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NICARAGUA

National Strategy to Strengthen Trade-Related Capacities

of FTAA Countries

Part I: Overview

Since 1990, with the advent of democracy, the different governments of Nicaragua have undertaken the arduous task of making changes in the political, economic and social environment, geared towards what has been known as the triple transition, moving from i) war to peace; (ii) dictatorship to democracy; and (iii) a centralized economy to a market economy.

In terms of economics, the country underwent an austere stabilization and structural adjustment process with a view to stabilizing the economy and redirecting it towards greater participation in the global economy, based on the belief that a small and open economy like Nicaragua’s can only achieve greater levels of growth and development through participation in international markets.

The stabilization and adjustment programs conducted have brought about a significant reduction in inflation, stabilized the exchange rate, controlled the fiscal deficit and generated an average growth rate in the Gross Domestic Product (GDP) of 4.8 percent since 1994. Likewise, and with the exception of the years 1997 and 2002, since 1995 there have been per capita GDP increases. Despite the adversities caused by natural disasters and by the deteriorating global economic situation in terms of trade, the country has returned to the growth path and economic and social development.  As a result, the level of unemployment, as a percentage of the Economically Active Population (EAP), has been decreasing steadily, from 17.8 percent in 1993 to 9.8 percent in 2000, reaching 11.6 percent at the end of 2002.

The achievements resulting from the efforts to build a peaceful, democratic, free and prosperous nation have only been possible because of the financial support provided by the international community. During the period 1990 to 2002, bilateral and multilateral organizations have channeled funds amounting to USD 7,500,700,000.00 into Nicaragua, 56 percent of which have been donations and the remaining 44 percent have been loans. On average, during the past thirteen years, the Government of Nicaragua has received USD 576.9 million per year, plus USD 1.5 million per day, in the form of international cooperation, which constitutes approximately 25 percent of the GDP and a figure which is slightly lower than the value of exports for 2002. During 2002, 76.6 percent of the Public Investment Program was funded by external resources, and this ratio increased to 84.6 percent in the year 2003.

Despite the efforts made, the achievements have not been sufficient to reduce the high levels of poverty among the Nicaraguan population. The economy is still at levels which are much lower than those that existed at the end of the seventies, with insufficient production being the main cause of general poverty, making the country the second poorest in the Hemisphere. National production, valued at USD 26.25 million in 2002, accounted for 8.5 percent of the total production for the Central American region that year, and it represents a per capita income of only USD 463 for a population of 5.4 million inhabitants. Exports, which are essential for the growth and development of a small and open economy like Nicaragua’s, amounted to only USD 592 million in 20021, while imports reached USD 1.660 billion in the same year. The trade gap increased from USD 307 million in 1990 to USD 1.146 billion in the year 2002, representing approximately 44 percent of GDP.

The low level of production is the cause of the failure to meet basic social needs, the impact of which surpasses the immediate present and compromises the development possibilities for the future. This is why the government drafted and has been implementing a Reinforced Strategy for Economic Growth and Poverty Reduction (ERCERP) since the year 2000. A revised version of this strategy was presented in July 2001, after a comprehensive consultation process with multilateral cooperation organizations and bilateral cooperation agencies, and after discussions with the National Council for Economic and Social Planning (CONPES)2 and other groups in Nicaraguan civil society. 

The ERCERP is founded on four pillars, as well as three cross-sectional topics; all are interrelated and many of the governmental measures adopted in one area will create synergy in the others. The four pillars are: 
1.
broad-based economic growth and structural reform;

2.
investment in the human capital of the poor;

3.
better protection for vulnerable groups; and
4. 
governance and institutional development

The cross-sectional topics are:
1. environmental vulnerability of the nation;
2. greater social equity; and
3. decentralization of decision-making and the provision of services

Broad-based economic growth and structural reform is the most important pillar of the ERCERP. This pillar rests on the implementation of a sustained economic stabilization and structural reform program, which includes the privatization of state-owned utility agencies, measures designed to modernize and integrate the rural economy, promote small and medium-sized enterprises, develop the Atlantic Coast and promote strategic production clusters. The strength of this pillar will depend on the dynamism not of the public, but of the private sector, which will create jobs, as well as greater income and wealth in Nicaragua. The strategic vision in this first pillar of the ERCERP is undergoing major fine-tuning, which allows for the identification of programs and projects, with their corresponding intermediate indicators, which impact at the national, sectoral and local levels. 

To have a better idea of the consultation process on which the National Development Plan (PND) is based, the work of the previous administration in terms of the national consultation, which resulted in the creation of the ERCERP, must be recognized. The consultations at the local level that underpin the strategic guidelines presented herein were supported by the previous ERCERP process. 

In 1997, the government initiated consultations with the political parties, the business community, trade unions, churches, universities, professional associations, women’s movements and community-based organizations in order to obtain broad support for its policies. In 1998, the government started a dialogue on the reform of the health system at the same time that it was developing a new education strategy with contributions from broad segments of the society.  

The consultations with the Consultative Groups proved useful in the expansion of the participation process. In a 1998 meeting with the Geneva Consultative Group, the government emphasized the growing national consensus that rural development was key to the progress of the country. At the end of that same year, after Hurricane Mitch, the government presented the Reconstruction Plan, in Washington, which was ratified and supported by the Stockholm Consultative Group in May 1999. 

The formulation of the ERCERP benefited from these previous consultation processes.  These processes influenced the development of government feedback mechanisms and a greater interaction among all those consulted, as well as the establishment of a more formal consultation mechanism. The government reacted by creating the CONPES in 1999, whose legal basis is in the Constitution of the Republic, to serve as a sounding board for the demands of the population and civil society. 

The government set specific objectives, identified and articulated programs, and created systems for the supervision and evaluation of programs.  With the assistance of the World Bank and contributions from different ministries, programs were selected for inclusion in the budget for the fiscal year 2001.  The principal outcome of this effort was the ERCERP of August 2000, which detailed the strategy.  The ERCERP was evaluated by the IMF and the WB as part of the documentation presented by Nicaragua in the process to make a decision on the HIPC initiative in December 2000. 

As expressed in the ERCERP, the government “recognizes the need to strengthen this pillar [of economic growth] in terms of research capacity, definition of policies and implementation”3. As a result, the Secretariat for Coordination and Strategy (SECEP) presented Nicaraguan society and the international community with a first draft of the National Development Strategy proposal in December 2002.  The valuable recommendations and suggestions have been incorporated. 

The participation-based building of the National Development Plan

The process was conceived and designed as an effort geared towards facilitating a suitable environment to motivate Nicaraguan society to reflect on the national reality and to awaken in the individual and collective conscience, the conviction to make profound changes in the way things are done, in order to redirect the current negative trends for a better common future. 

While the Presidency called for a participatory process to define a National Development Plan, a National System for Citizen Participation was being organized.  The goal of this system is to build a strategic alliance between government and society that aims for development and democratization based on governance and co-responsibility. 

The Government also agreed with the International Monetary Fund (IMF) to establish a Poverty Reduction and Growth Facility Program (PRGF) for macroeconomic and structural reform.  This program reflects the Government’s commitment to continue implementing a serious macroeconomic policy, in support of the implementation of the ERCERP, with the latter program and the PRGF being requirements for opting for the Highly Indebted Poor Countries (HIPC) Initiative.  Nicaragua still does not qualify for the HIPC, but it receives what is known as Interim Debt Alleviation, which amounts to USD 98 million for this year. 

Furthermore, in keeping with the policy of economic adjustment and participation in the global economy, and in collaboration with the other countries of the Central American region, the country has been involved in the negotiation of several free trade agreements (FTAs). FTAs have already been signed with Mexico, the Dominican Republic and Chile, and new agreements are being negotiated with Canada, Panama and the United States. In addition, Nicaragua participates actively in the negotiations for the creation of the Free Trade Area of the Americas (FTAA) and in the Doha Round of Multilateral Trade Negotiations, in the framework of the World Trade Organization (WTO). 

The intensification of economic liberalization in general, and in particular the FTA negotiations with the United States, the country to which Nicaragua sends more than 50 percent of its total exports, represents a great opportunity to promote the growth and the development of the Nicaraguan economy, reduce the high levels of poverty and provide the population with an ever-improving standard of living. 

However, the mere existence of free trade does not guarantee economic growth or prosperity. Although economic liberalization is a necessary condition for a sustained increase in production and exports, it is not sufficient, since it is also necessary to create internal conditions to increase production, through the promotion of national and foreign investment. It is also important to ensure that production is competitive and conforms to the quality standards and the demand requirements in international markets.  It must be pointed out that the promotion of production and export of unprocessed agricultural products, though important, is not sufficient to generate employment in a sustainable way, nor the higher revenue required by the country, in light of the changes in prices in international markets and the exposure to external “shocks” caused by an undiversified foreign trade structure, such as that of Nicaragua. The promotion of national production should be complemented by the promotion of production and the competitive export of new products, with higher added value and increasing degrees of differentiation, according to the demand in international markets.

In light of the above, actions must be undertaken which tend to promote the growth and diversification of national production, so that more opportunities for employment can be created and proper use made of the new opportunities provided by market opening, which make the country’s development viable within the context of globalization and facilitate “the leveling of the playing field”, features of current global trade relations. 

Finally, there must be appropriate institutionality for the negotiation and subsequent administration of trade agreements. 

Chapter I. Institutional Framework for Trade Policies and Negotiations

Nicaragua’s trade policy

The great economic reforms initiated in the nineties include trade liberalization and tariff reduction, which seek to regain the competitiveness that the Nicaraguan economy lost during the eighties.  The high levels of protection in that decade gave way to a drastic reduction in Nicaragua’s exports and in the income of its Nicaraguan people.  Efforts to promote investment and exports in the nineties led to a rise in exports, from USD 225 million in 1992, our lowest point in almost forty years, to current levels of approximately USD 650 million. Including Free Zone exports, these amounts currently surpass USD 900 million, and support job creation and higher incomes for Nicaraguans.

