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BEHAVI OR I N NI CARAGUA 1979-1998

By: Alejandro E Martinez Cuenca Ph.D

The | ast 18 years of N caragua s econon c history has
been one of transition fromdisequilibriumto stabilization
to reform and, finally, to adjustnment. During this tine,
there has not been a clear direction for either
macr oeconom ¢ performance or | abor nmarket behavior. In
this article, presenting the econony in transition through
periods of structural changes is done to show the
conplexity of isolating the inpact of econom c performnce
on | abor market transitions.

In presenting this situation, one possibility would be
to isolate the performance |evel of a particular econony,
and then observe the perfornmance of the | abor market during
a given tine period. Doing so could help to answer the
question of the extent to which | abor market transitions
are influenced by the general econom c performance.

However, once the structural changes at both the
macr oeconom ¢ | evel and the nmarket |evel were taken into
account, one would find a contradictory situation. In such

a situation, inprovenments in econonic performance are not
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necessarily associated wth an inprovenent in | abor market
performance, and vice versa. That is, such phenonenon
m ght be the consequence of the overriding effect that
structural changes m ght bring to counteract the positive
associ ation that one nornmally expects between econom c
performance and | abor nmarket behavior. This seens to be
the case in analyzing the experience of N caragua between
1981 and 1988.
Usi ng 1980 as a benchmark, Ni caragua s econony can be
broken down, or characterized, into six phases, as |isted
bel ow
1.) The radical social and econom c renodeling
phase, from 1979 to 1981,

2.) The transition to a war econony, from 1982
to 1983,

3.) The macroeconom ¢ disequilibrium from 1984
to 1987,

4.) The beginning of stabilization, from 1988 to
1990;

5.) Consolidating stabilization, from1990 to
1994; and

6.) The phase of full structural adjustnent,

from 1994 to 1998.
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Phase |1: The Radical Social and Econom c Renvodeling,
1979 to 1981

The first phase was characterized by a fairly
expansionary and re-distributive econom c and soci al
policy, with structural transformations in property rights.
Thi s phase was al so a period of revolutionary change. An
armed revolt had overthrown 40 years of a crue
di ctatorship, and started a period of hopes and ill usions.
During this period, there were three inportant econom c and
soci al events, which are |isted bel ow

1.) The nationalization of foreign trade,

natural resources, and the financial system

2.) The formation of “the people’ s property

area,” which was organi zed on the
expropriation of properties owned by Sonpbza
and his collaborators, all of which were
converted into new state-owned enterprises.
These actions facilitated the creation of a
m xed econony with three major types of
ownership, either state, private, or m xed,
and

3.) The declaration of war against illiteracy

through a form dable effort of young people

who organi zed thensel ves as an arny and went
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into every region of the country to teach

young and old howto read and wite.

The governnent had two objectives in this phase. The
first objective was to reconstruct the productive apparatus
that was in shanbles after the revol uti onary war agai nst
t he Sonbza regine. The second objective was to recover the
| evel of activity achieved in 1978 and secure a greater
| evel of social equity. Thus, the grave scarcity of basic
commodities in 1979 woul d be overcone and the unenpl oynent
rate reduced. To achieve such objectives, the governnent
focused public investnment efforts towards the construction
of productive and social infrastructure; however, as a
result, fiscal outlays grew significantly.

The effect of the expansionary fiscal policy hel ped
econom c recovery by increasing aggregate demand, which in
turn, was enhanced with massive foreign assistance received
by N caragua upon the overthrow of the Sonpza regine.

Thus, external resources financed not only public
i nvestnment but an increase in private consunption as well.

During this period, the fiscal deficit rose from an
average of 5.1 percent of GDP in the five years before the
revolution to about nine percent in 1980 and 1981.

Donestic credit increased by 58.4 percent during this
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period as well. As a result, noney supply rose 26.3 and 28
percent, respectively. During this tine there was no
threat to price stability due to the conpensating effects
of huge inflows of external resources in those years.

Tabl e 2 contains the historical three-year trend of

speci fic macroeconom c variables in Phase I.

