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The colones generated from the sale of the dollars will be used
 

for loans to private industrial and agricultural producers. Priority 

attention will be given to credit for export-related production. Loans 

will be made available at market rates of interest through rediscounts 

from the BCCR to the state-owned and private commercial banks*. The BCCR 

and all participating banks will be encouraged to restriicture existing 

lending policies and criteria which may currently prohibit the extension
 

of credit to businesses which, due to the current economic crisis rather 

than to long-term difficulties, are unable to meet normal banking
 

standards of creditworthiness.
 

A complementary D.A. funded grant will provide technical
 

assistance, training and other resources to assist the new Costa Rican
 

administration to deal with the country's economic, fiscal and policy
 

problems. The primary focus of the grant will be on export and investment
 

promotion. A limited amount of asuistance will also be provided to the
 

GOCP for improved public administration and in the design and
 

implementatior of the longer-term economic support program.
 

D. 	 Conditions and Covenants
 

The ccnditionn and covenants proposed for the loan are discussed 
in Section !II (;. 

1I. 	 DP4CRIPTION OF PCONOMIC CONDITIONS IN COSTA RICA 

A. 	 Overviewi Orqi_!i o onomic Crisis and fUmmary of
 
Current ?Yconomic fSituation
 

rrom 195O through 1977, conta Pica appeared to be a model 

deveoplir'in 'ountfy. Durin'j this period the real growth of GDP averaged 
Wol r.vor 61 per yVar, nadilt literacy reached 90, health services were 

widely ,xt,,rndl, rinnt r)rtality declined sharply, the population growth 

* 	 Tht. 1r10ll'At Ion tof prIvate lir,kn may require legislatIon. If 3o, 

Initial pAtIcipat Ion In the 11rojrAm may be limited to state-owned 
Wank ii. 
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rate dropped from 3.7% to 2.4%, and income distribution was quite
 
equitable in comparison to most developing countries. At the end of the
 
period, only about a quarter of the population was living in absolute
 
poverty. Moreover, Costa Rica had attained these achievements with a
 
democratic political system.
 

Costa Rica is now experiencing its most serious economic crisis
 
in many decades. Today, the earlier problem of how to distribute
 
equitably the benefits of economic growth has been replaced by qtiestions
 
of how to share equitably the required economic sacrifice. The declining
 
trend in real growth rates of GDP, which began in 1979, culminated with a
 
negative rate of grbwth In 1981 of 3.6% (updated since CDSS, see Airgram
 
11 San Jos4). A further drop of at least 4% is projected for 1982 and,
 
under the most optimistic assumptio s, it is believed that, in real terms,
 
the level reached In the 1979 GDP will not be Legained until after 1985.
 

Viewed from almost any perspective, the growing deterioration of
 
Costa Rica's economy during the past year affected, in varying 6"grees,
 
all productive sectors of society. A major supply side factor behind
 
Costa Rica's decline in national production was a drastic contraction of 
imports -- 29% in real terms. Because excess aggregate demand was not 
absorbed by imports as easily as it had been in past yiars, the internal 
rate of inflation accelerated sharply. An inflation rate estimated at 
117% during 1981 was also spurred on by a sizeable public sector deficit 
and a continuing devaluation of the colon which, in terms of the dollar, 
has been over 400% and shows no ignas of stabilizing. Open unemployment 
in mid-1981 was running 8.7% and Is expected to reach 14% before the end
 
of 1982. Central American political instability and deep economic
 
recension have contributed 1o a decline In private capital inflows et a
 
time when Costa Rica, lacking foreign exchange reserves and access to
 
foreign credits, has had to suspend service payments on its $2.6 billion
 
public sector external debt*.
 

The inescapable conclusion that emerges from a review of these
 
factors in that these adverse trends cannot be easily or quickly
 
reversed. Even if Costa Rica successfully negotiates a Lescheduling of
 
its puhliV .xt,.rnal debt to reduce its service payments, maintenance of 
real GDP at the 1901 level during 1982-1986 will be extremely difficult. 
It would require, according to the GOCR'S latest balance of payments 
projections, substantial foreign exchange inflows at least through 1986. 
Assuming a slow recovery of economic activity during 1983-1986, open 
unemployment would still continue to rise, reaching an alarming 19.4% in 
1986.
 

Debt s,,rvice paymentn In arrears are not Included in this totall if 
they were, the public external debt would exceed $2.8 billion (as of 
10/1/81). 
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The present macro-economic crisis is not just a passing
 

phenomenon but rather the logical result of several long-term tendencies
 

precipitated by an abrupt drop of 20& in Costa Rica's terms of trade
 

between 1977 and 1979. First, coffee prices fell sharply from their 1977
 

high and this was fol]cwfd by the doubling of the price of petroleum in
 

1979. The inability of the CGta Rican economy to adjust to the
 

relativedecline in the value of its exports had serious consequencesz
 

substantial public sector external borrowing, increasingly at commercial
 

rates, was required to cover the growing current account deficitsj
 

reserves were drawn down to negative levels; and uncontrolled monetary
 

xpansion, in a desperate attempt to maintain internal prices, generated
 

inflationary pressures.
 

This rapid deterioration called for an urgent transition to new
 

growtih strategies. The same strateqies which Costa Rica pursued
 

successfully in an earlier period left legacies that continue to stand in
 

the way of economic recovury and future development: agriculture and
 

livestock production expanded by bringing new lands into production, and
 

local manufacturing efforts, first directed at the domestic market aaid
 

later to the Central American Common Market (CACM), were promoted to
 

achieve substitution of imp)rted industrial goods. The public sector
 

played a key role through inmestment in infrastructure and helped assure
 

that the benefits of growth were widely distributed through extensive
 

educatlo., health service and social security systems. Now, land
 

extensive agricultural development in checked because there is not much
 

unexploited land suitable for agriculture remaining. Import substitution
 

is no longer a viable gro',th strategy, and a public sector liviny beyond
 

its means has become a dcs abilizing force.
 

The GOCR import substitution strategy resulted in rapid
 

industrial growth for a timu. However, by the early 1970's the
 

limitations of the strategy for Costa Rica were already becoming
 

apparent: easy import substitution possibiliten had been taken advantage 

of, and the CACM proved to be a small, easily saturated and, in some 

instances, unreliable market. M~reovur, the strategy produced a set of 

policies which worked together to create a distinct anti-export trade 

environment. These policies inclided high levels of effective industrial 

protection, an ov,'tvalupd exchange rate, subsidized interest rates, and 

other incentives to capital investment wtich have had neveral consequences 

on the economy. First, they resulted in an industrial sector that has 

considerable excess capacity, is more capital intensive than optimal, and 

in highly dependent cn imported inputs for production. Secondly, the 

"truct ure or imx)rts s iftedi imxirts of consumer goods dropped steadily 
while imp)rts of raw materiala, -apital goods and pe.zoleum increased. As 

a co1 i,.qLJ,.nco, the pionpects for reducIg iimports without affecting 

dom-stic production he('ame slight. Finally, the internal terms of trade 

did not favor agricultural production, especially of non-export crops. An 

a renuJt, agricultural production has until recently stagnated or
 

oeclined, .specially the production of domestic food crops.
 