The trade policy, therefore, has translated into a tariff reduction to the current average rate of 5.1 percent, which has reduced the cost of importing capital goods, as well as that of intermediate goods and a reasonable amount of the consumer goods which enter the country under our trade liberalization regime. The major exception is the agricultural sector, which enjoys greater protection due to its high sensitivity and strategic importance for the Nicaraguan economy. This point of departure has been the basis of the negotiations of recent trade agreements, and of the negotiations with the United States for a Free Trade Agreement in particular.  In the latter case, although market access is being sought for those Nicaraguan products that enjoy clear comparative advantages, the interests of the agricultural sector will be defended, and pains will be taken to ensure that the opening up of this sector is gradual, while creating better conditions for optimum performance. 

Through this trade policy and its implementation strategy, Nicaragua is attempting to increase and diversify production and trade in goods and services, and to increase employment, which would bring about a corresponding increase in real income and in the standard of living of the country’s citizens. 

The basic principles of Nicaragua’s foreign trade policy are: trade without discrimination, and fair competition, the harmonious settlement of disputes, special treatment for developing countries, cooperation, and growing and foreseeable access to markets. 

Included in the elements which have been incorporated into this trade policy is that of producing and exporting under favorable working conditions.  Nicaragua’s national legislation is considered one of the best in Latin America and applying it correctly may help to create a competitive advantage.  Furthermore, this policy recognizes copyright, as well as the close link between trade and sustainable development, and reflects the fact that a rich biodiversity has become one of the bases for creating competitive advantages. 

At present, the mission of the Ministry of Development, Industry and Trade (Ministerio de Fomento Industria y Comercio – MIFIC by its Spanish acronym), which is responsible for creating and administering trade policy, is to contribute to the economic development of Nicaragua and reduce the levels of poverty and unemployment by promoting exports and investments, enabling the private sector to be more competitive in the liberalization and globalization process, and by promoting an open, stable and transparent regulatory framework, which allows Nicaragua to face the challenges of the changing world. 

In accordance with the basic objectives of promoting exports, investments and the competitiveness of private agents, the country has intensified the liberalization process in recent years by unilaterally adopting a series of measures to promote greater competitiveness in national production and greater participation in the international economy. 

At the same time, it has also used regional integration and multilateral negotiation instruments as complementary methods for making progress in this direction, thereby creating greater access to external markets.  Nicaragua’s trade agenda has included negotiations at the Central American level, the signing and ratification of free trade agreements with Mexico and the Dominican Republic, as well as the negotiation of free trade agreements with the United States, Chile, Canada and Panama, the negotiations for the FTAA, and the adoption and implementation of the commitments made at the Uruguay Round.  

Trade policy instruments

International trade agreements, as instruments for the opening up of new preferential markets and for the attraction of investments and co-investments. 

Tariffs, as instruments for the development of exportable national production.

Agreements for the protection and promotion of investments, as instruments for attracting and establishing clear and transparent rules for foreign direct investment. 

Central American economic integration agreements, as instruments for the development of the Free Trade Zone and the building of the Central American Customs Union. 

Law 382 for Temporary Admission and Active Development, as an instrument of export facilitation and promotion.

The tax refund (1.5 percent) for the producer or exporter, as a complementary instrument for export promotion.

The new Tax Reform Law, as an instrument which contributes to the removal of anti-exporter biases and amends the tax regulations, so that they will be more transparent to the national and foreign economic agent.

The Foreign Investment Regime, which establishes incentives, removes restrictions and provides for the full application of national treatment. 

The Export Processes Center and Single Commercial Window, which serve to facilitate and ease the export and investment procedures, respectively. 

Relationship of trade policy to other public policies and the need for coordination among them:

Exchange policy – which encourages a pro-exporter exchange rate.

Fiscal policy – which encourages production and export, through public investment in competitive production projects that support investment. 

Monetary and financial policy – which facilitates the availability of loans for production, export and investment, with competitive terms and interest rates. 

Educational reform- which raises the level of technical education among the Nicaraguan population.

Infrastructure – which encourages the development of a port, airport, road, rural electrification and communications infrastructure, so that they become a fundamental pillar for the development objectives pertaining to production, export and investment.

Institutionality of the trade policy

Role and leadership of MIFIC, as the entity responsible for the country’s trade policy.

Role of the Agriculture and Forestry Ministry (Ministerio Agropecuario y Forestal - MAGFOR by its Spanish acronym), the entity responsible for the country’s agricultural development, a cornerstone for the development of exportable agricultural and agro-industrial products.

Role of the National Assembly in the creation of laws to promote and support exportable national products and to promote investments. 

Role of the Presidential Commission of the FTA, as a consultative entity for major trade policy decisions. 

Role of Pro-Nicaragua, as a catalyst for foreign direct investment in Nicaragua. 

Role of the Exports Center (Centro de Exportaciones – CEI by its Spanish acronym), as a catalyst for export opportunities.

Role of the Judiciary, as the entity responsible for the administration of justice in administrative disputes. 

Role of civil society and entrepreneurs, as some of the major players in the design and implementation of trade policy. 

Globalization of the trade policy

WTO negotiations

The trade regulations negotiated within the WTO are the fundamental basis of trade policy in Nicaragua. The country’s participation in the negotiation of new issues and renegotiation of issues such as agriculture is essential for fulfilling the trade liberalization objectives for the access of our products to the markets of member countries, especially those which have internal support programs or export subsidies. 

Negotiation of free trade agreements

The opening up of new markets, along with the promotion of exportable production, is a key element of Nicaragua’s trade policy agenda.  Ensuring access to new preferential markets, especially in countries regarded as our main trading partners, is essential for achieving the country’s export development objectives. 

Negotiation in Central American integration forums

The establishment of the Customs Union as an economic development objective in the region also has a strategic objective in the international sphere.  In the current context of the globalization of economies, the relative weight of small countries, such as Nicaragua, is increasingly less attractive when conducting international trade negotiations with larger countries or groups of countries.  Developing the strategic importance of the Central American Customs Union is one of the principal medium-term development objectives.

Consultation mechanisms

The definition of a participatory trade policy that includes the strengthening of mechanisms for coordination, consultation and the two-way exchange of information with civil society, is one of the main bases on which a transparent, reliable, solid and long-term trade policy should be sustained. 

Guidelines and actions to be carried out

Aggressive participation in trade negotiations within the WTO to ensure that  Nicaragua’s interests as a developing country are defended and to guarantee a fair and equitable balance in global trade, especially in those goods and services in which Nicaragua has comparative and competitive advantages. 

Deepening of the regional and international insertion and integration process until foreign trade becomes the main axis of the country’s development. Establishing the Central American Customs Union. 

Successful negotiation of free trade agreements with our main trading partners, including the United States and the European Union.  Successful conclusion of the FTAA negotiations. 

Removing anti-exporter biases, which prevent greater and faster growth of exports.

Taking greater advantage of existing free trade agreements.  Strengthening of the administrative capacity of the FTAs.  Modernizing administrative mechanisms. Greater participation of the private sector in the administration of the FTAs. 

Strategic strengthening of the role of small and medium-sized enterprises (SMEs), as one of the fundamental engines for the country’s agro-industrial and industrial development. Maximizing their capacity to generate new export products with high added value.  Increasing the quality standards for products manufactured by SMEs.

Facilitating export and investment procedures. Modernizing systems for the facilitation of said procedures, as well increasing the degree of automation. 

Strengthening Nicaraguan institutions linked to the trade policy in their regulatory functions, the application of legal instruments and the protection of national production from sanitary and phytosanitary threats, as well as from anti-competitive and unfair practices. 

Developing the country’s infrastructure, focusing particularly on support services for export and attracting investments: ports of exit to the Caribbean, highways and roads linked to production, cheaper sources of energy, accessible communication.

Establishing institutional coordination systems geared towards the fulfillment of trade policy objectives and the assumption of their respective roles by State institutions. Having the entire Cabinet of Government embrace the objectives and speak with one voice. Ensuring the participation of the other State powers, which also have their role to play and a commitment to fulfill. 

Clear and permanent rules that encourage a healthy investment climate. 

Review of institutionality for attracting investments, promoting exports and encouraging competitiveness.  Close collaboration with existing programs. 

Raising productivity and increasing technological know-how of the country’s skilled labor force, through the development of formal technical education. 

Creation of new capacities and foreign trade modalities by the private sector. 

Formulation of strategies for each negotiation process according to the development strategy and in consultation with civil society. 

Interrelations with clusters.  The need to channel all production efforts of the Government in the same direction. Concentration of available financial resources in the development of “star sectors.”  Increase in the pooling of efforts in this area.

Chapter 2. Trade Agreements and Negotiations

Nicaragua has been integrating itself into the world economy and participates in trade agreements, the most outstanding of which include the WTO, which establishes a global framework for international trade and which seeks to regulate trade relations at the global level. Nicaragua’s position in the Doha Round of the WTO will be to continue demanding special treatment for smaller, developing economies, such its own, to lobby for the removal of the subsidies and internal aids which industrialized countries grant to their agricultural goods, especially Japan, the European Union and the United States, and to advocate the removal of all barriers that distort trade and negatively impact our export potential.

The limited progress made in these negotiations, however, is what has made bilateral free trade agreements necessary, with the hope that within the framework of these agreements, treatment that is more favorable to Nicaragua’s interests may be achieved. That is why the country also participates in other trade negotiations, including the hemispheric and regional negotiations for the FTAA, and the Central American Customs Union.  Bilaterally, Nicaragua has entered into free trade agreements with Mexico and the Dominican Republic.  In time, it is hoped that negotiations will be successfully completed with Canada, Chile, Panama, Taiwan, the European Union and the United States, in particular.

In the FTAA negotiations, Nicaragua will also demand special treatment for small economies such as ours and those of some Caribbean countries. The country will adopt the Central American position of only reaching agreements with countries that are prepared to fully open, in due time, all the goods and services sectors and intellectual property sector, while respecting labor and environmental standards. 

Nicaragua’s trade with Central America, which has a GDP of USD 59 billion and 33.7 million inhabitants, currently represents approximately 35 percent of its overall trade. Efforts will continue to encourage the regional integration process and especially the Customs Union, through our leadership.  The Customs Union will enable goods and services, regardless of their origin, to flow freely into and out of the country, and will allow for the removal of border posts between member countries, and for common tariff and customs policies, tax harmonization and a common foreign and regional trade policy.  This should facilitate trade and the provision of services, the elimination of obstacles to regional trade, and the reduction of operating and transaction costs in the transportation of goods, which will make the region more attractive for national, regional and foreign investment. This will then create more jobs and income for Nicaraguans. 

