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Briefing sheet
Editor: Abhijit Surya

Forecast Closing Date: June 22, 2020

Political and economic outlook

The coronavirus (Covid-19) outbreak will aggravate Nicaragua's deep political and economic
crisis. Nonetheless, the Economist Intelligence Unit expects the ruling Frente Sandinista de
Liberación Nacional to retain power in the 202024 forecast period.
The US government is unlikely to provide any sanctions relief in the face of the health
pandemic. The US Treasury has thus far placed sanctions on 20 high-level Nicaraguan public
officials, including the vice-president, Rosario Murillo, who is also the first lady.
The president, Daniel Ortega, continues to show no willingness to forge a negotiated
resolution to the political crisis. The domestic civic opposition will challenge him in the 2021
general election, but is unlikely to succeed.
The fiscal deficit will widen significantly in 2020-21, as public revenue plummets. Although the
government will consolidate its accounts from 2022, the financing requirement will remain high
and funding it will prove challenging.
An economic recession that began on the back of a political crisis in 2018 will deepen
significantly during 2020-21, as a result of the coronavirus outbreak. A recovery will set in from
2022, but GDP will be below pre-crisis levels for the entire forecast period.
The current account will remain in surplus in 2020-24, aided by a wide secondary income
surplus (largely owing to workers' remittances). The current-account surplus will narrow
gradually, to 3% of GDP in 2024, as the trade deficit widens.

Key indicators
 2019a 2020b 2021b 2022b 2023b 2024b

Real GDP growth (%) -3.9c -8.2 -2.0 4.0 2.4 1.5

Consumer price inflation (av; %) 5.4c 3.8 2.6 3.7 5.0 3.9

Government balance (% of GDP) -2.1 -5.8 -4.4 -2.4 -2.6 -3.0

Current-account balance (% of GDP) 5.3 7.9 7.9 6.5 3.6 3.0

Money market rate (av; %) 7.1 6.2 5.3 5.1 4.9 4.7

Unemployment rate (%) 7.1 9.5 8.6 7.8 7.3 7.0

Exchange rate C:US$ (av) 33.12c 34.38 35.41 36.48 37.58 38.70
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.
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Key changes since May 26th

Real GDP in the first quarter of 2020 surprised on the upside, growing by 1.8% year on year
(although it contracted modestly in sequential terms). Consequently, we now expect a full-year
GDP contraction of 8.2% in 2020 (compared with a 9% contraction previously).

The month ahead

TBC—Economic activity (April): Even in the absence of a mandatory quarantine, economic
activity fell by 5.5% in seasonally adjusted, month-on-month terms in March. The contraction
is likely to have deepened significantly in April, as private-sector actors voluntarily adopted
social distancing measures and increased precautionary savings.
TBC—Coronavirus outbreak: We will be monitoring the political, policy and economic impact
of the coronavirus carefully in the coming weeks; our forecasts are subject to a particularly
high risk of revision.
TBC—Additional sanctions on Nicaraguan officials: US lawmakers have put increasing
pressure on the administration of the US president, Donald Trump, to apply sanctions to Mr
Ortega and other high-ranking regime officials. There is a significant risk that these sanctions
will be applied, possibly along with harsher measures.

Major risks to our forecast
Scenarios, Q1 2020 Probability Impact Intensity

Covid-19 outbreak produces deep public health and economic crisis Very high Very high 25

A loss of international reserves prompts the imposition of capital controls High Very high 20

Monetary financing of the fiscal deficit leads to a surge in inflation High Very high 20

State control over the economy increases High Very high 20

The banking sector faces solvency problems High Very high 20

Note. Scenarios and scores are taken from our Risk Briefing product. Risk scenarios are potential

developments that might substantially change the business operating environment over the coming two

years. Risk intensity is a product of probability and impact, on a 25-point scale.
Source: The Economist Intelligence Unit.
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Outlook for 2020-24

Political stability
The Economist Intelligence Unit expects the ruling Frente Sandinista de Liberación Nacional
(FSLN, the Sandinistas) to remain in power, even as the coronavirus (Covid-19) pandemic
threatens to push Nicaragua into its deepest economic depression since the 1980s. The political
dominance of the Sandinistas has its roots in growing authoritarianism. The president, Daniel
Ortega, has held office since 2007 and has used the FSLN's legislative majority to remove
presidential term limits, strengthen executive powers and reinforce the (already strong) state
security apparatus. Mr Ortega's virtually unchecked influence over state institutions has allowed
him to stay in power, despite an ongoing political crisis that began in April 2018 following a public
uprising against his rule.

The main opposition to the president is Alianza Cívica (AC), a coalition of students, civilsociety
groups and businesspeople, which is fighting for demo-cratisation. In June-July 2018 some
representatives of the alliance held protests and set up roadblocks, but the unrest was quelled
violently by pro-government forces, leaving hundreds dead. Any signs of dissent are now quickly
stifled, keeping the opposition contained. The price of state repression has been extremely steep.
Political turmoil, coupled with a slew of international financial sanctions, has brought about a
dramatic deterioration in economic conditions. The recession initially put pressure on the Ortega
regime to find a negotiated resolution to the crisis. A national dialogue that began in March 2019
reached framework accords on several issues, but ran aground amid contro-versies over the
release of political prisoners and the restoration of civil liberties.

With prospects for a political compromise growing increasingly bleak, AC is now focusing
on mounting a credible challenge to the FSLN in the 2021 general election. In January, AC joined
forces with the Unidad Nacional Azul y Blanco, another wing of the post-April 2018 protest
movement; the two groups are calling this La Coalición Nacional (CN, the National Coalition). The
CN is now working with opposition political parties to present a united front against the FSLN in
the 2021 election. Opinion polls suggest that growing dissatisfaction with the Sandinistas could,
in theory, make the CN competitive in forthcoming polls. However, the CN faces a number of
challenges including disunity within its ranks and the absence of a strong leader. That said, even
if the CN manages to solidify and gets on the ballot, it is unlikely to compete in free and fair
elections, leaving the FSLN as the dominant political force in Nicaragua.

The political scene is highly volatile and there are substantial risks to our forecast. One of the
Ortega regime's main vulnerabilities is its exposure to US punitive measures. The administration of
the US president, Donald Trump, has already applied sanctions to 20 senior Nicaraguan officials,
including the vice-president and first lady, Rosario Murillo. In December 2018 the US Congress
approved a renewed version of the Nicaraguan Investment Conditionality Act (NICA Act). The
law authorises the US government to impose sanctions on Nicaraguans who are deemed to have
committed human rights abuses or acts of corruption. It also instructs US delegates to certain
multilateral institutions to vote against granting new loans to Nicaragua, unless the US president
can attest that Mr Ortega is making efforts to restore democracy (which Mr Trump has not done).
Moreover, many members of the Organisation of American States are threatening to suspend
Nicaragua from that body, which would halt the disbursement of existing loans. Such pressures
could eventually weaken Mr Ortega's position.

In the event of a significant escalation of political or economic pressure—possibly resulting from
the impact of the coronavirus crisis—Mr Ortega's hold on power will be determined by the role of
the security forces. The president currently exerts complete control over the police and strong
influence over the military. The most senior military officers have been placated with access to
commercial assets and the revenue derived from these. Meanwhile, the regime has used the active
participation of police forces to stamp out political insurrection, cement institutional cohesion and
instil fears of retribution, should the opposition come to power. This has been sufficient so far to
ensure the loyalty of the security forces, but there is a high risk of fractures within the regime if
economic or political conditions worsen radically.
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Election watch
The next legislative and presidential elections are scheduled to take place in November 2021.
Given the probable lack of a negotiated solution to the ongoing political conflict, we expect Mr
Ortega (or a candidate of his choice) to remain in power in the 2020-24 forecast period. Although
Mr Ortega may make modest concessions on electoral reform in an attempt to legitimise the next
election internationally, these are likely to be superficial, as the FSLN would retain control over
the Supreme Electoral Council, the judiciary and other important institutions. There is a risk of
greater social unrest as the elections draw closer.

International relations
Nicaragua's major foreign policy challenge will be navigating its ties with the US. The government
will remain committed to the Dominican Republic-Central America Free-Trade Agreement (DR-
CAFTA), to which the US—Nicaragua's main trade and investment partner—is a signatory.
However, political tensions will continue as long as the US persists in using sanctions as a lever
to restore democratic governance in Nicaragua. Under our assumption that the Democratic
candidate, Joe Biden, will win the US presidential election in November, we believe that the US will
halt its ongoing pressure campaign. A prospective Biden administration is also likely to expand
the Temporary Protected Status visa scheme for Nicaraguan refugees. However, existing
sanctions on high-ranking regime officials and public-sector companies are unlikely to be rolled
back in any significant manner, given that they have bipartisan support.

Nicaragua will also find itself increasingly isolated in Central America owing to its severe
mismanagement of the coronavirus crisis. Already frosty ties with Costa Rica have deteriorated
further in recent weeks. In mid-May the Costa Rican government unveiled new public health
protocols to prevent the trans-mission of Covid-19 cases from Nicaragua and the Ortega regime
responded by closing its borders with Costa Rica altogether. The dispute lasted only for two
weeks and cross-border trade has since normalised. Nonetheless, tensions with Costa Rica, as
well as other Central American countries, are likely to reappear.

Policy trends
The government's response to the coronavirus outbreak arguably has been the weakest in all of
Latin America. The government has not imposed quarantine measures, nor has it officially closed
its borders. Mr Ortega and Ms Murillo continue to downplay the seriousness of the pandemic,
and have failed to outline a strategy to prevent the community spread of the virus. As at
June 17th authorities had confirmed only 1,823 cases of the virus locally, and only 64 fatalities.
However, an independent citizen observatory puts the number of suspected cases at 5,957 and
the number of suspected deaths at 1,688. The number of unreported cases is likely to be
exponentially higher, given that the country has done minimal testing. Information about
individual infections in Nicaragua also appears to be tightly controlled, adding to suspicion that
cases of infection are lurking unannounced. The government's lack of response to the
coronavirus stems from a desire to minimise disruption to economic activity. In a speech to the
nation on April 15th, Mr Ortega justified his decision not to mandate a quarantine period, arguing
that "if the country stops working, it dies". The government has continued to promote mass
social and political activities, instead of systematic social distancing or lockdown that have
occurred else-where in the region.

Faced with government inaction, the private sector and citizens have taken it upon themselves to
act responsibly. Private schools and universities have switched to online classes. Meanwhile,
formal sector businesses (if they are able to) are allowing employees to work from home and,
where possible, have implemented strict social distancing and hygiene protocols for those who
must work centrally. However, these efforts—although laudable—are no substitute for a
centralised policy response. In this context, we expect Nicaragua to suffer a deep public health
and economic crisis in 2020-21.
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Fiscal policy
The government's attempts at fiscal consolidation will be thwarted in the near term amid a steep
economic downturn. The non-financial public-sector (NFPS) deficit will widen to 5.8% of GDP in
2020, from 2.1% of GDP in 2019. Public expenditure will be roughly stable as a share of GDP; the
government has largely ignored public clamour for increased safety-net spending during the
crisis, given its tight budget constraints. Consequently, the deterioration in fiscal accounts will be
largely a result of revenue shortfalls. Having already undertaken procyclical tax reform in 2019, the
government has little policy room to raise revenue without aggravating the already drastic
economic situation.

We expect the NFPS deficit to remain relatively wide, at 4.4% of GDP in 2021. Although the
economy will remain in recession, an improvement in the external sector will allow for modest
revenue gains. However, the Instituto Nicaragüense de Seguridad Social (INSS, the social security
system) and state-run companies such as Enatrel (electricity transmission), Enel (electricity
generation) and Enacal (water) will continue to run large deficits, which the government will have
to absorb. We also expect a modest increase in current public spending related to the November
2021 general election.

Under our baseline forecast, the government will struggle to close its financing gap in 2020-21.
Most of the coronavirus-related financing provided to the government thus far has been through
the reprogramming of existing loans. Although we have pencilled in a modest amount of fresh
external assistance, the balance of risks to our projections is tilted to the downside; the
Nicaraguan government's defiance of internationally recommended health protocols make it a less
viable candidate for any emergency lending.

In this context, we expect the government to rely on transfers of foreign reserves from the Banco
Central de Nicaragua (BCN, the central bank) to finance a large portion of its NFPS deficit in the
short term. We also believe that the govern-ment will resort to money printing to meet some local-
currency obligations. Partial debt monetisation will not generate substantial inflationary pressure
in the near term, as it will be offset by a collapse in domestic demand. In the medium term, we
expect debt monetisation to be phased out as policymakers will be wary of repeating past
experiences with hyperinflation. There are sizeable risks to our benign assumptions. A steeper
economic contraction, a weaker recovery and more restricted access to external financing could
lead to greater debt monetisation than we currently expect.

Looking ahead, we expect the government to embark on a new round of social security reforms in
2022, which will help to narrow the NFPS deficit to 2.4% of GDP that year. However, the
improvement in INSS finances is likely to be short-lived. This expectation stems from our view
that, in the absence of a resolution to the political crisis and significant improvements to the
business environment, the INSS will not be able to increase its contributor base at a sustainable
rate. Consequently, the NFPS deficit will widen again, to 3% of GDP in 2024.

Monetary policy
We believe that the BCN will achieve its main objective of preserving exchange-rate stability,
which is maintained through a crawlingpeg exchangerate regime, whereby the córdoba is tied to
the US dollar with an annual ceiling for deprec-iation set at 3%. However, given our expectation
that foreign reserves will fall over the forecast period, the BCN may be forced to impose capital
controls in order to prop up the currency.

On the lending side, the BCN uses three standing facilities to restrict the volatility of interbank
rates. In March the BCN cut its reference rates across all three windows to support domestic
activity. However, the effectiveness of the move will be mitigated by weak transmission mech-
anisms. Monetary policy will remain loose during 2020-24, but credit growth will remain subdued
amid weak economic conditions.