-5-


Uncontrolled public sector growth is another underlyin problem 
of the current crisis. Public sector employment increased from 6% of the 
labor force in 1950 to 15% in 1973 and now stands at 201 of the labor 
force. In 1979-1980 private employment actually dropped by over 4,600 
jobs while public sector employment increased by almost 10,000 jobs. In 
recent years, the increase in public sector spending greatly exceeded 
revenue growth and thus the public sector deficit grew rapidly. As a
 
percentage of GDP, this deficit increased from an average of 6.5% in
 
1976-1978, to 10.1% in 1979 and 12.5% in 1980.
 

In 1981 central government expenditures were brought under
 
great',r control, an Improvement not matched by the major public autonomous 
institutions such a, the Social Security Institute (CCSS), the National
 
Power and Telephone Company (ICE), and the National Petroleum Refinery
 
(RECOPF'. While the central government deficit of 2.8 billion colones in
 
1980 d lined to 1.9 billion colones in 1981, the combined deficit of the
 
major autonomous institutions ballooned from 1.5 billion to 2.9 billion
 
colones during the period. The devaluation, coupled with government
 
resistance to further increases in the prices of utilities and imported
 
fuels and medical supplies, has been a major cause of the large combined 
deficit of the autonomous institutions. The prospects for continued 
improvement in the COCR's fiscal accounts so far during 1982 are not 
good. Though fiscal discipline was improved in 1981, the outlook now is 
that the current GOCR administration will depend on monetary expansion for 
covering operating deficits until the new administration assumes office in 
May. Thus, the feasibility of substantially reyducing the fiscal deficit 
for 1982 by the now government in six months' time sill be made much more 
difficult. 

Over the past several years, t*ie Government has been unable,
 
despite several attempts, to implement policies intended to correct these
 
basic underlying structural problems. In June, 1981, the 00CR negotiated
 
a three-year Extended Financing Facility (EFF) structural adjustment
 
program with the Tnte:national Monetary Fund. The EFF followed a 1979
 
aelf-imposed stabilization program and a formal 1980 Stand-by Agreement
 
with the IMF.
 

The GOCR did not meet the targets of any of these programs, but 
some proxqress was made on the fiscal front. A financial reform, begun in 
1979, allowed domestic interest rates for bank credit (with the exception 
of nmnll-farmer and nmall-Industry lending) and savings to rise, thus 
redtviwtq ,xternal-nt,#-r4.,l interest rate diffetences. The creation of the 
Budqet .uthority in late 1979 gave the COCR Executive for the first time 
an inntrumont to control spending by the decentralized public sector. flow 
etect iv,, thin inntiument will prove in lessening the public sector 
deticit remninn to h,, rren, but for 1982 the Budget Authority has set 
maximum deficit levels for the public sector's nix largest endLties. 
Finnly, th, moot imIottant change in the economic incentive environment 
han oen the de(1luation of the colon. It in an important means to 
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promote exports, but no far the severe credit crunch and the squeeze on
 

foreign exchange suffered by the productive sectors has impeded their
 

take full advantage of this favorable condition and, as a
ability to 

on increasing
result, the devaluation has not had as desirable an effect 


exports as could be possible.
 

A more detailed analysis of the macro-economic situation in Costa
 

Rica is contained in the Mission's FY 1984 CDSS (?p .-35), as well as a
 

number of comprehensive studies which have been conducted during the last
 

18 months*. Therefore, the balance of this section will be limited to a
 
to the
brief analysis of certaizn aspects of the economy directly related 


proposed assistance program described in Section III of this PAAD.
 

B. External Debt
 

Perhaps the most serious economic problem facing Costa Rica is
 

external debt. Public sector external debt is currently
its massive 

estimated to exceed $2.8 billion, including unpaid interest, while private
 

between $900 million end $1.5 billion. An
external debt is estimated 

the public external debt is in short-term obligations,
estimated 12.8% of 


and approximately 40% of the total debt was contracted at |igh interest
 

rates from foreign commercial banks. Approximately 301 Is owed to
 
is oved to bilateral
multilateral lenders, while most of the remainder 


lenders and foreign suppliers (see Table 1).
 

Table 2 shows that without a debt rescheduling, principal and
 
1981 total $948
interest duc in the last quarter of and in 1982 million.
 

This is equivalent to about 6M% of projected export earn.ngs during this
 

period, iot counting the $126 million in aLrears as of October 1, 1981.
 

Thin is cl2arly an unsupportable burden. There it no alternative for
 

Costa Rica but to reschedtile its external debt. The CDSS described the
 

GOCR'n proposal to restructure its debt with foreign commercial banks.
 

Negotiationa bared on thin proposal are proceeding, but do not appear to
 

be near conclusion. However, as Table 3 demonstrates, even if the debt is
 

rescheduled along the lines of the present proposal, COStd Rica's debt
 

service burden will continue to be extremely heavy for at least the next
 

five years. According to a recent study by the Academia de Centroanarica,
 

Thqse ntiidie, include Clarence Z4ekas, Jr., Costa Ricai A Review of
 

Macro-Economic Conditiono, with Projections to 1985. September 12,
 

19811 Academia de Cent.:came.:ica, Costa Rica Una Fconom~a on Crisis,
 

December 19811 Aendomla de Centroamirica, Costa Ricat Probieman
 

Fcon'micon parA Ia 1)4cada de ton 80, December 19001 1I0D, Couta Rica
 

Current Economic Ponitior. and Prospects, November 19801 IIRD, Costa
 

Rican Trade ncentiven and xport Diverrification, November 19001 and
 

1Univernity of Costa Rica, Evolucien de Ia Industria en Costa Rica
 

durante 0 Ao 1901 y ernpectivan para 1982, December 1981.
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TABLE 1 

Structure of the Public Sector 
External Debt as of 7/15/81 

$ 000 I 

Short-rerm 334,073 12.8 

Multilateral LenderL 
Bilateral Lenders 
Commercial Banks 

12,000 
77,801 3.0 

244,272 9.3 

0.5 

Medium-and Long-Term 2,280,128 87.2 

Multilateral Lenders 795,523 30.4 
Publicly Issued Bond Debt 132,800 
Bilateral Lenders 280,594 10.7 
Commercial Banks 788,211 30.2 
Certificates of Deposit 283,000 10.8 

(re. Trade Indebtedness) 
Total Public External Debt 2,614,021 100.0 

5.1 

Table 2 

Contractual Debt fiervice of the Public 
External Debt Before Restructuring 

Projected as of 10/1/81 

($000,000) 