The most important current and potential trading partner for Nicaragua is the United States. Central America is the fifth largest exporter of agricultural goods to the United States, which currently receives over 40 percent of Nicaraguan exports. A Free Trade Agreement with the United States would therefore result in a better business and investment climate in the country and build the confidence of investors, whose capital is needed to transform the production structure and create higher quality jobs for all sectors of the country. This will be achieved by establishing clear rules and greater transparency in commercial transactions, thus promoting greater technology transfer.  Access to the United States market would enable Nicaragua to diversify and increase its exports and have access to inputs at a reduced cost.

Nicaragua’s negotiation strategy will be to gain access for goods in which it enjoys clear comparative advantages, and to protect sensitive categories through a process of gradual tariff elimination, which includes safeguards and suitable compensation mechanisms while exports from the US market continue to be subsidized. Apart from market access, this agreement seeks to homogenize laws and set up a framework of trade and investment guarantees that allow for greater legal accuracy and guarantees for investors; homogenize standards and norms to regulate trade, reduce transaction costs; and provide greater legal and institutional transparency to encourage the development of trade and investment.  The protection strategy includes special treatment for sensitive categories and the garnering of support for the transition towards free trade, especially for small and medium-sized enterprises, small producers and subsistence agriculture. 

Likewise, special emphasis will be placed on the cooperation mechanism which has been institutionalized in this agreement, as an acknowledgement of the differences in the sizes of our economies (with the support of USAID, the World Bank, the Inter-American Development Bank, the Central American Bank for Economic Integration, the Economic Commission for Latin America and the Organization of American States), for projects which encourage the competitiveness of our enterprises, production infrastructure, technology transfer and investment in human capital. 

As a result of the Free Trade Agreement with the United States, in the short term Nicaragua hopes that the potential winners will be categories such as meat, dairy, coffee, fishing, sugar, peanuts, fruits, flowers and ferns, vegetables, and others. Among the sensitive sectors, corn, sorghum, poultry, pork, rice, beans and powdered milk are the most important. 

Negotiations for the Free Trade Agreement with the United States will be completed in December 2003.  Once the US President submits the Agreement to Congress in March 2004, a proposal will be made to all Central American countries that they simultaneously approve the Agreement in the region. This will ensure that the same will happen in the United States no later than June 2004.  In light of the election period in the United States, this will ensure that the agreement comes into force in January 2005. The Central American region would then have an important advantage over other competitors who are earnestly seeking to enter into a similar Free Trade Agreement with the United States, because of its immense market potential. 

Once the negotiations have been completed and are in the finalization process, a new legal and institutional base will be created to carry out commercial activity. With the entry into force of the various FTAs, new export opportunities will be created under favorable terms in those markets.  In order to profit from these new opportunities, it is essential to make progress in increasing the exportable supply of the country and produce competitively, taking into account the quality standards and other standards at the global level. These standards imply an improvement in the processes of packaging, packing, labeling, handling, transportation, preservation, production processes and methods.  In this regard, the government will strengthen the export promotion system.

Chapter 3. Cooperation for Strengthening Trade

The trade negotiations underway, especially those related to the FTAA and the FTA with the United States, present very serious challenges to the Government, from the point of view of the technical capacity required for defining a negotiation strategy based on the commercial interests of the country. An evaluation will have to be done of the possible impacts of that which is negotiated on the productive sectors, the economy in general and the private sector, within a framework of inter-institutional coordination, so that the negotiation positions have the relevant national backing and seek to bring about a positive impact on the development of the productive sectors. 

The entity responsible for designing and implementing Nicaragua’s foreign trade policy, however—MIFIC—does not have sufficient qualified human resources at this time, nor the technical means required to suitably and simultaneously conduct the various negotiations underway, based on the processing of information and the impact which these negotiations could have on different productive sectors. 

Negotiations have been conducted with the Inter-American Development Bank (IDB) for the Strengthening of the Foreign Trade Management project, which includes the following areas of cooperation in its International Trade Negotiations component:

A.  Institutional strengthening, with the aim of (i) creating inter-departmental working groups related to the negotiations agenda; (ii) creating an Economic-Trade Studies Unit to conduct studies and technical analyses to support trade negotiations; (iii) creating inter-institutional coordination mechanisms for the public sector at the technical level, so that they have working teams and integrated coordination mechanisms at the levels of strategic policy management of negotiation processes4, and (iv) establishing a program of remunerated workshops for final-year university students or recent graduates from degree programs related to international trade.  The workshop participants will conduct research to support the new Economic-Trade Studies Unit in the following areas: market access, technical barriers to trade, agriculture, sanitary and phytosanitary measures, rules of origin, dispute settlement, trade and the environment, as well as trade and labor laws and financial and telecommunication services, so that new cadres of trade specialists and negotiators in the country can be created.

B.   Specialized consultancy, with the financing of technical assistance services for negotiators, to define negotiation strategies in different negotiation forums and the preparation of technical studies for different areas of negotiation. 

C.   Technical training, with the financing of technical training programs in different areas of international trade, with the aim of building the technical capacity of human resources in different public and private sector institutions, which allows for a deeper understanding of the matters under negotiation.  

Given the importance of trade negotiations for the future development of the country, national consensus must be reached on the advantages of greater trade opening based on a negotiation strategy proposal. This consensus is only possible through the implementation of a transparent information dissemination policy, debate, discussion and consultation with all the segments and groups in civil society, so that it will have the relevant backing before the negotiations and its benefits can be widely enjoyed by all sectors of Nicaraguan society. In this regard, the Strengthening of the Management of Foreign Trade project also includes a consultation, dissemination and participation component, with the following areas of cooperation:

A.   Participation and dissemination mechanisms, with funding for (i) technical assistance and the provision of equipment for the design and implementation of mechanisms for dialogue and consultation with the private sector and civil society, including the installation of a toll-free line and the establishment of a participatory web site which serve as sources of information and dissemination allowing for the channeling of questions, concerns and interests on various topics related to international trade; and (ii) the design and implementation of a national dissemination plan to inform the public about the importance of and progress made in trade negotiations, the interests involved, the benefits for the country through trade agreements, and the activities carried out to obtain greater access for Nicaragua’s exports to different international markets, including training activities and interaction with representatives of civil society and the private sector in different cities of the country, radio and television programs, information bulletins, presentations and discussion forums.

B.    Training program for journalists, with funding to develop training courses which seek to develop capacity in journalists and communicators, to deepen their analysis of trade topics and carry out the task of disseminating information on relevant foreign trade topics in a more objective manner, especially the challenges and opportunities arising from negotiation and the signing of international trade agreements. 

C.    Training program for Members of Congress, with funding to develop training activities, technical seminars and workshops for Members of Congress on the topic of foreign trade and its importance for the development of the country, so as to facilitate their legislative work in this area. 

The application of trade agreements is also included in the Strengthening of the Management of Foreign Trade project, currently being implemented and funded by the IDB, in order to strengthen public management in this area, evaluate the impact of trade liberalization undertaken by the country in the framework of signed trade agreements, identify trade barriers and improve the provision of services by public institutions to the private sector and the rest of civil society, in relation to the administration and application of agreements. 

The project contemplates the following areas of cooperation, without suggesting that other additional cooperation interventions will not be needed, according to the specific needs which might arise in the future, especially with the application of the FTA with the United States:

A.    Institutional strengthening, with funding for technical assistance in the design and implementation of a plan to re-engineer the inter-institutional management process in terms of the administration of sanitary, phytosanitary and industrial quality standards, the verification of rules of origin, the protection of intellectual property rights and the conducting of dispute settlement cases and institutional matters, as well as the design and implementation of the  information technology architecture for the application and administration of hardware, software and licenses.

B.   Specialized consultancy, with funding for specialized technical assistance services for technical studies with a view to i) strengthening the institutional system of animal and plant health, in particular, the certification  system, the capacities of State laboratories and the general monitoring system; ii) strengthening the National Quality System, especially regarding manufacturing, certification, implementation and monitoring processes and the dissemination of technical standards, operation and capacities of  laboratories, accreditation and control mechanisms and the participation of different organizations and private entities in the technical committees in the system; iii)  developing the operation of certification mechanisms and those for the verification of origin,  especially for customs and certification bodies.

C.    Training, with funding for training programs for MIFIC officials and those of other organizations, both public and private, analyzing the experience of other countries and disseminating the rules and disciplines contained in the agreements.

Additionally, cooperation from the USAID helps to support negotiations, implementation and, in particular, the Transition to Free Trade in the framework of CAFTA. Recently, USAID committed aid funds to Nicaragua with the specific objective of strengthening the country’s trade-related capacities.

PART II. Strengthening Trade-Related Capacities 

Chapter 4. General and Specific Needs for Participation in Negotiations

4.1 Training to support negotiations

In general terms, officials in the public sector and private entrepreneurs in certain areas on the negotiations agenda require improved and expanded training. Likewise, expanded technical training is required at other levels of government and in the private sector to improve efficient and effective participation in the different exercises underway. In addition, the eventual incorporation of university graduates without prior experience, and the growing complexity of the technical aspects of trade issues, plus the incorporation of new issues, makes it necessary to develop a specific training process during the negotiation process, which allows for the transfer of knowledge to new personnel. 

Training that includes courses, workshops, seminars and overseas sessions is required in order to improve the analytical ability and technical training of the negotiating team so that it is able to efficiently and effectively handle trade negotiations. The sub-program will be geared towards providing training and improving skills in the English language, technical training and specific negotiation skills for junior personnel, MIFIC negotiators, as well as officials from other ministries and members of the private sector.

4.2  Studies and technical consultation to support negotiations

The MIFIC and other organizations involved in trade negotiations need to have access to up-to-date studies on different related matters. These studies must serve as the basis for the reformulation of strategies, the presentation of proposals and the evaluation of those presented by the counterpart.  In this way, responsibilities will be fulfilled more efficiently.

The goal is to provide consulting services and conduct technical studies according to the demands and needs existing in trade negotiations, thus providing public sector officials, especially those of MIFIC, with basic information, analyses and recommendations for making decisions, thereby encouraging the identification and evaluation of national interests and the designing of negotiation proposals. 

