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PRQJECT AUTHORIZATION

Name of Country: Costa Rica
Name of Project: Policy Planning and Administrative Improvement

Nmber of Project: 515-0190

1. Pursuant to Sectioms 105 and 106 of the Foreign Assistance Act
of 1961, as amended, 1 hereby authorize the Policy Planning and
Administrative Improvement Project for Costa Rica (the "Cooperating
Country") inwolving planned obligatioms not to exceed four million five
hundred thouwsand United States Dollars (US$4,500,000) in grant funds
over a period of 18 months from the date of authorization subject to
the awailability of funds in accordance with the A.I.D. OYB/allotment
process, to help in financing foreign currency and local curreicy costs
for the project ("Project"). The plamed life of the Project is three
years and two months from the date of initial obligation.

2. The Project comsists of inputs to policy formulation,
planning, and design and implementation of management and
administrative systems, which pertain to the cooperating country and/or
the (Costa Rican private sector, and which are required to achieve
objectives of the CBI Implementation Plan for Costa Rica.

3. The Project Agreement, shall be subject to the following
essential terms amd covenants and major conditioms, together with such
other terms and conditions as A.I.D. may deem appropriate:

a. Source ard Origin of Goods and Services

Goods and services, except for ocean shipping, financed
by A.I.D. under the Project, shall have their source and origin in the
United States and countries that are members of the Central American
Cormmon Market, except as A.I.D. may otherwise agree in writing. Ocean
shipping financed by A.I.D. under the Project shall, except as A.I.D.
may otherwise agree in writing, be finmanced only on flag vessels of the
United States.

b. Host Country Procurement

All procurement shall be made directly by A.I.D. except
as A.I.D. otherwise agrees in writing.



c. Other

Prior to any disbursement, or the issuance of any cammitment
documents urder the Project Agreement to finance any specific activity,
the cocperating country shall furnish in form and substance satisfactory
to A.I.D., a camplete description of such activity which shall include,
but not be limited to its budget and implementation schedule.

Prior to any disbursement, or the issuance of any commitment
documents under the Project Agreement to finance any implementing entity
for an approved activity(s) under the project, the cooperating country
shall furnish in form and substance satisfactory to A.I.D., a statement of
the name of the person holding office in said entity and legally empowered
to act for said entity with reference to th.s Agreement.

Prior to any disbursement, or the issuance of any commitment
documents under the Project Agreement to firnance the Custams
Administration activity under the Ministry of Finance, the Cooperating
Country, (in the event that A.I.D. waives its right to contract directly
the technical assistance services required) shall furnish in form and
substance satisfactory to A.I.D., a coontract for long-term Technical
Assistance Services drafted and executed in accordance with A.I.D.

contracting regulatioms and prccedures.
d. Covenants

The cooperating country shall covenant that A.I.D. will be
able to brief and debrief oomsultants, participants and invitational
travellers financed under the Project Agreement and will be furnished
copies of all reports produced by such person.,

Bastiaan Schouten
Acting Mission Director
April 22, 1983

Clearance: RLA: JClyne 4-6-83 copy signed; 4-21-83 modified per Telcon w/Joan
LO«JSilver (in draft) Silver
QONT': GFLat (in draft)
GDD: T™CKee .ip draft)
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I. PROJECT SIMMARY

Costa Rica is experiencing a severe econamic crisis. Real GDP de-
clined 4.6% in 1981, at least 5.9% in 1982 and a further decline of wp to
2.5% has been predicted for 1983. Unemployment increased from 5.9% in
July of 1980 to 9.4%; inflation reached the previously unknown level of
82% in 1983 and average real wages ‘decléned by 36% in the last two years.

Recent conjuntural problems such as deterioration of terms of trade,
econcmic recession in the indwstrialized countries, and high interest
rates in the international financial markets, among others, coupled with
past econaomic policy, came on top of scme deep structural problems in the
Costa Rican economy which had accumulated over over a long period of time.

The GOCR (Government of Costa Rica) has takep some steps to achieve
stability, and to pursue the reestablishment of economic growth, including
signing a Stand-by Arrangement with- the IMF, and is moving to improve
economic planning and fiscal administration and to improve the climate and
incentives to stimulate production and exporting., In pursuit of these
objectives, it has scught the assistance of the U.S. in providing both
financial resources required to stabilize the balance of payments and to
relieve internal credit comstraints, and technical asgistance and related
imputs to help in restructuring the ecoromy, including improving private
sector performance and GOCR administrative and managerial performance. It
is to this latter area, technical assistance and related imputs, that this

- project is addressed. Its purpcse is:
to make imputs to policy formulation, planning, and design and im-
plementation of management and administrative systems, which are

required to achieve the goals and objectives of the Caribbean Basin
Initiative (CBI) Implementation Plan for Costa Rica.

The (osta Nica CBI Plan has as its goals: (1) the reestahlishment of
dynamic growth in the Oosta Rican economy; and (2) the basic reo-
rientation of the Costa Rican ecopomy to one in which the inGustrial

sector contributes to export led growth. These CBI goals are the overall
goals of this project,

The Costa Rican CBI Plan's five strategic objectives are:
- Bconamic' Stablization and Recovery

- Strengthening of the Financial System

- Expansion of Exports and Invesments

- Improved Public-Private Sector Coordination

- Improved Policy Formulation and Administrative Reform



These objectives are the project subgoals.