Principal 

Interent 
Total 

Arroars 

67.8 

58.3 
126.1 

1981-/82 

629.0 

318.6 
947.6 

1983 

281.5 

199.7 
401.2 

1984 

311.4 

161.6 
473.0 

1985 

295.7 

123.5 
419.2 

1986 

234.3 

89.7 
J24.0 

(Moa 19810/U2 to 1986- $2,645) 
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Table 3
 

Projected Contractual Debt Service of the Public
 

External Debt After Rescheduling
 
($000,000)
 

1981*/82 1983 1984 1985 1986 

Principal 92.5 137.3 157.2 366.4 279.0 

Interest 436.4 365.7 420.8 485.6 582.0 

Total 528.9 503.0 578.0 A52.0 861.0 

(Total 1981'/82 to 1986 - $3,322.9) 

*Refers to the fourth quarter of 1981.
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the country's debt service would requixe 400 of export earnings over the
 
1982-86 period and, in 1985 and 1986, 
 this requirement would be
 
approximately 501". Therefore, Costa Rica's to
need service its external
 
debt will continue to place severe constraints on the country's economic
 
recovery and its efforts to gradually eliminate its balance of payments
 
disequilibrium.
 

The above discussion refers only to the public sector external
 
debt. While little is known about the structure or amount of private
 
external debt, it is reasonable to assume that the majority was
 
contractedon 
short terms and at high interest rates from commercial banks
 
and suppliers. Given the shortage of foreign exchange, the economic
 
downturn in Costa Rica and the reat of Central America, and the 
massive
 
devaluation of the colon, 
the service of private external debt will be
 
extremely difficult and is likely to threaten the continued viability of a
 
major portion of Costa Rica's industry. At present, no major efforts are
 
being considered to renegotiate this debt in a generalized or systematic
 
fashion. Consequently, each firm is left to its 
 own devices to
 
restructure its debt with its creditors.
 

C. Balance of Payments Situation
 

The massive devaluation of the colon vis-a-vis 
 the dollar,
 
foreign exchange scarcitlea and government austerity measures combined to
 
limit Costa Rica's negative trade balance to $174 millton In 1981,
 
compared 
to a negative $543 million in 1980. This, in turn, caused the
 
current account deficJ to shrink by Pome $298 million. As a result,
 
international reserver, declined by only $50 million 
in 1981, compared to
 
the record loss of S1A8 million experienced in 1980.
 

This improvement in the balance of trade, and in the overall 
balance of payments came at a high cost, however. While exports expanded
by only 31 in current prices (entailing a reduction of 6-8% in their 
purchasing power), imports contracted by 221 in current prices, and by 
some 29% in real terms. Cuts in imports could not be confined to
 
ron-en,.ntia1; Imports of capital goods, construction 
materials, raw 
materialn and intermediate goods dropped as well. This was a major factor 
in Contn klica'n GDP decline in 1981. 

A number of iprojectionn of the balance of payments have been 
made, eaich with aligihtly varling annumption.. Two of the most recent were 
made by Clarence Zuvokan in his Septembor 1981 ,eport entitled Conte Rica: 
A lkrvinw (f Macro-ticonomic Conditions, with Projections to 1985, and by 
tho- Acdemia de Cent ro.*Mrica in its December 1981 study of Costa Rica: 
Una iconoma on Crinis. Mlth conclude that the balance of payments will 
continue to le nubstantially negative for the next five years. 

Ar.domla t(I Cntro:Amricn, Costs Ilca i na f.nomla on Criss 
Docetombr 1981, p. 14,. 
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The FY 1984 CDSS contains two sets of balance of payments
 
projections for the 1982-1986 period. These projections are contained in
 

Table 4 and are described in som-i detail in pages 14-16 of the CDSS.
 

According to these projections, maintenance of GDP at the 1981 level, in
 

real terms, throughout this period would require substantial additional
 

foreign exchange resources. These requirements range from $192 million in
 

1982 to $669 million in 1986 ,see Table 4). If these additional resources
 

were not made available, imports would have to contract and/or debt
 

service payments would have to be stretched out fuLther. These
 

projections show that Costa Rica's balance of payments difficulties will 

not only be substantiel In 1982, but that they will persist over the next 

several years. The problem may, in fact, become more serious unless a 

number of corrective steps are taken, including structural adjustments to 

bring the public sector'j chronic deficits under control and to promote a 

reorlentation of the incentive system of the economy to favor expanded
 

exports.
 

D. Effects of Economic Crisis on Private Sector
 

The most adverse effects of the current economic crisis on the 

private sector have been in two areas: access to foreign exchange to 

purchase needed input.s and service foreign debt, and access to credit, 

especially working ca.ita'. 

1. Foreign Exchange Situation
 

The national currency has taken a sever- beating during the 

last fifteen nmonths. The colon was being quoted at 45 to the dollar in 

mid-March, compared with the early January, 1981, rate of about %12 to the 

dollar. The import-intensive structure of Costa Rican industry has meant 

that the costs of crucial raw materials to keep industrial production 

moving tripled and even quadrupled in a period of less than a year. The 

country's lack of dollar reserves and inabilily to service its external 

debt caused previously available external suppliers' credit sources to dry 

up. Manufacturern instend have had to recort to their own resources (when 

they hav been Ahl. to) to finance increasing working capital requiremonta 

renultintl from the devaluAtion. According to a survey conducted by the 

University of Costa Hica'n Economic Research Institute, the severe lack of 

traditional -ourccii of credit meant that self-financing became the single 

mont Iniort ant nource or finance fto medium and large industry during 

19010. Another wmrrifsa:t, indicator revealed by the name survey is the 

fact t hat fully two-thirds or the aamo medium and large firms with 

externA] debt nre nc-tively seakino to renegotiate payment schedulea with 

thoir 'rlt'oi. Thin Implies that there is little hope for increased 

Inftown jr priviite rapital in the near future. 

Univernty (it ( ot-i 14i..i,.ntituto de Investiqacionen on Ci0nclam 

Econgmlcan., Yvolucin d I& Industria en Costa Rica 4uranto ql A1o 

191 ol.r.ipetivan Jara 1982, Ban .7oai, Coata Rica December, 1981. 
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A number of policy decisions by authorities further served
 
to cloud the picture. One of the more signifiLcant of these was the
 
Central Bank's handling of the large backlog of commitments to sell
 
foreign excharge at the officiAl rate which had not been liquidated at the
 
end of 1980 when the colon was first floated (the press). As a means of 
liquidating the presa, the Central Bank issued negotiable Certificates of
 
Deposit in colones and dollars with the latter to be used as payment for
 
foreign obligations. The dollar-denominated CDs were heavily discounted
 
in local trading. Upon maturity of the first scheduled amortization
 
payments on the dollar CD's, the Cent'al Bank announced that it wotild not 
be able to meet its obligation. Besides contributing further to the
 
illiquldity affecting the private sector, nonpayment also sent very
 
damaging signals to overseas creditors.
 