Nicaragua 6

Country Report July 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



International assumptions
 2019 2020 2021 2022 2023 2024

Economic growth (%)

US GDP 2.3 -4.8 2.4 2.2 2.0 1.9

OECD GDP 1.6 -6.1 3.5 2.2 1.9 1.8

World GDP 2.3 -4.8 4.3 3.1 2.9 2.7

World trade 0.9 -22.6 11.9 4.4 3.9 3.8

Inflation indicators (% unless otherwise indicated)

US CPI 1.8 0.6 1.5 1.7 2.0 1.9

OECD CPI 1.9 0.9 1.5 2.0 2.0 2.0

Manufactures (measured in US$) -1.4 -2.2 3.2 6.1 4.6 3.0

Oil (Brent; US$/b) 64.0 40.0 44.0 58.5 65.0 62.5

Non-oil commodities (measured in US$) -6.3 -5.1 4.8 2.6 3.5 2.2

Financial variables

US$ 3-month commercial paper rate (av; %) 2.2 1.2 0.8 0.5 0.9 1.4

US$:€ (av) 1.12 1.11 1.11 1.14 1.19 1.21

¥:US$ 109.03 109.46 109.26 105.05 103.33 102.08

Economic growth

The impact of the coronavirus: global and regional
assumptions

The Economist Intelligence Unit's forecasts are built on a series of epidemiological assumptions
about the novel coronavirus (Covid-19). Without rapid access to a vaccine, we expect that the
disease will eventually infect up to 30% of the world's population; of the symptomatic cases, we
assume that about 15% will be severe and up to 1% will prove fatal. Death ratios will depend on a
country's ability to detect, track and contain the virus, and the capacity of the national health
system. Governments are lifting restrictions on freedom of movement gradually in countries where
the number of cases is falling and where there is sufficient spare capacity in the healthcare
system. Some countries may be forced to re-impose measures if cases spike again. Based on
previous viral outbreaks and the progress made on other coronavirus vaccines (such as that for
severe acute respiratory syndrome—SARS), we expect a vaccine to be available by end2021.

Reflecting the impact of Covid-19, we forecast that global output will contract by 4.8% year on
year in 2020. Trade disruptions will remain severe, causing global trade to contract by 22.6% this
year. Oil prices will decline by more than 37% this year, to average US$4o/barrel, before they
recover to US$44/b next year. Global GDP will not recover to pre-coronavirus levels before at least
2022. Real GDP will contract in all regions of the world, but the drop in output will be especially
severe in OECD countries (at 6%). All G7 countries and all but two G20 countries (China and
Indonesia) will experience a full-year recession in 2020. We believe that the US's output will
contract by 4.8% this year and expect China to record real GDP growth of 1.4%. Most countries
have responded with huge fiscal expansion to support businesses and households, raising the
risk of sovereign debt crises in the medium term. Central banks have cut interest rates and, more
importantly, have stepped up as buyers of last resort for government and corporate debt.

Latin America has emerged as the new epicentre of Covid-19, reflecting weak healthcare systems,
highly urbanised populations, structural institutional weaknesses and government policy failures.
Although the region makes up just over 8% of the world’s population, it currently accounts for
close to half of new confirmed coronavirus cases (and deaths) globally. However, even as the
coronavirus caseload continues to grow, policymakers have been left with little option but to
evaluate possible exit strategies amid a dramatic economic collapse. Most governments lack the
fiscal space and the institutional capacity to provide support to consumers and businesses during
a more protracted lockdown. The exit from lockdown will be gradual and bumpy, as will the
region's economic recovery. Real GDP in Latin America and the Caribbean as a whole will return to
pre-coronavirus levels only in 2023, although Chile and Peru will rebound faster and Mexico and
Brazil will lag behind. These differences in the pace of the recovery reflect factors such as
capacity for fiscal stimulus, economic structure, and the quality of the business environment and
policymaking.
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Economic growth

A recession that began in 2018 will deepen drastically in 2020 as a result of the coronavirus
outbreak. We forecast that real GDP will contract significantly, by 8.2% in 2020. On the external
front, the Nicaraguan economy faces strong headwinds from a steep global recession. Prices for
Nicaragua's soft comm-odities exports have been falling, reducing economic rents; there have
been waves of furloughs and layoffs in Nicaragua's free-trade zone, as external demand has
collapsed; inbound tourism has come to a standstill; and remittances from abroad, which provide
vital consumption support for many households, are falling rapidly. Despite the absence of a
mandatory quarantine, there are indications that domestic activity has also fallen significantly. For
instance, opinion surveys and mobility reports by a US technology firm, Google, suggest that
trips to workplaces, to recreational areas and to transit stations have all fallen by double digits in
recent weeks.

The government's mismanagement of the public health crisis means that con-sumption and
investment are unlikely to recover significantly until a Covid-19 has been developed. In this
context, and despite an expected improvement in the external environment, we expect real GDP to
contract again in 2021, by 2%. We expect a recovery to materialise in 2022, with GDP growing by
4% in that year. Growth will weaken continually over the forecast period, converging to a trend
growth rate of 1.5% in 2024. Our medium-term outlook is dampened by the absence of a real
solution to Nicaragua's political conflict, which will keep business confidence subdued for the
foreseeable future. Thus, we do not expect real GDP to return to its 2017 level, even by the end of
our forecast period.

Economic growth
% 2019a 2020b 2021b 2022b 2023b 2024b

GDP -3.9 -8.2 -2.0 4.0 2.4 1.5

Private consumption -2.5 -7.2 -2.5 3.5 2.0 2.0

Government consumption 1.2 -3.0 2.0 2.0 1.0 1.0

Gross fixed investment -26.0 -16.0 -5.0 11.0 6.0 3.0

Exports of goods & services 5.3 -14.4 9.5 3.6 2.3 1.5

Imports of goods & services -5.4 -11.3 6.3 6.0 2.4 2.4

Domestic demand -7.3 -7.9 -2.2 5.3 2.5 2.0

Agriculture 2.3 -5.0 2.0 3.0 2.5 2.5

Industry -3.7 -9.0 2.0 4.0 2.0 1.6

Services -4.8 -8.0 -3.5 4.5 2.5 1.6
a Actual. b Economist Intelligence Unit forecasts.

Inflation
Inflation will be relatively subdued throughout the forecast period, averaging 3.8% in 2020-24,
owing to tepid demandside pressures. A more stable córdoba will also help to keep imported
inflation in check. The key risk to our forecast stems from greater debt monetisation than we
currently expect.

Exchange rates
Assuming that the BCN's crawlingpeg framework is maintained as is, we expect the córdoba to
weaken, from C33.84:US$1 at end-2019 to C39.23:US$1 at end-2024. Despite this lower rate of
crawl, the córdoba will remain undervalued relative to its tenyear average (in real, tradeweighted
terms).
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External sector
Amid economic and political crisis, dramatic import compression has shifted Nicaragua's
traditionally large current-account deficit into a sizeable surplus. Although the surplus will narrow
over the forecast period, we expect the current account to remain in surplus until 2024.

The trade deficit will widen from 2.8% of GDP in 2020 to 9.5% of GDP in 2024. This reflects our
view that export earnings will be constrained by low productivity growth, and that the import bill
will rise amid modestly higher domestic demand and higher oil prices. The services surplus will
rise from a trough of 1.6% of GDP in 2020, but will still only reach 2% of GDP in 2024, as the
tourism sector will fail to unlock its potential. The secondary income surplus—mainly composed
of remittances from abroad—will also dip in 2020, to 13.1% of GDP, but will recover thereafter, to
14.6% of GDP in 2024.

Forecast summary
Forecast summary
(% unless otherwise indicated)

 2019a 2020b 2021b 2022b 2023b 2024b

Real GDP growth -3.9c -8.2 -2.0 4.0 2.4 1.5

Gross fixed investment growth -26.0c -16.0 -5.0 11.0 6.0 3.0

Unemployment rate (av) 7.1 9.5 8.6 7.8 7.3 7.0

Consumer price inflation (av) 5.4c 3.8 2.6 3.7 5.0 3.9

Consumer price inflation (end-period) 6.1c 2.2 2.9 5.4 4.0 4.0

Lending interest rate 12.5 10.2 8.5 8.1 7.0 7.0

NFPS fiscal balance (% of GDP) -2.1 -5.8 -4.4 -2.4 -2.6 -3.0

Exports of goods fob (US$ bn) 4.5 4.3 4.6 5.0 5.2 5.4

Imports of goods fob (US$ bn) 5.5 4.6 5.2 5.7 6.3 6.6

Current-account balance (US$ bn) 0.7 0.9 0.9 0.8 0.4 0.4

Current-account balance (% of GDP) 5.3 7.9 7.9 6.5 3.6 3.0

External debt (year-end; US$ bn) 11.5 11.4 11.7 11.9 12.2 12.6

Exchange rate C:US$ (av) 33.12c 34.38 35.41 36.48 37.58 38.70

Exchange rate C:US$ (end-period) 33.84c 34.85 35.90 36.98 38.09 39.23

Exchange rate C:€ (endperiod) 38.01c 39.03 39.85 43.08 45.70 47.86

Exchange rate C:SDR (end-period) 46.51c 47.59 49.22 51.80 54.11 56.53
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.
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Data and charts

Annual data and forecast
 2015a 2016a 2017a 2018a 2019b 2020c 2021c

GDP        

Nominal GDP (US$ m) 12,757 13,286 13,786 13,064 12,521a 11,401 11,206

Nominal GDP (C m) 347,707 380,261 414,278 412,207 414,714a 391,991 396,822

Real GDP growth (%) 4.8 4.6 4.6 -4.0 -3.9a -8.2 -2.0

Expenditure on GDP (% real change)        

Private consumption 5.2 5.7 2.7 -4.5 -2.5a -7.2 -2.5

Government consumption 5.6 8.2 1.6 -1.5 1.2a -3.0 2.0

Gross fixed investment 17.0 1.4 2.1 -20.1 -26.0a -16.0 -5.0

Exports of goods & services -1.0 4.6 10.1 -1.0 5.3a -14.4 9.5

Imports of goods & services 12.0 4.1 3.3 -14.0 -5.4a -11.3 6.3

Origin of GDP (% real change)        

Agriculture -0.8 4.6 9.1 1.0 2.3a -5.0 2.0

Industry 5.0 3.1 2.3 -1.3 -3.7a -9.0 2.0

Services 5.2 5.4 4.7 -5.0 -4.8a -8.0 -3.5

Population and income        

Population (m) 6.2 6.3 6.4 6.5 6.5 6.6 6.7

GDP per head (US$ at PPP) 5,294 5,694 6,004 5,834 5,635 5,194 5,084

Fiscal indicators (% of GDP)        

Non-financial public-sector revenue 26.5 28.2 28.7 27.2 29.8 26.9 29.1

Non-financial public-sector expenditure 28.1 30.1 30.8 31.4 32.0 32.7 33.4

Non-financial public sector balance -1.6 -2.0 -2.0 -4.1 -2.1 -5.8 -4.4

Net public debt 45.3 44.8 47.2 52.9 57.3 66.2 68.7

Prices and financial indicators        

Exchange rate C:US$ (end-period) 27.93 29.33 30.79 32.33 33.84a 34.85 35.90

Consumer prices (end-period; %) 3.1 3.1 5.7 3.9 6.1a 2.2 2.9

Stock of money M1 (% change) 21.6 0.2 17.0b -5.0b -18.0 -11.0 1.5

Stock of money M2 (% change) 17.7 -0.2 16.4b -5.5b -17.2 -10.4 1.4

Lending interest rate (av; %) 12.1 11.4 10.8 10.9 12.5 10.2 8.5

Current account (US$ m)        

Trade balance -2,545 -2,520 -2,407 -1,633 -960 -317 -518

 Goods: exports fob 3,859 3,772 4,143 4,169 4,531 4,275 4,644

 Goods: imports fob -6,405 -6,292 -6,549 -5,802 -5,491 -4,591 -5,162

Services balance 232 394 529 414 325 183 156

Primary income balance -346 -357 -364 -310 -408 -456 -461

Secondary income balance 1,514 1,612 1,567 1,612 1,711 1,493 1,704

Current-account balance -1,145 -871 -675 84 667 903 881

External debt (US$ m)        

Debt stock 10,509 10,985 11,461 11,618 11,496 11,383 11,690

Debt service paid 792 829 1,140 1,066 1,268 1,583 1,298

 Principal repayments 593 605 870 791 914 1,232 926

 Interest 199 225 270 275 353 351 372

International reserves (US$ m)        

Total international reserves 2,492 2,448 2,758 2,261 2,397 2,400 2,650
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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Quarterly data
 2018   2019    2020

 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr

Prices         

Consumer prices (av; 1994=100) 214.1 215.0 217.9 220.3 226.6 227.9 230.4 n/a

Consumer prices (% change, year on year) 5.3 5.1 4.5 3.9 5.8 6.0 5.8 n/a

Financial indicators         

Exchange rate C:US$ (av) 31.36 31.74 32.13 32.53 32.92 33.33 33.70 33.96

Exchange rate C:US$ (end-period) 31.55 31.94 32.33 32.72 33.12 33.53 33.84 34.09

Deposit rate (av; %) 1.0 0.7 2.3 3.5 2.4 2.7 3.7 n/a

Lending rate (av; %) 10.1 11.1 12.5 12.5 13.3 12.0 12.0 n/a

Foreign payments (US$ m)         

Merchandise trade balance -467.4 -245.9 -467.8 -241.6 n/a n/a n/a n/a

Services balance 86.2 52.0 103.9 108.8 n/a n/a n/a n/a

Primary income balance -69.3 -69.0 -59.0 -68.2 n/a n/a n/a n/a

Net transfer payments 406.2 402.8 418.9 395.8 n/a n/a n/a n/a

Current-account balance -44.3 139.9 -4.0 194.8 n/a n/a n/a n/a

Reserves excl gold (end-period) 2,654.2 2,301.6 2,261.1 2,125.3 2,194.5 2,256.5 2,397.4 2,571.3
Sources: Banco Central de Nicaragua; IMF, International Financial Statistics.