Tabl e 2

Macr oeconom ¢ | ndi cators of Phase |

Concept s 1979 1980 1981
% Change in -26.5 4.6 5.4
Real GDP
Inflation (% 70. 3 24.8 23.2
ML/ GDP 24.2 21.3 23.2
ML G owt h - 26. 3 28.0
(nom nal)
Credit/ GDP 74. 3 82.1 86. 6
Nom nal 58. 4 24. 2
Credit Gowh
Fi scal 8.9 9.0 8.9
Deficit/ GDP
Ext er nal 360. 5 676.5 802.5
inflows in
US$ millions
Credits 271. 7 528.7 728.7
Donat i ons 88. 8 147. 8 73.8
Current 291. 8 -411. 4 -591.6

Account in
US$ millions
Exports 615.9 450. 4 508. 2
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Tabl e 2, conti nued

Macr oeconom ¢ | ndi cators of Phase |

Concept s 1979 1980 1981
| mports 388. 7 802.9 922. 4
Unenpl oynent 24.6 14.0 10.5
as % of Labor
Force
| nf or mal 43. 6 NA 32.0

Sect or Share
as % of Tot al
Enpl oynent

Sources: Central Bank of N caragua, Prealc, UNDP, 1980-
1998.

Because of the expansion in public consunption,
aggregat e demand i ncreased substantially; therefore, GDP
grew about five percent per year, as shown in Table 2.
Qpen unenpl oynment fell from 24.6 percent to |l ess than 10.5
in 1981. The inportance of the informal sector (as a
percent of total enploynent) dropped from43.6 percent in
1979 to 32 percent in 1981, while public sector enploynent
grew from 39, 000 enpl oyees in 1979 to nore than 54,116

enpl oyees in 1981 (M PLAN, 1981).

Phase Il: The Transition to a War Econony, 1982 to 1983

During the first phase, induced disturbances were
created by the new governnent pursuing anbitious and
expensi ve soci oeconom ¢ goals. These goals were a nmjor

redi stribution of property and income flows, a redirection
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of state spending towards social ends and changes in
managenent of the state apparatus and public enterprise. In
the neantine, the real exchange rate was increasingly
over val ued.

Aut ononous di sturbances and policy initiatives, plus a
growing mlitary threat from opponents to the Sandinista
government all reduced untied capital inflows. These
changes pointed to an end of an “econom c¢ honeynoon,” and
t he begi nnings of harsh social and econom c tines.

The pronotion of a contra arny organi zed and financed
by the Reagan Admi nistration in the U S. to fight
Ni caragua’ s new governnent was a signal to | ocal business
| eaders and entrepreneurs that they should | eave the
country and | ook for investnent opportunities el sewhere.
The new contra forces pinpointed econom c and
infrastructure targets in their mlitary activities,

t hereby increasing hostilities between the U. S. and

Ni caragua. In turn, access to nultilateral financing and
access for exports to traditional markets becane very
difficult.

During this period, GDP and exports both fell, all of
whi ch were reinforced by declining world prices of basic
comodities. GDP fell 0.8 percent in 1982, recovered in

1983, and fell again the follow ng year. From 1984 on, CDP
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declined for the next 10 years, although open unenpl oynent
dropped from ei ght percent to five percent in 1984, and the
i nformal sector renmined at a | evel of 33 percent of total
enpl oynent (PREALC, 1984). During this phase, inflation
was still stable, but with a fixed nom nal exchange rate, a
strong real appreciation of the local currency resulted.
Percepti bl e overvaluation plus the political uncertainty
fed into specul ation, which gave rise to an expl osive bl ack
mar ket in foreign exchange. Increasing fiscal inbalances
started to show up despite of the fact that the ratio of
tax to CDP exceeded one third of total GDP.

The reduction in capital inflows did not stop the
government frommaintaining its free health and educati ona
systens; it did not want the lack of private investnent to
stop the inplenentation of its devel opnent strategy. In
addition, there were greater defense expenditures needed to
cope with the threat of mlitary confrontation, which neant
that mlitary expenditures grew to not |ess than 20 percent
of the overall annual budget. Under such circunstances,

t he governnent was forced to finance its deficit through
credit fromthe Central Bank.

Monet ary i nbal ances set in, originated by the
financing of the fiscal deficit described above and due to

an expansive credit policy addressed to naintain the
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weakeni ng private sector,
of which set the stage for financial
t he ot her hand,
t housands of young N caraguans were drafted.
i ncreased gover nnent al

al | owed unenpl oynent

rates to drop,

via conpensatory subsidies, al

disequilibrium On

and party bureaucracy,

the mlitary service was inplenented and

Together with

t hese changes

even when the general

performance of the economy was rapidly deteriorating.