At present there is a three-tiered exchange rate system in
 
Costa Rica. The "official" rate is set at 020 the dollar and is used
 
for a limited number of transactions involving r .. cines and the expenses 
of students overseas. The banking system uses a "free banking rate" which
 
is established by majority vote of a committe,-- of the state-owned and
 
private banks and the 16 financieras operating in the country. While this
 
rate is theoretically a floating rate, it is preserntly pegged at 038.Z5 to
 

the dollar. There is reportedly .onsiderable resistance among members 
of the 'anking committee to increasing this rate significantly out of fear 
of the impact of a higher rate on the viaDility of many businesses and 
what this would mean to their own portfolios. The "free market rate" is 
the floating rate and is used for all unofficial transactions. This rate 
vLries daily and is presently around 050 to the dollar. 

Annex B describes in detail the present procedures for
 
liquidating foreian exchange earnings from exports and making these
 
resources availabli, for imports through the banking system. All export
 
proceeds are required to be sold through the national banking system. A 
bank must purchase 10% of the Qxport earnings at the official rate of 020
 
to $I, and the remaining 901 at the free banking rate. Thus, exporters
 
are currently required to sell their foreign exchange proceeds at an
 
average rate of V35.48 to the dollar, a rate which is approximataly 301
 
below the current floating free market exchange rate. Further, the
 
purchaning bank to required to nell 511 of the foreign exchange export 
earnings to the Central Bank, primarily to be used for public sector 
purpos;en, leaving the bank :ith only the remaining 49% to sell to its 
clientn for fmpo)rts or other foreign exchange requirements. Tht Central 
Bank has Iinnued a neri.e of directivos to the banking system gover.i|ng the 
use of tho 49 of texport earnings left to them. These directives provide 
that priority in the allocation of thes foreign exchange resources be 
given to imp rtn needed by the productive sector and a number of other 
unen. The C..ntrnl Bank han r.ninted adopting more stringent controls on 
th-. une of ttht-n. foreigln exchange renourcen, reportedly because of the 
IMP's oJp,),ition to ntrict ,.xchange controls. 
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Until recently, exporters were allowed to use their foreign
 
exchange earnings first to cover the costs of any imported inputs for'
 
their production, up to the total amount of export earrings. This sistema
 
do adelantos provided exporters a certain degree of security that their
 
needs for imported raw materials or intermediate goods would be met, at
 
least to the extent they themselves earned foreign exchange to meet these
 
requirements. The current system, however, changes considerably the
 
situation confronting the exporter, and creates a number of difficulties
 
for the private sector in general. Net exporters frequently require r -e
 
than 49% of the value of their product for imported raw materials 'r 
intermediate goods, and businesses producing primarily for the domestic 
market are especially hard-hit. While some commercial banks allow 
exporters who bring them foreign exchange earnings to repurchase as much
 
as they nee of the remaining 49%, others require exporters to *go to the
 
end of the line". In most cases, the only access businesses have to
 
foreign exchange is through the street market. This has not only been a
 
major factor in the rapid devaluation of the colon in that market, but it
 
is also a major disincentive to exporters. Furthermore, to the extent
 
that there remains a major difference between the banking and free market
 
exchange rates, the shortage of foreign exchange within "ho. banking system
 
will be aggravated. A significant spread provides a powerful disincentive
 
to turn over export earnings at the lower banking rate, while at the same
 
time increasing demand for foreign exchange at the banking rate. It is
 
expected that an agreement with the IMF will provide for an elimination of
 
or a substantial reduction in the differential between these two rates.
 

2. Credit Availability
 

The shortage of foreign exchange to finance imports has been 
accompanied by a severe reduction in the amount of credit available to the 
private se(:tor durinq the past two years. This credit shortage is 
especially acute due to the increased need for working capital to finance 
inputs made much mor, expensive by the devaluation of the colon, and an 
traditional sources ot suppliers or foreign bank credit have dried up. 
Tticrean.td accent; to credit by the private sector in essential if a major 
structural transformation from a highly-protected import-substitution 
ba;ed economy to one geared to extra-regional export expansion is to be 
implem.nted nuccetnifully. 

During the eleven month period from January 1 - Novomber 30, 
1901 , total c redit of the connolidated bankinq nyntem increaned by 10%. 
Hlowever, credlit to, the private nector increased by only 7.61, which wan 
sharp1,y neqiative in itea] termn. For the 23-wnth peri-o from January 1, 
19801 to !Nvernbo, 10, l 0Jd , hank cre.dit to the privat.e nector expanded by 
21.11I, (hlsitnI which t me the connumer price index in .h;n Jos$ ronl by 91%. 

Crii t (inititandinlq to the private sector r,lppre, b)y no"r 21 

in roal testinn dut inq I1ill in comparinon with 19110. Dur inq the fir t nix 
mont hsu ( i 19111, mnnufa't urinq induntr iet recoIved only one-th£rd of th, 
reai l( w ot. now ciid it that had been made available durig the name 

http:Tticrean.td


ps r odIn 198's Inmid1-9 the level of 6sdt outstanding t Ia 
sector WAN 401, lowerl inrea tormal than~ InJuane 970 ,?In stio, high
delinquenc~y tes1o ottQUklon eucdeinfrh hanig av 

resources 'aailable for: now ledig o the: ptoduoti" seotai Tuft 

critially, needed to aint4alp C~om a acttv ty," 

In a study conduotd In 1981 b the. Acodesa d* ontra-, 
unsatiedcreditdeatid In19W was, estimted to beover ON 112bil 

($430 million at:,-theaverage r19Q exchange. rate of 01041Z)Th s'jtudy 
.'alultedc an estimated aredW gap.ttI9 "te s. billion 
(approximately $200~lllo at the currsnti xoh~n9* rate). in fact# loll 

Sproved to. be even worse than antiolpad tot the ptivatie sector dUe to 
virtual elimnination 0l noag~ of to Ricanao- lines credit Cots 
producerts,
 

itis clbsro therefore# that the unavailability ofth 
ad4o~sioeignceihsben a ajor, adverse ftor In theprvt 

eotor's efforts to cope with Cus a rssat ls*ool 


3.~ Conttaints o an of rdtt h-PiaeO 

it princpa cosrits on the "expansion of otadit.for-he 
fro dtometi crdtrsucs the disappearanceo foeign sources of 
credit. Howaerp anothe ftoro Is beginnig to smage Las an, Important

texna1 aopld,~problem as wll. The site ofthea prv bt with the 
high rate oft delinquenies on outstanIding -olnloans hae meant thatM 

cd te4 ate longavaredAworth&businesses,, which ibadly nee t ~o 9ecate no 
by traditional banking standards. - Th balance seata of met businassos 

S';;In Costa' iaa raf lootir th ountry's economia problaa du9n thce last 
two yeiru, give a vary,,pegate piture of the viabilit and prOSP~cts~of
ths": Urvs. the commercial bakfepeilally, ths-sate-owed banki-wia~b 
ohannel tiea vast majority of credit to the private smtr, have been 
reliaota~t to modify thier ; oan approval ,policies amt practices to fit this 
ew.vAi 'uationo As a4restlti iaM businesses are, unable to qualify for
loans.; -A.'ths tinanoiat oondition of Owst Rican kusineasaa continues to 

~I~~' dtsarajts coreditworthiness, of firms and the innovatlvanss t'o the 
banking', system In meeting the~needs, of. these firm#- will beom.
increasingly Important. 