The detailed project description in Section III includes a list of
illustrative activities which may be funded in three categories. Acti-
vities have not been fully preselected, although plannning on scame pr.»-
bable activities is more advanced then tor others. Criteria and pro-
cedures have been established for approvirng activities and the project
has been designed so as to provide the Costa Rican public and private
sectars and the A.I1.D. Mission with the resources and flexibility re-
quired to attack problems, and to respond to specific needs as ‘
arise within certain key areas critical to attaining the CBI goals ard
objectives. This apprcach reflects the fact that the situation in Cos-
ta Rica with respect to eccnomic policy decisions, planning, and admi-
nistrative and managerial reform is very fluid, and will remain so at
least over the next three years as new information presents itself,
opportunities arise or decline, and attitudes shift. Activities to be
funded will be of a short or medium-term nature, in the follawing areas.

Fconcmic Policy Formulation

Activities in this area will consist of various studies and assess-—
ments aimed at providing the required information and recommenda-
tions, amnd activities required to generate awareness of problems
and to disseminate findings through media, through professional and
educational avenues, or through informal channels. The intent of
such work is to provide the information and analyses required to
establish sound economic/financial policy and plans, and to manage
this in an effective manner.

Some of the activities beirg comsidered include: to assist CODESA,
the state—awned development corporation, to divest itself of same
enterprises and to make others more.efficient; to assess Costa
Rica's foreign exchange policy; to review Oosta Rica's competitive-
ness for exporting; to review programs, policies and procedures for
allocating Costa Rica's resources and their efficiency; and to
assess the future impact on the Costa Rican econamy of increased
indebtedness resulting from current assistance.

Private Sector Performance

Activities that will be undertaken in this category address the
special problems inwlved in stimulating and facilitating improved
ard expanded performance of the Costa Rican private sector
-particularly with respect to increasing exports and investments.
Many of these activities may also inwolve efforts to change econo-
mic policy, or to bring about administrative managerial improve-
ments within the GOCR as these relate to the private sector's per-
formance .



Examples of activities being comsidered include: to assist the GOCR
to develop and implement a strategy for increasing investments in
and exports from Costa Rica; to assist in developing a one-stop
investment-export center in Costa Rica to promote and facilitate
these activities; to assist in the estahlishment of free zones; to

carry-out surveys/case studies in the private sector to examine
impediments to and incentives required for exporting.

Administrative and Managerial Improvement

Mctivities in this category deal with administrative and managerial
improvements in the public sector which would improve its ability
to increase revenues, and cut costs. Examples of activities which
may be funded include: assistance in improving collection of
direct taxes; assistance in improving customs administration;
assistance to the Central Bank in establishing an auvtomated data
processing system (ADP) required to monitor both bank operations
and key financial/ecoromic policy data; assistance to the Caja
Costarricense de Seguridad Social (CCSS) in improving 1its
procurement, accounting and financial systems.,

The project's resources will total of $6.0 million, of which A.I.D.
will provide a grant of $4.5 million and the GOCR and the Costa Rican
private sector will provide a minimun counterpart equivalent to $1.5
million, largely through contributions in kind. A.I.D. assistance is
planned to be obligated over a two year pericd, FY's 1983-1984, the
PACD is planned to be September 30, 1986. A.I.D.'s grant will finance
primarily technical assistance, with same limited training, invitatio-
nal travel, and equipment as required to support the technical assist-
ance efforts. Benefits of the project would be equal to A.I.D.'s in-
vestment of $4.5 million by the end of 1987, if Custa Rica has attained
a net increase of 2.3% in real GDP during the intervening five years,
1982-1987, which is to say, an average, annual compound growth rate for
real GDP of 0.46% per year.

The A.I.D. grant will be signed with the Ministry of Planning
(MIDEPLAN), which will be the primary point of coordination with
A.1.D. Other GOCR Ministries and Agerncies also expected to have direct
project responsibilities include the Ministry of Finance, the Central
Bank, the Minister for Exports and Investment, and the CCSS, all of
which will countersign the project agreement. The project will provide
at least $600,000 to the (palicibn Costarricerse de Iniciativas de
Desarrollo (CINDE) for the foreign excharge costs of the project acti-
vities to the carried out directly through the private sector.

Each inmdividual project activity will have its own implementation
schedule and finite budget which will be detailed in the project
sub-obligating documents.



I1I. BACKGROUND AND STRATEGY

Costa Rica is experiencing its most serious econcmic crisis in many
decades.

Problems of a deep structural nature that hawe been accumulating
for vyears, and more recent conjunctural elements, emerged
simultaneously, producing serious internal and external economic

imalamnces,

In 1982 the econamy continued to deteriorate. Preliminary esti-
mates show a further denline in real GDP of at least $5.9% in 1982; the
annual rate of inflation, as measured by the corsumer's price index,

reached 82%.

For 1983, expectatioms for stabilizing the economy are not very
promisiig. Even alloving for massive foreign assistarnce ard adherence
to the terms of the IMF Agreement, RO 3?'s Chief Economist is forecast-
ing armother decline in GDP in the range of 2-3% in real terms, from the
already depressed 1982 and 198l levels.

Costa PRica's overall balance of payments deficit is estimated at
$1,280 million, and after taking into acocount a successful rescheduling
of principal payments on debt arrearages of the public sector external
d=bt and the proposed A.I.D., IMF and IBRD economic assistance, the
ramaining unfimamced gap is expected to be as much as $329 million.
The rate of price inflation is estimated to decrease from a previous
82% to a 50-55% level,L/

Costa Rica's economic problems have deep structural roots, and the
strateqy required for long term growth requires reorientation of the
econamy to new classes of exports and new markets, and a new approach
to public sector management in order to control the expansion and the
huge deficits which have both fired inflation and sapped the produc-
tive, private sector of resources.