Monthly data
 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Exchange rate C:US$ (av)

2018 30.86 30.98 31.10 31.23 31.36 31.48 31.61 31.74 31.87 32.00 32.13 32.27

2019 32.40 32.53 32.66 32.79 32.92 33.06 33.19 33.33 33.47 33.60 33.71 33.80

2020 33.88 33.96 34.05 34.13 34.21 n/a n/a n/a n/a n/a n/a n/a

Exchange rate C:US$ (end-period)

2018 30.92 31.03 31.16 31.29 31.42 31.55 31.68 31.81 31.94 32.07 32.20 32.33

2019 32.46 32.59 32.72 32.85 32.99 33.12 33.26 33.40 33.53 33.67 33.75 33.84

2020 33.92 34.00 34.09 34.17 34.25 n/a n/a n/a n/a n/a n/a n/a

Deposit rate (av; %)

2018 2.6 0.5 0.6 2.0 0.5 0.5 0.8 0.6 0.8 1.0 2.8 3.1

2019 4.8 4.2 1.5 1.5 4.1 1.7 1.6 4.1 2.5 4.6 1.7 4.8

2020 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Lending rate (av; %)

2018 12.9 8.5 8.1 10.4 9.6 10.4 11.2 10.2 12.1 12.1 12.1 13.4

2019 12.9 11.8 12.9 13.0 13.3 13.7 11.3 13.0 11.9 12.0 12.5 11.4

2020 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Consumer prices (av; % change, year on year)

2018 5.4 4.8 4.8 4.8 5.3 5.7 5.2 5.0 5.1 5.1 4.4 3.9

2019 3.3 3.4 5.1 5.8 6.0 5.6 6.1 6.3 5.6 5.4 5.7 6.1

2020 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Foreign-exchange reserves excl gold (US$ m)

2018 2,782.4 2,813.2 2,891.7 2,970.2 2,902.3 2,654.2 2,496.3 2,446.7 2,301.6 2,260.1 2,250.6 2,261.1

2019 2,179.0 2,149.8 2,125.3 2,174.4 2,145.1 2,194.5 2,183.9 2,201.1 2,256.5 2,317.3 2,352.3 2,397.4

2020 2,419.5 2,446.5 2,571.3 2,664.8 n/a n/a n/a n/a n/a n/a n/a n/a
Sources: Banco Central de Nicaragua; IMF, International Financial Statistics; Haver Analytics.
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Annual trends charts
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Monthly trends charts
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Comparative economic indicators

Basic data

Land area

121,428 sq km; mountainous upland in the central area, with a wide plain on the western coast and
tropical forest on the eastern coast

Population

6.5m (2018, UN estimate)
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Main towns

Population in '000 (2012, official estimates)

Managua (capital): 1,448

Matagalpa: 542

Chinandega: 423

León: 404

Masaya: 348

Nueva Segovia: 243

Estelí: 221

Climate

Semi-tropical; tropical rainforest on the Atlantic coast

Weather in Managua (altitude 83 metres)

Hottest month, May, 2732°C (average daily minimum and maximum); coldest month, January, 23
30°C; driest month, January; wettest month, October

Languages

The official language is Spanish. Miskito, Mayangna, Garífuna and English are spoken on the
Atlantic coast

Measures

Metric system, but imperial measures are in popular use. Other measures include:

Quintal = 46 kg

Manzana = 0.7 ha

Currency

Córdoba (C); average exchange rate in 2019: C33.12:US$1; yearend rate in 2019: C33.84:US$1

Time

6 hours behind GMT

Public holidays

January 1st (New Year's Day); April 9th (Maundy Thursday); April 10th (Good Friday); May 1st
(Labour Day); July 19th (Sandinista Revolution Day); September 14th (Battle of San Jacinto);
September 15th (Independence Day); December 8th (Immaculate Conception); December 25th
(Christmas Day)
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Political structure

Official name

Republic of Nicaragua

Form of state

Presidential democracy with National Assembly

The executive

The president is head of state, head of government and commander-in-chief of the armed forces.
They are elected for a period of five years and appoint a cabinet

National legislature

National Assembly: a 92-member unicameral legislature, elected by proportional representation for
five years

Legal system

Supreme Court, at the apex of a subordinate court system, elected by the National Assembly for
five years

National elections

The last presidential and legislative elections took place on November 6th 2016. Next due by
November 2021

National government

The president, Daniel Ortega, governs with the support of the Frente Sandinista de Liberación
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Nacional (FSLN, the Sandinistas)

Main political organisations

Government: FSLN

Opposition: Alianza Cívica por la Justicia y la Democracia (AC), Unidad Nacional Azul y Blanco
(UNAB), Ciudadanos por la Libertad (CxL), Partido Liberal Constitucionalista (PLC)

Key ministers

President: Daniel Ortega Saavedra

Vice-president: Rosario Murillo

Agriculture: Edward Francisco Centeno

Defence: Martha Elena Ruiz Sevilla

Development, industry & commerce: Orlando Solórzano

Economy, family & community: Justa Pérez Acuña

Education, culture & sports: Miriam Soledad Ráudez

Energy & mines: Salvador Mansell Castrillo

Environment & natural resources: Fanny Sumaya Castillo

Family: Johana Vanessa Flores Jiménez

Finance & public credit: Iván Acosta

Foreign affairs: Denis Moncada Colindres

Health: Carolina Asunción Dávila Murillo

Interior: María Amelia Coronel Kinloch

Labour: Alba Luz Torres Briones

Transport & infrastructure: Óscar Salvador Mojica Obregón

Central bank president

Leonardo Ovidio Reyes Ramírez
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Recent analysis
Generated on July 9th 2020

The following articles were published on our website in the period between our previous forecast and this one,
and serve here as a review of the developments that shaped our outlook. 

Politics

Forecast updates

Costa Rica and Nicaragua resume border trade

June 4, 2020: International relations

Event

A conflict over border trade restrictions between Costa Rica and Nicaragua has been mostly
diffused following an agreement among Central America's commerce ministers.

Analysis

On May 31st regional ministers agreed to re-establish cross-border trade following a row between
Costa Rica and Nicaragua regarding Costa Rica's decision to unilaterally impose sanitary
restrictions earlier that month owing to large numbers of Nicaraguan truck drivers testing positive
for the coronavirus (Covid-19) upon entry. The measures required Nicaraguan trucks to stop at
the border and have their products transported to their destination by Costa Rican vehicles. The
restrictions resulted in a reciprocal response by the Nicaraguan authorities, as well as protests by
Panamanian truckers, who were similarly affected along Costa Rica's southern border.

The revised measures agreed by the Costa Rican authorities include an extension of transit
permits from 48 hours to five days, as well as the supply of certain dangerous or refrigerated
goods directly to their destination, rather than to designated "fiscal warehouses". Nevertheless,
foreign trucks are still required to follow strict sanitation protocols, including following
designated routes and either being tracked by GPS or travelling in convoy. Truck drivers will still
have their vital signs checked at the border, although only a limited number will be tested for
Covid-19.

The agreement was celebrated not just by regional authorities but also by the Costa Rican private
sector, which had condemned the measures as being detrimental to trade, particularly once the
border had been effectively closed owing to Nicaragua's reciprocal measures. On June 1st the first
Nicaraguan trucks rolled back into Costa Rica, and the following day it was reported that
Nicaragua had begun opening its own border.

The resumption of border trade is welcomed, but lingering tensions between the nations will
maintain the risk of further conflict occurring in the short to medium term. Costa Rica sees
Nicaragua's inaction in containing the outbreak of Covid-19 as the main risk to its own fight
against the virus. Evidence of the pandemic worsening in Nicaragua would create further
animosity between the two countries.

Impact on the forecast

The latest agreement should stave off another immediate row between Costa Rica and Nicaragua,
but further diplomatic conflicts will remain a risk in the short to medium term.

Analysis

Coronavirus complicates political equation for Ortega

June 23, 2020: Election watch

A new opinion poll suggests that the coronavirus (Covid-19) epidemic is blunting support for the
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president, Daniel Ortega, and the ruling Frente Sandinista de Liberación Nacional (FSLN, the
Sandinistas). The confluence of the health pandemic and a deepening economic crisis is clearly
inflicting massive pain on the population, a part of which has responded by withdrawing its
support for the government. However, coronavirus-related political losses for Mr Ortega are not
sizeable as yet, and the opposition's ability to capitalise on the Sandinistas' problems is still
limited by its lack of strong leadership.

As a result of the health crisis, the latest poll by Costa Rican firm CID-Gallup conducted in late
May and early June was carried out entirely by telephone, and is thus less representative than
usual of the national population.

Disaffection among the population is very high

That caveat duly noted, survey respondents appeared to signal a high level of distress, reflecting
both the health and the economic impacts of the coronavirus crisis. Some 71% of the sample
expressed the view that the country was on the wrong course, up sharply from 54% in January
and one of the highest levels ever recorded for this variable. In a similar vein, 60% of those
surveyed asserted that their family's economic situation had deteriorated in the last 12 months, up
from 47% in January and higher than the previous peak of 57% in May 2019.

The survey leaves little doubt that respondents attribute part of the blame for their problems to
the Ortega government. Of those surveyed, 66% argued that there was little or no probability that
the government would resolve the economic and social problems facing their families, a major
jump from 51% four months earlier. In addition, 70% said that the authorities were not taking
proper measures to deal with the virus, as opposed to 25% who said that they were (the latter are
predominantly self-identified Sandinistas). Despite the absence of an official quarantine, virtually
all of those surveyed are taking one or more self-protective measures, with 41% wearing face
masks and 43% using alcohol as a disinfectant.

People are taking out their frustration on the
government

Political fallout from these trends is reflected in the poll's "up-or-down" question about
Mr Ortega's performance in office: 57% of respondents voiced disapproval of that performance,
up significantly from 47% in January. The ruling FSLN also took a hit; just 24% of the sample
expressed sympathy with the party, down from 29% in January and one of the lowest levels
registered since Mr Ortega's return to power in  2007.

While significant, these declines are neither unprecedented nor are they necessarily portents of
disaster. However, other information reported by CID-Gallup suggests subtle, additional impacts
adverse to the Ortega camp. For the first time, the Ortega government appeared to 14% of the
sample to be one of the country's principal problems. Moreover, 68% of respondents indicated
that that it was "somewhat" or "very probable" that they would vote in the national election in
2021, a significant increase from January's 56%. Together, these indicators hint that—more
urgently than before—Nicaraguans are seeking an electoral route out of the crisis, and out from
under the current government.

Opposition is gaining ground but is still leaderless

Finally, the survey offered some hope to the anti-Ortega opposition, albeit with a significant
qualification. Asked which party they would vote for if an election were held immediately, 23% of
those surveyed indicated that they would vote for the FSLN. In contrast, three political forces that
presently form part of the Coalición Nacional (CN, the umbrella domestic opposition group to the
Ortega government) together garnered 18% of potential votes—10% for the Unidad Nacional Azul
y Blanco, 5% for the Alianza Cívica, and 3% for the Partido Liberal Constitucionalista.

Although this might suggest that the Sandinistas could still win a fair election, in the view of The
Economist Intelligence Unit, the opposition vote is likely understated owing to response bias in
the sample, making such a conclusion premature. However, consonant with political tradition,
CID-Gallup also indicated that Nicaraguans are above all seeking a leader in whom they can
believe, independent of party. Unfortunately for the CN, none of its principal figures is mentioned
by more than 13% of respondents as "the candidate most likely to win" the next election.
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Although the poll results suggest that the CN could be competitive with the FSLN in a free and
fair election in 2021, there is still no clear prospect for the election reforms needed to guarantee
that such a vote will occur. In this context, we continue to forecast that Mr Ortega—or someone
he chooses to succeed him—will continue to rule Nicaragua during the 202024 forecast period.

Economy

Forecast updates

Economy posts modest sequential contraction in Q1

June 18, 2020: Economic growth

Event

According to the Banco Central de Nicaragua (BCN, the central bank), real GDP contracted by 1%
in seasonally adjusted, quarter-on-quarter terms in January-March 2020. However, a low base of
comparison means that in year-on-year terms, GDP grew by a modest 1.8%.

Analysis

Disaggregated data by components are not available in seasonally adjusted terms, which
complicates the analysis somewhat. Nonetheless, some trends are evident. As was the case
throughout 2019, the real economy was supported primarily by the external sector. Real exports
grew by 12% year on year in the first quarter, while imports grew by just below 3%. According to
the Centro de Trámites de las Exportaciones (a government agency that helps exporters with
paperwork), export growth held steady even until May, with merchandise export volumes rising by
14.2% year on year in the first five months of 2020. This result appears to have been driven by
increased US demand for Nicaragua's agricultural and livestock products. However, as major
export industries—including cigar and textile manufacturing— face a steep demand crunch
against the backdrop of a global recession, we retain our view that exports are likely to slide in the
coming months. 

Meanwhile, domestic demand remained relatively subdued in the first quarter. Private
consumption grew by just 0.5% year on year. Although official labour market statistics have not
been published, the result is likely to reflect a combination of subdued wage growth and
inadequate job creation. Even absent an official lockdown, we expect private consumption to
deteriorate markedly in the coming months. Anecdotal evidence from companies operating in the
free-trade zone, for instance, suggests that employment fell by double digits as early as April. 

Fixed investment rose by 14% year on year in the first quarter of 2020. However, this performance
is likely to have been driven entirely by base effects, given that investment collapsed by a huge
42% in the year-earlier period. The investment outlook for the rest of the year remains bleak in a
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context where credit issuance to the private sector continues to decline (financial intermediation
fell by 20% in January-March) and the government's ability to tap external funding is extremely
limited.

Impact on the forecast

We may adjust our real GDP forecast slightly, given the better than expected performance of net
exports earlier in the year. However, we retain our view that the pandemic will have an extremely
deleterious impact on the economy in the coming months.

Coffee harvest to fall sharply in 2020

June 25, 2020: Policy trends

Event

According to private-sector estimates, overall output from the 2019/20 (October-September) coffee
harvest will fall by 13%, principally owing to inadequate maintenance of plantations in 2018.

Analysis

Since the onset of the political crisis in April 2018 (the month the growing season begins), a
combination of low international coffee prices and limited access to short-term financing led
producers to cut back on normal levels of fertilisation and plant care. This neglect has a lagged
effect, influencing output not in the current but the subsequent growing season.

As a result, overall output in 2019/20 will fall to about 144,000 metric tonnes, a drop of about 13%
in year-on-year terms. The fall was not initially expected to be quite so large, but heavy rains in
late 2019 and early 2020 caused losses at the peak of harvest activity, By contrast, labour supply
problems encountered in previous years did not greatly affect the cycle now reaching completion.

As 10% of total output is usually directed to domestic consumption, about 130,000 tonnes of
coffee beans will have been available for export, mostly during the current calendar year.
According to Cetrex (the government export registry), coffee prices have recovered modestly in
2020, to an average of US$136/quintal in January-May. Calculating on that basis, the exportable
share of the 2019/20 harvest is likely to have earned about US$360m, down from about US$380m
during the previous cycle, when output was larger but the average price was US$123.

As financing problems repeated themselves in early 2019, overall output in the 2020/21 growing
season is expected to drop again, this time by about 5%, or to about 138,000 tonnes. However,
prices for Nicaraguan coffees are now expected to rebound in late 2020, owing to shortfalls in the
output of "mild coffees" in the rest of Central America, Colombia and Mexico. According to one
estimate, prices above US$150/quintal are to be expected, potentially improving growers' earnings
in early 2021 and giving them funds to begin to restore their plantations to health. In that case,
coffee output could recover in 2021/22, ending a two-year decline.