<I Disinvstet thioughcptlfih-MsntAea:o'ba 

due to the' Shortage of ec a, 6mi 50lyt oeIforeign r0 evie 
elidabt and purchase Imported Inputsi AdU tts fsdfor " foilg 

exchange resoe, ouatside, h on y-filteei 91-abr tai-O 



desire to movesos out:o 'teountryon'spemantbasis.. 

foreign exchange beoor avatilable and4 witaclser AprPi tio5 of,@ 

SThe futureprospeco f theC Cost& Rican emoso' depen on te
'ability of the -00C to rejach agreem with the ,W. o,-a cnmc 
stabilization program,, Without commitment to and, good performance In 
Impleentig suchl a stabilization programe ost& Rica's , uture -is bleak.0 
The* 'nevw-eotd AOOC~ which iop4 oficeP S40 2, *ppoas 

deicted to far-raching reforms and to the otainl 
signtureof, workalae sgtowntp with the We. 

The spec.ific onpdition of ,a no IK gofn aeMrytbe 
determined. However# rfrom post aentos and oonversaions with 
Central) Barnk and IMF officials# it *an~ be sstmd that any 'fture,

agromntwil t~qir*theOOR to adopt wasuries Inthfolwn 442 

ubstatial 
(water), *, olnii.ite6orrduce the budgetary deflotu @2 thee-einties 

1. If~ot Ieses. In the rtes ohatged by pusblic 

2- Hold the 1982 detlIoLt of the central govrnn down, to 
aot2.5 to 3,0 billi~on gjnl and the oombined defkicit ofth 

consolidated ;ribllo uoctorto 5 o billion ooloni 
3. Plac tight, limits onk .bank credit expansionan oveal 

li0it as well as one applied Specifically to th* publicQwtot) t* iedi 
pressures on the price level and on- the-balano of pyns 

4. Place limits on new extern4. borrowing(wp ehp o 
detiol-over@ or refinancing),~~'--~ 

S. 3stabllah a uified~(or nearly, unfied)#~ flexible exhang'e~
tatef, of t k least Iallow the 1:cotinuing~ funtioning of a frev, foreignexochange Aarkot (alongside .the 81offiial4; mrket) a wLh all rie.1dual
transactIons can take place (i40e., all ".transacttons that are not eligible 
to draw on official or banking systa-.Controlled issouroesi., 

4. No lut tighteningofecagcntls
 

11 exhange cat* poicAy of the new, OOCR wilbespecially 
r pooants IZicatonse are that th'M @VnnMent Vill seji to maintain~ 

te thtee-tistod exchange rate ytm 'but4 shif t responibility~ for
esablishing the, banking_ rate, ftoa e exsting banking sse cnte 

to he Bak,' , systemental i th thrttrad remainsn-ffe#I 

~ banking rate anid thefa-mrelct. tewm a niae aoa 



serious, disncenives to exporting will continue. to th. 1timaate 
detrime tofthe cutry~ s abiltyjto g eate foreign 9Kexhang and ofts 

eonfomic rooovQySY program~, 

uz11, i~PRRMD9CRIPTION 

A. U,. 8. Interests and Assistane Stratey; 

Costs Ricgalm economic crisis,, particularly whn plMue in,the 
conex ofth eonomicdsuptionls of Central'Plitical and 	 *atteoinqL&li

AmerIHkic4a# o serious 'challenges to, the country's. poltil and e@a'onQc'-Q 
systems ~? Isi not cextalnf i-'eor Cost& Ricans' will react 'to a protractid ' 
period~of s:igh >unemploynintj eroding purcohasing power, periodic foad, 

IHV~ 	 shortages. and cut-backs In~ public services, The new Costa~ Rican,
 
admnitr~ation ich-.~ took office In NaXy vl toly have't fc
 
heado,*n the, country's economic 4difficulties and 'undertake a nerieOs 'of
 
difficult Land ' fraching measures. Itl eill also have toL convince: tjhe' 

coutry that: Ats severe economic problems are bigLdat W 
H ~ t austerity Mesue Wild Phoff@ffeotIvely#,ta the, 	 w l wg and-Ut@5Ro 

necessary sacrifices will be saraed equitablyo 

toA~ b'fl* etreel 	 is clarThsI likelya 	 an dS~ifcult task, It 
th a Long Lperiod at stringent financial and fiscal discipline vill be 
r#V' r 	 Rc' governhent and4 peadta h eoc1" u.sl'OIt 

undrgoa ar-reaching structural adjstmntU.8 0 0sts Ric&qndtert 	 u 
V~V~~ is to assist itI arigotte urdadjustment ina mannerwhc 

preserve th bai enants of a deorai soit an fremkt 
Kiy I 	 thsA contwext . ojcie inw.Costa shrt andhawbY 	 RcInte

medium-term agik 

-to help stabilize te consomyl 

-to? assi1st Inrxestoring interna1:Ional financial confidence in~ 

prmoeprouction# particularly In the indust rial an 
Vagricultuiral seorrs with spacial emphasis an Increasing 
 14 1V

e~portatIV
 

It-t 
 t.~g the establishm 
V sc4n16$gowt ouAAdinnequi6t and a prgsoive private~< 

suppor 	 of a firm basis for sustainable 

sector$ and~V 

-I,
to help protect~the foundations of Costa Rica'c democrtioc 

**rnc upr asistance can help Costs Rica sale to :.*S 

o auterty 	 ovestran th 	 easures It Pat ' take te nextfi o~ 
years. inaddition# It can provide the 00CR Incentives to undortilie 
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difficult policy changes and structural reforms that otherwise might not 
be possible. As such, economic assistance can be perhaps the principal
 
means of furthering U.S. objectives in Costa Rica in the short- and 
medium-term. However, U.S. assistance should not substitute for or permit
 
the postponement of the difficult measures the GOCR must take.
 

The Mission foresees an economic support program of substantial
 
proportions over the next 4-5 years, as described in the FY 1984 CDSS.
 