1/ Recent studies which document the ecomomic situvation in Costa Rica
T include: Claremce Zuvekas, Jr., Costa Rica: A Review of Macro-
Tconomic Gonditions, with Projectiors to 1985, September 12, 1981;
Academia de Centroamérica, Costa Rica: Ur.a Economia en Crisis,
December 198lL; Clark Joel's macro—ecoromic assessments of Fehruary
1982 (for CDSS) and October 19, 1982; Academia de Centroamérica,
Costa Rica: Problemas Econdmicos para la Década de los 80, December
1980; IBRD, (osta Rica: Current Fconomic Position and Prospects,
November 19%0; IBRD, Costa Rica: Trade Incentives and Export
Diversification, November 1980; University of Costa Rica, Evolutidn
de la Industria en Costa Rica durante el afo 1981 y DPerspectivas
para 198z, December 1981; Costa Rica: Country Development Strategy

Statements, FY 1983 and FY 1984; and Costa Rica Private Sector
§_t__ud}i, 1%82.




The Morge Government's successful negotiatiors with the IMF, and
more recently with the Paris Club, sigmal a major and respormsible step
in the right direction. Balance of payments support committed by the
IMF and the United States on the basis of the GOCR's signing of the IMF
Agreement will help to stabilize the economy. Mearwhile, the GOCR is
moving on various fronts to improve econamic planning and fiscal admi-
nistration, and to establish the climate and incentives to stimulate
production and marketing, particularly of non-traditional exports. The
Government 's approacdh is to increase public and private sector reve-
nues, and to simultanecusly reduce public sector costs—including those
of the autonomous institutions while attempting to maintain basic,
essential public services, and reorienting the econcmy.

The overall U.S. assistance strategy, as reflected in the Caribbean
Basin Initiative Implementation Plan for Costa Rica, also recognizes
that Costa Rica's economic problems have deep structural roots, amd
supports the GOCR in its efforts to reestablish dynamic growth.

The goals of the Caribbhean Basin Initiative Plan are as follow:
o) to help reestablish dynamic growth in the Costa Rican economy;

o] to assist in the reorientation of the Costa Rican economy from
its present industrial import substitution bias, to one in
which the industrial sector contributes to export led growth.

The five principal strategic objectives of the Caribbean Basin Ini-
tiative Strategy for Costa Rica are stated below:

- Economic Stabilization and Recovery--to relieve Costa Rica's
economic crisis by improving its balance of payments situation
by: alleviating the shortages of imported goods required for
production; increasing credit available to the productive
private sector; and restorirg international confidence in
Costa Rica and its currency. The program will be coordinated
with, and support the economic stablization and recovery aims
of the present IMF Stand-by Agreement, as well as a planned
sutsequent IMF Extended Financing Facility (EFF) Program.

- Stregthening of the Financial System -to encourage the further
development of private banks and other private financial enti-
ties in Costa Rica, in order to expand and improve scrvice to
the productive private sector beyond that currently available
through the nationalized banking system.



- Exparsion of Exports and Investments -Costa Rica will need to
export at a higher level, and on a more diversified basis, if
it is to recover its former standard of living and reinitiate
long term, dynamic economic growth. The aim of this objective
is to imncrease exports, particularly non-traditicnal products
for non—-traditional markets, and to increase foreign and do-
mestic investment in enterprises which engage in such produc-
tion.

- Improved Public~Private Sector Coordination -to develop im-
proved means of collaboration between the public and private
sectors in order to contain the crisis, stabilize the economy,
and establish a basis for lorg term econcmic growth thru ex-
port and investment.

- Improved Policy Formulation and Administrative Reform - estab~
lish the attitudes, laws, procedures, and practices which fa-
ciliate exports and investments and a more stable and diversi-
fie@d economy. Among the policies which the Mission sees as
mest desirable are a commitment to a greater role for the
private sector in the economy, an excharnge rate regime favor-
able to exports, the reduction of export quotas and controls,
decreased incentives for import substitution industries, a
broader commitment to free markets in general in order to fos-
ter more efficient resource allocation, and monetary and
fiscal policies designed to foster greater internal capital
formation.

The goals and sub-goals of proposed project, are the goals and ob-
jectives of the approved Costa Rica CBI Implementation Plan.

II1. PRQJECT DESCRIPTION AND RATIONALE

A. Objectives and Rationale

Since July 14, 1982, Costa Rica has signed Agreements with the
United States to obtain $93.735 million in balance of payments sup-
port. Another $50 has been appropriated for FY 1983, and a further $35
million is planned in FY 83. In addition, the IMF is expected to pro-
vide $92.5 million SDR by the eid of CY 1983. Pumping uwssive finan—
cial resources into the econcmy may assist in achieving short-term
stabilization, but recovery amd growth require changes in the status
quo as defined by the five CBI cbjectives. Such changes can only be
achieved through new economic policies, new plamns, improved management
and administration of both public and private sector activities. Thus

the purpose of this project is:



To make irnputs to policy formulation, plamning, and the design
and implementation of managerent and administrative systems,
which are required to achieve the goals and objectives of the

CBI Implementation Plan for Costa Rica.

The situation in Costa Rica with respect to economic policy
decisions, planning, and administrative and managerial reform is very
fluid, and will remain so over at least the next three years as new
ihformation presents itself, opportuiities arise or decline, and atti-
tudes shift., This is consistent with a period of re-adjustment. The
project has, therefore, been designed to provide the Costa Rican public
and private sectors with the resources and flexibility required to
attack problems and respond to specific needs as these arise within
certain key areas which are critical to attaining the CBI goals amnd
objectives. Assistance will consist primarily of technical assist-
ance. Such assistance will be of both a short-term and a medium-term
nature, but primarily the former. Limited short-term training will be
provided. Equipment and fSinancial support will be included, on a li-
mited Masis, only where reguired to support technical assistance or
training inputs. Funds totalling $4.5 million will be ohligated in
FY's 1983-1984, for activities up to the erd of FY 1986.