Impact on the forecast

Trends in coffee output are broadly in line with our expectations, but our own price forecasts are
slightly less optimistic than those of the Nicaraguan private sector. Although our forecasts remain
unchanged for now, we will monitor coffee prices in the coming months and adjust our projections
for investment and exports if required.  

Analysis

Latam coronavirus weekly brief: GDP results and outlook

June 2, 2020

First-quarter GDP data are now available for most of Latin America's big economies and they
paint a gloomy picture. They are, moreover, a hint of worse to come in the second quarter, with
available data for April and May (ranging from trade, production, and retail sales data to more
real-time data on traffic congestion and daily energy consumption) suggesting the decline in
activity will be worse in the second quarter than the first.
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The first-quarter data do show substantial variation, with Peru and Argentina particularly
badly hit, and Brazil and Mexico shrinking by less. To a large extent this reflects the timing
and robustness of containment measures; broadly speaking, where containment measures
have been quick and strict, the drop in first-quarter GDP was most evident.
However, looking ahead to coming quarters, other factors apart from containment measures
will come into play, such as the extent and composition of macroeconomic support measures,
confidence in government, and policy effectiveness. The Economist Intelligence Unit expects
that these factors will ultimately be crucial in determining which countries recover fastest
and strongest from the economic shock of coronavirus.
Taking all this into account, we continue to believe that the likes of Chile, Peru and Colombia
will have the scope for faster recovery in 2021, while Brazil, Mexico and Argentina lag
behind.

Containment measures were put in place in most of the region rapidly as Covid-19 spread to Latin
American countries. This is reflected in data for March, when, for most countries, lockdown went
into effect. Monthly activity indices show declines for March (in seasonally adjusted month-on-
month terms) ranging from 10.4% in Peru, 9.8% in Argentina and 8.2% in Colombia, to a less-steep
5.8% for Chile, 4.3% in Mexico and 3% in Brazil. The differences here largely reflect the exact
timing of quarantine measures—and their robustness. The first four of these countries have all
put in place strict quarantine measures to protect health systems that are (to varying degrees)
unprepared for for the onslaught of Covid-19. 

Notably, though, federal governments in Mexico and Brazil have not imposed formal lockdown
measures, out of an apparent unwillingness to bear the political cost of crippling the two
economies; instead, the Brazilian president, Jair Bolsonaro, has shifted the burden of quarantine
measures to state and local governments, forcing them to bear the political brunt of lockdown
measures—which have been unsuccessful precisely because of a lack of buyin from the
president. Meanwhile, in Mexico, the president, Andrés Manuel López Obrador, has taken a
largely hands-off approach to the management of the crisis; his government put in place some
"suggested" quarantine measures but compliance with non-mandatory measures has clearly been
weak.

Looking ahead to Q2 and beyond

Notwithstanding the varied results in March and in the first quarter of 2020, it seems clear that the
April data will be much worse across the board. This is partly because March data do not fully
take account of containment measures put in place around mid-month. And even for the likes of
Mexico and Brazil, activity will be hit harder in April in the face of plummeting business and
investor confidence. With the full force of the crisis hitting hardest in April-May, we expect the
trough in activity in Latin America to be apparent in the second-quarter GDP data.

We expect the second-quarter data to be similar to the first, in the sense that Mexico and Brazil
will, relatively speaking, register a better second-quarter performance than the likes of Colombia,
Peru and Argentina. Argentina is of course in the midst of a deep debt crisis that will drag the
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economy down with it; Colombia is particularly vulnerable as a big oil producer. Peru will continue
to pay a heavy economic price its stringent but not-that-effective containment measures, despite
its substantial space for fiscal stimulus. This reflects its structural economic and institutional
weaknesses, which are complicating the government response despite substantial macroeconomic
firepower.

But looking even further ahead, our forecasts assume that Brazil and Mexico will start to lag
behind in the recovery phase of the crisis, reflecting the damaging impact of a failure to contain
the pandemic itself, which will keep consumer and business activity subdued for longer than in
other parts of the region. Other factors will of course be at play. We have previously written about
the importance of health policy, macroeconomic policy, economic structure (for example, the level
of labour informality and commodity dependence) and the political environment in determining
Latin America's outlook for recovery from the Covid-19 shock. Taking all of these factors into
account, the recovery is looking to be "nike-swoosh" shaped for most of the region. However, we
have pencilled in a slower recovery in Mexico and Brazil than for the likes of Peru, Colombia and
Chile, reflecting weaknesses in Mexico and Brazil in many of these areas.

One outlier in the region is Chile, which appears to have conditions in place both to contain the
economic decline relative to its regional peers, and to recover fairly robustly. In the first quarter,
its GDP actually rose in seasonally adjusted sequential terms, but this reflects base effects, as the
fourth quarter of 2019 was badly affected by social unrest. In the first quarter of 2020, GDP
recovered but remained below the third-quarter 2019 baseline. Looking ahead, though, it seems
likely to be able to contain the drop in output, relatively speaking, with a combination of robust
containment measures that facilitate a successful exit strategy from lockdown; substantial space
for macroeconomic stimulus and support; strong political institutions that enhance policy
implementation; and structural features of the economy that will leave it less vulnerable than other
countries in the region to decline (such as a relatively low level of labour informality).

In some other generally fast-growing economies in Latin America, Colombia and Peru, we also
expect a relatively quick recovery on the back of fiscal stimulus, although there is a strong chance
that the recovery in these countries (as in the rest of the region) will be bumpy, with potential
setbacks depending on second- or third-wave spikes in Covid-19 cases. The likes of Brazil,
Mexico and Argentina will lag behind. That said, none of the recoveries will be particularly quick:
on aggregate we do not expect Latin America's GDP to recover to 2019 levels until 2022; for many
economies the recovery will not be complete until 2023. 

There are, moreover, substantial risks to this subdued outlook. For the whole region, including
Chile, one of the big emerging risks to the recovery will be political, in the form of social unrest
and weak political effectiveness, which could scupper recovery efforts. Although in the next few
weeks we will be watching data releases closely to see signs of a bottoming out of activity, we will
also be watching the political environment closely, to see whether political tensions that have
been simmering below the surface start to bubble up and create further policy complications and
obstacles to growth.
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Latin America weekly coronavirus brief: currencies on the up

June 9, 2020

Latin America's currencies have been hit the hardest of all global currency markets this
year, reflecting concerns about the region's external vulnerabilities, its weak growth outlook
coming into the coronavirus (Covid-19) pandemic and the political capacity of certain
governments to manage the crisis.
However, in recent weeks there have been clear signs of renewed strength; even Brazil's
Real, the weakest currency in the world this year, has gained ground against the US dollar. At
present it looks as if the big coronavirus-related adjustments have been absorbed by the
markets, and The Economist Intelligence Unit expects there to be further moderate nominal
gains for regional currencies in the rest of the year, assuming recovery materialises as
expected.
Any gains are likely to take place against a background of volatility, and renewed weakening
pressures could take hold again. In this regard, clients should be looking out for
developments in commodity prices, in politics and in the path of the pandemic.
Clients should also bear in mind that the impact of this year's sharp currency depreciation
will be different in many ways to the norm, in that deflationary economic conditions will
sharply limit pass-through to domestic prices. In the short term at least, the inflation outlook
will not be a concern, and foreign-exchange controls are therefore much less likely than
might otherwise be the case.

Back in March we suggested that currencies would stabilise and that currency overshooting
would begin to reverse from around mid-year. In reality, for many major markets, stabilisation has
come even sooner. There are a number of reasons for this. Commodity prices, which are strongly
correlated with currency trends in many countries—including Colombia (oil), Mexico (oil) and
Chile (copper)—have started to come back from their March lows. For the likes of Mexico, access
to dollars via a swap line with the Federal Reserve (Fed, the US central bank) clearly helped to
stabilise the peso from April, after its rout in March. Most recently, investor risk aversion has
fallen, with some better than expected US data (for example) driving emerging-market (EM)
currencies back up amid generalised dollar weakness. This even allowed the Brazilian Real to start
to claw back some of the ground it lost following the sustained run on the currency that lasted
until mid-May.

There are some good reasons to suspect that moderate nominal strengthening will continue in the
second half of 2020. Although fundamentals do not drive currency movements in the short term, it
is clear that most Latin American currencies are now substantially undervalued in real, trade-
weighted terms compared with their long-run average (with some exceptions, including the
Uruguayan peso and the Peruvian sol). Current-account deficits remain under control, with
dramatic import compression and a decline in profit remittances by multinationals offsetting the
short-term collapse in export earnings. There are already signs of green shoots in some of the
trade data, in the form of strong growth in export earnings to China.
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Politics, prices and the pandemic

Looking ahead, our assumption that most currencies will see further moderate appreciation in the
second half of 2020 is subject to risks stemming from three main areas: politics, the path of the
pandemic and commodity prices. The trajectory of copper and oil prices will be crucial; any
surprises here would stem mostly from weaker than expected recoveries in demand in the China
and the US. 

Quite apart from these global trends, domestic politics clearly matters; the deep, sustained
depreciation of the Brazilian Real in April and early May reflected burgeoning concerns that
increased political polarisation and confrontation amid the pandemic would precipitate some sort
of institutional crisis. Although those fears have subsided somewhat for now, they could easily
re-emerge or take hold elsewhere in the region, for example in countries where efforts to control
the pandemic are running into complications. Across Latin America, failure to control the
pandemic poses risks not just to the political outlook, but also to the economic one, for example if
mismanagement precipitates new lockdown measures, persistently weak business and consumer
confidence, or both. Such developments would weigh on the currency outlook.

One silver lining (relatively speaking) of the current crisis is the fact that Latin American
currencies have weakened this year in a deflationary environment, limiting price pressures. Early
data suggest that there has been little to no pass-through from currency depreciation to inflation,
allowing the region's central banks to push rates down to negative territory in real terms almost
across the board (with the notable exception of Mexico). In this environment, foreign-exchange
controls are also much less likely than they would be in a "normal" currency rout. Argentina is
one exception; its just-announced nationalisation of a major soybean exporter has several aims,
but one will be to access and control dollar inflows from soy exports more closely.

Although some of the normal complications of currency depreciation appear to have been
avoided, some of the benefits are missing too. Latin America's big exporters will not get any
substantial boost from increased currency competitiveness in the near term in the absence of
demand and amid a bleak picture for fixed investment that will last at least until the end of 2020.
However, in our view, competitiveness gains will persist for some time, despite further nominal
strengthening this year. This could ultimately prove to be one catalyst for recovery in 2021-22.

Latin America enters the eye of the coronavirus storm

June 10, 2020: Highlights

In late May the World Health Organisation (WHO) declared Latin America the new "epicentre"
of the coronavirus (Covid-19) pandemic. Although most countries in the region responded swiftly
to the public health threat and implemented strict containment measures, they have struggled to
bring the virus under control. On June 9th two-fifths of new confirmed Covid-19 cases and new
coronavirus-related deaths globally came from Latin America. Nonetheless, in a context where
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governments lack the fiscal capacity and the political capital to enforce a protracted lockdown,
policymakers are now grappling with the challenge of reopening their economies, even before
the epidemiological curve has reached its peak. All of this suggests that the road to economic
recovery will be bumpy and slow.

Latin America's recent emergence as a hotspot was expected, given the lag in transmission of the
virus; the infection curve in the region is about four to six weeks behind that of European
countries and about two to three weeks behind that of the US. Whether Latin America is actually
doing worse than other parts of the developing world such as Africa and southern Asia is an
open question, given that testing rates in those regions are lower on average. Nonetheless, in
absolute terms, the pandemic currently shows no signs of slowing down in Latin America.
According to the Institut de santé globale (ISG, the Institute of Global Health), the effective
reproduction rate (Re) of the virus is above 1 in almost every country in Latin America. The virus
can only be suppressed when Re is brought below 1, i.e. when each infectious individual infects
less than one other person.

Winners and losers
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Analysing the prevalence of the pandemic in Latin America is complicated by the striking
disparities in testing rates between countries. For instance, Chile and Peru have the highest rates
of per-head infections, but this also reflects the fact that they have the highest testing rates in the
region. To account for these discrepancies, the WHO recommends using the ratio of tests
conducted for each positive case to assess the on-the-ground situation. The WHO has suggested
a ratio of 10-30 tests per confirmed case as a general benchmark of adequate testing.
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By any metric, Uruguay stands out as a star performer in the region. According to the ISG, it is the
only major country in Latin America to have brought the effective reproduction rate to below 1,
and it managed to do so without enforcing a national lockdown. There were a number of factors
that worked to Uruguay's advantage going into the crisis, including its strong social safety net
and its relatively low population density. That said, the country's success is arguably due more to
its strong institutions, which have fostered confidence in government policy over the years and
encouraged Uruguayans to voluntarily adopt social distancing measures. Other countries that
benefit from low levels of population density, such as Paraguay and Argentina, have also
performed well relative to the regional average. However, lower levels of institutional trust in both
of those countries meant that governments were forced to implement strict quarantine measures to
ensure compliance with stay-at-home orders.

In our view, less densely populated countries have a natural advantage over their counterparts.
Nonetheless, population density does not, by itself, determine the Covid-19 trajectory in any
country. For instance, despite being one of the most densely populated countries in the region,
Colombia has managed to contain the virus better than its neighbours. This is partly due to the
efficiency of local governments; for instance, in Medellín—Colombia's most densely populated
city—public officials used big data and machine learning techniques to implement an effective
contact tracing strategy. This approach allowed local officials to make the most of the time bought
with the strict lockdown measures.

In other Andean states, the main constraints to flattening the epidemiological curve appear to be
structural. Owing to years of neglect, Peru has one of the region's weakest welfare states. This has
hampered the government's ability to provide economic support without inadvertently acting as a
vector of transmission to vulnerable populations. Similarly, in Chile, highly unequal access to
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healthcare—especially between the public and private health systems—has left large swathes of
the population exposed to the virus. Further complicating matters is the recent increase in public
mistrust towards the state's otherwise strong institutions, which has prompted low compliance
rates with mild restrictions on economic activity. In Ecuador, the spread of the disease was
exacerbated by intra-country disparities in health infrastructure, as well as poor planning of peri-
urban areas.