The focus of this program will be:
 

-critical balance of payments support to help arrest the current
 
decline, minimize the collapse of the private sector and
 
stabilize the economy;
 

-financio to alleviate the critical shortage of raw materials,
 
intermediate goods and spare parts for industry;
 

-financing to help meet the working capital requirements of the
 
productive private sector;
 

-employment genvrdtion; and
 

-technical assistance to public entities and private groups in
 
export and investment promotion, and in the development and
 
implementation of a new, export-lud development strategy for
 
Costa Pica.
 

B. Pro.rj )b ,,c t i . 

Th obtective,. of the proposed economic support progran over the 
next 4-5 year-, wrrl let forth above. The specific purposes of the $20.0 
million jproIrrm (hfecritbd in this PAAD are: 

I. To provide irninediate balance of pdyments support to Costa 
Rica aid 

. To ail-r,l th,, alloction by the Ir.R of urgently needed 
fore in(Iii xhanql ind (,red I t to the lirivate sector in Costa Rica, 
particularly rt veport,,r., wlth the objectives of maintaining levels of 
product ion and vrmplo nont. 

7o .ihi iv,, th,',,, o.bjectives, an Irftnedlate cash transfer ISF loan 
of $l). million ,rid $I).0 million ogrant are proposed. The loan and grant 
will haiv I Ilf ofn six mionths from datP of signature of the 
pro(Irtam a r i.mer I. 
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C. Justification for Cash Transfer
 

In designing the program, the Mission weighed the merits of a
 

cash transfer and commodity import program (CIP) and the experience with
 

both in other countries in the Caribbean Basin and elsewhere. Based on an
 

analysis of the advantages and disadvantages of each approach, the Mission
 

concluded that the cash transfer mechanism was the only means to achieve
 

the objectives of this $20.0 million program. U.S. interests are best
 

secved by an immediate disbursement of dollars to provide balance of
 

payments support and assist the Costa Rican private sector. The economic
 

situation demands an immediate infusion of foreign exchange resources,
 

with a minimum of procedural delays. The productive sector of the economy
 

urgently needs access to additional foreign exchange to import inputs to
 

keep their businesses operating. Systems already exist through which
 

these additional resources can be channelled quickly to the private sector
 
with reasonably good assurances of reaching productive enterprises.
 

Although the CIP approach would provide more precise control over the use 
of U.S. resources, given the need for an immediate infusion of resources, 

the marginal gains in accountability from the CIP approach for Lhis 
particular program do not justify the initial delays this mechanism would 
entail. Based on an examination of the banking system, we have estimated 
that from 3 to 6 months would be required to set up a CIP in Costa Rica. 
The cash transfer mechanism will also require less staff to administer,
 

both at the Central Bank of Costa Rica and the Mission. In view of the 
demands on already limited staffs to design and implement the broader
 

economic reforms and stabilization program, the Mission concluded that the
 
cash transfer approach wds the most appropriate for this tranche of the
 
economic support progiam. Furthermore, the cash transfer approach, as
 
designed, will provide the Mission with an opportunity to influence
 
overall GOCR policies and procedures regarding access by private producers
 
to scarce foreign exchange resources and private sector access to much
 
needed productive credit. This approach would, therefore, have an impact
 
on Costa Rica of significance well beyond the $20.0 million provided
 

through thin program.
 

D. U.S. Dollar Resources 

1. UJe of U.S. Dollar Resources
 

A $20.0 million cash transfer to the Central Bank of Costa 
Rica (HCCR) in proponed. Because of the serious economic problems facing 
Costa Rica aihd the country's enormous external debt, A.I.D.'s mont 

concetiniontil lo.an terms (40 yearn amortization, 10 yearn grace period, 21 
inti.ro.tit dlurinj ,irane period, 31 thereafter) are requested. The loan and 
qrant will he, dibursed in their entirety to the OCCR upon natisfaction of 
condl it ionn prtednlt to, dinbur ement. 

Th.o nyttem for allocating foreign exchango export oarnings 
wait d.stcribed I rit.fly In Nection I. D. above and in detail in Annex D. 
The IWC1 will tins thin nyotem for channelling the dollar renourcen from 
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the loan to private importers. The BCCR will sell the dollars at the free
 
banking exchange rate to the state-owned and private commercial baflKS of 
the national banking system. These dollars will supplement foreign 
exchange resources received by the banks through the liquidation of export 
earnings and will be sold to their clients at the banking rate in 
accordance with the priorities already established by the BCCR. The 
Central Bank will require, however, that these dollars be used exclusively 
for private enterprise clients of the banks.
 

2. Management of U.S. Dollar Resources
 

A special account will be established in the name of the
 
BCCR into which the $20 million will be deposited and from which the
 
dollars will be drawn by the BCCR exclusively for sale 'o the 
participating commercial banks. The account will be held by an
 
appropriate off-shore banking institution in order to safeguard against
 
the enbargoing or attaching of the funds by the GOCR creditors.
 

The BCCk will covenant to require that participating banks 
sell the dollars exclusively to private producers.
 

GOCR reporting responsibilities will be satisfied by

providinq the Mission with evidence of disbursements from the account to 
the participating coirnercial banks. 

E. Use of Local Currency Generation 

I. Loan 

rhe coli2Sc qe)nUrated through the sale of the $15 million loan 
proceeds will e used by the {CCR to establish a discount line from which 
credit will be extended by participating conmercial banks to the private
productwive lector, with emiphasis on medium and longer term working capital
lend ino. Priority t(rrts for the credit will be established In order to 

maxir;,i/vE t.he de,w loprint.,j1 impact of the credit program. The emergency 
naturts of the offort, however, will require that the targets be broadly
(dfIrIIed .1ri that ol) ,ta(. It-, to rapid (IiJshursement of the fund be minimized. 

r.re.,rmtr!' '3 

All ipr ivat' , priducer,. (i tc ud ing agr icu I tura I and IndustrIal 
produu-r'. ) will hf, 1i( i'1 to apply through the part IcIpat Ing barks for 
crelit under the pruoirai. Priority attention, however, will be given to 
export related production. ll igible ap)licants will include: 
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-net foreign cur-ency earners (exporters);
 

-domestic producers of raw materials and intermediate goods
 
which serve as direct inputs to production for export;
 

-providers of essential services to exporters (i.e. product
 

transportation services); and
 

-import substitution producers/manufacturers.
 

Credit applications will be considered without
 
discrimination from those exporters who require colon credit in order to 
purchase dollars for foreign inputs for export production. Lending under 
this program and the determination of an applicant's creditworthiness will 
be geiierally governed by standard bdnk lending criteria. Special 
consideration will be encouraged, however, for priority target applicants 
who, due to the current economic crisis rather than to long-term 
difficulties, are unable to meet normal standards for creditworthiness. 
While it is not expected that unreasonable risks will be taken with the 
fund, more dynamic methods of lending will be encouraged, such as lending 
against inventory and/or against market orders. In order to encourage
 
participating banks to adopt more flexible, credit policies and criteria, 
the program will consider offering special discounting rates, and risk
 
reduction mechanisms.
 