The criteria for selecting activities under the project are
that they be critical to establishing and implementing economic policy,
plarg, amd managerial and administrative improvements which support the
CBI Implementation Plan referred to above, and that they be activities
of a short or medium-term nature,

With respect to implementation, A.I.D. will sign a Project
Agreement with the Ministry of Planning (MIDEPLAN), which will also be
cosigned by the Qosta Rican entities which are anticipated to have di-
rect responsibility for implementing project activities. These enti-
ties include the CCSS, the Ministry of Finance, the Central Bank, the
Minister (without portfolio) for Exports and Investment, and CINDE.
The Project Agreement will provide for A.I.D. to implement selected
activities, where this is appropriate. Elaboration of specific project
activities and implementation regporsibilities will occur in the
PIO/T's, PIO/P's and PIO/C's and in Memoranda of Understanding prepared
urder the project and signed by the entities directly implementing each
particular activity; Implementation Letters may also be used to specify
the scope and objectives of a given project activity, and the related
implementation requirements and resporsibilities.

Te grant will finance a wide ramnge of activities in three,
inter-related areas: FEconomic Policy Formulation; Private Sector Per-
formarce; ard Administrative amd Managerial Improvement; including a
number of special activities to be undertaken directly by A.I.D.



Tis project will provide assistarce in a quick-response man-
ner as priority policy-influencing opportunities arise. It is
therefore not possible to fully preselect or define the specific
activities to be undertaken. However, some activities have been agreed
upon, subject to final negotiaticn and A.I.D.'s formal approval, and
numerous probable activities have been identified. Some, but not all
of these will eventually be undertaken, and others will emerge over the
lifetime of the project. The foliowing list of activities and summary
descriptions should therefore be regarded as indicative thut
illustrative.

B. Description of Proposed Activities

1. Economic Policy Formulation

Costa Rica's ability to recover from the current crisis
anl to make the structural chamges required to reestablish and maintain
dynamic qrowth is dependent to a significant extent, upon the availabi-
lity of good economic and financial information and analyses. Such
information is required not only to make rational, consistent deci-
sions, but to assure the urderstanding and support of key policy makers
in taking such decisiors, and in implementing them over time.

It is worth noting that Costa Rica is a functioning de-
mocracy, and that as such, information which is both convincing ard
widely disseminated is required to focus the attention and to draw the
support of government officials, legislators, and the public in obtain-
ing decisioms and commitment.

The project will support Costa Rica in obtaining and dis-
seminating such information and analyse: as may be required to estab~
lish sound economic/financial policy anl plans, and to manage this in
an effective manner,

Activities in this area will cormsist of various studies
and assessments aimed at providing the information and recommendations,
and activities required to generate awareness of policy problems and to
disse.unate findings through media, through professional and educatio-
nal avenues, or through informal channels.

Activities thus far agreed upon include:

o] Assistance to CODESA in restructuring its operatioms
through the sale of some enterprises, and through closing
or making others more efficient. Divestiture would re-
quire identifying and valuing businesses to be sold, and
establishing the manner of and procedures for conducting
the sale,



o Assessment of Costa Rica's competitiveness in the speci-
fic area of maquila (assembly industries).

Potential activities include:

o Assessment of present foreign exchange policy, what
factors determine rate(s), the effect of current policy
and rates in terms of achieving the objectives stated in
the CBI; necessary adjustments.

o Assessment of Costa Rica's overall competitiveness for
exporting, in what products, and to what markets, and
factors to be capitalized upon or to be deemphasized in
plaming and investirg for exports.

o Assessment of fiscal and other incentives for foreign
investars; whether these result in tramsferring tax in-
cidence from Costa Rica to U.S. and other countries; and
agssistance as may be required to restructure these.

o Review the role and performance of private financial ins-
titutions.

o Review the Central Bank's credit program to determine
whether and how credit resources are most effectively
allocated to support GOCR stabilization and development

strategy.

o} Review other (osta Rican programs, procedures, laws and
requlations which affect resource allocation, and assess
the extent to which stabilization and dewvelopment are
promoted or hindered by them.

o Assess the future impact on the Costa Rican economy of
increased indebtedness from current assistance, and im-

plicatiors for donor assistance policies.

o Selected seminars, information packages, meetings, formal
and informal conferences, media activities to disseminate
key findings and reccommendations in support of policy
decisiors and plans.

2. Private Sector Performance

The following illustrative activities address the special
problems inwalved in stimulating and facilitating improved and expanded
performance of the Costa Rican private sector-- particularly with res-
pect to increasing exports and investments. Many of the activities
categorized hereunder also inwolve efforts to change economic policy,
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or to bring about administrative or managerial improvements in or to
private sector entities or to GOCR entities which affect the private
sector's performance. They are distinguished from the other two
categories by their private sector focus and greater degree of
specificity.

The following activity has been agreed upon:

o Provide assistance to potential investors and exporters
in the private sector, in carrying out feasibility stu-
dies, marketing studies, production and productivity stu-
dies, anmd 1in developingy other specific information,
plans, and improvements which would serve as a basis for
new or increased exports, production and investments.