The risk of a disastrous public health crisis is perhaps most severe in Latin America's two largest
economies—Brazil and Mexico. The populist presidents of these two countries have been the
most prominent coronavirus deniers in the region, clashing frequently with mayors and governors
in their respective countries over the imposition of mandatory quarantine measures. Their
haphazard pandemic responses led to the rapid spread of the virus in both countries, pushing
their comparatively robust health systems to the brink. Despite this, neither leader appears to
have changed tack. In late May the Mexican president, Andrés Manuel López Obrador, began a
cross-country tour, even as his own health officials reiterated the need for continued social
distancing. Meanwhile, in Brazil, the administration of Jair Bolsonaro has doubled down on its
virus denialism, and in early June went as far as to suspend the publication of Covid-19 statistics
altogether. Critics viewed the move as an attempt to hide the true toll of the disease in Brazil, and
the suspension was later reversed by the country's Supreme Court.

A high-risk outlook

Although the coronavirus situation is not under control in most of Latin America, many countries
have already begun to implement their strategies for exiting lockdowns. Regional governments
have calculated that they lack the fiscal and institutional capacity to provide sustained support to
consumers and businesses, many of whom operate in the informal sector. Governments are also
facing increasing political pressure from their constituents to ease restrictions, especially as
Europe and the US emerge from their own lockdowns.

The approach taken to reopening has varied significantly across Latin America. However, by and
large, it is evident that any economic reactivation will be gradual, aimed at minimising the risk of a
more deadly second wave of infections. In Argentina, Colombia and Peru, governments are
adopting a phased approach to reopening the economy, with priority given to non-labour-
intensive industries and to activities in low-infection localities. In Ecuador and Mexico,
governments have adopted "traffic light" systems to determine which activities reopen in each
region, with local governments deciding on the most appropriate level of reopening. Similarly,
other governments in the region have implemented their own versions of "smart reopenings",
which involve staggered resumptions of economic activity based on pre-defined criteria. 

The success of the diverse exit strategies will depend on a number of factors, including
compliance with health and safety protocols, the effectiveness of government policy in helping
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businesses to stay afloat during the crisis and the structural resilience of the economies in
question. The pace of economic reopening in any country will also depend on the regulatory
hurdles imposed by the government, as well as businesses' ability to comply with them.
Implementation risk will be especially high in countries with weak bureaucracies. For instance,
Peru's Ministry of Economy and Finance noted that it was only able to authorise 11% of the
businesses that had applied for reopening permits to do so in May. This forced the government to
adapt its regulations in early June to allow businesses that had applied for permits and provided
the necessary documentation to reopen without having to wait for official approval.

Although governments will be flexible in terms of their reopening strategies, even in the best-case
scenario, we do not expect a return to "business as usual" anywhere in the region. Should the
reopening of economies lead to a resurgence in coronavirus cases, we believe that governments
are likely to enforce targeted measures in specific localities, rather than return to the more
draconian national lockdowns. This was the case in Chile, for instance, when the government
imposed mandatory quarantines for selected communes in the capital, Santiago, after a spike in
cases in May. 

However, even targeted, less restrictive measures would create a bumpy path to economic
recovery for Latin American countries. We are especially concerned that new waves of infections
—and new restrictions on activity—could come at a time when governments have already
expended the bulk of their fiscal firepower, leaving the regional economy in a much more
vulnerable position. We have incorporated such obstacles into our forecasts, which assume that
real GDP will not recover to pre-crisis levels for most Latin American economies until at least 2022
(and in several cases not until 2023 or even 2024). Nonetheless, we will closely monitor
developments on both the public health and economic fronts and make further revisions if
required.

Central government posts surplus in Q1

June 12, 2020: Fiscal policy outlook

According to the finance ministry, total central government revenue rose by 10% year on year
and spending rose by 20% year on year in the first quarter of 2020, before the onset of the
coronavirus (Covid-19) epidemic. These trends produced a moderate surplus, equivalent to
0.7% of GDP in 2020, during the first quarter. However, the disaggregated data do not by any
means suggest an underlying picture of economic health. Increases in revenue came almost
entirely from squeezing imports, while spending increases seem to have consisted mainly of
items destined to bolster the government's political base. Looking ahead, we continue to expect
renewed deterioration of fiscal accounts, reflecting the impact of the pandemic on the
real economy.

Reading the data properly requires taking account two factors affecting the year-on-year
comparison. One is that the major reforms of tax law decreed in February 2019 were only beginning
to go into effect at the end of the first quarter of 2019, whereas the first-quarter 2020 data reflect
their full impact. The second is that the large increases now being reported have occurred from a
very low base, as the same figures had plummeted in early 2019 relative to the preceding year,
owing to the country's political crisis.

Revenue gains from economic transactions were
minimal

In addition, what the new figures reflect about the state of the real economy is, in some cases,
hard to decipher. Income tax proceeds increased by 6.5% year on year in the first quarter, a
modestly positive result in real terms. However, a significant portion of this gain is likely to reflect
increased retention of businesses' gross earnings, mandated by the February 2019 tax reform.
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Income from the second-largest revenue category, value-added tax (VAT), rose by 12% in the first
quarter of 2020. However, VAT collected on domestic sales declined by 16%, suggesting still
weak domestic demand. In contrast, excise taxes on domestic transactions grew substantially, by
29%, but this stems mainly from huge rate increases on items such as alcoholic beverages, not
from rises in consumption volumes. In all, revenue collected by the ministry's domestic tax
division (DGI) increased during the period by just 1.8%.

By comparison, proceeds of the customs authority (DGA) swelled by an enormous 43%, meaning
that the large bulk of the revenue gain during the quarter was generated from taxes on imports.
Although data on imports is no longer being published, available indicators of economic activity
do not suggest that first-quarter imports grew very much. However, the 2019 reform sharply raised
taxes on various kinds of imported goods; this and aggressive collection by the customs branch
(denounced as arbitrary by businesses), could account for the reported increase in revenue. 

Spending increases appear tied to regime maintenance

A reported 20% increase on the expenditure side also requires some disentanglement. Current
spending of the central government ostensibly rose by 18% in the first quarter. But that figure
drops to just 7% once the prepayment in March of public-sector wages for April (done in
anticipation of the Holy Week holiday) is factored out. By contrast, capital outlays underwent a
genuinely large increase of 30%, but even here this partly reflects base effects. That did not fully
compensate for a 26% fall in the first quarter of 2019, but did permit some capital transfers to
municipal governments (these had been suppressed entirely in the first quarter of 2019),
presumably aimed at bolstering the government's base.

As normally occurs in the first quarter (owing to front-loaded income-tax payments), the central
government again ran a sizeable budget surplus, of about C2.5bn (US$72m). In addition, the
country received a higher level of foreign assistance than in the comparative period, owing to a
20% increase in foreign loans tied to projects, especially from the Central American Bank for
Economic Integration. The finance ministry, meanwhile, placed a total of C655m (US$19.5m) on the
domestic bond market. Combined, this helped the central government authorities to raise finance
of US$172m just before the coronavirus pandemic struck.

Looking ahead
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Looking ahead, we still expect the moderate budget surplus to quickly shift into a large deficit.
Deteriorating economic conditions will hit tax revenue hard; domestic demand will weaken further
as the private sector voluntarily adopts social distancing measures (in defiance of the
government's wishes) and as external demand (particularly from the US) plummets as a result of
the pandemic. Revenue growth will also suffer as base effects from 2019 tax reforms wear off. That
said, the extent of deterioration in fiscal accounts will be contained somewhat, as the government
dials back its spending amid tighter financing constraints. Unlike its Central American neighbours,
Nicaragua has yet to receive significant emergency assistance from international financial
institutions, owing to the government's mismanagement of the health crisis. In the absence of
increased multilateral lending, we believe that the central government will fund its deficit by
drawing down on foreign reserves held by the Banco Central de Nicaragua (the central bank)—
which had risen to US$2.7bn in April, most likely as a result of a widening current-account surplus
—and by partial debt monetisation.

Weekly brief: spotlight on Latam relations with US and China

June 17, 2020

The coronavirus (Covid-19) pandemic has shone a spotlight on relations between Latin
America and the Caribbean (LAC) and its major economic partners, the US and China. The
US has shown no sign of leadership on the health response to the coronavirus outbreak.
China, by contrast, has been a highly visible presence in the region in its "coronavirus
diplomacy".
These developments reinforce the impression that, for many countries in the region—
particularly in South America—China is becoming the more active, close and important
partner.
Looking ahead, the changing relationship between LAC and its two big economic partners will
have consequences in a number of areas, including debt relief, finance and foreign direct
investment (FDI) from China, US support for multilateral finance and the future of US foreign
assistance to the region.
Based on The Economist Intelligence Unit's assumption of a victory for Joe Biden in the US
presidential election later this year, US policy towards Cuba and Venezuela may change.
Some issues, however, are more bipartisan, and a critical point of contention will persist in
the form of China's role in developing fifth-generation (5G) networks in the region in the
coming years.

The increasing importance of China to Latin America is evident in the trade data. China already
displaces the US as the region's main trading partner once Mexico is excluded from the figures. In
2019 regional exports to China amounted to US$126bn. Exports to the US were much higher, at
US$470bn, but Mexico alone accounted for US$371bn of this (in contrast, Mexican exports to
China were just US$7bn). Those countries that trade the most with China—mainly the agricultural
and mining exporters in the Southern Cone and the Andean region—stand to benefit most from
the Chinese economy's quick transition into recovery mode following its early pandemic-induced
disruptions.
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For many (mainly South American) countries with strong trade relationships with China, exports
to that country have held up despite a collapse in trade to other regions. For example, Chile sends
over a third of its exports to China; in the first four months of the year exports to China expanded
by 6%. This contrasts with double-digit declines in exports to Mercosur (the Southern Cone
customs union comprising Argentina, Brazil, Paraguay and Uruguay) and the EU, as well as a
milder decline in exports to the US. Brazil, which sends a similarly large share of its exports to
China, saw these rise by an even more robust 9% in the same period, whereas its exports to the US
(its second-largest trading partner) fell by nearly a quarter. The trend was the same for all of the
region's major economies bar Colombia, which was hit by the collapse in the price of oil, the
country's main China-bound export product.

Medical diplomacy

Having emerged from the pandemic well before it hit Latin American shores with force, China has
been in a relatively strong position to flex its diplomatic muscles by providing medical support to
some of the region's worst-hit countries. China has donated millions of medical items including
personal protective equipment (PPE), infrared thermometers, test kits and more expensive
equipment, such as ventilators. Some of the first batches of equipment reached Venezuela in mid-
March. Since then, almost all Latin American countries have received medical aid of some kind,
financing, or another type of pandemic-related support, usually with considerable publicity. In
many cases, this has come after those same countries donated equipment earlier in 2020, before
the virus spread globally.

Meanwhile, the US has demonstrated little interest in strengthening collaborative efforts with its
Latin American partners and offered little in the way of economic support. Financial assistance to
LAC countries has fallen significantly in recent years, and this trend appears to have continued
so far this year. At the same time, there has been some controversy generated by US-owned
medical supply factories in Mexico; their production has been oriented entirely to export to the
US, despite local shortages. Mass deportations to the region from the US have declined during
the pandemic, but the US authorities have persisted with them despite criticism that deportees are
not being adequately tested for Covid-19. In the next few months the possibility of continued
social unrest in the US, along with the start of the presidential campaign, may keep the US
administration's focus on domestic matters, leaving the playing field open for China to be the
region's main source of external support.

Nicaragua 33

Country Report July 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



US revival?

US influence in the region may wane further should the president, Donald Trump, manage to win a
second term in the upcoming November election. However, we currently assume that Mr Biden is
better placed to win in November and take office in January 2021. We also assume that a Biden
administration will work to reverse the US's declining regional influence through a more proactive
agenda with its most important partners, mainly those with which it has free-trade agreements
(FTAs) or other strategic interests, such as security. A symbolic return to the sort of policy
followed by Barack Obama (2009-17) may also manifest itself in a second rapprochement with
Cuba, after relations soured considerably under Mr Trump.

A trickier issue will be Venezuela. Mr Biden has supported the head of the National Assembly,
Juan Guaidó, in his claim for the Venezuelan presidency and as a result, relations with the
administration of Nicolás Maduro are likely to remain tense, albeit less openly hostile than has
been the case under Mr Trump (particularly during John Bolton's hawkish stint as national
security adviser in 2018-19). Venezuela is not, at least, a major source of tension between the US
and China, given that China has stepped back from its financial support of the Venezuelan
government, leaving Russia as the main outside player.

An even trickier issue, which will remain a major source of tension regardless of who wins the US
presidency, is the question of 5G development. With the US-China trade war having evolved into
a tech war, governments throughout the region are having to grapple with the question of
whether to partner with China's telecoms giant, Huawei, to develop the technology. The US has
expressed clear concern that such a development represents a security threat and would threaten
the future of US-LAC relations, but many countries in the region have looked to Huawei to
provide low-cost solutions and have partnered with the company on rolling out 4G networks.
Moreover, regional governments will be wary of damaging increasingly close ties with China and
will find it difficult to manoeuvre around the issue. We do not expect Huawei to be frozen out of
5G development in the region, but the debate could open the door for other global players to
participate more than would otherwise be the case.
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More broadly, the economic influence of China in the region (which predates the Trump
administration) will not decline any time soon. In the past three years 18 countries in the region
have joined China's Belt and Road Initiative, including a number of the US's near neighbours in
the Caribbean and Central America. Even for major economies such as Brazil and Argentina, which
have not joined so far, the role of China as a trade partner and a source of FDI will not wane. 

China's economic influence in the region does not reflect US negligence per se, but rather a desire
on the part of Chinese companies to secure resources, even if this involves taking a lax position
on conditionality. To an extent, Chinese companies have, at times, appeared to ignore concerns
over issues such as contract rights, institutional strength and corruption that are likely in some
cases to be deterring other potential investors (Chinese investors do, in fact, appear to have
started paying more heed to such issues because of investment losses). In this context, there is
little that a Biden presidency could do to reverse China's growing economic presence in South
America. One possibility is a comprehensive policy effort to promote Latin America's presence in
regional supply chains via the United States-Mexico-Canada Agreement (USMCA) and other
FTAs, but obstacles to such efforts remain, including issues of cost, skills and logistics (we will
be exploring the potential for greater LAC participation in supply chains in an upcoming article). A
Biden administration could also be more proactive in developing plans for debt relief in LAC. 
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As for political influence, there is more room for manoeuvre, given that the US has much more
extensive historical and cultural ties with the region, and remains more heavily engaged in areas
such as security. However, this too will depend on the relative importance that the next US
administration attaches to Latin America as it seeks to develop relationships around the globe.
We assume that there will be some re-engagement, but there are risks to this outlook, stemming
not just from the US election cycle, but from Latin America's own election calendar for the next
two years; we will be monitoring all of these elections closely.  