4.3  Financing for attendance at negotiations 

Due to the Government of Nicaragua’s commitment to reduce the fiscal deficit and pay particular attention to social program projects, the budget entries allocated to MIFIC do not completely cover the financial requirements for the participation of the entire negotiating team in the different rounds of negotiations being held outside the country. Financial assistance is therefore needed throughout the trade negotiation process. Furthermore, the quest for market access would be more effective if the country were to be integrated into international organizations with quality standards.

It is hoped that MIFIC will gain the necessary financial capacity to have due representation and participation in the trade negotiation rounds, especially those of the FTAA.

4.4  Sensitization of civil society and inter-institutional coordination with the private sector

During the last decade, Nicaragua has participated in various trade negotiation exercises, especially in the regional sphere, as a member of the Central American Common Market (CACM) or bilaterally, as is the case with the agreement signed with Mexico. At present, given the importance of the negotiations with the United States and the FTAA, the consultation mechanisms with the private sector and civil society must be strengthened, by working together as the stakeholders most involved in the country’s international insertion processes to disseminate the anticipated benefits of the FTA.

A program geared towards strengthening and deepening the consultation process with the private sector, civil society, citizens in general, and the key opinion-shaping sectors in foreign trade matters and international trade negotiations in particular, should be designed and implemented. The activities will be specifically directed at the sectors that represent defensive interests, be they political or commercial, and those that represent offensive interests (export and consumer association sectors).

4.5 Acquisition of equipment and databases

In order to have the necessary inputs for defining domestic policies and participating in negotiations, efforts must be made to reformulate, acquire and implement modern technical means, databases, communication systems and technical studies that  aim to provide an up-to-date and detailed picture of the situation of the productive sectors and market operations. 

The existing databases are: the production base, partially provided by MAGFOR; the exports and imports database, based on Customs data; the Export Procedures Center (Centro de Trámites de las Exportaciones – CETREX by its Spanish acronym) database; the tariff database of the Integration Department.  There is also the Central Bank’s database. There is some database processing capacity which is required in the generation of products, which should be strengthened in order to make them available to negotiators and private entities.   

Chapter 5. General and Specific Needs for the Implementation of Trade Commitments

5.1  Training for the application and administration of agreements

The unit responsible for this matter and which also collaborates in the negotiation process is  the Directorate for the Integration and Administration of Agreements, part of the General Directorate of Foreign Trade of MIFIC.  Further training is required for personnel skilled in the area of administration of agreements, so that new personnel may be hired as the number of trade agreements signed by Nicaragua increases. 

At the same time, the application of agreements is also a responsibility of other public sector organizations, which must be institutionally strengthened by providing training for their personnel and facilitating the operation of the inter-institutional system, which is essential for the administration of standards. In this context, the activities that allow for institutional strengthening must be included and a training sub-program  must be implemented for personnel of the General Customs Administration, MAGFOR, the Ministry of Health, TELCOR and others.  Such training programs should be open to members of the private sector, as the need arises. 

In terms of intellectual property rights, their administration and monitoring require the updating and reinforcing of training programs for MIFIC, Customs, Ministry of Health, and Public Ministry officials, and for the judiciary. An efficient application of the existing legislation which ensures that intellectual property rights are respected in practical terms is crucial to achieving the goal of attracting direct investment and technology transfer. 

Advanced training is required for personnel of the Directorate of Integration and the Administration of Agreements and for other organizations with responsibilities in the application of international agreements and treaties.

The operation of inter-institutional systems for the administration of sanitary and phytosanitary standards, industrial quality standards, verification of rules of origin and the protection of intellectual property rights also needs to be updated and optimized.  

5.2  Studies and technical consultations
Due to previous budgetary problems, MIFIC and other ministries linked to the application and administration of agreements have limited  financial and technical resources for the creation or optimization of the necessary institutional capacity in this regard. 

Studies need to be conducted and technical consultations designed to strengthen the capacity to implement standards and disciplines linked to the commitments undertaken and develop mechanisms for inter-institutional coordination and public policies which are consistent with the objectives of the agreements. 

5.3  Provision of equipment and hiring of consultants for the administration and application of agreements

The implementation and application of new agreements, particularly the FTA with the United States and the FTAA, will accentuate the needs related to the administration of specific areas, especially in the sanitary, phytosanitary and quality fields.

The MIFIC needs to be provided with expert consultants in the different areas of application of agreements to support the organization and implementation of the commitments undertaken. The General Directorate of Agricultural Protection and Health (Dirección General de Protección y Sanidad Agropecuaria – DGPSA by its Spanish acronym) of MAGFOR also needs to be strengthened, through the creation of a fully-equipped Agreements Monitoring Unit, and the necessary inputs and equipment are required to develop the country’s sanitary and phytosanitary system.

Chapter 6.  Assessment of General and Specific Requirements for Adjustment to the New Integration Framework

The subject of this chapter is the highest priority of Government as it seeks to improve the country’s ability to reap the benefits of the market opening process.  International trade negotiations and the subsequent application of the agreements made are pointless if, when these agreements enter into force, the production sector is unprepared for competition and unable to enjoy the potential benefits of free trade.

The economic opening strategy and reinforcement through the international trade negotiations underway means that integration into world markets must be adopted as a criterion for the country’s development.
The key to making this possible is to equip the sectors producing goods and services to exploit the advantages of privileged access and to extend these advantages to all sectors and regions of the country.  Certainly, as with any process of this type, some sectors will gain and some will lose.  Attention will therefore have to be focused, both before and after the actual negotiations, on promoting higher levels of competitiveness throughout the economy and, in particular, within those sectors which are most dynamic in terms of their ability to develop and diversify exports.  Attention must also be paid to the creation of restructuring policies and strategies for those most likely to be adversely affected.  As has already been pointed out, Nicaragua now faces the problem of having extremely limited resources for undertaking this task.  Continued international technical and financial cooperation is essential to the realization of the National Strategy.

A notable aspect is the creation of a special organization for international cooperation in the areas of production and competition.  Indeed, international trade negotiations have made it necessary for the country to review and improve the ways in which it channels and makes use of international cooperation and the effectiveness of these methods.  The recently created Production and Competition Committee, for which MIFIC acts as a Technical Secretariat, under the direction of the Office of Competition and Production, was established this year by Presidential Agreement and enabled by Law No. 290 of 1998, Organization, Powers and Proceedings of the Executive.  It responds to this need and demonstrates the priority that the Government has given to the development of the productive sector as a basis for the reduction of poverty.

The implementation of programs and projects within the public sector is characterized by the following:

· Weak inter-institutional coordination and disorderly management of cooperation;

· Dispersal of projects, lack of  integrated programs;

· Large amounts of resources channeled for pre-investment and little for implementation; and
· Less-than-hoped-for impact on target group.

The objective of the Committee is to define and implement integrated policies, strategies and programs that will ensure the effectiveness of actions related to production development, thereby guaranteeing maximum benefit from the use of resources for the economic and social development of the country and creating flexible and systematic mechanisms for follow-up and evaluation.  To this end two international cooperation forums have already been held with a view to ensuring proper and more effective use of resources derived from international cooperation, through a coordinated work program.  Various mechanisms have been proposed for applying a sectoral approach to cooperation; one of these is the Sector-Wide Approach (SWAP).

Starting with the ERCERP, the PRGF, the National Development Plan (Plan Nacional de Desarrollo – NDP by its Spanish acronym), the Production Forum
, sectoral strategies and the conclusions of the Congress of Small and Medium-sized Enterprise, the Committee identified the following five focus areas:
· productive rural development;
· micro, small and medium-sized enterprise;
· business climate and investment promotion;
· promotion of exports and trade; and
· infrastructure

The working groups that have been formed have developed their proposals, which are the fundamental elements of this strategy.  As has been said, adapting to integration and to the transition to free trade will enable the country’s production sector to increase its ability to exploit the opportunities arising from the greater opening of the economy.

The strategic guidelines for each of the selected areas of the strategy are described below. It is important to note that the issues presented below refer only to market access.  In respect of the other negotiating themes, within both the FTAA and the Free Trade Agreement with the United States, the various negotiating committees are in the process of defining additional cooperation needs.

Nicaragua’s National Development Plan (NDP), in the section on competitiveness, expresses a general intention to encourage the creation of a vibrant, innovative, competitive and successful business sector, which will result in increased levels of employment and economic growth.  These fundamental objectives of the NDP will allow Nicaragua to re-establish itself in regional and international markets.  In this context, an ambitious program is being proposed to support the promotion, strengthening and development  businesses that foster balanced internal development throughout the country.

The objectives of this component are:
· to establish the basis for future economic progress;

· to make the Nicaraguan economy more competitive;

· to promote balanced territorial and regional development; and

· to promote social inclusion for the whole country.

The policy of government investment in the areas of basic infrastructure and the social sectors, as well as the implementation of a cluster of economic reforms aimed at improving the business and investment climate in Nicaragua, are the final elements of the program to encourage competitiveness described in this document.  The ambitious goals that have been set represent a significant challenge, not only for the authorities but for all of Nicaragua.  Less challenging goals would have been insufficient to deal with the problems that the country is facing and respond to the aspirations of all Nicaraguans to live with dignity.

Defining competition

The first premise of competitiveness is to sustain and expand participation in international markets and improve the standard of living of the population.  The first is a necessary condition and the second establishes the conditions required to achieve sustainability over time.
Competitiveness and its attendant advantages cannot be achieved in closed, highly protected, oligopolized economies.  It is essential that the conditions of competition be guaranteed, since businesses must participate in domestic and international markets.  Competition within the domestic market must be transformed into an aspect of the learning process that prepares businesses to compete at the international level.

The second premise states that competitiveness is more a commercial concept than an economic one.  It makes reference to a dynamic process of accumulation of internal and external factors for production.  In this sense, it is neither absolute nor permanent; it increases or decreases in accordance with the actions and strategies of competitors.

The third premise is that competitiveness and the building of competitive advantage are only possible when the above-mentioned conditions are created at the level of the territory.  This means that there are territories equipped with sufficient local resources to generate economies of scale and scope for firms and sectors.  There is competition between local operators to attract investment, government funding, tourists, buyers and suppliers of raw materials and capital goods.  Territories compete to create the levels of well-being that guarantee a better quality of life.  This takes the form of local government with a business-oriented vision that is concerned about creating processes of agglomeration that lead to competitiveness within territories.