Potential activities include:

o Assist the Government of Costa Rica and the new Minister
for Exports and Investment, to develop, a GOCR strategy
for increasing investments in and exports from Costa Rica.

o} Provide assistance to the newly appointed Minister for
Export: and Investment in defining his role and responsi-
bilities, and in undertaking initial activities.

o Assist in developing the functions of, and establishing a
one—stop investment-export center in Oosta Rica, with
offices/agents abroad as appropriate, which would have
the functions of pramoting and facilitating exports and
investments; client groups would include investors,
buyers, and producers.

o Assist in the establishment of the free trade concept
with respect to production for export; review the exist-
irng legislation and the existing free trade structure in
Costa Rica, and develop and implement an action plan to
improve free trade effectiveness.

o Examine and make recommendations concerning incentives
and impediments to exporting from Costa Rica from the
stand point of individual businesses; carry out surveys/
case studies in the private sector which examine the
experience and perceptions of businesses and their cost
structures, including bhoth businessess which are ex-
porters and those which have ceased to export.
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C. Administrative and Managerial Improvement

Illustrative activities under this heading deal with adminis-
trative and managerial improvements in the public sector which would
improve the performance of public sector operatioms, and would also
help to increase revenues and cut costs. Activities to be funded would
be of a limited scope, and would focus on a specific problem or several
problems which can be addressed in the short or medium term. Examples
of activities which may be funded include the following:

Activities which have been thus far agreed to include:

o

Assigtance to the Ministry of Finance in improving the
collection of direct taxes, - 1including personal and
business income taxes, sales, and property taxes; systems
to help wupgrade organization and management; and
procedures, incentives and personnel required to improve
the efficiency and effectiveness with which direct taxes
are collected.

Assistance to the Ministry of Finance in improving orga-
nization, procedures, and personnel required to establish
adequate control over incoming goods, and to collect du-
ties; current procedures are resulting in illegal entry
of goods, and loss of revenue to the GOCR.

Assistance to the Central Bank in establishing an auto-
mated data processing system required to monitor bank
operations amd, in particular, key financial and economic
information which relates to economic policy, plans, and
performance. The Bank has recently acquired new computer
hardware, but needs technical assistance and training to
develop information requirements based on management and
decision-making need, and to install the information and
data processing systems.

Assiztance to the Caja Costarricemse de Segquro Social
(CCsSs) in improving its accounting and financial manage-
ment functiors including auditing; current systems are
imsufficient to provide control over expenditures or in-
vestments, or to serve as a basis for planning. Such
inefficiency contributes to the substantial deficits in-
curred by the CCSS.

Assistance to the CCSS in improving procurement pro-
cedures and materials management, an area which accounts
for some 25% of its expenditures, and in which irrational
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procedures ard lack of proper controls create substantial
inefficiencies. The improvements comtemplated complement
other A.I.D. assistance to be provided under the Health

Supplies Management Project.

o Assistance of an expert advisor to assist the Ministry of
Finance 1in reviewing and evaluating current budget
information of the GOCR.

Potential activities include:
o Assistance to the Central Bank in training selected staff

members in the most up-to-date theories and practices of
central banking, including development banking and

planning.

IV. PROQJECT ANALYSIS

A. Technical Analyses

The need for and appropriateness of the specific types of as-
sistance proposed under this project, have been established as a result
of a number of studics by A.I.D., other donors, and Costa Rican organi-
zations, all of which have been aimed at analyzing the causes of the
current Costa Rican economic crisis, the prognosis, and the steps re-
quired to address the situation. (See footnote No. 1, page 4, plus IMF
Article IV Corsultative Reports). It is from such analyses that the
CBI goals and objectives have been generated, and A.I.D.'s Economic
Stabilization and Recovery loans/grants, the IMF Stand-by Arrangement
and other donors have served to identify required changes, and the
areas in which A.I.D.'s contributions can best be made. The need to
provide, in a period of economic restructuring, the capacity to respond
in a flexible and timely manner to needs for policy analysis, planning,
administrative and managerial improvement, and to selectively implement
changes, is self-evident.

B. Administrative Analysis

As indicated previously, various Costa Rican public and pri-
vate sector entities will be involved in the iusplementation of project
activities. The Ministry of Planning (MIDELPLAN) will have the respon-
sibility for ocoordinating the variouws project activities following
within the realm of the public sector. This role is comsistent with
that which it normally plays within the GCCR.

The GOCR committment to support the activities proposed under
the project is indicated by the fact that they have entered into an IMF
program, and have established the implementing resporsibilities and
control required to undertake the activities thus far envisioned. For
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example, in order to support efforts to formulate and implement new
economic policy and plans, the Government has established a Group com-
posed of Ing. Claudio Volio (Minister of Planning) -Chairman; Lic. Fe-
derico Vargas (Minister of Finance); Lic. Carlos Manuvel C(Castillo
(President of the Central Bank) and Lic. Rodolfo Silva (Advisor to the
President of the Republic for External Finance). This Group will be
resporsible for all the work connected with the Economic Recovery and
Structural Adjustment Program. It has appointed Lic. Carlocs Herndndez
as "Coardinator for the Economic Recovery amnmd Structural Adjustment

Program”.

Related bhoth to the concern for overall economic policy and
planning, and particularly to the need to attract investment and pro-
mote exports, President Monge has recently appointed Dr. Mario Carvajal
as Minister for Exports and Investment. He has given him personal and
total access, and broad reaching respornsibilities for developing and
coordinating policy and plans among GOCR ministries and agencies, and
between the GOCR and the private sector.

For activities already plamned, variouws GOCR entities have
already been designated activity managers in anticipation of A.I.D.
assistance, and some have formed working committees at the technical
level to coordinate with A.I.D.

Prior to the approval of any project-financed activity, the
capacity of the implementing entity will be assessed in terms of its
ability to provide the necessary level of management, and to process
and act on recommerdations. In the event that such c¢'pacity does not
exist in a particular instance, A.I.D. may elect, under the terms of
the Project Agreement, to directly implement an activity, such as a
study or development of a plan.