Pandemic deals a blow to Latam’s remittances lifeline
June 25, 2020: Economic growth

The coronavirus (Covid-19) pandemic is causing a collapse in workers' remittances that poses
significant short- and medium-term risks for Latin America and the Caribbean. Remittances
have long been a stabilising force for many regional economies, especially in Central America
and the Caribbean, where they act as a resilient source of external financing and a steady driver
of private consumption. However, rising unemployment in sending countries, mainly the US, will
cause a sharp fall in remittances this year that will amplify economic recessions, raise balance-
of-payments risks, hurt fiscal revenue (through indirect channels), constrain liquidity in the
banking sector and have a profound social impact as poverty levels rise.

The pandemic presents an unprecedented challenge to countries with a strong dependence on
workers' remittances. Remittances have tended to be countercyclical in nature and have in the
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past supported macroeconomic stability during periods of economic stress. Amid shocks in
senders' countries of origin—such as economic recessions, natural disasters or political crises—
flows of remittances tend to increase as migrant workers support their families from abroad.
However, receiving countries will not be able to count on the remittances buffer during the Covid-
19 crisis. The simultaneity of lockdown measures and recessions across the world is a perfect
storm that will affect both senders and receivers, causing a significant collapse in remittance flows
that will compound coronavirus-induced recessions.

Central America and the Caribbean are the most
vulnerable

Some countries will suffer more than others. Central American countries (especially the Northern
Triangle) and Caribbean countries (mainly Haiti, Jamaica and the Dominican Republic) are the
most dependent on remittances, which represent a large share of their GDP (Haiti tops the list, at
39.1% of GDP in 2019). Countries in South America receive varying levels of remittances, but
inflows represent a smaller share of GDP (less than 3% everywhere other than Bolivia), meaning
that those countries are less at risk. Mexico, despite receiving the largest volume of remittances in
the region (US$36bn in 2019), is relatively insulated from a sudden drop in inflows, as they
represent only 2.9% of GDP. Nonetheless, the decline will deal an additional blow to an already
grim economic outlook (we expect the Mexican economy to contract by 9.2% in 2020).

A large bump in workers' remittances in recent years will make the collapse even more painful. The
US is the main source of remittances for Central America and the Caribbean (in El Salvador, they
represent 98% of the total), meaning that remittances in many countries are strongly tied to US
labour, migration and economic dynamics. Remittance flows have grown significantly since 2015
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owing to a strong US labour market and fear over deportations amid stricter immigration policies
under the current US administration, led by Donald Trump.

Immediate impact

Covid-19 lockdowns across the US have sharply reversed that trend. Rising unemployment has
taken a toll on the income and savings of migrants in the US, driving a fall in workers' remittances.
Lockdowns have had a disproportionate impact on Hispanic communities, who tend to live in
urban areas and are employed in sectors that have been hit particularly hard by the pandemic,
such as retail, hospitality and construction. They also tend to have more limited access to social
benefits, including healthcare and unemployment payments, which has further strained their
incomes.

US unemployment has soared since March, as lockdown measures have stifled economic activity;
in April, according to the US Bureau of Labour Statistics, total nonfarm payroll employment fell by
a huge 20.5m, pushing the headline unemployment rate to a record high of 14.7%, from 4.4% in
March. The situation recovered slightly in May, with the unemployment rate declining to 13.3%.
However, Hispanic unemployment remained significantly higher, at 17.6%.

The fall in remittances has been immediate and has been more pronounced in the Northern
Triangle, where remittances plummeted in April compared to 2019. Caribbean countries also
suffered, but—with some exceptions like the Dominican Republic, where remittances fell by 21.8%
—they have suffered weaker blows. Although both regions depend on the US as their main
source of remittances, it is likely that Caribbean remittances were more resilient because senders
generally have a more stable legal status (US citizenship or legal authorisation), which provides
better job prospects and access to state aid. In South America, inflows of remittances to Colombia
fell by 38.3%. Bolivia, where remittances represent less than 3% of GDP, saw inflows crash by
29.4% in April.

Some countries saw flows tick up in May. Monthly divergences in trends are not uncommon in
remittance flows, which can be affected by many factors depending on the country. The main
driver tends to be a crisis in the sender's country of origin. For instance, in the case of Haiti,
remittances have proven more resilient (they fell by only 4.3% year on year in April), probably
because recent political instability and social unrest in Haiti prompted workers in earning
countries to send more back to recipients. Other factors can also affect short- and long-term
trends. For instance, transmission costs affected flows to El Salvador; remittances ticked up in
May, probably owing to the waiving of fees by four large money transfer agencies. Currency
fluctuations can also play a big role, as senders move to increase the purchasing power of their
transfers. In Mexico, remittances jumped in March and remained relatively stable in April; peso
depreciation may have incentivised Mexicans in the US to send more, and some Mexicans
returning to Mexico as a result of job losses in the US may have taken their savings with them.

Ripple effects
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Notwithstanding these divergences, we expect remittances to contract significantly across the
region in 2020. We expect inflows to decline gradually throughout the year as a recession in
sending countries and skyrocketing unemployment take a toll on incomes and savings. We
forecast that US unemployment will average 11% in full-year 2020, as employment will be slow to
recover in the worst-affected industries, where many migrants are employed. Remittances are
likely to pick up in 2021 in line with a recovery in the US economy, but employment in some
services industries may not recuperate fully, which is likely to weigh on remittance flows.

In this context, the collapse in remittances will have a severe economic impact, mainly in Central
America and the Caribbean. Private consumption, which in countries such as Haiti represents over
100% of GDP, will be severely hit. Investment in small and medium-sized enterprises (SMEs) will
contract sharply, given that in many countries, remittances are one of the main sources of capital.
Banking sector risks will rise as liquidity tightens with subdued remittance flows, which are
usually channelled through the banking system. Fiscal revenue will also be constrained as
depressed private consumption hits value-added tax (VAT). Social pressures will mount as
poverty rises and the social safety net provided by remittances dissipates. External imbalances
will deteriorate as the buffer created by remittances falls, raising balance-of-payments risks.
Overall, falling remittances will have a significant impact on macroeconomic stability and will
represent a setback for economic development by reducing household investment in health,
sanitation and education. Our forecasts will take all of these effects into account.

The long-term outlook for remittances in Latin America will be largely dependent on migration
flows. In South America, the importance of remittances could increase as intraregional migration
to more developed economies (such as Chile) rises in the aftermath of economic recessions this
year. In addition, economic recessions could fuel renewed waves of migration from Mexico,
Central America and the Caribbean to the US. Nonetheless, more restrictive policies in the medium
term could curtail movement—and therefore remittances—in the long term.

Latin America braces for higher taxes after Covid-19

June 29, 2020: Fiscal policy outlook

The coronavirus (Covid-19) pandemic has taken a dramatic toll on governments in Latin
America and the Caribbean (LAC), many of which were over-leveraged even before the crisis
broke out.
The combination of stimulus measures and huge revenue shortfalls has left gaping holes in
governments' budgets and significantly increased public-sector indebtedness.
With most LAC economies poised for a gradual rebound from the crisis, policymakers are
grappling with the question of how to put public debt back on a sustainable footing. In a context
where austerity is anathema to the public discourse, governments are increasingly looking to
raise taxes to close fiscal gaps.
Although implementation will vary considerably across LAC, The Economist Intelligence Unit
expects governments to levy new direct taxes on high-income individuals. Efforts to improve
corporate tax collection are likely to focus more on business formalisation, but we do not
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entirely rule out the possibility of corporate tax hikes. New indirect taxes, particularly on
digital services, will also be on the cards.
However, the effectiveness of the new measures will be limited by shallow tax bases, unwieldy
tax systems and weak administrative infrastructures. Consequently, the boost to fiscal
revenue in the region is likely to be moderate, and concerns about debt sustainability will
persist well into the medium term.

The deterioration in public finances has been quick and steep almost everywhere in the region.
Among LAC's major economies, only Mexico and Ecuador were somewhat insulated from the
initial shock to government balance sheets. However, as the economic crisis in both countries
deepens, the resilience of the fiscal accounts will be short-lived.

As such, we expect all countries to end up running substantial deficits this year, contributing to
burgeoning public debt levels. We expect public debt in LAC to jump dramatically, by almost
14 percentage points, to 74% of GDP in 2020. There are factors that will contribute to a
stabilisation of debt levels next year, including the withdrawal of emergency stimulus measures, a
partial recovery in economic growth and a modest improvement in commodity prices. However,
putting public debt on a more sustainable path in the medium term will necessitate fiscal effort on
the part of governments.

Against this backdrop, we believe that—with a few exceptions—policymakers will focus their
fiscal consolidation efforts on the revenue side. Public-sector expenditure (as a share of GDP) in
LAC has been falling incrementally from a peak in 2016, but for myriad reasons, this has not led to
a significant crowding-in of private investment. As a result, austerity fatigue has started to set in
across much of the region. The starkest example of this phenomenon is in Argentina, where the
administration of Alberto Fernández has obstinately refused to consider austerity measures as a
pre-condition in ongoing debt restructuring negotiations.

Taxing the rich

As the debate on how best to plug huge budget holes gathers steam, policymakers across the
region are increasingly eyeing the possibility of introducing—or in some cases, expanding—
wealth taxes. On paper, the notion of a wealth tax tends to be appealing to politicians and the
public alike. Proponents of a wealth tax laud it as a valid policy instrument to address deep
structural economic inequities in the region. However, the effectiveness of a wealth tax in raising
revenue is a matter of contention.
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The LAC experience with wealth taxes has been mixed to say the least. Although Uruguay (which
has had a wealth tax in place since 1996) has been able to use it effectively to bolster state coffers,
there are reasons to be sceptical that its success could be replicated elsewhere in the region. This
is partly due to the relative simplicity of Uruguay's tax framework; according to the Tax Complexity
Index, published by the German Research Foundation, Uruguay has the least complex tax code in
all of South America. By contrast, the complicated legal frameworks in most other countries are
likely to give sophisticated tax planners plenty of opportunities for tax avoidance. Another major
impediment to the enforcement of a wealth tax will be the detection and valuation of peoples'
assets. We are far from convinced that Latin America's already starved bureaucracies, riddled with
corruption, will be up to the challenge. That is not to say that proposals to tax wealth will not gain
traction. In fact, lawmakers in Argentina, Brazil and Chile have already introduced bills to
implement new wealth taxes, and their counterparts in other countries are likely to follow suit.
However, even if passed into law, these taxes are unlikely to be game changers as far as revenue-
raising measures go.

In this context, governments will also be looking hard at imposing other direct taxes. Even before
the coronavirus crisis struck, Chile had undertaken a round of tax reforms that included the
establishment of a new tax bracket for the richest individuals in order to address long-running
concerns about inequality. Now, the economic damage wreaked by the pandemic has prompted
other governments to follow Chile's lead. In midApril the Colombian administration, led by Iván
Duque, mandated a three-month "solidarity" tax on public-sector workers earning a monthly wage
of more than US$2,700. The move, although largely symbolic, offers a glimpse into the mindset of
regional policymakers. In late April the Peruvian administration, led by Martín Vizcarra, began
mulling its own options for a solidarity tax on high-income earners in both the public and private
sectors.

We believe that many other governments are likely to raise personal income taxes in the coming
years, on the basis that these taxes will be less susceptible to "Laffer effects", whereby tax hikes
(beyond a point) actually depress revenue collection. That said, a relatively shallow tax base will
mean that improvements to tax revenue will be moderate; according to the Inter-American
Development Bank, in 2013 only 10% of the population of LAC were registered taxpayers. In
theory, governments could address this problem by increasing the flexibility of the labour market
to encourage labour formality. However, labour market reforms have historically proven difficult to
implement owing to formidable opposition from trade unions (partly arising from the fact that jobs
are often linked to access to quality healthcare); we do not expect many governments to go down
this route.
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Businesses will also be prime targets for higher taxes. However, the scope for governments to lift
corporate tax rates without triggering capital flight will be limited. According to the Tax
Foundation, a US-based think-tank, when weighted by GDP, LAC has the highest average
statutory corporate tax rate (of slightly over 30%) of any region in the world. Moreover, the
statutory rate is in itself not representative of the legal tax burden faced by companies. In fact,
when focusing on the "total tax and contribution rate", which includes mandatory contributions
payable by businesses, the picture is even more grim. The high rates of taxation are at least partly
driven by high levels of informality. The universe of corporate tax payers in LAC is relatively
small, which means that companies that do pay taxes bear high corporate tax rates by global
comparison. Some governments will choose to tackle this problem head on, by simplifying
procedures to register businesses, creating special tax regimes for small and medium-sized
enterprises (SMEs) and increasing inspections of subcontracting processes. However, progress
on these fronts is likely to be piecemeal.

Indirect taxes are also on the table

Although they are harder to sell politically given their regressive nature, we believe that many
governments will consider lifting taxes on goods and services. The region's governments
continue to rely heavily on indirect taxes to raise revenue. In 2017 indirect taxes accounted for
about half of the total tax take in the average LAC country, compared with about a third in the
average OECD economy.
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The coronavirus pandemic has opened up some new opportunities for governments to lift taxes
selectively. For instance, the region's net oil consumers now have room to lift fuel taxes (or
alternatively, retrench subsidies) in a context of ultra-low oil prices. In a May staff report, IMF
officials suggested that Costa Rica might benefit from raising excise taxes on petrol and diesel.
Given our expectations for a weak recovery in oil prices in 2021, other countries are also likely to
explore such options. In some cases, governments may even consider lifting taxes and tariffs on
other commodities in a bid to extract revenue from sectors with strong foreign-currency earnings,
as the Fernández administration has done in Argentina.

Another pandemic-induced trend that governments will seek to take advantage of is the surge in
demand for digital services. A number of countries in the region, including Argentina, Chile and
Ecuador, already impose some version of a tax on digital platforms, and governments in Brazil and
Mexico have indicated that they are likely to follow suit. In theory, the expansion of digital
services taxes (DSTs) across the region could help to bolster government revenue substantially,
given that the digital economy is estimated at almost a fifth of regional GDP. However, countries'
plans could be complicated by US's decision in mid-June to withdraw from discussions about the
creation of a global DST framework. Although it is not our base case, this raises the risk that tax
disputes could escalate into new tariff wars.