Tabl e 3 di splays specific nacroeconom ¢ indicators during

Phase I1.
Tabl e 3
The Phase of Transition to a War Econony

Concept 1982 1983 1984
Real GDP % -0.8 4.6 -1.6
I nfl ati on 18. 4 37.2 50. 2
Rate %
ML/ GDP 24. 4 34.7 46. 4
ML Nom nal 22.1 64.7 83.1
growt h
Credit/ GDP 92.4 117.5 120.1
Real | nterest NA NA NA
Rat e
Lendi ng -6.6 -13.0 -15.8
Bor r owi ng -13.0 -16.7 -19.5
Exchange Loss 5.0 17.5 26. 6
as %of GDP
| nvest ment / 20. 2 21.0 21.6

GDP
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Tabl e 3, continued

The Phase of Transition to a War Econony

Concept 1982 1983 1984

Unenpl oynent 8.0 7.0 5.0
Rat e

| nf or mal 33.0 33 33
Sector share

as a % of

Tot al

Enpl oynent

Source: Central Bank of Nicaragua, Prealc, UNDP, 1980-
1998.

Phase 111: Macroeconom ¢ Disequilibrium 1984 to 1987

The third phase triggered one the nobst spectacul ar
hyperinfl ati onary processes of recent tines, conparable
only to those observed in European inflation after Wrld
Wars | and Il, and in Bolivia. During this phase, CGDP
steadily dropped. Inflation began accelerating rapidly
froman annual rate of 334 percent in 1985 to 1, 347 percent
in 1987. The val ue of exports dropped froma peak of
US$429 million in 1983 to US$299 million in 1987. At the
sane tinme, unenploynent continued to fall to alnost 3.2
percent of the | abor force by 1985, but increased to 5.8
percent at the end of 1987. The inportance of the informal
sector grew to over 40 percent of total enploynent
(Ni caraguan Country Econom c Menorandum Wbrld Bank, 1994).

Bl ack and parallel markets continued to devel op,

fiscal deficits increased, credit expansion distorted
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relative prices, and commodity production was |imted by
scarce foreign exchange and destruction fromthe war. It
could be argued that the increase in the informal sector in
this period was caused not only because of the rigidities
of the formal sector to expand in a war econony, but
because the hyperinflation nade informality, the black

mar kets, and other market distortions nore profitable than
working in the formal sector. The profitability in these
mar kets was so consi derable that the informal sector gave
rise to the energence of a new wealthy social class, called
the “apron bourgeois,” which was basically nerchants and
operators in the informal market.

Nonet hel ess, the inpact of the demand pressures on
prices was slow to appear. Inflation began to accelerate
only in 1985; average nonthly inflation was 2.7, 3.4, and
13 percent in 1983, 1984, and 1985, respectively (I NEC,
1985). The lag in the inflationary response to noney
creation may be explained by intense efforts at price
control; yet, the official neasure of inflation in 1983 and
1984 was not reliable. One can instead take the rise of
t he exchange rate in the black market as a proxy. This
i ndicator rose from 70 Cordobas at the end of 1983 to
nearly 500 Cordobas by the end of 1984 (SPP, 1985). Table

4 contains macroecononi ¢ indicators during Phase |11
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Tabl e 4

Macr oeconom ¢ Di sequi librium

Concept s 1985 1986 1987
Real GDP -4.1 -1.0 -0.7
growt h
I nflation 334. 3 747.5 1,347.2
rate annua
(%

Mont hl y 13.0 19.5 24.9
I nfl ation

Rat e

ML/ GDP 50. 6 47. 4 52.1
Nom nal ML 179. 4 253. 4 580. 6
growt h

Real | nterest -63.1 -83.9 -87.2
Rat e Lendi ng

Bor r owi ng -64. 6 -84.8 -88.2
Exchange 15. 4 9.6 6.5
Losses/ GDP

Fi scal 22.3 17.2 16. 8
Deficit/ GDP

Deficit 100.0 100.0 100.0
Fi nancing (%

| nt er nal 96. 9 91.4 97.2
Ext er nal 0.5 -0.1 -0.4
G ants 2.6 8.6 3.4
Unenpl oynent 3.2 4.7 5.8
as % of Labor