Public policies, therefore, must exist at the territorial level that help to sustain comparative advantages and their transformation into territorial competitive advantages; i.e., the conditions created in territories and areas within territories for the microeconomic efficiency of units of production.

The fourth premise states that investment and technology not only move towards areas where cheap labor is available, but that they also seek out locations where conditions of synergy and cooperation exist.  Areas having greater investment stock and technology, therefore, have greater potential for significantly improving their competitive position.  This premise supports the creation of clusters of businesses, research and training organizations, communities and physical and social infrastructure networks.

Finally, the fifth premise recognizes the fact that attracting Direct Foreign Investment (DFI) supports job creation, accelerates insertion into foreign markets and supports the adoption of new technology; in short, it improves the competitiveness of the country.

In conclusion, the competitiveness of the country is a function of the international environment, the micro-economic efficiency of businesses, government policy for the promotion of economic growth, and the performance of territories in attracting new, employment-generating investments that contribute to the growth of the local economy and to the ability of territories to bring about substantive change in the living conditions of their populations.

The NDP approaches competitiveness from three related perspectives:  the business, the territory in which the business operates and the policy framework that affects both the business and the territory.  The Plan proposes that competitiveness be underpinned by concrete action on those three fronts:

The Business.  At the level of the business, productivity determines competitive position, which is affected by business functions such as: (a) information and business planning, (b) research, business development and product design, (c) production and operation, (d) business marketing and development, (e) development of human capital, and (f) financing for growth.  The NDP offers a comprehensive focus that provides support for small and medium-sized businesses (agriculture, industry and services) in: improvement of management capacity, promotion of innovation, entry into regional and international markets, forging of commercial partnerships and the improvement of the policy climate in respect of investment and business development, among other things.

The Territory.  Interconnected territories with good basic systems of health care, education, roads, bridges, ports, airports, energy, water and sanitation, and telecommunications, offer better conditions to business than isolated territories with low levels of human capital and interconnection.  The NDP takes a territorial approach to the realization of a cluster of investments and key government interventions that seek to significantly improve the competitive position of all territories in the country.  The country is divided into four types of territories:   Group 1: territories with high productivity and low marginality.  Group 2: territories with high productivity and high marginality.  Group 3: territories with low productivity and low marginality.  Group 4:  territories having low productivity and high marginality.

The Policy Framework.  In addition to focusing on the problem of competitiveness from the point of view of the business and the territory, if it is to encourage competitiveness, the country itself also requires a policy framework conducive to the creation of businesses and the attraction of investment.  The NDP promotes the deepening of the process of economic reform as an essential pillar of support for the encouragement of competitiveness.  As a complement to the macroeconomic policies contained in the agreement with the IMF, it proposed the deepening of the microeconomic and institutional reforms already set in motion, in order to bring down the transaction costs that businesses now face, reduce the risks of doing business in Nicaragua, increase transparency, improve profitability of businesses; in short, to improve the business and investment climate so as to promote competitiveness.

Should government give direct support to businesses and production units?

Although no one questions the intervention of government to develop territories and establish a policy framework conducive to the development of business and investment, it may be considered incongruous that in a market economy, public funds are used to hone the competitiveness of the businesses and units of production of the country.  The NDP takes the position that in countries such as Nicaragua, which lack basic technological, management and human capital infrastructure, the market alone cannot achieve the accelerated growth that the country needs.  Neither can it give rise to the balanced regional development we need to ensure that the benefits of growth accrue to all Nicaraguans, at least not within the short time that existing conditions demand.

For this reason we consider it essential, and indeed even moral, that the government actively intervene through public policies intended to improve the competitive position of the small and medium-sized businesses and production units of the country, as a way of encouraging competitiveness and achieving a better standard of living for the population.  Furthermore, the technique of providing State support to businesses in order to encourage competitiveness is a generalized practice in all developed countries, including the United States and countries of the European Union.

This chapter outlines three types of fundamental intervention for the encouragement of competitiveness in Nicaragua: (a) support for small and medium-sized businesses and production units; (b) critical support policies; and (c) attraction of direct foreign investment (DFI).  Other important forms of intervention, such as social inclusion through the development of human capital and investment in key infrastructure at the territorial level, are discussed in their respective chapters.

Program of support for businesses and units of production
The NDP proposes a wide-ranging and ambitious program of support for businesses and production units  as one of the principal tools for encouraging the competitiveness of the country.  The objective is to promote successful, competitive businesses throughout the country and develop the human capital which supports them.  A program valued at USD 315 million is proposed to support this effort during the 2004 – 2006 period.  Of this amount, USD 183 million will be distributed in the form of direct support to small and medium sized-businesses, their workers, as well as small and medium-sized producers.  The remaining amount of USD 132 million will be used to provide the financial support needed for the growth of business in the various territories.

Over the next three years, these activities will include:
· Working with businesses to accelerate the process of restructuring and increase productivity;

· Encouraging a new business startup program;

· Developing a comprehensive human capital development program in keeping with the realities of the country.  To this end, alliances will be formed with universities and training centers; and
· Setting in motion a coordinated effort in the area of identification and development of new markets.
Strategy of Support and Incentives for the Territories of “Group 1” – Zones of High Productivity and Low Marginality.  This category includes zones having a high level of interconnection in the form of roads and core infrastructure, both physical and social.  The strategy of offering government support and incentives to territories classified under Group 1 will focus on promoting innovation and improving the operating capacity of businesses.  The support provided within the above-mentioned framework may include the following:   

Territorial-level support.  Efforts will focus on a package of limited support, which is needed to hone the production capacity and competitiveness of the territory.  This includes both investment in human capital, to ensure the availability of the necessary levels of skills and expertise, and investment in strategic support areas, such as the expansion of cold storage and warehousing capacity.

Business-level support.  The objective of this support is to facilitate the transformation of these entities into world-class enterprises.  Support will therefore be closely linked to the achievement of more dynamic and active participation in international markets; in particular, the new markets and opportunities that have been created by the signing of CAFTA.   Businesses will receive support to monitor and explore existing and potential markets, encouragement in their bid to improve processes and production operations so as to reduce costs and improve quality, encouragement in the development of better products and services through improved access to appropriate research, and the promotion of a higher level of training for workers and management.  Support will also be provided for the establishment of new competitive businesses in these territories.

Strategy of Support and Incentives for Territories in “Group 2” – Zones of High Productivity and High Marginality.  These territories include a number of areas having great competitive potential, which now find themselves limited by the high cost of doing business and the lack of core investment.  In these cases, support and incentives will be concentrated as follows:

Territorial-level support.  The first issue of critical importance to the encouragement of competitiveness in these territories is the level of government investment needed to create linkages among the zones themselves, and linkages with the other zones classified under Group 1.  Serious strategic planning is required to clearly identify strategic investments in supporting infrastructure (energy, telecommunications, roads, ports, and others), which are needed to bring about significant reductions in the cost of doing business in these areas.

Business-level support.  The main focus for these areas is the promotion of new businesses and the restructuring of existing businesses and production units.  The new businesses must respond to market situations, utilize new technologies and focus upon competitive sectors, such as: light manufacturing, tourism and ecotourism, organic products, and high-value vegetables, among others, which can take advantage of the new environment created by strategic core investments and new market opportunities.

Strategies of Support and Investment for Territories in “Group 3” – Zones of Low Productivity and Low Marginality.   These territories include areas which, despite their high levels of connectivity and sound foundation of physical infrastructure and human capital, have lost their competitiveness or have not managed to attract innovative businesses that can exploit existing competitive advantages.  In these cases, the plan will focus on the following: 

Territorial-level support.  An accelerated process of production-sector restructuring aimed at restoring the connection between these territories and the market will be encouraged.  To achieve this, existing networks of physical infrastructure and social cohesion will be consolidated,  and will include tertiary learning institutions.  The objective of these highly focused efforts is to secure the small amounts of investment needed to link these territories with those that fall under Group 2 and Group 1.

Business-level support.  The fundamental problem for these zones is the inability of their entrepreneurs, producers, authorities and population to exploit the inherent advantages of low marginality.  There is little connection between these zones and regional or international markets.  The focus of the NDP for these territories is to attract innovative new businesses that are market oriented and that can support the creation of linkages and market intelligence for existing businesses.

Strategy of Support and Incentives for Territories in “Group 4” – Zones of Low Productivity and High Marginality.  These are the most economically vulnerable areas with the lowest level of entrepreneurial and production development.   The objective of the NDP in these cases is to initiate a process of production-sector restructuring and territorial integration that allows for full participation by the communities and businesses located in these territories in national economic life.  This will, in turn, facilitate gradual movement towards Groups 2 and 1.

Territorial-level support.   Efforts will be directed at allowing these territories to exploit the infrastructure base created by other territories, thereby improving their competitiveness.  Emphasis will be placed on the development of human capital and the protection of the inhabitants of those areas.

Business-level support.  The businesses and production units within these territories are generally weak and operate within slow-growing markets.  These businesses require a different strategy.  In some cases, the best strategy is to abandon the activities in which they are involved and switch to more profitable activities.  The NDP proposes the restructuring of businesses, by means of direct support, in order to guarantee their future.  Direct support would also be provided for overcoming weaknesses in specific areas such as:  training, marketing, product and process development, and others.  Associations would be encouraged between small producers and businesses so as to achieve certain levels of scale and gain access to new opportunities.  

Financing for growth

One factor that has limited the competitive potential of Nicaragua has been the lack of access to medium and long-term investment credit, in particular for small and medium-sized businesses in the agricultural, industrial and service sectors.  This has been aggravated by the financial collapse of 1998 – 2000.  The NDP proposes a series of reforms and actions aimed at strengthening the financial sector and increasing the flow of resources in the form of loans to the production sector.

Additionally, the NDP proposes the establishment of a bank providing mixed, public-private multi-sectoral capital, which would be geared towards integrated rural development and would support the building of production capacity in small and medium-sized businesses.   This development bank would be established as a profit-making entity, but would perform a social function by providing financing for small producers, artisans, micro owner-operators,  and small and medium-sized businesses.

The bank would be modeled on the experience of BanRural in Guatemala and would be able to provide first and second-level credit operations.  Resources exist under various credit programs, administered by various government entities and worth some USD 44 million per year, which could be consolidated within this bank.  That institution therefore represents a major opportunity to channel medium-term development funds held on trust.  As was the case with BanRural, the assistance of the donor community will be sought to develop this initiative.