Most countries in the region will seek to restrict tax increases to a few sectors, but some will face
financing gaps so substantial that pursuing broader changes to the tax code to raise revenue will
be imperative. In Ecuador, for instance, economic advisers to the government have floated a
proposal that would increase the value-added tax (VAT) rate by a sixth in order to lift tax revenue
by 1% of GDP annually. However, Ecuador's administration, led by Lenín Moreno, has failed to
follow through on such measures in the past amid stiff political opposition, meaning that the
current policy proposal could well be watered down further.

The key takeaways

Although policy specifics will undoubtedly vary from one country to another, we expect an
increase in average tax rates across the region as a whole. We conservatively assume that tax
hikes will be fairly limited in scope, given expected pushback from some quarters of society, as
well as from businesses lobbies. However, insofar as the coronavirus pandemic makes statist
policies politically acceptable to the mainstream population, there are clear and significant risks to
this assumption.

We believe that the approach to tax reform will be partly driven by political considerations. For
instance, there is already a sizeable public buy-in for wealth taxes across LAC, making these more
politically viable. Support for DSTs is also likely to be forthcoming amid growing popular concern
that technology giants are not paying their fair share of tax. By contrast, an increase in the VAT
rate almost anywhere in the region will face strong political opposition, given its direct impact on
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households' disposable incomes.

At the same time, governments will tailor tax policies to best fit the economic realities in their
countries. For instance, in Brazil, where the corporate tax burden is already one of the highest in
the region, the government's ability to squeeze additional revenue from businesses will be modest.
We believe that the government is more likely to return to its previous agenda of tax
simplification, aimed at reducing the "custo Brasil" (the high cost of doing business in the
country). In Chile, where economic inequality is the foremost concern, the government will retain
its focus on taxing the wealthiest individuals. At the same time, it will seek to provide financial
relief to small businesses; in late June the administration of Sebastián Piñera presented a bill that
would slash corporate tax rates for SMEs by half until 2022.

Notwithstanding the differences in approach to tax policy, governments will face some common
challenges in terms of implementation. The biggest obstacle to improving tax collection will be
weak fiscal oversight. The latest estimates by the Economic Commission for Latin America and the
Caribbean (ECLAC) indicate that LAC lost 6.3% of regional GDP in tax evasion and avoidance in
2017, and 1.5% of GDP in illicit financial flows as a result of trade misinvoicing in 2016. Absent
policies to address weak tax compliance—and even accounting for intermittent tax regularisation
programmes—we expect revenue shortfalls to persist.

Reflecting our relatively conservative assumptions about the magnitude of tax increases, as well
as the numerous hurdles to effective tax administration, we do not expect fiscal revenue to return
to pre-crisis levels even by end-2024. This will keep public debt and sovereign risk elevated
throughout the forecast period.
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	Briefing sheet
	Political stability
	The Economist Intelligence Unit expects the ruling Frente Sandinista de Liberación Nacional (FSLN, the Sandinistas) to remain in power, even as the coronavirus (Covid-19) pandemic threatens to push Nicaragua into its deepest economic depression since the 1980s. The political dominance of the Sandinistas has its roots in growing authoritarianism. The president, Daniel Ortega, has held office since 2007 and has used the FSLN's legislative majority to remove presidential term limits, strengthen executive powers and reinforce the (already strong) state security apparatus. Mr Ortega's virtually unchecked influence over state institutions has allowed him to stay in power, despite an ongoing political crisis that began in April 2018 following a public uprising against his rule.

The main opposition to the president is Alianza Cívica (AC), a coalition of students, civil-society groups and businesspeople, which is fighting for demo-cratisation. In June-July 2018 some representatives of the alliance held protests and set up roadblocks, but the unrest was quelled violently by pro-government forces, leaving hundreds dead. Any signs of dissent are now quickly stifled, keeping the opposition contained. The price of state repression has been extremely steep. Political turmoil, coupled with a slew of international financial sanctions, has brought about a dramatic deterioration in economic conditions. The recession initially put pressure on the Ortega regime to find a negotiated resolution to the crisis. A national dialogue that began in March 2019 reached framework accords on several issues, but ran aground amid contro-versies over the release of political prisoners and the restoration of civil liberties.

With prospects for a political compromise growing increasingly bleak, AC is now focusing on mounting a credible challenge to the FSLN in the 2021 general election. In January, AC joined forces with the Unidad Nacional Azul y Blanco, another wing of the post-April 2018 protest movement; the two groups are calling this La Coalición Nacional (CN, the National Coalition). The CN is now working with opposition political parties to present a united front against the FSLN in the 2021 election. Opinion polls suggest that growing dissatisfaction with the Sandinistas could, in theory, make the CN competitive in forthcoming polls. However, the CN faces a number of challenges including disunity within its ranks and the absence of a strong leader. That said, even if the CN manages to solidify and gets on the ballot, it is unlikely to compete in free and fair elections, leaving the FSLN as the dominant political force in Nicaragua.

The political scene is highly volatile and there are substantial risks to our forecast. One of the Ortega regime's main vulnerabilities is its exposure to US punitive measures. The administration of the US president, Donald Trump, has already applied sanctions to 20 senior Nicaraguan officials, including the vice-president and first lady, Rosario Murillo. In December 2018 the US Congress approved a renewed version of the Nicaraguan Investment Conditionality Act (NICA Act). The law authorises the US government to impose sanctions on Nicaraguans who are deemed to have committed human rights abuses or acts of corruption. It also instructs US delegates to certain multilateral institutions to vote against granting new loans to Nicaragua, unless the US president can attest that Mr Ortega is making efforts to restore democracy (which Mr Trump has not done). Moreover, many members of the Organisation of American States are threatening to suspend Nicaragua from that body, which would halt the disbursement of existing loans. Such pressures could eventually weaken Mr Ortega's position.

In the event of a significant escalation of political or economic pressure—possibly resulting from the impact of the coronavirus crisis—Mr Ortega's hold on power will be determined by the role of the security forces. The president currently exerts complete control over the police and strong influence over the military. The most senior military officers have been placated with access to commercial assets and the revenue derived from these. Meanwhile, the regime has used the active participation of police forces to stamp out political insurrection, cement institutional cohesion and instil fears of retribution, should the opposition come to power. This has been sufficient so far to ensure the loyalty of the security forces, but there is a high risk of fractures within the regime if economic or political conditions worsen radically.


	Election watch
	The next legislative and presidential elections are scheduled to take place in November 2021. Given the probable lack of a negotiated solution to the ongoing political conflict, we expect Mr Ortega (or a candidate of his choice) to remain in power in the 2020-24 forecast period. Although Mr Ortega may make modest concessions on electoral reform in an attempt to legitimise the next election internationally, these are likely to be superficial, as the FSLN would retain control over the Supreme Electoral Council, the judiciary and other important institutions. There is a risk of greater social unrest as the elections draw closer.


	International relations
	Nicaragua's major foreign policy challenge will be navigating its ties with the US. The government will remain committed to the Dominican Republic-Central America Free-Trade Agreement (DR-CAFTA), to which the US—Nicaragua's main trade and investment partner—is a signatory. However, political tensions will continue as long as the US persists in using sanctions as a lever to restore democratic governance in Nicaragua. Under our assumption that the Democratic candidate, Joe Biden, will win the US presidential election in November, we believe that the US will halt its ongoing pressure campaign. A prospective Biden administration is also likely to expand the Temporary Protected Status visa scheme for Nicaraguan refugees. However, existing sanctions on high-ranking regime officials and public-sector companies are unlikely to be rolled back in any significant manner, given that they have bipartisan support.

Nicaragua will also find itself increasingly isolated in Central America owing to its severe mismanagement of the coronavirus crisis. Already frosty ties with Costa Rica have deteriorated further in recent weeks. In mid-May the Costa Rican government unveiled new public health protocols to prevent the trans-mission of Covid-19 cases from Nicaragua and the Ortega regime responded by closing its borders with Costa Rica altogether. The dispute lasted only for two weeks and cross-border trade has since normalised. Nonetheless, tensions with Costa Rica, as well as other Central American countries, are likely to reappear.


	Policy trends
	The government's response to the coronavirus outbreak arguably has been the weakest in all of Latin America. The government has not imposed quarantine measures, nor has it officially closed its borders. Mr Ortega and Ms Murillo continue to downplay the seriousness of the pandemic, and have failed to outline a strategy to prevent the community spread of the virus. As at June 17th authorities had confirmed only 1,823 cases of the virus locally, and only 64 fatalities. However, an independent citizen observatory puts the number of suspected cases at 5,957 and the number of suspected deaths at 1,688. The number of unreported cases is likely to be exponentially higher, given that the country has done minimal testing. Information about individual infections in Nicaragua also appears to be tightly controlled, adding to suspicion that cases of infection are lurking unannounced. The government's lack of response to the coronavirus stems from a desire to minimise disruption to economic activity. In a speech to the nation on April 15th, Mr Ortega justified his decision not to mandate a quarantine period, arguing that "if the country stops working, it dies". The government has continued to promote mass social and political activities, instead of systematic social distancing or lockdown that have occurred else-where in the region.

Faced with government inaction, the private sector and citizens have taken it upon themselves to act responsibly. Private schools and universities have switched to online classes. Meanwhile, formal sector businesses (if they are able to) are allowing employees to work from home and, where possible, have implemented strict social distancing and hygiene protocols for those who must work centrally. However, these efforts—although laudable—are no substitute for a centralised policy response. In this context, we expect Nicaragua to suffer a deep public health and economic crisis in 2020-21.


	Fiscal policy
	The government's attempts at fiscal consolidation will be thwarted in the near term amid a steep economic downturn. The non-financial public-sector (NFPS) deficit will widen to 5.8% of GDP in 2020, from 2.1% of GDP in 2019. Public expenditure will be roughly stable as a share of GDP; the government has largely ignored public clamour for increased safety-net spending during the crisis, given its tight budget constraints. Consequently, the deterioration in fiscal accounts will be largely a result of revenue shortfalls. Having already undertaken procyclical tax reform in 2019, the government has little policy room to raise revenue without aggravating the already drastic economic situation.

We expect the NFPS deficit to remain relatively wide, at 4.4% of GDP in 2021. Although the economy will remain in recession, an improvement in the external sector will allow for modest revenue gains. However, the Instituto Nicaragüense de Seguridad Social (INSS,€the social security system) and state-run companies such as Enatrel (electricity transmission), Enel (electricity generation) and Enacal (water) will continue to run large deficits, which the government will have to absorb. We also expect a modest increase in current public spending related to the November 2021 general election.

Under our baseline forecast, the government will struggle to close its financing gap in 2020-21. Most of the coronavirus-related financing provided to the government thus far has been through the reprogramming of existing loans. Although we have pencilled in a modest amount of fresh external assistance, the balance of risks to our projections is tilted to the downside; the Nicaraguan government's defiance of internationally recommended health protocols make it a less viable candidate for any emergency lending.

In this context, we expect the government to rely on transfers of foreign reserves from the Banco Central de Nicaragua (BCN, the central bank) to finance a large portion of its NFPS deficit in the short term. We also believe that the govern-ment will resort to money printing to meet some local-currency obligations. Partial debt monetisation will not generate substantial inflationary pressure in€the near term, as it will be offset by a collapse in domestic demand. In the medium term, we expect debt monetisation to be phased out as policymakers will be wary of repeating past experiences with hyperinflation. There are sizeable risks to our benign assumptions. A€steeper economic contraction, a weaker recovery and more restricted access to external financing could lead to greater debt monetisation than we currently expect.

Looking ahead, we expect the government to embark on a new round of social security reforms in 2022, which will help to narrow the NFPS deficit to 2.4% of GDP that year. However, the improvement in INSS finances is likely to be short-lived. This expectation stems from our view that, in the absence of a resolution to the political crisis and significant improvements to the business environment, the INSS will not be able to increase its contributor base at a sustainable rate. Consequently, the NFPS deficit will widen again, to 3% of GDP in 2024.


	Monetary policy
	We believe that the BCN will achieve its main objective of preserving exchange-rate stability, which is maintained through a crawling peg exchange-rate regime, whereby the córdoba is tied to the US dollar with an annual ceiling for deprec-iation set at 3%. However, given our expectation that foreign reserves will fall over the forecast period, the BCN may be forced to impose capital controls in order to prop up the currency.

On the lending side, the BCN uses three standing facilities to restrict the volatility of interbank rates. In March the BCN cut its reference rates across all three windows to support domestic activity. However, the effectiveness of the move will be mitigated by weak transmission mech-anisms. Monetary policy will remain loose during 2020-24, but credit growth will remain subdued amid weak economic conditions.


	International assumptions
	Title
	 	2019	2020	2021	2022	2023	2024
Economic growth (%)
US GDP	2.3	-4.8	2.4	2.2	2.0	1.9
OECD GDP	1.6	-6.1	3.5	2.2	1.9	1.8
World GDP	2.3	-4.8	4.3	3.1	2.9	2.7
World trade	0.9	-22.6	11.9	4.4	3.9	3.8
Inflation indicators (% unless otherwise indicated)
US CPI	1.8	0.6	1.5	1.7	2.0	1.9
OECD CPI	1.9	0.9	1.5	2.0	2.0	2.0
Manufactures (measured in US$)	-1.4	-2.2	3.2	6.1	4.6	3.0
Oil (Brent; US$/b)	64.0	40.0	44.0	58.5	65.0	62.5
Non-oil commodities (measured in US$)	-6.3	-5.1	4.8	2.6	3.5	2.2
Financial variables
US$ 3-month commercial paper rate (av; %)	2.2	1.2	0.8	0.5	0.9	1.4
US$:€ (av)	1.12	1.11	1.11	1.14	1.19	1.21
¥:US$	109.03	109.46	109.26	105.05	103.33	102.08

	Economic growth
	Title
	The impact of the coronavirus: global and regional assumptions
The Economist Intelligence Unit's forecasts are built on a series of epidemiological assumptions about the novel coronavirus (Covid-19). Without rapid access to a vaccine, we expect that the disease will eventually infect up to 30% of the world's population; of the symptomatic cases, we assume that about 15% will be severe and up to 1% will prove fatal. Death ratios will depend on a country's ability to detect, track and contain the virus, and the capacity of the national health system. Governments are lifting restrictions on freedom of movement gradually in countries where the number of cases is falling and where there is sufficient spare capacity in the healthcare system. Some countries may be forced to re-impose measures if cases spike again. Based on previous viral outbreaks and the progress made on other coronavirus vaccines (such as that for severe acute respiratory syndrome—SARS), we expect a vaccine to be available by end-2021.