With respect to USAID's ability to carry out its resporsibili-~
ties for implementing the project, a considerable burden will be placed
on project officers charged with managing the individual activities,
ard on procurement and controller staffs. The Mission is currently,
critically under-staffed. However, several vacant positiors are slated
to be filled by late summer and several new direct hire positiors will
be added. In the meantime, several key activities have already been
developed and are ready for approval. In order to respond to the
additional work that will be imposed by the project activities, USAID
plans to add to the local hire staff to assist in doing procurements.

C. Finmancial/Economic Analysis

With the exception of some specifically directed and circums-
cribed efforts at administrative or managerial improvements where cost
savings or increased revenues may be calculated, meaningful quantita-
tive analysis of the impact of project activities is precluded by their
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nature. Most will comsist of efforts which aim at changes in a broad
range of policies, plans and procedures affecting economic performance
in general, and in particular, the level of exports and investments.
Moreover, the project comsists of a diverse number of activities, and
activities which are interrelated. To establish the discrete benefits
of any individual activity in a quantitative manner would be impossi-
ble, given the difficulties of assessing these in light of success or
failure of related activities, and of attributing complex results to a
single activity. It is never-the-less clear that a proper overall eco-
nomic policy framework of the type which this project will conmsist in
establishing will be worth many times more than the costs of its estab-

lishment.

A high-break-even analysis may be the most appropriate to eva-
luate the cost and benefits of this project. Such an analysis indi-
cates that A.I.D.'s investment would be recouped over a fiwve year pe-
riod (1982-1987)),if Costa Rica obtained a net increase of 2.3% in real
GDP, which is equal to an average, annual compound growth-rate in real
GP of 0.46%, less than half a percent. The point is that only a
small, positive change in real GDP is required for the project to break
even, and that the likelihood of achieving this, and much more in the
future, mcre thar justifies the level of investment and the risk in-
vol ved.

D. Social Soundness Analysis

This project does not affect socio-cultural practices, nor
conversely, is implementation of the project activities subject to dif-
ficulties resulting from any new, socio—cultural introductiors.

The bulk of the project assistance will be in the form of
technical assistance for studies, assessments, management and adminis-
trative improvements. Such activities will occur primarily at the
level of Oosta Rican agencies -including the Central Bankand private
enterprise, in cooperation with international agencies and potential

investors.

The impact of these activities, if successful in achieving
their objectives, will be critical to the average Costa Rican. In 1982
real per capita GDP declined by 7% amd a higher decline is estimated
for 1982, unemployment increased from 5.9% as of July 1980 to 9.4% in
1982. The impoveristment of the average Costa Rican family is evident,
the purchasing power of the colon dropped 67% since 1980 and real ave-
rage wages declined 36% in the same periacd. The lower income group,
which has no savings, investments, or alternative incame has suffered
most in its standard of living. Stabilizing the economy and re-
establishing dynamic growth -particularly by preserving and creating
jobs in the private sector and lowering the rate of increase in cost of
living is the only mears to alleviate these problems which ultimately
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have destabilizing social effects in terms of health, education arnd
family cohesiveness.

V. QOST ESTIMATES AND FINANCIAL PLAN

A. Funding Level and Sources

Total life of project cost will bhe $6.0 million, of which
A.1.D. will provide $4.5 million in grant furds, subject to the avail-
ability of funds, and the host country will provide the balance. Of
the $4.5 million which A.I.D. will provide, $3.5 million will be funded
from Section 106 of the FAA and $1.0 million will be funded from Sec-
tion 105. At a minimum, GOCR counterpart furds in the amount of $1.5
million in 1local currency equivalent will be provided in-kind,
primarily in the form of personnel anmd overhead costs, plus limited
in-country training and travel costs for GOCR personnel, and in-country
travel for some technical advisors/comsultants.

B. Financial Plan

Given that activities described in this PP are planned and
illustrative, the financial plan must also be planned and
illustrative. An estimation of the cost of completing all of the
activities described herein indicates that this would more than exceed
the $4.5 million to be obligated under the project. A list of the
estimated cost of carrying out the activities in Section III is
contained in Table 1. Activities will, however, I~ undertaken on a
selective basis, up to the amount of funds availab.e. The Mission
believes that this amount is sufficient to make a significant
contribution to the project goals, but that as the list of estimated
costs irdicates, it will not he in excess of needs.
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TABLE 1

IILUSTRATIVE FINANCIAL PLAN
(Dollars in $000)

AID GOCR TOTAL
BPQONOMIC POLICY FORMULATION
Policy Analysis Studies UND UND UND
Independent Activities for
Disseminating Results UND UND UND
Earmarked Level $ 400 § 12 § 525
PRIVATE SECTOR PERFORMANCE
Export Strategy and Planning UND UND UND
Assistance to Minister for
Exports and Investments UND UND UND
One-Stop Export-Investment Center UND UND UND
Free Trade for Export Production UND UND UND
Business Case Studies UND UND UND
Feasibility, Marketing, Production
and Productivity Studies 600 -O- 600
Earmarked lLevel $1, 350 $§ 550 1,900
ADMINISTRATIVE AND MANAGERIAL IMP,
Tax Administration 670 233 903
Customs Administration 310 65 375
CCSS Budgeting, Procurement/
Materials Management 1,000 365 1,365
Central Bank Information and
Data Processing Systenms UND UND UND
Farmarked lLevel $2,450 825 3,275
SPECIAL ACTIVITIES (AID)
Earmarked Level $ 300 UND $ 300
TOTAL OF EARMARKED LEVELS $4,500 $1,500 $6,000