Critical policies for encouraging competitiveness 

Improving competitiveness requires not only the types of support already mentioned; it also requires microeconomic reforms that are conducive to investment, innovation and the business environment.  According to the General Microeconomic Index set out in the most recent report of the World Economic Forum, of the eighty countries studied, Nicaragua offers one of the worst environments for doing business.  Similar adverse findings have emerged from other reports.  Increases in production, productivity, and market penetration have been the result of private investment, both local and foreign.  This is a fundamental requirement for the economic growth of the country and for job creation.  The achievement of significant increases in private investment requires the implementation of prudent, solid, consistent macroeconomic policies; as well as legal and judicial institutions that are controlled and administered in a credible, efficient and modern manner, and inspired by democratic values.  It also requires the creation of a microeconomic environment that supports increased productivity of businesses, in addition to programs providing direct support.

The government will pay particular attention to five areas of policy support in order to improve the competitiveness of businesses at the territorial level:

Promotion of an accelerated program of administrative simplification, as well as the facilitation of business and investment;

Promotion of exports, market access, opening of the commercial sector and free trade agreements;

Attraction of foreign investment; and
Development of infrastructure and core social networks to reduce transaction costs and maximize synergies at the territorial level.

Administrative Simplification

In order to promote the accelerated process of administrative simplification and the facilitation of business and investment, the following steps will be taken:

Elimination of bureaucratic procedures and obsolete regulations that affect the business and investment environment;

The drafting of a Competition Law that will promote the emergence and strengthening of innovative, market-oriented businesses that protect consumer interests;

The modernization of the Commercial Code and the establishment of alternative dispute settlement mechanisms, thereby creating increased confidence in the legal system;
The reform of the system of property ownership, including the Land Registry; and settlement mechanisms for land disputes

Improved education and training as a source of personal and business development;

Development of science and technology policies to support innovation and technology transfer, in particular, within the agricultural, industrial and service sectors.

These combined policies will help to lay the foundations for increased productivity, competition and competitiveness at national and territorial level, by rapidly establishing an appropriate business environment and entrepreneurial efficiency.  This will, in turn, facilitate the enjoyment of the advantages that the country now offers for the growth of exports and investments.

Investment promotion policy and strategy

The government has identified the attraction of direct foreign investment (DFI) as a priority.  DFI has the potential to have a positive impact on competitiveness by creating new and better jobs, technology transfer and management know-how, as well as increased exports.  DFI, therefore, has a direct influence on the economic and social development of the country.  In keeping with the importance that it has attached to DFI, the government set up an agency in August 2002, Pro Nicaragua, whose role is to promote specialized investment.  Through public and private-sector cooperation, its goal is to guide the development of a national promotion system that is able to attract significant amounts of direct international investment.

In 2002, DFI rose to USD 170 million, 16 percent higher than 2001 figures.  Although Nicaragua has one of the lowest levels of DFI in Central America, it is one of the three countries that experienced growth in 2002, led by the telecommunications sector.

Over the past ten years, free zones have experienced significant growth in exports and employment.  Exports from this sector have increased from USD 3 million in 1992 to USD 332 million in 2002; while the number of jobs created climbed from 1,000 to 50,000 during the same period.  With the passage of Law No. 306 governing incentives for tourism, accompanied by the approval of USD 192 million in investment in this sector, between 1999 and 2003, the tourism sector also experienced significant growth.

The positive effect of DFI on the economic and social development of developing countries has been successfully proved in countries such as Ireland, the Dominican Republic and Costa Rica.  It is important that full use be made of the lessons to be learned from other countries about the formulation of strategies for attracting investments.  Those experiences reveal that the key factors to be considered are:

· long term vision

· coordinated institutional efforts

· realistic understanding of competitive advantage

· product strategy

· accurate identification of potential investors

· market strategy consistent with the product

· personal contact with investors

· sales strategy

· consistent service

· product delivery

· maintenance and development of existing investment base

Elements of strategy
The elements of strategy for attracting foreign investment are based on three fundamental pillars:  Promotion, Business Climate and Infrastructure.  These must support the development of clusters in the initial areas of light manufacturing and textiles, tourism, energy, fisheries and marine products, agro-industry and food, meat and milk processing, before moving onto other economic activities.

Promotion
Investment promotion is a key factor in attracting investment.  It is important to recognize that promotion must take place in tandem with improvements in the business climate and infrastructure development.  The experiences of other countries have shown that promotion is most effective when the investment promotion agency is a public and private-sector hybrid or an autonomous government entity.

Actions

The elements of strategy for investment promotion are as follows:

Formulate an agreed investment promotion policy and strategy that is implemented by institutions such as MIFIC, ProNicaragua Investment Promotion Agency, MINREX (Ministry of Foreign Relations), the Free Zone Corporation (Corporacion de Zonas Francas) and INTUR (Nicaraguan Institute of Tourism), which together form the National System for the Attraction and Promotion of Investment (Sistema Nacional de Atracción y Promoción de Inversiones).
Develop proactive investment promotion companies in the targeted sectors.  This includes missions to target markets, active participation in high-level missions, personalized attention to visiting investors, presentations to entrepreneurs already established in Nicaragua to encourage reinvestment, and participation in the relevant fairs and forums.  To date, these proactive efforts have been focused on light manufacturing and tourism.  Support for the remaining clusters will develop over time.  In the coming months, priority will be given to the promotion of agro-industry and the food processing industry.

Provide world-class facilitation and after-sale services for investors.  In collaboration with MIFIC, Pro-Nicaragua will develop facilitation and after-sale services for investors.  To be successful, this process will require coordination among the various State and private institutions involved in attracting and maintaining investments.  The One-Stop Investment Window (Ventanilla Unica de Inversiones) represents one opportunity to establish this type of coordination among institutions.  With regard to the private sector, service providers who interact with investors (lawyers, real estate professionals) must provide the best professional services, thereby facilitating the establishment and expansion of foreign business.

Improve the image of Nicaragua as a good place to do business.  The development and promotion of a positive national image is very important, given the country’s high level of competence in attracting investment and its limited or, at times, negative image.  Working alongside the export promotion agency, Pro-Nicaragua will develop a national logo that will allow the country to be promoted in a harmonized and professional manner.

Ensure the long-term operation of a world-class investment promotion agency.  Investment promotion will be handled by a specialized professional team with extensive experience in the international private sector.  It is essential that Pro-Nicaragua have an organizational structure that resembles that of a small, efficient private agency.  The required linkages must also be established with the other institutions within the National System for the Attraction and Promotion of Investment (Sistema Nacional de Atracción y Promoción de Inversiones).
Business climate

A recent World Bank study conducted in 58 countries indicates that the factor which most influences the flow of DFI is the support and encouragement provided by policies that favor the business climate.  In Nicaragua, administrative barriers to attracting DFI have been identified and MIFIC has taken the lead in a process of institutional improvements, such as the One-Stop Investment Window.
Actions
The following are the strategies to be employed in an effort to improve the business climate:

Improvement in institutional coordination.  MIFIC is responsible for coordinating and leading a process to reduce administrative barriers to investment and improve the investment climate.  In addition to its coordinating efforts, it must also clarify and establish the roles and responsibilities of each institution.

Continuation of efforts to improve competitiveness.  The Presidential Commission on Competitiveness is required, by means of its various instruments, to continue encouraging projects that improve the quality of business in the country, thereby offering more attractive investment alternatives.  Significant, potentially long-term improvements in competitiveness have been noted.  These can only be realized, however, if the concrete efforts implemented and applied at the business level are continued.

Continued efforts to attract free zone businesses that generate greater added value.  Free zones have created income, exports, skills and jobs.  We must continue along this path and diversify the range of free zone businesses.  Diversification can be achieved through businesses with higher technological requirements and/or by introducing service-oriented businesses (example: call centers) into free zones.

Development of an investment incentive strategy to attract top-level business.  The objective should be to offer a competitive package of incentives that provides both tax advantages and the specific benefits relevant to each cluster or area targeted for investment. DFI is now being spurred by the Foreign Investment Law, the Free Zone Law and Law No. 306, which provides for the attraction of investment in tourism.  By broadening the concept of a free zone into that of a key growth sector similar to tourism, Nicaragua will create a major opportunity to compete for DFI in that sector.  Short-term actions such as the creation of additional immigration and customs facilities for foreign investors and employees making the transition to Nicaragua can have a positive effect.  A package of competitive incentives should be maintained and these should be based on periodic benchmarking against those with whom we compete for DFI.

Infrastructure

The third pillar for attracting foreign investment is the development of a physical infrastructure that allows businesses to function efficiently.  The greater portion of infrastructure investment in Nicaragua has been generated through the public sector.  It is important to emphasize that infrastructure has a horizontal effect on all of the production clusters in the country and is therefore a key ingredient for attracting DFI.

Concrete actions
The following are the types of infrastructure that would be most effective in attracting investments:

Focus on public sector investment.  Concentrate public sector investment on those sectors having the greatest potential for production growth.  This type of investment and the investments planned by private sources are indicative of the potential of these sectors.  The building of industrial parks and highways in areas with growth potential are concrete actions that have a significant impact on existing and potential investors.

Creating coalitions between private sector and government.  Coalitions must be established between private-sector businesses and government for high-impact infrastructure projects.  These can be based on models such as the privatization and maintenance of certain stretches of highway or the construction of alternate access routes for heavily trafficked areas.

Focus on key projects.  Special attention must be paid to projects that involve significant infrastructural improvements such as marinas, transport services, as well as processing installations for agricultural, livestock or marine products.  
These types of infrastructural improvements are in keeping with the strategic focus on developing the clusters that have been identified as key areas for Nicaragua.

Export promotion policy and strategy
The major thrust of the export promotion policy is the program to promote, strengthen and develop vibrant competitive businesses in the country’s various territories.  
Over the past twenty- five years, Central American countries have experienced increases in the value of their exports ranging from 14 percent in El Salvador to 400 percent in Costa Rica.  The sole exception to this general trend of growth has been Nicaragua, where exports fell by 11 percent between 1977 and 2002.  The situation is particularly troubling because of a combination of factors, such as the growing trade deficit, a stagnant gross national product and the signing of free trade agreements, in particular with the United States.  The development of an aggressive export sector has therefore become a basic pillar for economic growth, closing the trade gap and taking advantage of those agreements.  In response to this need, the Government has focused on export promotion as a high priority for the country.  This should be linked to the emergence of a successful, competitive, and entrepreneurial private sector.