Force

| nf or mal 35.0 37.0 40.0
Sector as %

of Tot al

Enpl oynent

Current -857.1 -788.3 -719.9
Account in US

MI1lions

Exports 301.5 244 2 299.9
| nports 878. 2 782.0 837.9

Sources: Central Bank
1998.

of

Ni caragua, Prealc, UNDP, 1980-
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The macroeconom ¢ di sequilibriumcontinued to deepen
as inflation accelerated, the external constraints
ti ghtened, and the war intensified. The governnment started
to inplenent stabilization prograns in 1985, 1986, and 1987
but they were not successful. The common denom nator in
t hese unsuccessful efforts was that they were either too
weak or del ayed (given the magnitude of the disequilibrium
and sonetinmes inconsistent.

Besi de the econom c factors, one cannot overl ook the
political, financial, and mlitary factors that existed at
that time. The contra-mlitary effort received increasing
support fromthe U S. governnent. The U S. governnent
approved $27 million in 1985 as nmilitary aid to the
contras; in total, U S aid to the contras reached over
$100 mllion since 1982.

In May 1985, the U S. governnent inposed a comrerci al
enbargo on N caragua, which had severe effects on its
econony. The U. S. had been the traditional and natural
mar ket for a large proportion of Nicaragua’ s exports, and
had supplied | arge anounts of inputs, spare parts, capital
and consunption goods, and technol ogy, whose substitution
requi red very high costs. Consequently, inports and
foreign resources cane increasingly fromsociali st

countries, creating problens of costs and foreign exchange
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liquidity. |In fact, a large portion of the foreign trade
was carried out in barter ternms. Table 5 contains
information on inflows of external funds to Nicaragua up to

the end of Phase I11.

Tabl e 5

External Inflows of Funds to N caragua

Concept 1979 1980 1981 1982

Loans 271. 7 528. 7 728. 7 498. 9
US$ mll

Mul til ateral 78. 4 32.5 11.9 18. 8
Sour ce US$

m |

USA US$ m | | - 13.7 - -

Non- Soci al i st 193. 3 462. 8 696. 7 435
Sour ce US$

mll

Soci al i st - 19. 3 20.1 45. 1
Sour ce US$

mll

Grants US$ 88. 8 147. 8 73. 8 98. 8
m |

Mul til ateral 10.5 16. 9 12 14. 7
Sour ce US$

mll

Non- Soci al i st 70. 8 82.5 10. 2 20.9
Sour ce US$

mll

Soci al i st 7.5 48. 4 51.6 63. 2

Sour ce US$
mll
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Table 5, Conti nued

External Inflows of Funds to N caragua

Concept

1983 1984 1985 1986 1987

Loans
US$ mill

Mul til at
er al
Sour ce
Us$ mil

USA US$
mll
Non-
Socialis

t Source
US$ mi |

Socialis
t Source
US$ mi |

G ants
US$ m il

Mul til at
er al
Sour ce
US$ mi |

Non-

Socialis
t Source
Us$ mil

Socialis
t Source
US$ m il

437. 8 628. 3 724.5 201. 2 229. 2

15.0

384. 3 549. 8 637.5 128.7 147. 8

38.5

78.5 87.0 72.5 81.4

181. 2 144. 3 272.1 316. 7 155.6

94.3

80

12.2 4.8 10. 4 16. 8

60 83.5 229. 7 87.6

72.1 88. 3 76. 6 51.2

Sour ces:

SPP and Centr al

Phase 1V: The Begi nni

Bank | ndicators, 1988.

ngs of Stabilization, 1988 to 1990

At the beginning of 1988, the econom c situation was

quite critica

and unsust ai nabl e; the econony was trapped
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in an inflationary spiral of inflation-deval uation-
inflation. GDP had fallen steadily since 1984. The gap
between the official and bl ack market exchange rate at the
begi nning of January 1988 had reached over 68,000 percent.
In February 1988, the governnent started to inplenent a
renewed effort of stabilization, which included anong ot her
things the elimnation of the nultiple exchange rate
system the change of currency denom nation from 1, 000 ol d
Cor dobas per one new Cordoba. A huge deval uation foll owed
of over 14,186 percent of the official exchange rate from
C$ 70 ol d Cordobas per dollar to C$ 10 new ones per dollar.
Nom nal wages i ncreased by 500 percent, thus creating an

i nconsi stency between the target of increased real wages
and real devaluation sinultaneously. Full liberalization
of donestic prices and a very large |layoff program of
public enpl oyees were other inconsistencies introduced.

