IMF, 2001, p. 7). 

The four of eleven banks that existed represented 21% of the market 

share(Jácome H., 2008, p. 45), and their deposits were equivalent to 40% of the 

financial sector. They represented a debt increase of 520%, equivalent to a 20% increase 

of domestic debt to GDP(IMF, 2003c, pp. 8-9). The Central Bank sold these institutions 

to other local banks and emitted dollar-indexed bonds called CENI to “match the value 

acquired by the purchasing banks” to avoid more bank runs(Jácome H., 2008, p. 45). 

They also generated the emission of domestic debt. Legal cases of fraudulent behavior 

by bank owners and personnel produced no convictions. All had either fled the country 

or were acquitted(Close et al., 2008, p. 136). The audit of the sale of bank assets and of 

the deposits guaranteed by the state were considered fraudulent by NI's General 

Controller's Office, increasing state losses. 

This inclusive growth diagnostic relates to our research interest: the relationship 

between debt and human rights. The research reveals that indebtedness has been the 

effect of human rights violations that initially undermined economic activity and of 

political leaders' hemorrhaging debt to keep power. Despite evident differences between 

the outcomes of economic growth and political stability, a number of striking 

similarities have been noted. NI under-performs during these periods analyzed. Some 

of these elements merit special emphasis. First, HR violations during the Somoza 
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Dictatorship and Sandinista Revolution closed political solutions to conflicts within NI, 

leading to war. Forces used external indebtedness as a means to preserve their power. 

Under democracy from 1990 to today, the research observes that domestic debt was a 

product of property rights violations, government corruption, and uses of government 

assets for private purposes. The latest HR violation by the current administration is 

closing off political means of resolving NI's controversies. Armed groups in NI, those 

protesting insecure land rights, future expropriations, and the lack of transparent 

elections, may lead to political instability and may ultimately rely on raising debts to 

preserve order or secure power. 
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4. Chapter 4: Findings and Discussions 

This chapter describes the findings from inclusive growth diagnostics (IGDs) as 

they relate to the country risk analysis for Nicaragua (NI), which has two dimensions: 

transfer risks and political risks. Subsequently policy recommendations to resolve the 

problems are then identified.  

Debt literature reveals that sustainability assessments consist of two separate 

analyses: one of transfer risk and one of political risk. Transfer risk analysis analyzes 

the evolution of different economic and financial variables as they pertain to the 

financial burden of a country's indebtedness and repayment capacity. Political risk 

analysis assesses policymakers' willingness to repay debt. It also assesses what political 

actions may negatively impact macroeconomic stability and normal behavior among 

economic agents. 

The items chosen in this research show that transfer risk and political risk 

significantly limit countries' repayment capacities, changing core variables of debt 

dynamics and increasing default probabilities. Political activities have repercussions on 

transfer risk. The cost of economic transactions can modify economic agents' behavior, 

affecting economic activity and aid effectiveness.  

The Paris Declaration of Aid Effectiveness, the ACCRA Agenda for Action, and 

other high-level Aid Effectiveness meetings show that the presence of HR can 

potentially increase aid effectiveness, and therefore lower probabilities of over-

accumulating debt. Conversely, HR violations might increase political risk and lower 

repayment capacities by hindering economic growth and aid effectiveness. 

By comparison, a decrease in HR violations could decrease political risks and 

increase repayment capacities by increasing economic activity and aid effectiveness. 

The level of respect for HR seems to dictate the assessment somewhat, as respect for 
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HR would measurably decrease public expenditure in socioeconomic programs. 

Indebtedness levels also seem to dictate the availability of resources that provide public 

services promoting HR. The relationship between political risk and indebtedness is 

exemplified in NI. Frequent HR violations (mainly civil and political) in NI have been 

found to be a direct source of political and macroeconomic instability. This has 

impacted NI's capacity to honor its financial obligations, as its governments' 

unsustainable policies were used to preserve power. Indebtedness was simply a 

symptom of HR violations, bad governance, and institutional problems. 