Export promotion policies
In a small economy with a very limited internal market that is confronted by the challenges of globalization, export encouragement policies have higher priority within the NDP than other policies and forms of support.  This allows for the channeling of sufficient resources and the creation of the synergies required to provide the boost needed for the country to achieve the objectives that have been set.  The objective of the export promotion policy is to increase and diversify export product markets and to generate greater added value.  To achieve this goal, actual exports must be quickly increased in keeping with objective criteria of sustained international demand and consumption trends in target markets.  Nicaragua will then be able to reposition its export products, improve their quality and ensure their entry into new market niches.

Productivity, as a fundamental element of competitiveness for businesses and for the country, is the foundation of various policy instruments for export encouragement and should be developed within a dynamic context of ongoing improvement.

Export promotion strategy

Export promotion is based on the premise that export support policies do not bring about an automatic supply side response.  Nicaragua experiences problems both with exporting what is produced and with producing what the market requires; a false sense of competitiveness exists among entrepreneurs who are accustomed to operating in protected markets.

The export promotion strategy, therefore, becomes an integral part of the program to promote and develop competitive businesses in the territories.  The general objective is to increase and diversify exports by helping business operators to develop the competitive advantage needed to penetrate export markets; to integrate and coordinate support programs; and to establish flexible, modern, efficient institutional mechanisms which operate as a “one-stop shop”.

The four main strategic areas for action in support of exports are (a) market intelligence; (b) identification and development of products and markets; (c) promotion activities abroad; and (d) specialized support services, such as the One-Stop Export Window, training in export facilitation, certification and quality accreditation, technical assistance for production, administration of concession and incentive schemes, development of joint venture investment projects; and financing.  These activities will be put in place so as to boost Nicaragua’s competitive position by the end of the 2004 – 2006 period.

Elements of policy

The elements of the export encouragement policy compromise external, internal and border measures intended to stimulate export production, strengthen the value chain and ensure competitive product placement within the targeted area.  In addition to those measures already referred to concerning support and incentives for competitiveness, the principal requirements of the export encouragement policy include the following: market access negotiations, investment promotion (see preceding chapter) and joint investment, reduction of anti-exporter bias, market intelligence, exporter support services, agro-industrial modernization, finance and insurance, quality certification programs, promotion, development and linkages for small and medium-sized enterprises that export.

Reduction of anti-exporter bias

Reduction of anti-exporter bias is the principal requirement for encouraging disposal of products in internal markets.  To compete successfully, Nicaraguan exporters must have access to inputs, intermediate goods and capital goods at international prices, which will allow them to reduce their production costs.  In order to achieve this, in addition to the investments in basic infrastructure already referred to, current fiscal policies regarding the cost of these goods and services must be reviewed and regulatory bodies must be strengthened, so that the rates applicable to energy, transport, telecommunications, financial services and real rate of exchange can become sufficiently competitive to encourage exports.

The new Tax Equity Law served to reduce anti-exporter bias by providing relief from taxes on fuel and other items.  At the same time, the Temporary Entry Law provides tax and duty exemptions on imports and local purchases for export production purposes.   However, exporters must still face costs such as higher freight charges, incurred as a result of the lack of a sufficiently large Atlantic Coast port and the consequent need to use ports in neighboring countries.  Other costs arise from the poor condition of highways and the lack of good roads for moving exportable products. 

We must also offer lower interest rates or at least rates similar to those of other Central American countries.  The currency is now overvalued, which is not in the best interest of exports.  The concessions now available to exporters are still not enough to compensate for anti-exporter bias.  We will therefore continue to encourage policies aimed at reducing the level of bias so as to improve the competitiveness of our products in international markets.  A monitoring system capable of quantifying anti-exporter bias on an annual basis will be set up to measure the real progress made in improving the competitiveness of our products.  The chapter on macroeconomics will deal more fully with this aspect of economic policy.

Institutional aspects of export promotion

The following institutions now exist:  the Business Encouragement Office, ), the Export Promotion Policy Office of MIFIC, the National Export Promotion Commission (Comisión Nacional de Promoción de Exportaciones – CNPE by its Spanish acronym) and its Technical Secretariat, the Export Procedures Center (Centro de Trámites de las Exportaciones – CETREX by its Spanish acronym).  Arrangements are now being made to set up the new Export Promotion Center, which involves the restructuring of the CEI.

Also involved are the National Commission on Competitiveness, part of the Office of the President of the Republic, the Competitiveness Project (Proyecto de Competitividad – PROCOMPE by its Spanish acronym), as well as the projects coordinated by MIFIC and other institutions that provide support for the promotion of exports and foreign trade.

The Export Promotion Policy Office is charged with the formulation, evaluation and implementation of related policies and strategies, in collaboration with the other parties involved.  MIFIC is, therefore, at the helm of export promotion.

The National Export Promotion Commission (Centro Nacional de Promoción de Exportaciones – CNDE by its Spanish acronym), which is chaired by the Minister of Development, Industry and Commerce and includes five business-sector and five public-sector representatives, will continue in its role of proposing new policy measures that contribute to the development of export businesses.  Measures will therefore be adopted that are conducive to the reduction of production costs and the commercial distribution of products.

CETREX will continue the program of modernization and simplification of services so that exporters can carry out transactions using a twenty-four hour, automated system.  By linking the various Customs authorities, simplified flexible services can be provided.

The new export development center will provide more integrated services by means of direct and indirect technical assistance; it will provide information on market intelligence, as well as the identification and development of products and markets.  It will also provide information for the implementation of export plans and external promotion activities such as participation in fairs and trade missions.

With the assistance of MINREX, a network of commercial clusters will be established, providing relevant, up-to-date information on the target markets of the main commercial partners.  These clusters will thus become the principal promoters of exports for the country.  It should be noted that many countries now have mechanisms of this type, which facilitate export penetration.

Technological innovation, agro-industrial modernization, and research and development.

Support for production will continue to be provided by means of new technologies or the improvement of existing ones.  Support will be provided directly or through institutions such as the Nicaraguan Institute for Agricultural Technology (INTA), as well as through programs and projects now in use or in development that are geared towards technological innovation.

Other contributions to technological modernization will include the dissemination of specialized technical information and the services provided by training centers such as the National Institute of Technology (INATEC), INTECNA, and the country’s various universities.  Efficiency in these institutions must be improved so that they may adequately respond to the needs of users.

Emphasis must be placed on the importance of strengthening coordination and cooperation among businesses, state institutions, universities and technical institutes, in the interest of export and production development.  Unexploited potential still exists in various areas of scientific research.

Resources must be managed to ensure wider coverage by the various technical and training centers so as to increase productive returns and improve the level of specialization among technical staff and skilled labor.

Over the next five years, INTA, INATEC and INTECNA will generate a 100 percent increase in the number of businesses and producers that they serve.  Productive returns will thus be increased in a quantifiable manner.  The Chapter on Education will provide further details on these issues.

Financing and insurance

As was explained in the preceding section on financing, if export businesses are to grow, they must have access to medium-term financing at appropriate rates.  The actions contemplated under the NDP in the area of financing are therefore critical if we are to increase the competitiveness of our exports in the short and medium term.  Mechanisms will also be developed to provide financial services, as well as insurance and reinsurance for exports against political, commercial and other risks.

Quality certification, support for export business production and administration

A quality certification system is needed to ensure that our products have access to international markets and increase confidence in our ability to comply with international norms and standards, in particular, the strict requirements and commitments made in the context of the FTAs and the ongoing development of new standards.

The quality certification system will include the certifying entity and the network of laboratories that will issue certificates to export businesses.  All the entities involved in the certification system will be staffed by trained personnel and will have adequate facilities and equipment to avoid unnecessary risks to products.

The joint efforts of private and state sectors must be intensified so as to obtain international organic certification for a wide range of products such as vegetables, coffee, fruits, oils, and clothing textiles.  Higher international prices can thus be obtained in market niches that are more secure and inclined towards growth.

International certification must be obtained for environmentally-friendly production and exports, i.e., “green designations”, in order to ensure sustainable development and increase demand for our forest products, furniture and tourism.  Organic and green certification will be gradually extended to the principal export products thereby taking advantage of the opportunities and cooperation arising from the CAFTA.

Existing legal framework for export encouragement

One of the most important existing pieces of export encouragement legislation is Law No. 382 on the Temporary Admission for Processing, Finishing and Facilitation of Exports, which provides exemption from taxes and duties for raw materials, intermediate goods, capital goods and production infrastructure for export production.  These concessions are intended for persons who are engaged in direct and indirect exports and for businesses that sell to free zones.  Institutional strengthening of the CNPE will therefore lead to the proposal of new measures and actions which will improve the Nicaraguan export position.

The aforementioned benefits are complemented by the reforms introduced by Law No. 453 on Tax Equity, which allows exporters to claim credits for payments of income tax and Selective Consumption Tax (ISC) on fuel used for export production.  Accelerated depreciation is also allowed on fixed assets.  Tax benefits have been extended to include smaller businesses with lower levels of annual exports and partnering is being encouraged among small businesses.

The cluster approach as a catalyst for competitiveness

Organizing businesses into groups or “clusters” will speed up the change in entrepreneurial thinking, which is needed to bring about the desired production transformations.  Clusters are geographic concentrations of related businesses, organizations and industries, including competitors, suppliers, buyers, providers of specialized services, lending institutions, specialist universities, research centers, etc.

Clusters enhance competitiveness in three ways.  First, they have the potential to reduce business operating costs; in Japan, for example, the presence of local suppliers allows automobile manufacturers to utilize production methods that involve reduced inventories of items in production, which in turn reduces production costs.  In Guatemala, the sugar production cluster has benefited from the availability of a specialized port that allows for more efficient loading of sugar.

Second, clusters accelerate the process of technology transfer and promote innovation.  Businesses and individuals concentrated within a geographic area are more likely to quickly detect opportunities for innovation.  Clusters also promote an atmosphere in which there is greater availability of resources, capacity and skills for implementing new ideas.

Third, clusters stimulate the creation of businesses of all sizes.  The local presence of specialized skills and access to inputs and services serves to reduce barriers to the establishment of business.