Total of Planned Activities $1,500 $4,380

$2,880
Subsequent Selections 1,620 UND 1,620
Total Project Funding $4,500 1,500 ,00

!i"l




TABLE II

A. ESTIMATED QOSTS OF PIANNED ACTIVITIES
(Final levels subject to Mutual negotiation)

HOST
Private Sector Performance AID QOUNTRY (1LC)
Feasibility Studies, Marketing,
Production and Productivity Studies
Technical Assistance (CINDE) $600, 000 -0-
Sub-Total $600,000 -0-
Mministrative and Managerial
Improvement
Tax Administration
Technical: Assistance $620,000
Training 35,000
Equipment 15,000
Personnel $213,000
Logistic Support 20,000
$670,000 $233,000
Cusitoms Administration
Technical Assistance $270,000
Training 40,000
Personnel $ 45,000
Logistic Support 20,000

$310,000 $ 65,000



CCSS Budget, and Procurement

and Materials Management

Technical Assistance
Training

Bouipment

Personnel

Logistic Support

Sub-Total

TOTAL ESTIMATED OOST CF
PLANNED ACTIVITIES

B. ESTIMATED COSTS OF SUBSBQUENT SELBECTIONS

- 18 -

AID

$650,000
150,000
200,000

$1, 000,000

$1, 980,000

$2,580,000

HOST

COUNTRY (LC)

$ 90,000

175,000
100,000

$365, 000

$663, 000

$663,000

(Selections Subject to availability of funding)

Foonomic Policy Formulation

Policy Analyses and Dissemination

Technical Assistance
Invitational Travel/Training
Personnel

Logistic Support
Sub-Total

Private Sector Performance

Export-Strategy and Planning

Technical Assistamnce
Training
Personnel

Logistic Support

AID

$310,000
40,000

50,000

$400,000

$280,000
20,000

$300,000

HOST

COUNTRY (LC)

$ 90,000
35,000

$125,000

$ 40,000
15,000

$ 55,000
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Assistance to Minister of
Exports and Investment

Technical Assistance
Training
Invitational Travel
Personnel

Logistic Support

ne-Stop Export-Investment Center

Technical Assistance
Training
Invitational Travel
Personnel

Equipment

Logistic Support

Business Case Studies

Technical Assistance

Free Trade for Export Production

Technical Assistance
Training
Invitational Travel
Personnel

Bquipment

Logistic Support

Sub-Total

Administrative and Managerial

Improvement

Central Bank Information
and Data Processing Systems

Technical Assistance

Equipment
Personnel

Logistic Support

Sub-Total

$170,000
20,000
10,000

$200,000

$320,000
60,000
20,000

$400,000

$150,000

$250,000
20,000
30,000

$300,000
$1,350,000

$1, 450,000
50,000

$1,500,000

$1,500,000

OOUNTRY (IC)

$100,000
20,000

$120,000

$300,000
400,000
30,000

$730,000

$ 80,000
100,000
15,000

$195, 000
$1,225,000

$500, 000
400,000
50,000
$950, 000

$_950,000
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HOST
AID QOONTRY (LC)
Special Activities (A.I.D.)
Technical existence $ 300,000 -0
Sub-Total $ 300,000 -0-
TOTAL ESTIMATED COSTS OF
SUBSEQUENT SELFCTIONS $3,550,000 $2,175,000

Final selection subject to availability of funds.. USAID will be
exploring possible avenue for additional funding sources from
international donors, private sector organizations, etc.



C. Dishursement of A.I.D. Furds

A variety of standard A.I.D. disbursement procedures will be

employed, depending upon the complexity of each of the approved
activities. A.I.D. direct disbursement mechanisms will be normal under

the project and controlled at the Mission level.

VI. IMPLEMENTATION ARRANGEMENTS

A. Implementation Schedule

An initial group of activities to be carried out under the
project will begin upon signing of the Project Agreement, and comple-
tion of subordinate agreements and/or sub-ohligating documents as spe-
cified in Section VI B, below. New activities will be started up until
shortly before the PACD (September 30, 1986), wnile those started ear-
lier will terminate along the way. Activities will be of short or me-
dium duration, most requiring less than six months, although it is en-
visioned that some of these which involve establishing new capacity or
administrative/managerial improvements in the GOCR or the private sec-
tor, may require assistance for 18-24 months.

Each individual activity will, have its own implementation
schedule which will be detailed in the approval documentation pertain-
ing to it. Examples of detailed Implementation Schedules are currently
available for three, medium term activities which haye been identified
for assistance pending approval of this projectl . These include
Improvements to Tax Administration, amd to Customs Administration; Im-
provements to CCSS Accounting and Financial Management, and, CCSS Pro-
curement and Supplies Management.

B. Implementation Responsibilities

The $4.5 million dollar grant will be obligated by mears
of a Grant Agreement. The Agreement will be signed with the Ministry
of Planning which will be the primary point of coordination with
A.I.D. Other GOCR ministries and Agencies expected to have direct res-
porsibility for recommending and implementing activities include the
Ministry of Finance, the Central Bank, the Minister for Exports and
Investment, the OCSS, amd CINDE, all of which will countersign the Pro-
ject Agreement. The Project Agreement will alsoc designate authorized
representatives for various activities currently by pending approval.

Activities to Dbe implemented under GOCR Ministries/
Agencies will be approved by A.I.D., and the authorized representa-
tive(s) of the implementing unit(s). Such approval may be made by way
of Memoranda of Understanmding, countersigned Impl.ementation

1/ See Annex F.l.a. thru H.l.c.
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Letters, or by A.I.D. and the GOCR signing PIO/T's, PIO/G's or PIO/P's
for the activity.