Our historical analysis has shown how NI experienced political instability that 

turned a sustainable economic course unsustainable. High debt levels made NI unable 

to finance its social programs and repay its debt. The adjustment programs which aimed 

to diminish that debt involved a reduction in the satisfaction of economic, social, and 

cultural rights. NI's current status is fraught with issues: electoral fraud allegations, 

partisan governmental behavior, and the approval of an unconstitutional Law 840. 

The study showed that restrictive fiscal and monetary policies on adjustment 

programs, those meant to resolve debt-related risk and macroeconomic imbalances, 

could advance economic performance, but produced negative externalities on the 

realization of HR. Structural adjustment policies reduced public (government) spending, 

lessening provisions for socioeconomic programs that protected those citizens most 

vulnerable to rights violations. Rising unemployment and poverty rates, as well as 

lower respect for fundamental workers' rights, led to demonstrations, riots, and 

rebellions amid NI's structural adjustments. Note that strengthening institutions through 

adjustment programs sought strengthen governance and institutions through legislation, 

but this ignored counterproductive partisanship within NI's state agencies. 

The IMF´s and WB´s methodology to evaluate debt sustainability, the DSF, is 
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no guarantee to measure appropriately Nicaragua’s debt sustainability given the result 

of HR violations have had on Nicaragua’s repayment capacity and conditioned its 

political stability. In the case of Nicaragua empirical evidence discloses that the real 

repayment capacity is the result of complex interactions between politics and 

economics that determines economic activity. 

The review of the DSF discovered that the framework ignores HR issues in its 

methodology which inhibits the framework to: accomplish its mandate to provide 

guidance to multilateral and bilateral lenders that have incorporated HR elements in 

their development aid interventions ii) to consider HR violations, specially civil and 

political rights as a factor that undermines the quality of governance and institutions; 

iii) ignores HR impacts of the policies which reduce debt related risks.  

The indicators that Debt Sustainability Framework (DSF) and the Country 

Policy and Institutional Assessment (CPIA) use to evaluate governmental and 

institutional functionality is incomplete. It does not account for local power dynamics, 

politics, violence, and exclusions that shape states' economic policies. According to the 

research, integrating HR elements and principles into the DSF is feasible. Following 

successes from the UN and OECD, the integration of HR elements in development 

cooperatives is not only is feasible, but also improves development outcomes. Section 

Two explained how respect for HR promotes economic growth and builds quality 

governance and institutions. Similar findings regarding aid effectiveness exist in the 

Paris Declaration on Aid Effectiveness and the Accra Agenda for Action. 

Analysis of the HR-based approach (HRBA) on development can shed light on 

how to improve governance and institutions with HR elements added, while still 

following basic premises shared by governments, donors, and recipients. The most 

comprehensive integration of HR into development is the HRBA that sets forth four 
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basic principles—nondiscrimination, participation, inclusion and transparency, and 

accountability—into all development processes. An alternative approach would 

incorporate the ten guiding principles for integrating HR in development, which are: 

• To build a shared understanding of the links between HR obligations and 
development priorities through dialogue, 

• To identify areas of support to partner governments with HR, 
• To safeguard HR in state-building processes, 
• To support the demand for HR, 
• To promote nondiscrimination for inclusive and stable societies, 
• To consider HR in decisions on alignment and aid instruments, 
• To consider mutual reinforcement of HR and aid effectiveness principles, 
• To do no harm, and 
• To take a harmonious and graduated approach to dissolving HR issues, 
• To ensure that the scaling-up of aid is conducive to HR. 

Integrating HR elements into the DSF to improve development outcomes on 

foreign loans and aid can improve the DSF. An HRBA can improve the CPIA's current 

assessment of governance and institutions, as well, since the HRBA addresses power 

dynamics that modify the relationship between developers. 

At the same time, incorporation of nondiscrimination, participation, and 

inclusion and transparency into all involved development processes can help donors, 

policymakers, and other developers take steps to see accountability and transparency 

issues better, and in so doing diminish risk factors and provide further protections for a 

sustainable debt strategy. 