As a part of the strategy to promote, strengthen and develop competitive, market-oriented businesses, the NDP will encourage the formation of business clusters in the various territories.  The advantage of this is that matters of policy and support can be better managed in certain sectors of the economy, in keeping with the potential of each territory.  Where this situation does not exist, the focus will be on identifying ways to initiate the development of the business sector to the point where there are enough competitive business activities to stimulate the process of cluster formation.

The development of clusters in the territories, combined with the other actions and mechanisms for entrepreneurial development at the territorial level, will make it possible to reconcile exploitation of production potential with the sustainable use of natural resources and ecological diversity, as well as the advantage of geographic location.  The focus on clusters will lead businesses to focus on ways in which they may contribute to the linking of processes that create added value, thereby developing the competitive advantage of territories.

Progress has been made in establishing the institutional infrastructure that will transform clusters into a powerful vehicle for economic change.  These advances, combined with the promotion, strengthening and development of businesses, will significantly increase the likelihood of surprising results by way of enhanced competitiveness, job creation and a higher standard of living for all Nicaraguans.

Businesses involved in production and services, which have great potential for job creation and export expansion, have been identified in the various territories.  These have been receiving support through various programs and projects.  The economic impact of these production activities is significant and they hold the promise of dynamic short-term growth.  Further, these are economic activities that operate within a rich social and cultural environment, from which they derive benefit.  The NDP proposes direct support for these groups of businesses as they move forward in search of new competitive alternatives in the various territories.

Groups of businesses have been identified that have good competitive potential in the areas of tourism, coffee, milk products and light manufacturing – these will be given strong support, in keeping with the nature of their operations and the type of support needed by both the groups of businesses themselves and the territories within which they operate.  Other businesses have also been identified that are involved in telecommunications, energy, construction and the production of forest products, meats, fish, aquaculture, oils, roots and tubers, fruits and vegetables.  These businesses would function well within clusters and have great potential for growth and competitive participation in local, regional and international markets.  Other economic activities will subsequently emerge within the various territories in the country which, once they begin to operate, could be very well suited to cluster formation.  This would provide the support needed to advance efforts towards the growth and diversification of sustainable production within the country.

Technological innovation is an essential element of the drive towards competitiveness.  The government is therefore developing a public policy intervention model that seeks to contribute to the establishment of the foundation for a dynamic National Innovation System to promote technological innovation in the country’s small and medium-sized enterprises (SMEs), thereby creating a framework that facilitates innovation while increasing productivity.  In this way, support will be provided for the development of businesses and clusters of businesses in areas such as tourism, milk products, traditional fishing, fish farming, light manufacturing (shoe leather and clothing textiles).  A new group of promising businesses and clusters that will drive local development will be incorporated during a second phase.  Public sector action is being focused on the promotion and facilitation of linkages and profitable projects with potential and a competitive advantage that will bring about minor technological advances with the industrialization of their products, as well as added value and access to national and international markets.  To achieve this, the support for commercialization based on market intelligence referred to above is essential.

The cluster development program falls under the business sector development policy, the principal strategy of which is the development of entrepreneurial skills and know-how and of the conditions that favor accelerated economic growth and dynamic participation for Nicaragua in regional and international markets.  Below is a summary of the elements of strategy and plans of action for business clusters that have been identified during this first phase as being essential to the encouragement of competitiveness in the various territories identified in the NDP.  The list is far from exhaustive; the clusters discussed here are examples in which the private sector is carrying out promotion and development activities and the Government is joining forces with them to help consolidate those activities.

Physical infrastructure

In order for Nicaragua to take full advantage of its privileged geographic position at the center of the American continent, relatively close to the coasts of Mexico and the United States and with potential access to both oceans, the transport system must be quickly developed, so as to move goods more quickly and reduce the cost and operating time of vehicles that carry the products to be exported to various markets.

With the signing of a FTA between the United States and Central America, infrastructure has become an important issue for the region, for each country and for the regions within each country.  The increased volumes of exchanges and services created by the agreement must go hand in hand with a new national transport system.  This must, however, be sustained through an advanced planning system for paved highway infrastructure, supported by the NDP, as part of the concept of cluster development.  This system must have the capacity to drive the development of a strategic interregional plan that gives more emphasis to trade in goods than to passenger transport.  Interregional trade must be quickly expanded and have reliable access to ports and airports.  It should include the extraction and recreation industries.  This interregional strategic plan should also be linked to regional networks of unpaved roads and its design should incorporate the relevant objectives for urban and rural development in these regions.

The national paved highway system should include an advanced traffic management system, supported by a congestion reduction program that would improve the connections between production centers, regional distribution routes and transshipment terminals at ports, airports and borders.  An advanced system would also be put in place to provide information to network users by means of radio, television and internet, allowing them to be aware at all times of the state of network services.

The existing physical structure – structural support and road surface – of most of our highways, is long past the end of its useful life.  This, combined with the repeated road surface repair processes of questionable effectiveness, amounts to a waste of economic resources, which should be more wisely used by countries such as ours.  These roads have long ceased to be usable.  They are of extremely poor quality and as they cannot allow traffic to flow freely, there is a heavy build-up of large numbers of vehicles in the vicinity of urban centers.

Basic services and infrastructure in the country are very limited, deficient and lacking in the sustainability needed for production development in the country.  Only 30.5 percent of the rural population has access to potable water, while 46 percent on average have access to electricity.  It is estimated that the rate of availability is as high as 56 percent in the Pacific and Central area, and as low as 22 percent in the Atlantic area.  The cost of both services is high and this greatly limits irrigation development and production processes.  There is, as well, a high percentage of informal users who do not pay for the services.  A similar situation exists with the communication system, with less than 50 percent of the population having access to these services.  Access to the modern technology (fax, internet, cellular telephones) that is needed for business development is limited.

Faced with the situation now prevailing in the countryside, the Nicaraguan government is seeking to increase access to basic services (water, electrical energy and communication) in the rural areas, so as to increase  availability to at least that of the Pacific zone.  Priority is being given to heavily populated areas with great production potential, in which programs have been introduced for the development and diversification of production chains and priority clusters.

Most of the country’s roads have outlived their usefulness; 80 percent of the road network is now in average to poor condition.  There is no budget item that provides a steady flow of resources for road maintenance, and any maintenance or construction of roads will create significant debt for the country.  Applying the indicator of number of kilometers of road per inhabitant, the country ranks 55th of 62 countries.  Sixty percent of the road network is usable at any one time and only 40 percent is usable in the dry season.  Only 18 percent is paved.  Trucks carry goods across the region at 14km per hour; this is lower than the rate for the rest of Central America.

During the tenure of the present Government, a large portion of public spending be channeled towards the development of a proper national transport network, which includes:

· a system of conventional interdepartmental highways, designed and built to the highest standards to give good value for money at all times.

· a system of inter-regional highways which will strategically link groups of departments with inter-modal highway systems.  Some will be conventional highways and others expressways, linking principal population centers and having no intersections or stopping points.

· a system of inter-modal highways linking major production centers to internal or external trade.

An improved standard of rural road maintenance is also planned, mainly for areas of high economic development.  Links between primary and secondary roads are also contemplated so as to provide access to the country’s main ports.

The national highway program will allow for the completion of the Corredor Centroamericano with the building of the following stretches of road: Chinandega to Guasaule; Rio Blanco to Puerto Cabezas; San Lorenzo to Muhan to Rama; Nueva Guinea to Bluefields; Acoyapa to San Carlos; and the Carretera Costanera del Pacifico (Pacific Coastal Highway).  Work will also begin on individual territorial designs to connect the most productive and dynamic areas of the country.

The fees charged by local Pacific coast ports are high and not competitive in comparison to Central American ports.  The Atlantic region has no deep-water pier and all export merchandise destined for the East Coast of the United States departs from border ports along the Caribbean coasts of Costa Rica and Honduras.

Ports, airports, storage and wholesale centers do not have access to a network of warehouses and cold storage facilities capable of handling fruits and perishable cargo.  This leads to loss and spoilage of products intended for export or for local consumption.

The ports and airports program envisages the modernization of the Pacific ports, the building of a deep water pier at Monkey Point, the improvement of Puerto Cabezas and the expansion of Las Mercedes International Airport and the expansion into international airports of the Bluefields and Puerto Cabezas Airports.

The possibility of developing ports and airports by private concession is being explored.

Conclusions

The process of Nicaragua’s insertion into the world economy is extremely complex, particularly in the context of the signing of free trade agreements such as the CAFTA and the FTAA, which will intensify the opening process which the country has been conducting over the last decade. The country’s serious deficiency in the competitiveness of its production sectors and the institutional capacity to create minimal conditions for the provision of services and technical assistance needed to create the required structural competitiveness and allow us to enjoy the benefits of free trade, issues discussed at great length in this paper.  There is clearly a need for a major thrust towards institutional coordination and for the technical and financial resources to which international cooperation gives rise.

Certain areas covered by the various components of the National Strategy are now receiving financial and technical assistance through international cooperation.  For this to be extended to other areas, project profiles must be prepared.  The relevant budget proposals are now being prepared as well as the specific content of various cooperation projects.  These will be presented to the cooperation community.

In an effort to direct international cooperation in a proper and orderly fashion, the Government is making all necessary efforts to increase the effectiveness of international cooperation and ensure that its benefits extend to the production sector.  This will be accomplished through centralized, sector-by-sector review and management of international cooperation, thereby avoiding, as far as possible, the dispersal and waste of resources.  In this way, resources will be concentrated on real needs and on the highest priorities for the short, medium and long term development of the country.

1 This figure does not include exports from free zones, which were a little more than USD 300 million in 2002.





2 CONPES, a support agency for the President  of the Republic, directs the country’s economic and social policy, and comprises representatives from business organizations, labor and community cooperatives, and other organizations as determined by the President of the Republic.





3 Government of Nicaragua. Reinforced Strategy for Economic Growth and Poverty Reduction,  page 68, July 2001.





4 The mechanism proposed includes MIFIC and other public institutions with competence in directly related areas, such as the Ministry of Agriculture, the General Directorate of Customs and the Ministry of Foreign Affairs, among others.


� The Production Forum was a consultative mechanism which provided public sector input for the formulation, implementation and follow-up of policies and actions for rural and agricultural development with private sector assistance and participation.
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