2. Grant 

The colones generated through the sale of the $5 million 
grant will be depositeo by the RCCR in a sperial account from which the 
CcrPoracion Costarricense de Financiamiento Industrial, S.A. (COFISA). a 
major development finance institution, will borrow for sublending to the 
private sector. These resources would complement a new $10 million AID 
Development Assistance loan to COFISA, thereby providing the private 
sector with both colon ard dollar credit. COFISA will repay the $5 
million equivalent CoTon loan into a separate SBN account which will be 
jointly marnaged by - tl e Mission and private sector representatives. 
Wit lid rwi Is will h (m nade from the account to finance s:'octed 
export/ inv c,,tment pr(umution efforts and to further other objectives of the 
Caribbean Basin In iti ative. 

( m1. Local Progiramn Man emen t 

The H(CIP will minaqle the credit progIram throuqh a standard 
system it I[ dmoiimt ifq the andi(.)R through state-owned private coxtvnerclal 
banks,. AlI n1,ii oppl icat ions, credit dec i s iotn', processing and 
monitoring will cur ,st tfe livel ( f the participating bank. 

TtN, part t(. ip.t, lfm of pr I vitm' bank, in the program may requirp 
l(I,, . lt v,, A,.%.ih I y c t I on. Therefore, initial part Ic ipat ion in thli 
pro)lromm ra be I lrinid te the st, t v-owned banks. 



-----
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The BCCR will ''rnder ',monthly' reports to the Mission#proviing~a description of t~~o ePhpi)aoon a 1J.E! of 
-7-. #Uq4_!t@n6y pati ng-bank.-he-isii -wil

also include. pertinent information regarding instittional, problems an 
Sotheimpe.dimens to pormoeain# 

While priorities for lending will be governed by the-general
-targets established for. th programp,coredit decision aking and loan
processing\vwillocur accordingj to normalbankiJng practice (as modified by
encouragement- -for special lending criteria as-described labove)~, 

-L~ -. oans to, producers will- be made at comiercial rates of 
-. ~ Initerest. To, compensate participating~ ba&nks for~assuming the,'.additional[
~&Irisks associated with the adoption, of more dynamicLcredit policies, Eia. 

,~­

RC-w 1i agree to allow the participating banks -a 'larger than normal4spread forlending u'nder this program, 

2 ~~ F Description of Complementary Grant Program 

ollowing; Is proposedas D fwor ~a
oplemont -the ZNI oash transfer, The 9,rant Is an extremely important 

Th f~'' *u $10mlingatt 

element of t)he U.S. economic support program for osts Rica., th will 
-- * provide technical asista~nce# training and other resources to assist the,

now Cost& Rfica~n 'dministration deal with the economic, 'fiscal and -poicy
Iproblems it ~l face £eImmfstly~.- The grant will reinforce not onlythis first tranch* of EBY assists'nce to Costa Rica# but will also help lay

*~~ the foundation for subs.qen phses of the economic support program. - -~ 

Teprimary focus~of ther grant will be, on export and Ivsmn 
promotion. A limited amunt of assistance will also be. provided to, theyoI ImproVe pubic aduinistration 
ofAthe logrtrm conomuic support progrm. 1h* aotivities p pI' d tot Ifnanced bythe grant are, described, below# Given the ortaintle 

00CRt6 and In'he design~ and Imlementation 

- -

~-i---- hat, remin'aegrding the~nature of the oirernment's stabilizatiobn program
~~--.--~and 4conoulo policies In general#, these activities may~be modfie 

somew~.that duuifg thimplomnaftii 6aofthe ant, -

- t PC mtion - 01. knrt and Inves *4SO0OO 
 -

2 ir'------22 -I f 2-notodaoe ma~oot structural rfms&or e d
reogrient th oia 

to 
a ecoomy toward no-traditional exports to region. 

- ji auus Centlft America, Th Car4ibenBa :,_iiiaiem~et ot 
Rca, wiha xelntopruiyt no quiklIn' tha direio

Hoeot eo t vef usatal-tikn and alyisutgo AInto
deiging new exot-tmokAio stratagi 0 insIinomjr fot

wilhave to be mad to attrac M~oeport-oriened private I 'estn
oCsts Rica, Cive1n the curren thlu e Sof*1.1. ilno 
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Themaorportion f the grant programy wilephasis exor 
-and investmen Fvdiscrte isiQ edprooton aotivitien ar env 


,'Technical assistance ~Pnd training will' be provided' o 
~ the Ministry of Economyt Industry and Coua~rc*$ to its Center" for Export

Promotion, (CENPRO), 'and to interested pritvate scoetitiev to improve 
an ',expand their export and inves tment prmoion *iforts*, Assistane to 

SCONPRO wllk alm at strengthening its capablities in export *id,invoetiment 
Spromotion* and upgrading "its role wthin tjhe VCRI in analysis, and- policy
making In 'this, area., PriLvate.',organi sat Ln... ;4111 also be assisted to 
develop their owne*xport and investment promotionl efforts and to work with 
thoe Government to devilprvd xotprmto poliqis ttlo 
10 workimnn or, eoncal assistance (W&UU 40UU' and -training through
short courses, in, the U.S. and other Caribbean Basin countries ($20,000) 

b, 7~r** Trade Zonesi~i>~ 

A Cst Ric Is resntly planning tedevelopmet o two~ 
F~~ Trade ones %'t~o "production typeree Z. attract shiaring"',. Assembly 

industrie . Idsriles loostinig in, these zones w~ill, p#rovid#,,uob neededeloymet ad foeg xhn', export earnings, Coita Rica Ispres. tly
ioxling4 with the Zntera~imerian' Development Bank on- th expansion-ofti
Offorti and4 the ?IDB ex ets' to~provide capital assistance within thenoaxt 

<,Year toIpeetthe project. To complement the proposed IDB loan, th~egin wia provide, technical assistance. $- training'(18 we *l0,000l 
.(short courses -eao0#000) and a, limited amouint of trvlexpenses, 

S(p50,000)- associated with the promotion of the Free Trade fones and the
attraction of-foreign investors to these zones. 