Tabl e 6 contains nmacroecononi c indicators during Phase |V.

Tabl e 6

The Begi nnings of Stabilization: 1988-1990

Concept s 1987 1988 1989
Real GDP -0.7 -12. 4 -1.7
growt h

I nfl ati on 1347.2 33,603.0 1,689.0
rate annua

(%
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Tabl e 6, Conti nued

The Begi nnings of Stabilization: 1988-1990
Inflation 24.9 62. 4 27.2
rate nonthly
Real Wage 6.8 4.1 5.1
100=1980
ML growt h 580. 6 11,035.0 1,771.0
Nomi na
Real -87.2 -33.6 -5.2
I nt er est
rate Lendi ng
Bor r ow ng -88.2 -21.1 4
Credit 405. 6 16,842.0 3,314.0
G ow h
Fi scal 16. 7 25.5 20. 2
Deficit/ GDP
Current -719.9 -822.9 -538.7
Account in
US mllion
Exports 299.9 232.7 310.7
| nports 837.9 716. 6 547. 3
Unenpl oynent 5 6 8.4
%

I nf or mal 44.0 46. 0 47. 6
Sector as %

of Tot al

Enpl oynent

Source: Central Bank of Nicaragua, Principales Indicadores

1986- 1991, Esdeni c,

1985.

The reform package initiated by the N caraguan

government hi ghlighted expenditure cuts along with sone tax

i ncreases. However,

deficit fail ed.

The budget deficit

the nmeasures used to reduce the fiscal

increased from 16.5

percent as a percent of GDP in 1987 to 25.5 percent in
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1988. This was due to the adjustnent of wages in the
public sector, along with an increase of expenditures
caused by the effects of Hurricane Joan that hit Ni caraguan
towns in 1988, as well as increases in spending on higher-
priced inports.

O the four major targets established as objectives in
this phase, only two were attained. The elimnation of
exchange | osses of the Central Bank due to the unification
of exchange rates was the first target reached, and the
second was price liberalization. However, GDP fell even
nore, unenpl oynent rose 8.4 percent in 1989, (Wrld Bank,
1994) and the informal sector’s share of total enploynent
rose as the profitability of operating in the black market
continued to grow. The inprovenment in econom c perfornmance
coul d have been better, but there was a |ack of financial
discipline. Furthernore, real interest rates for |ending
were still negative, while real interest rates for
borrow ng becane positive. This conbination, along with
the wite off of debts to the productive sector, inplied
massi ve subsidies, which in turn, fueled inflationary

pressures
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Phase V: Consolidating Stabilization, 1990 to 1994

Besides the fiscal, nonetary, and inflationary
conplications of the 1980s, there were al so supply side
constraints that made the whol e experience a very difficult
one. Wth huge trade deficits, Ni caragua could not avoid
accurul ati ng an external debt of nore than seven tines its
GDP by the beginning of 1990 (Central Bank, 1990).

Anmong the supply side constraints, there were chronic
shortages of foreign exchange, trade distortions induced by
t he enmbargo, source-and- use tying of bilateral foreign
aid, destruction and deterioration of the capital stock of
the country, multiple effects of the war, and | abor market
shortages. Labor supply problens included the forced
di version of prime-age workers into mlitary service; rura
to urban mgration caused by destruction in the countryside
and the chance to nmake specul ative gains in parallel market
activities in the cities; flight of skilled workers abroad;
and the inpact of real wage reductions on incentives to
work in the formal sector of the econony.

Wth free elections in 1990, a new governnent took
office, the U S. trade enbargo was suspended, and the
contra war ended. Wth the Sandinista candidate | osing the
el ections, a new president was sworn in, and the U.S.

government reestablished full diplomatic and econom ¢
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relations with N caragua. Bilateral donors, as well as
mul til ateral organi zations such as the Internationa
Monetary Fund (I MF), the Wirld Bank (WB), and the
I nt eraneri can Devel opnent Bank (1DB) provided badly needed
financial assistance to close sone of the major econonc
gaps that woul d be necessary to contain the inflationary
pressure built up until then.