Reflecting the impact of Covid-19, we forecast that global output will contract by 4.8% year on year in 2020. Trade disruptions will remain severe, causing global trade to contract by 22.6% this year. Oil prices will decline by more than 37% this year, to average US$4o/barrel, before they recover to US$44/b next year. Global GDP will not recover to pre-coronavirus levels before at least 2022. Real GDP will contract in all regions of the world, but the drop in output will be especially severe in OECD countries (at 6%). All G7 countries and all but two G20 countries (China and Indonesia) will experience a full-year recession in 2020. We believe that the US's output will contract by 4.8% this year and expect China to record real GDP growth of 1.4%. Most countries have responded with huge fiscal expansion to support businesses and households, raising the risk of sovereign debt crises in the medium term. Central banks have cut interest rates and, more importantly, have stepped up as buyers of last resort for government and corporate debt.

Latin America has emerged as the new epicentre of Covid-19, reflecting weak healthcare systems, highly urbanised populations, structural institutional weaknesses and government policy failures. Although the region makes up just over 8% of the world’s population, it currently accounts for close to half of new confirmed coronavirus cases (and deaths) globally. However, even as the coronavirus caseload continues to grow, policymakers have been left with little option but to evaluate possible exit strategies amid a dramatic economic collapse. Most governments lack the fiscal space and the institutional capacity to provide support to consumers and businesses during a more protracted lockdown. The exit from lockdown will be gradual and bumpy, as will the region's economic recovery. Real GDP in Latin America and the Caribbean as a whole will return to pre-coronavirus levels only in 2023, although Chile and Peru will rebound faster and Mexico and Brazil will lag behind. These differences in the pace of the recovery reflect factors such as capacity for fiscal stimulus, economic structure, and the quality of the business environment and policymaking.

Economic growth
A recession that began in 2018 will deepen drastically in 2020 as a result of the coronavirus outbreak. We forecast that real GDP will contract significantly, by 8.2% in 2020. On the external front, the Nicaraguan economy faces strong headwinds from a steep global recession. Prices for Nicaragua's soft comm-odities exports have been falling, reducing economic rents; there have been waves of furloughs and layoffs in Nicaragua's free-trade zone, as external demand has collapsed; inbound tourism has come to a standstill; and remittances from abroad, which provide vital consumption support for many households, are falling rapidly. Despite the absence of a mandatory quarantine, there are indications that domestic activity has also fallen significantly. For instance, opinion surveys and mobility reports by a US technology firm, Google, suggest that trips to workplaces, to recreational areas and to transit stations have all fallen by double digits in recent weeks.

The government's mismanagement of the public health crisis means that con-sumption and investment are unlikely to recover significantly until a Covid-19 has been developed. In this context, and despite an expected improvement in the external environment, we expect real GDP to contract again in 2021, by 2%. We expect a recovery to materialise in 2022, with GDP growing by 4% in that year. Growth will weaken continually over the forecast period, converging to a trend growth rate of 1.5% in 2024. Our medium-term outlook is dampened by the absence of a real solution to Nicaragua's political conflict, which will keep business confidence subdued for the foreseeable future. Thus, we do not expect real GDP to return to its 2017 level, even by the end of our forecast period.

Economic growth
%	2019a	2020b	2021b	2022b	2023b	2024b
GDP	-3.9	-8.2	-2.0	4.0	2.4	1.5
Private consumption	-2.5	-7.2	-2.5	3.5	2.0	2.0
Government consumption	1.2	-3.0	2.0	2.0	1.0	1.0
Gross fixed investment	-26.0	-16.0	-5.0	11.0	6.0	3.0
Exports of goods & services	5.3	-14.4	9.5	3.6	2.3	1.5
Imports of goods & services	-5.4	-11.3	6.3	6.0	2.4	2.4
Domestic demand	-7.3	-7.9	-2.2	5.3	2.5	2.0
Agriculture	2.3	-5.0	2.0	3.0	2.5	2.5
Industry	-3.7	-9.0	2.0	4.0	2.0	1.6
Services	-4.8	-8.0	-3.5	4.5	2.5	1.6
a Actual. b Economist Intelligence Unit forecasts.

	Inflation
	Inflation will be relatively subdued throughout the forecast period, averaging 3.8% in 2020-24, owing to tepid demand-side pressures. A more stable córdoba will also help to keep imported inflation in check. The key risk to our forecast stems from greater debt monetisation than we currently expect.


	Exchange rates
	Assuming that the BCN's crawling-peg framework is maintained as is, we expect the córdoba to weaken, from C33.84:US$1 at end-2019 to C39.23:US$1 at end-2024. Despite this lower rate of crawl, the córdoba will remain under-valued relative to its ten-year average (in real, trade-weighted terms).


	External sector
	Amid economic and political crisis, dramatic import compression has shifted Nicaragua's traditionally large current-account deficit into a sizeable surplus. Although the surplus will narrow over the forecast period, we expect the current account to remain in surplus until 2024.

The trade deficit will widen from 2.8% of GDP in 2020 to 9.5% of GDP in 2024. This reflects our view that export earnings will be constrained by low productivity growth, and that the import bill will rise amid modestly higher domestic demand and higher oil prices. The services surplus will rise from a trough of 1.6% of GDP in 2020, but will still only reach 2% of GDP in 2024, as the tourism sector will fail to unlock its potential. The secondary income surplus—mainly composed of remittances from abroad—will also dip in 2020, to 13.1% of GDP, but will recover thereafter, to 14.6% of GDP in 2024.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
 	2019a	2020b	2021b	2022b	2023b	2024b
Real GDP growth	-3.9c	-8.2	-2.0	4.0	2.4	1.5
Gross fixed investment growth	-26.0c	-16.0	-5.0	11.0	6.0	3.0
Unemployment rate (av)	7.1	9.5	8.6	7.8	7.3	7.0
Consumer price inflation (av)	5.4c	3.8	2.6	3.7	5.0	3.9
Consumer price inflation (end-period)	6.1c	2.2	2.9	5.4	4.0	4.0
Lending interest rate	12.5	10.2	8.5	8.1	7.0	7.0
NFPS fiscal balance (% of GDP)	-2.1	-5.8	-4.4	-2.4	-2.6	-3.0
Exports of goods fob (US$ bn)	4.5	4.3	4.6	5.0	5.2	5.4
Imports of goods fob (US$ bn)	5.5	4.6	5.2	5.7	6.3	6.6
Current-account balance (US$ bn)	0.7	0.9	0.9	0.8	0.4	0.4
Current-account balance (% of GDP)	5.3	7.9	7.9	6.5	3.6	3.0
External debt (year-end; US$ bn)	11.5	11.4	11.7	11.9	12.2	12.6
Exchange rate C:US$ (av)	33.12c	34.38	35.41	36.48	37.58	38.70
Exchange rate C:US$ (end-period)	33.84c	34.85	35.90	36.98	38.09	39.23
Exchange rate C:€ (end-period)	38.01c	39.03	39.85	43.08	45.70	47.86
Exchange rate C:SDR (end-period)	46.51c	47.59	49.22	51.80	54.11	56.53
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.

	Annual data and forecast
	Title
	€	2015a	2016a	2017a	2018a	2019b	2020c	2021c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	12,757	13,286	13,786	13,064	12,521a	11,401	11,206
Nominal GDP (C m)	347,707	380,261	414,278	412,207	414,714a	391,991	396,822
Real GDP growth (%)	4.8	4.6	4.6	-4.0	-3.9a	-8.2	-2.0
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	5.2	5.7	2.7	-4.5	-2.5a	-7.2	-2.5
Government consumption	5.6	8.2	1.6	-1.5	1.2a	-3.0	2.0
Gross fixed investment	17.0	1.4	2.1	-20.1	-26.0a	-16.0	-5.0
Exports of goods & services	-1.0	4.6	10.1	-1.0	5.3a	-14.4	9.5
Imports of goods & services	12.0	4.1	3.3	-14.0	-5.4a	-11.3	6.3
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	-0.8	4.6	9.1	1.0	2.3a	-5.0	2.0
Industry	5.0	3.1	2.3	-1.3	-3.7a	-9.0	2.0
Services	5.2	5.4	4.7	-5.0	-4.8a	-8.0	-3.5
Population and income	€	€	€	€	€	€	€
Population (m)	6.2	6.3	6.4	6.5	6.5	6.6	6.7
GDP per head (US$ at PPP)	5,294	5,694	6,004	5,834	5,635	5,194	5,084
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Non-financial public-sector revenue	26.5	28.2	28.7	27.2	29.8	26.9	29.1
Non-financial public-sector expenditure	28.1	30.1	30.8	31.4	32.0	32.7	33.4
Non-financial public sector balance	-1.6	-2.0	-2.0	-4.1	-2.1	-5.8	-4.4
Net public debt	45.3	44.8	47.2	52.9	57.3	66.2	68.7
Prices and financial indicators	€	€	€	€	€	€	€
Exchange rate C:US$ (end-period)	27.93	29.33	30.79	32.33	33.84a	34.85	35.90
Consumer prices (end-period; %)	3.1	3.1	5.7	3.9	6.1a	2.2	2.9
Stock of money M1 (% change)	21.6	0.2	17.0b	-5.0b	-18.0	-11.0	1.5
Stock of money M2 (% change)	17.7	-0.2	16.4b	-5.5b	-17.2	-10.4	1.4
Lending interest rate (av; %)	12.1	11.4	10.8	10.9	12.5	10.2	8.5
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-2,545	-2,520	-2,407	-1,633	-960	-317	-518
€Goods: exports fob	3,859	3,772	4,143	4,169	4,531	4,275	4,644
€Goods: imports fob	-6,405	-6,292	-6,549	-5,802	-5,491	-4,591	-5,162
Services balance	232	394	529	414	325	183	156
Primary income balance	-346	-357	-364	-310	-408	-456	-461
Secondary income balance	1,514	1,612	1,567	1,612	1,711	1,493	1,704
Current-account balance	-1,145	-871	-675	84	667	903	881
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	10,509	10,985	11,461	11,618	11,496	11,383	11,690
Debt service paid	792	829	1,140	1,066	1,268	1,583	1,298
€Principal repayments	593	605	870	791	914	1,232	926
€Interest	199	225	270	275	353	351	372
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	2,492	2,448	2,758	2,261	2,397	2,400	2,650
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.

	Quarterly data
	Title
	€	2018	€	€	2019	€	€	€	2020
€	2 Qtr	3 Qtr	4 Qtr	1 Qtr	2 Qtr	3 Qtr	4 Qtr	1 Qtr
Prices	€	€	€	€	€	€	€	€
Consumer prices (av; 1994=100)	214.1	215.0	217.9	220.3	226.6	227.9	230.4	n/a
Consumer prices (% change, year on year)	5.3	5.1	4.5	3.9	5.8	6.0	5.8	n/a
Financial indicators	€	€	€	€	€	€	€	€
Exchange rate C:US$ (av)	31.36	31.74	32.13	32.53	32.92	33.33	33.70	33.96
Exchange rate C:US$ (end-period)	31.55	31.94	32.33	32.72	33.12	33.53	33.84	34.09
Deposit rate (av; %)	1.0	0.7	2.3	3.5	2.4	2.7	3.7	n/a
Lending rate (av; %)	10.1	11.1	12.5	12.5	13.3	12.0	12.0	n/a
Foreign payments (US$ m)	€	€	€	€	€	€	€	€
Merchandise trade balance	-467.4	-245.9	-467.8	-241.6	n/a	n/a	n/a	n/a
Services balance	86.2	52.0	103.9	108.8	n/a	n/a	n/a	n/a
Primary income balance	-69.3	-69.0	-59.0	-68.2	n/a	n/a	n/a	n/a
Net transfer payments	406.2	402.8	418.9	395.8	n/a	n/a	n/a	n/a
Current-account balance	-44.3	139.9	-4.0	194.8	n/a	n/a	n/a	n/a
Reserves excl gold (end-period)	2,654.2	2,301.6	2,261.1	2,125.3	2,194.5	2,256.5	2,397.4	2,571.3
Sources: Banco Central de Nicaragua; IMF, International Financial Statistics.

	Monthly data
	Title
	€	Jan	Feb	Mar	Apr	May	Jun	Jul	Aug	Sep	Oct	Nov	Dec
Exchange rate C:US$ (av)
2018	30.86	30.98	31.10	31.23	31.36	31.48	31.61	31.74	31.87	32.00	32.13	32.27
2019	32.40	32.53	32.66	32.79	32.92	33.06	33.19	33.33	33.47	33.60	33.71	33.80
2020	33.88	33.96	34.05	34.13	34.21	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Exchange rate C:US$ (end-period)
2018	30.92	31.03	31.16	31.29	31.42	31.55	31.68	31.81	31.94	32.07	32.20	32.33
2019	32.46	32.59	32.72	32.85	32.99	33.12	33.26	33.40	33.53	33.67	33.75	33.84
2020	33.92	34.00	34.09	34.17	34.25	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Deposit rate (av; %)
2018	2.6	0.5	0.6	2.0	0.5	0.5	0.8	0.6	0.8	1.0	2.8	3.1
2019	4.8	4.2	1.5	1.5	4.1	1.7	1.6	4.1	2.5	4.6	1.7	4.8
2020	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Lending rate (av; %)
2018	12.9	8.5	8.1	10.4	9.6	10.4	11.2	10.2	12.1	12.1	12.1	13.4
2019	12.9	11.8	12.9	13.0	13.3	13.7	11.3	13.0	11.9	12.0	12.5	11.4
2020	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Consumer prices (av; % change, year on year)
2018	5.4	4.8	4.8	4.8	5.3	5.7	5.2	5.0	5.1	5.1	4.4	3.9
2019	3.3	3.4	5.1	5.8	6.0	5.6	6.1	6.3	5.6	5.4	5.7	6.1
2020	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Foreign-exchange reserves excl gold (US$ m)
2018	2,782.4	2,813.2	2,891.7	2,970.2	2,902.3	2,654.2	2,496.3	2,446.7	2,301.6	2,260.1	2,250.6	2,261.1
2019	2,179.0	2,149.8	2,125.3	2,174.4	2,145.1	2,194.5	2,183.9	2,201.1	2,256.5	2,317.3	2,352.3	2,397.4
2020	2,419.5	2,446.5	2,571.3	2,664.8	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Sources: Banco Central de Nicaragua; IMF, International Financial Statistics; Haver Analytics.
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