0. Produ~ction technology 

Wtaiilhile there are many opportunities to expandsnon-traditnional exports In Coosta Rica, local prodvoers and maufacturers 
~~2f~srequently 'lack knowledge and Informationv on the product quality, 

Cj 

Spackag'ing- and presentation 'required, by extxa-regional markets. Twelve,
~4L si rk-moths, 01#20 00 ofbo-t'mtechnical assistance wl eprovided 

C..4/Cto~ help Costs .Rican private sector entities assist local enterprises with 
oxpor potentia'& to understand4 better, and orient their production
technology, and. standards to 'the~ ws~ireunts of -non-traditional markets,A 

espedially the 'WB,,market in light of the trade incentives vhich ar* part 

d,ImpovdOnrtproc~ o 



SOne 'disincentive o 0spn ~~rsis'~ - onero a. 
papemor associated wif exporting, A' 1 mut of technical,assistanc (4w' - *40O000 wki- be, provided to, the, BCCR, 0,,herc, publIc'

aeto--eni ie --an t---th'banking *-ytmto-e b *l07,exporting
procedures and paperwork more 'efficient, le684 time-consuming and lol*a 

0e. Economic policy sudies 

Muhanalysis remains to bedone ontebest means of,
reorentig aCompex ye tIU 'ofincfentives away m por t , Iubstittion~2and~toward export promotion. TW L'eonomic pol'icy studies, (estimated

costs 45#0O00 eaco or aotlo*0O0)will- be finanoed Lzto analyxefurther~ the existing constraints to increasing exorts- to ak 
incentivyes to exports. and ,export-related investment and to implement 'anexport-led development strategy.; 

~* ~2. Improved Public Administration -$60J00 

S Th~e grant will provide a. small amount of Short-term'Stech~nical. assis tance to the 00CR to LCouplemen asistance expe.cted £fxoo 
__~the 
 IMF and the World. BankIni4mproved 7financial. anagementt taxian& other 

repolicie administration# mo e off Ioent administrative joyutemso, andpolicie with respect t h effiioentsys 'y functioninIof he financialn Thoe resurce s will, allow the Mission rto' respaondt~priority needs of -to highth~e now GMc aduinist~ration In areas essential. to theimplementation of An *oonomio stablization progrCa nd, ,improved
management of the public scobuget, 

3. Program Design and Implmnalo O20.000 
~4~omentst13n2-

S24
 

The activities d~scrlbed In this PAMD are only a first phase~.~;$of what IS 'expected to be aprogram of several years toas&$ist LCosts TRUCaIn -its-,4concmia: itcovery A gea deal of 4ditional work, Will :be)b~required LtoA0desi and Implement successfully this priogram, The Lgrant
k~<<:will provide L-,I _Mission with resources to finance stuadies and advisory,

;~<assstnCe to volwth it and theL M0M to design &rnd Amlemsnt programs~ ;latd to eoomic stabiltuto and recovery, privet. secor4assistance,~1TT eXport OrInoii andsuployment generation*~ Ixamnle of te hpe fassiatanco: that might bi provided Includs' (a) further istigation of thepriate setr dbt's" aio it n) a effect on &I~e to and demand~ forfor* IgfL exclhanLaor, colon :aredit:; (b)design of the mechanisms necessaryto itIat*eLand operato. a Commodity Import Pr am which co'ld be In edwith -uturI u a utnCej (C)Lfutther a ayl.of'oppropre AStpovdiefi os fore as~ihal 
exportfra or other Indus tn$I~ an d ) 311915 @tednSlabo It'"ntensive public ork.progrmwihcudb na dwt'-101 
cuotirermojgener~atin of futur NO? progr. 
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The grant will be obligated in a series 3f separate grant 

agreements with GOCR and private sector entities, or individual Mission 
contracts as appropriate. The short-form grant agreement will be used to 

minimize the additional staff time required to implment the program. It 

is expected that in most cases A.I.D. direct contracting will be used to 

expedite the procurement of services. Close coordination with the GOCR 
will be maintained on'each activity. 

G. Conditions, Covenants and Negotiating Status
 

The proposed program haki been discussed with the BCCR and members 
of the .banking system. However, because of the transition period between 

OCR adninistrations, the absence of firm appointment of several key 
officials in the inccmnlag administration, the absence of clear indications
 
of the :pcific economic policies that the new government will pursue in 
several important areas, and the status of negotiations with the IMF on 
the specific provisions of a stabilization program, it has not been 
possible to negotiate fully the details of tha proposed program with the 
GOCR. Thc mission believes that the program as described in this PAAD 
reponds to the needs ot Costa Rica and to the policy directions of the new 
GOCR administration.
 

Proposed conditions precedent to disbursemnt of the loan and
 

grant are:
 

1. Ar. opino.i of counsel acceptable to A.I.D. that the lear 

,tigeemti hi: twn du1ly 6(ithorized and/or ratitled by and executed on 
behaif o f thi. Cenr, al laik of Cota Rica, and that it conntituten a vilid 
and legalily-birding bli lt tin of tho Central Bank of Costa Rica in 
.accold'w.l', with all of Itts tr m . 

.e. A litafer'ienl't of the. nnm -of the pernon hold ing or a"tlng in 

tho .41 r',, o, the Cnttal hIank of Costa Hica, and of any additional 
r#?pra.tent it v n , .tqet.her with a np;eclmen ns gnature of each authorized 
porton tiptv- r ill lluch fit at em nt .ItI .d 
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In addition to these conditions, the Mission proposes that the

Program Agreement include various covenants to
relating the implementation

of the program and policy changes which are necessary for the country's

economic recovery ffort to be successful. These covenants are as follows:
 

The Central Bank of Costa Rica will covenant:
 

1. 	 ro inc reas it ; planneid allocation of loreign exchange resources 
to the National Banking System by not less than $20 million for 
purchase by private and private-public mixed enterprises within 
six months followin, d isbursement of the Assistance. 

2. 	 To use or permit the use of local currency generated from
 
the sale 
of United States dollars made available under the
 
Grant for programs, agreed to by AID, undertaken by priv3te
 
sector institutions in Costa Rica; 
and use or permit the use
 
of other local currency generated by sale of United States
 
dollars made available hereunder for programs jointly agreed
 
to by 	the Partites.
 

3. 	 To take rfeas,irc.s, and seek legislative changes that may be 
requ', -d, to allow private corrierclal bank members of the 
National Banking System to participate in any local currency 
credit prograin t inariced by thc loan. 

4. 	 To increase the ceiling for credit prograrmed for the 
industrial sector in 1982 by less than localnot t h 
currency eqtjivalent of flfteen mi''ion dollars. 

5. 	 To agree to in(j i'plement an et.,nomic tabl izat ion program
acceptablf '..tfh .ernat ional IMonetary and. 

6. 	 To undertake meastres to promote greater agricultural and 
manufactured exports from Costa Rica. 

7. 	 To provide ri.*ources for the importation from the United 
tates, ,ithni, months following dirhurseme#nt of the 

Assistance, of twenty million dollars wortr 	 of raw material 
Intermediate goods and spare 
 parts needed by private
 
enterprises in Costa Rica; and
 

8. 	 To adopt ird rcloitaIn i eystorn wheret)y pr(ducers earning
forei(In i-x(hir,r,. throiljgh vxports .hall obtaiin preferential 
ace,.. to frf,iwi ( ,jrrvnfy In order to procL-ure imported
raw material., interaefIate good and .pare parts r eeded for 
continued production. 
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4. LIMITATIONS ON THE~ USE OF.FOREIGN EsXCHANGE BY rHE ANKING SYSTEM 
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