Once financial assistance started to flowinto
Ni caragua, the inflation rate dropped from 13, 500 percent
in 1990, to 900 percent at the end of 1991; from 1992 to
1994, the annual inflation rate averaged about 12 percent.
Unenpl oynent clinbed to al nost 20.3 percent of the active
| abor force and the informal sector share rose to al nost
65.1 in 1994 (FIDEG 1994). The growth in informal
activities was associated wth several factors: a drastic
reduction in governnent jobs; the privatization of state
enterprises, resulting, in turn, in layoffs of thousands of
workers in the formal sector; a dramatic reduction of the
arnmed forces; and the reintegration of nore than 12, 000
contra conbatants into the civil society. Al these
factors created an excess supply of | abor that had no other
choice but to turn to the informal sector for enploynent

opportunities.
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There was not hi ng i ngeni ous about the new governnent’s
stabilization plan that ended hyperinflation. This plan
was t he product of the sanme kind of shock therapy, with the
sane regressive inplications that had been applied earlier
by the previous governnment. Wat did nake an enornous
di fference — and caused the new programto work in terns
of stopping the hyperinflationary process -- was the end of
the war and the | arge forei gn exchange bonanza orchestrated
by the U. S

To put it in other words, the considerabl e reduction
inthe inflation rate was the consequence of two factors.
On one hand, the fiscal deficit dropped from 20.2 percent
of GDP at the end of 1990 to about 13 percent of GDP at the
end of 1994. On the other hand, there was an increase in
the flow of financial assistance to N caragua, provided by
the international comunity at large, in the form of
credits and give outs, which averaged about U.S. $450
mllion per year from 1990 to 1998 (Mnistry of Foreign
Cooperation, 1997).

It is inportant to reiterate that this program was
free fromthe destructive influence of war. The new
gover nnment had successfully achi eved the denobilization of
the contras, thus inproving the conditions to stop

hyperinflation. However, econom c performance continued to
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wor sen t hroughout the next three years of this phase.

Al t hough there were inprovenents in the behavior of the
inflation, current account deficits remained high. During
this phase, GDP remi ned stagnant, but in 1994 grew a
little for the first time in 10 years. Private savings
continued to be highly negative and private investnent
failed to recover, while public investnment continued to

i ncrease nostly financed by foreign assistance. Table 7

cont ai ns specific macroeconom ¢ indicators during Phase V.

Table 7

Econom c I ndicators, 1990-1993

| ndi cat or 1990 1991 1992 1993
GOP G owh % -0.3 -0.4 0.0 -0.5
I nflation 13, 590 965. 6 3.5 19.5
Rate %

G oss 19.3 20. 2 19.3 17.5
| nvest nent (%

of CGDP)

Fi scal -20.2 -9.6 -10.1 -13.0
Deficit (% of

GDP)

Real Wage 9.9 6.8 7.4

1980=100

ML/ GDP 12.5 9.7 9.1

ML Gowmh (% 4994. 9 858.1 17.5 8.7
Current -385.2 -534. 2 -834.0 -644. 3
Account

Deficit,

M I 1lions of

US$
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Tabl e 7, Conti nued

Econom ¢ I ndicators, 1990-1993

| ndi cat or 1990 1991 1992 1993
Exports, 332.1 268. 1 223.1 267.0
MI1lions of

US$

| nports, 569. 7 688.0 771.0 659. 4
MI1lions of

US$

Unenpl oynent 11.1 14.0 19. 94 23.1
Rat e

Source: Central Bank of N caragua. Mtrab, and Fl DEG

In conclusion, by the end of Phase V, hyperinflation
had stopped, resulting froma conbi nati on of econonic
policy along with large inflow of cash fromthe
international community. However, Ni caragua s econony
continued to show features to be worried about. It becane
evident that N caragua’ s problens were nuch nore deeply
rooted than just nmere inflation. Policies and institutions
were in significant need of a change to create the basis
for sustainable growh. In particular, the precarious
stability during this phase was nmainly sustained by a | arge
loss in international reserves, rapid growmh in the
informal |abor market, and a strong increase in the |evel
of open unenpl oynent; the question then was what N caragua
woul d do if international financial assistance started to

fall. By this tinme, N caragua faced not a choi ce between
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adj usting or not adjusting, but rather the problem was how

to adj ust.