Such information, if made available to the public, would also be handy for 

increasing accountability and transparency of foreign resource usage. It could also help 

economic agents measure currently ignored outcomes and impacts. The policy solutions 

to reduce debt-related risks would demand the publication of financial and HR impacts 

of projects that are financed by external debt. The HRBA can be implemented in two 

stages: first, by incorporating HR in governance and institutional assessments, and 
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assessments of conditional indebtedness with respect to HR; and, second, by 

introducing the HRBA to development projects to improve accountability and 

transparency, especially in monitoring foreign loan uses. 

In addition, seeking to lower debt-related risks with the fewest externalities in 

HR balances any said framework. It establishes the minimum essential levels and 

prevents retrogression to deficient HR standards. Respect for civil and political HR 

could lower economic uncertainty, while increased rights to things like education and 

health positively impact debt-carrying capacities, as Chapter 3 has shown. 

Such a policy first implies that political stability and respect for HR are key to 

achieving growth in economies, of loan repayment capacities, and of debt sustainability. 

In this context, reactions of citizens whose HR have been oppressed have previously 

led to economic contraction, political instability, violence, and war, at least in the last 

phases of state repression. Second, it implies that the provision of civil, economic, 

social, cultural, and political rights are equally important to social cohesion, which 

fosters economic growth and maintains debt sustainability. Third, it implies that NI 

needs to implement a new strategy to make use of foreign resources more effective and 

to address the root causes of inefficiencies. Low-quality governance and institutions 

cannot provide good environments to meet the main goals of development aid: 

economic growth and development. Fourth, it implies that the HRBA may likely 

improve the efficiency of these investments and address NI's problems in said areas.  

The qualitative analysis links HR violations with issues of economic growth and 

political risks. It exposes a need to broaden the scope and depth of HR in NI’s growth 

dynamics and political development to evaluate its ability to repay its debts realistically. 

Therefore, an econometric regression stands to assess the presence of a linear or non-

linear correlation between these phenomena (as variables): 
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• HR and political instability,  
• political instability and debt, and  
• HR and debt. 

Independent institutions should conduct such assessments to eliminate conflicts 

of interest among duty bearers, duty holders, and donors. Additionally, a 

multidisciplinary team should evaluate how development aid impacts NI's economy, 

governance, institutions, and HR standing. Also, it should assess the externalities that 

such programs' reforms may produce. 

Ideally, one needs only to build upon the current DSF to more accurately assess 

a country’s ability to generate resources and to evaluate its institutions. Subsequently, 

the external environment would serve to assess how loans assist or hinder economic 

growth, as well as assess public spending of those finances. Strengthening the 

preventive capacities already contained within the DSF would require a more detailed 

review of macroeconomic assumptions, governance, and institutions. 

The study advises the inclusion of respect for HR in institutional analyses by 

addressing power dynamics around which governmental and institutional quality pivot. 

Conducting an in-depth study of NI’s governmental and institutional functionality, as 

well as its respect for HR, will improve how the DSF monitors political instability in 

its debt sustainability analysis. Thus, the research proposes the adoption of the UN's 

HRBA to NI's economic development, and that the debt sustainability framework use a 

CPIA which includes HR assessments. 

Elaborate HR indicator which can take into account violations of HR related to 

governance, institutional functionality, and aid effectiveness, thereby enabling to 

monitor important sources of political instability in NI. These indexes must be able to 

address key issues like these: 

• Inflicted detriments due to poor governmental or institutional 
functionality, and also 
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• Periods of concentration of power and partisan behavior. 
Robust reforms are needed to encourage aid effectiveness and accountability, as 

well as to decrease NI's constraints on growth. NI has to shift towards self-sustaining 

projects, which can increase future revenues and maintain debt sustainability over the 

long term. This will require a shift from existential programs to productive programs 

for the poor. It has to address issues regarding the following: 

