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NICARAGUA

BACKGROUND: In the late 1970s, Sandinista National Liberation Front (FSLN) leader Daniel Ortega 
overthrew the authoritarian Somoza dynasty and headed a provisional FSLN-led government until losing 
several free and fair elections. Finally elected president in 2006, he was reelected for a third five-year term 
in a 2016 election that was deemed illegitimate. Ortega and his wife (who is also his vice president) fully 
control the government, security forces, and key sectors of the economy. Since April 2018, the country 
has been locked in a political crisis engendered by Ortega’s brutal response to antigovernment demon-
strations. As a result of the political turmoil, the economy has deteriorated. Agricultural goods and textile 
production account for 50 percent of exports. Nicaragua remains Central America’s poorest nation.

N icaragua’s economic freedom score is 57.2, making its economy the 
115th freest in the 2020 Index. Its overall score has decreased by 

0.5 point due to a drop in the fiscal health score. Nicaragua is ranked 
23rd among 32 countries in the Americas region, and its overall score is 
slightly below the regional average and well below the world average.

The Nicaraguan economy fell from the moderately free ranks in 2009 
and has been mostly unfree ever since then. GDP growth had been mod-
estly positive for five years until 2018, when it turned sharply negative 
as the authoritarian government tightened its grip on the country and 
economic deterioration accelerated.

If market-based democracy is ever restored in Nicaragua, the first step 
needed to resuscitate economic freedom is a complete overhaul of the 
rule-of-law institutions to protect property rights, establish a transparent 
and reliable judicial system, and expunge the many forms of corruption 
that flourish under a socialist system.

POPULATION: 
6.3 million

GDP (PPP): 
$35.7 billion
–4.0% growth 
in 2018
5-year compound 
annual growth 3.0%
$5,683 per capita

UNEMPLOYMENT: 
4.5%

INFLATION (CPI): 
5.0%

FDI INFLOW: 
$359.2 million

PUBLIC DEBT: 
37.2% of GDP
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Private property rights are not protected effectively, espe-
cially for foreign investors. Contracts are not always secure. 
The judicial system suffers from corruption and long delays; 
the government controls the politicized Supreme Court. 
Public-sector corruption and bribery of public officials are 
major challenges. The Ortega family’s ongoing authoritarian 
rule is the greatest threat to the rule of law.

The top individual income and corporate tax rates are 30 per-
cent. Other taxes include value-added and capital gains taxes. 
The overall tax burden equals 23.8 percent of total domestic 
income. Government spending has amounted to 27.4 percent 
of the country’s output (GDP) over the past three years, and 
budget deficits have averaged 2.5 percent of GDP. Public debt 
is equivalent to 37.2 percent of GDP.

Political instability undermines consumer and business 
confidence, hurting private businesses. A new unified 
collateral registry has strengthened access to credit, but bank 
credit had shrunk by late 2018 because of multiple shocks to 
the economy. The already low level of formal employment 
contracted further. The government controls prices of butane 
gas, electricity for households, and pharmaceuticals while 
heavily subsidizing fuel and water.

The total value of exports and imports of goods and services 
equals 93.3 percent of GDP. The average applied tariff rate is 
2.3 percent, and 54 nontariff measures are in force. Foreign 
investment is formally welcome, but the investment regime is 
neither transparent nor efficient. Lingering political instability 
adds to the risk of long-term investment. The financial 
sector remains underdeveloped, providing a limited range 
of services.

12 ECONOMIC FREEDOMS | NICARAGUA