Phase VI: Full Structural Adjustnent, 1994 to Present

In May 1994, a three-year Enhanced Structural
Adj ustnent Facility (ESAF) agreenent was signed with the
| M. The ESAF was conpl emented by two Econom c Recovery
Credits fromIDA, a Public Sector Utility Reform Loan from
the I DB, co-financing fromJapan, and additional support
from ot her donor countries. The IM- had set up a |list of
pre-conditions that the N caraguan governnent had to neet.
These pre-conditions included adjustnents in tariffs,
public services pricing, taxes, enploynent reductions in
the public sector, and the privatization of the
t el ecommuni cati ons conpany. Furthernore, the N caraguan
government committed itself to a tight budget constraint on
public enterprises to force their adjustnent. Property
rights needed to be restored and their enforcenent upgraded
to create the conditions for the devel opnent of the private
sector. Table 8 contains specific macroeconon c indicators

during Phase VI.
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Tabl e 8

Econom ¢ I ndicators, 1994-1998

I ndi cat or 1994 1995 1996 1997 1998

GDP G owt h 3.3 4.3 4.7 5.1 3.5
%

Inflation 12. 4 11.1 12.1 12 18.0
Rate %

Net 74. 2 65. 2 144.5 144. 2 138.5
For ei gn
Reserves

MI1lion of
US$

Fi scal -12.5 -11.2 -14. 2 -7.3 -8.0
Deficit (%

of CGDP)

Current -48.7 -39.7 -35.7 -40. 3 -44.0
Account

Deficit

As % of

GDP

Exports 360 526 669 703 603

MI1lion of
US$

| mports 784 897 1, 049 1,371. 4 1, 400

MI1lion of
US$

Unenpl oyed 20. 3 15.9 15.7 15.1 13.2
as % of

Labor

Force

I nf or mal 65.1 64.0 66. 2
Sector as

Per cent age

of Tot al

Enpl oynent

Source: Central Bank of N caragua. Mtrab, and Fl DEG
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During the period from 1994 to 1998, real GDP grew an
average of 3.6 percent annually, following nore than a
decade of stagnation. Unenploynment, which had risen to
23.1 percent in 1993, started to decline in 1994 and
continued to decline from1994 to 1998. At the sane tine,
however, the informal sector continued to grow to nore than
66.2 percent of total enploynent by the end of 1998 (FI DEG
1998).

In conclusion, in this article, a description of the
si x econom ¢ phases through which Ni caragua has noved in
the last 18 years was presented. The data collected have
shown the conplexity of attenpting to establish the |evel
of associ ation that exists between macroeconom c
performance and | abor mar ket performance when consi derabl e
structural changes are present. This is because their
effects counterbal ance the normal effects that one usually
expects in positively associating performance and
enpl oynent, or alternatively, associating economc
performance with reduction in the | evel of unenpl oynent.

It is also possible to exam ne the cross-sectional data for
the various years between 1980 and 1998,as is shown in
Figure 3 below. Various sinple regression nodels were
estimated and plotted as in Figure 4; however, with the

exi sting data, the neaning of such a linear regression
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woul d be questionable in Ilight of the structural changes

that took place during the period under consideration.
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Fi gure 4. Regression:

Change in
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Change i n Unenpl oynent and Percent age

Change in CGDP

Nevert hel ess,

the regression of Figure 4 seens to

suggest that Okun’s Law, exposited in macroeconom c text
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books, as the inverse relation between change in
unenpl oynent to the growth rate of GDP would seemto hold.
Fitting aline like in Figure 4 yields the expected
negative sign of the coefficient of-3.88, with standard
error of (1.161), a significant “t” value at nore than 95%
confidence and an Adjusted R-squared of 0.38. Wth no other
information at hand, at least, it can be concluded that
there woul d not be grounds for rejecting the existence of
such inverse relation between change in unenpl oynent and
per cent age change in GDP, no matter how controversial the

issue of fitting such regression may seemat this point.
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