• A stimulus of economic growth and productive initiatives, 
• The promotion of agro-industrialization, 
• New methods of investment, such that investment programs explicitly 

reveal their financial sustainability, beneficiaries, and the accountability 
of citizens and government, 

• Reduced information costs, transaction costs, and  
• The provision of basic infrastructure to promote economic activity. 
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5. Chapter 5: Conclusions 

A methodological problem was identified in the DSF, the omission of political 

risks product of HR violations, which were identified in the inclusive growth diagnostic 

as important sources of constraining Nicaragua’s economic growth (repayment capacity) 

and ability to obtain development aid. Additionally, the CPIA fails to consider the link 

between political risk emanated from HR violations as a source of lowering the quality 

of governance and institutions. The DSF fails to fulfill its mandate to provide guidance 

to lenders by the inability to guide development agencies that have incorporated HR 

elements in their aid interventions.  

The study reveals that structural adjustments in the past made significant 

improvements in macroeconomic stability and not only improved civil and political 

rights but undermined economic, social and cultural rights. The reduction of 

macroeconomic instability indicators such as hyperinflation, unstable exchange rate, 

high public deficit and high public debt are clear signs of success. The adjustment 

programs can integrate HR to evolve from an exclusive macroeconomic emphasis to a 

more integral perspective taking into account socioeconomic indicators and governance. 

Although external debt levels have fallen due to individual debt reliefs, multilateral debt 

relief initiates, official development aid and grants by themselves does not guarantee 

the maintenance of sustainable debt levels once these resources stop or diminish 

significantly. 

Nicaragua’s history reveals that high human rights violations, specially civil and 

political rights, lead to political instability that undermined macroeconomic stability 

that disturbed macroeconomic stability that stimulated indebtedness as a response to 

solve the temporarily shortages of resources. Comparatively once Nicaragua reached 

high debt levels, the expenditure to honor its debt consumed most of its revenues and 
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was unable to meet the growing needs of the population and the protection of economic, 

social and cultural rights. In like manner the reduction of economic, social and 

economic rights encouraged political instability due to protests and in some extreme 

cases violence during the 1990s. 

The research confirmed the theoretical inconsistency keep political risk 

assessments independent from debt sustainability framework. The historical evidence 

of Nicaragua suggests political risks are important in keeping macroeconomic stability 

and prudent debt management. This variable portrays a pattern in the Nicaraguan 

history that endogenous elements of political risks led to macroeconomic instability, 

violence and ultimately accumulation of external debt to unsustainable levels. The 

qualitative results expose for Nicaragua that the repayment probability cannot be only 

explained by debt to economic indicators and reveals the need to incorporate political 

risk assessment to explain debt related risk. 

The confirmation that the performance of the State is limiting Nicaragua’s 

economic growth reveals that there is a gap between Nicaragua’s growth potential and 

its actual growth. In the light of this improvements in governance and institutions 

indications can stimulate more efficient and effective usage of resources, improving 

development outcomes without the acquisition of additional funds. The qualitative 

study strengthens the idea of scholars that good performance in development outcomes 

good policy actions are required and can only be achieved through quality governance 

and institutions.  

The study focuses on HR's role in the development of political risks that 

ultimately impact transfer risks and debt sustainability. NI’s history reveals that 

frequent HR violations led to political instability that undermined macroeconomic 

stability. That, in turn, stimulated indebtedness to “solve” the problem of resource 
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shortages. Eventually, NI's expenditure to honor its debt consumed most of its revenues. 

NI found itself unable to meet the growing needs of the population or to protect 

economic, social, and cultural rights. In like manner, the reduction of economic, social, 

and economic rights encouraged political instability through protests, and in some 

extreme cases, violence during the 1990s and early 2000s. This evidence seems to 

correlate both HR violations with political instability, and also HR with debt. 

The flow of external funds also relates to HR. The HR violations committed 

during Somoza's dictatorship, the revolution, and NI's current regime suspended 

resource availability from bilateral donors. The electoral fraud of 2008 and resistance 

to adopt governmental and institutional changes led traditional donors to suspend or 

reduce funds given to NI. Also, the reduced volume of aid and donors represents a net 

loss of resources to NI and increases its external vulnerability.  

Structural adjustments in the past significantly improved macroeconomic 

stability, improving civil and political rights, but undermining economic, social, and 

cultural rights. Reduced macroeconomic instability indicators such as hyperinflation, 

unstable exchange rates, high public deficits, and high public debt are clear signs of 

success. The adjustment programs can incorporate care for HR and integrate their 

macroeconomic emphasis with socioeconomic indicators and governance assessments. 

Although external debt levels have fallen thanks to multilateral debt relief initiatives, 

official development aid and grants by themselves will not guarantee that sustainable 

debt levels will be maintained once they are removed or reduced. 

NI’s persistent economic vulnerabilities and low-quality governance, 

institutions, democracy, and development all point to a relapse into a new debt trap. 

Vulnerabilities of these variables impact NI's macroeconomic stability and capacity to 

mobilize resources to pay debt. Producing these conditions can cause fiscal imbalances, 
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and for that reason, should be included in the assessment of debt-related risks.  

The research shows that incorporating HR into the institutional assessment can 

enable us to measure frictions between the state and citizens, and measure power 

dynamics within the state apparatus. Such incorporation would set performance 

standards for which developers would be accountable, and would improve the 

governmental and institutional quality.  

The research exposed the inconsistency in keeping political risk assessments 

independent of the DSF. HI's historical evidence suggests that political risks are 

important for macroeconomic stability and prudent debt management. The qualitative 

results expose for NI that repayment probability cannot be only explained by relating 

debt to economic indicators. It reveals the need for political risk assessment to evaluate 

debt-related risk. 

NI's poor governmental performance has limited and is limiting NI’s economic 

growth, restricting NI’s growth potential. Improvements in governmental and 

institutional indications can stimulate more efficient uses of resources. The qualitative 

study strengthens the idea among scholars that good development outcomes require 

good policies and that they be effectuated through strong institutions and governance. 

NI needs a new approach to debt sustainability, a deeper reappraisal of its 

governmental and institutional deficiencies. An institutional assessment must monitor 

issues that cause political instability, such as respect for rights, free elections, and 

socioeconomic progress through use of foreign funds. 

Methodologically speaking, the multilateral DSF conducted to analyze the 

relation of risk to indebtedness in countries like NI might not be a sufficiently sound 

debt sustainability assessment, since these variables have been identified in the IGD as 

important constraints to NI’s economic growth. Additionally, the foreign resources 
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needed to fund social and economic programs implies additional risks over the medium 

and long term, since governance and institutional strength are taken into account by the 

donor community and only addressed in extreme cases. International financial 

institutions do not provide loans to countries in violent conflicts. 

From the research results, the investigation concludes for NI that HR impacts 

its political risk and debt repayment capacity. Mere further borrowing would be harmful 

for debt sustainability. The outcomes obtained from this investigation are as follows: 

• NI needs to improve governmental and institutional quality to improve 
o Low investment returns, 
o Lack of accountability,  
o Political instability, and  
o Lower influx of ODA. 

• The IGD is an in-depth means of describing the limitations of a country’s 
capacity to generate resources to pay debt. 

• NI will not be able to reduce dependence of foreign aid because political 
instability incentivizes limiting private-sector investment, for which 
politicians are not held accountable. 

• Monitoring debt-related risks with the DSF, if it does not address 
development aid, external debt, and HR, will remain incomplete. 

• Harmonizing aid effectiveness with sovereignty can be accomplished, 
with the following matters to consider: 

o Cooperation with NI regarding aid effectiveness will be difficult 
in the short term due to NI's defective governmental apparatus, 
as the FSLN mainly focuses on control of discontent with 
government via coercion. 

o The development of projects and monitoring of governance and 
institutional functionality can ease rising tensions and develop 
conditions that can facilitate political dialogue and can solve 
sensitive political issues. 

o dialogue to solve political problems to sensitive issues 
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