Activities to be implemented outside the authority of a
GOCR Ministry or Agency ~ as in the case of some private sector activi-
ties and same economic studies - will be approved by A.I.D. only, under
authority to be included in the Project Agreement, and via Memorandum
of Understamding or letter. The exception to this latter requirement
will include activities implemented by the Coalicidén Costarricerse de
Iniciativas de Desarrollo (CINDE); this organization may conclude a-
greements directly with recipient organizations according to the terms
of its agreement with A.I.D.

Objectives, budget, implementation requirements and
responsibilities for each activity will be specified in the approval
documentation for this. Technical analyses for the proposed activities
with the CCSS, the Ministry of Firance/Office of Direct Taxation, and
the Ministry of Finance/Office of Customs Administration have been
preparedi . Preliminary terms of reference for a study on Costa
Rican competitiveness in 7sse,mbly industries is also currently
available in the USAID files2/,

A UutID Project Implementation Committee which will (a)
periodically review existing and proposed resource allocation under the
project, including any need to make major changes in this; (b) review
such ohligating documents, and clear and/or make recammendations to the
Mission Directar accordirng to normal Mission procedures.

C. PReports and Monitoring

Monitoring of overall progress in generating, completing and
making disbursements for activites, and their appropriateness to
achieving the project goals will be the responsibility of the USAID
Project Develcpment Office. This monitoring will be based on reports
of individual activity managers as part of the quarterly review pro-
cess, and discussioms in the Project Implementation Committee.

Mission monitoring of individual activities will be handled by
project officers designated as activity managers specifically for
these, according to functional area., As an activity is approved by the
Mission, monitoring requirements will be deweloped jointly with the
contractor and the implementating GOCR Ministry/Agency, or other entity.

1/ See Annex F.2.a throu F.2.c.

2/ See Annex F.3.
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In all cases, technical assistance advisors/comsultants will

be required to present regular progres reports. These reports will
assess progress in terms of the implementation schedule agreed upon, ard
objectives set for the particular activity.

Activity managers will be in regular contact with contractors
and recipient entities, and to review progress on a reqular basis, both
formally and informally.

D. Procurement

Experience with host country contracting has shown that the
GOCR does not have the capacity to do this in a timely manner. Accord-
ingly, amd in accordance with the Project Authorization, procurements -
except on an exceptional basis where it is determined sufficient capa-
bility exists for a particular action - will be done by the Mission or

AID/V.

With the exception of certain possible TCN PSCS, all procure-
ments will be from the U.S., or from Central American Common market
countries. In such instances proper exception to normal procurement
will be made.

VII. EVALUATION ARRANGEMENTS

Evaluation of the owverall project will focus on the purpose level,
with the following emphases:

- To what extent have activities selected been within the speci-
fied criteria, and appropriate to achieving project goals;

- To what extent have activities been performed in a timely and
effective manner;

- To what extent have results/ recommendations been communicated
to decision-makers and responsible managers;

Such evaluation will be carried out on a continuing basis, based on
reporting received, and reported in a PES at the end of the project, or
earlier as appropriate.

With respect to evaluating the impact of the project on the CBI
goals and objectives, both the scale of the evaluation that would be
required, and the difficulty in attributing results make such an eva-
luation unfeasible. This could effectively be done only in the context
of a comprehersive, country program level evaluation, taking into con-
sideration activities of other donors and a wide variety of outside
conditions, Moreover, attribution to this particular project would be
difficult not only given these other donor activities and outside
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cocerns, but in that project activities will both camplement the
sizeable resources available under the ESF loars/grants, as well as
selected other project activities. For example, an administrative im-
provement proposed for the CCSS procurement and materials management
functions would complement the proposed Health Supplies Management Pro-
ject.

Within the context of individual activities, the Mission will, on a
selected basis, attempt to determine:

- To what extent decisions have been made to act upon findings,
recommendations, or plams developed under the particular
activity; »

- To what extent actioms were carried throuwgh, amd any
performance objectives achieved, e.g. as in the case of
administrative or managerial improvement activities.

Plans and timing for evaluating an individval component will be
developed jointly with the resporsible implementing entity(s) and the
contractor as appropriate,

VIII. CONDITIONS /.ND COVENANTS

A. Conditions

1. Prior to any disbursement, or the issuance of any
commitment document under the Project Agreement to finance any specific
activity, the cooperating country shall furnish in form and substance
satisfactory to A.I.D., a complete description of such activity which
shall include, but not be limited to its budget and implementation
schedule.

2. Prior to any disbursement, or the issuvance of any
commitment document under the Project Agreement to finance any
implementing entity for an approved activity under the project, the
cooy- rating country shall furnish in form amd substance satisfactory to
A.I1.0., a statement of the name and person holding office in said
entity and legally empowered to act for said entity with reference to

this Agreement.

3. Prior to any disbursement, or the issuance of any
camitment document under the Project Agreement to finance the Customs
Administration activity under the Ministry of Finance, the Cooperating
Country, (in the event that A.I.D. waives its right to contract direct-
ly the technical assistance services required) shall furnish in form
and substance satisfactory to A.I.D., a contract for long-term
technical assistance services drafted and executed in accordarnce with
A.I1.D. contracting regulations and procedures.
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B. Covenant

A.I.D. will, upon request, be able to brief and debrief con-
sultants, participants and invitational travellers financed under the
Project, and will be furnished copies of all reports produced by such
persons.
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iram o Sector Goal: The broader objective to
h this project contribytes: {&-1)

UBGOALS (CBI OBJECTIVES)

Reestablish dynamic
growth in the Costa Ricar
economy; and

Reorient the Costa Rican
economy from its present
industrial import subs-
titution bias, to one in
which the industrial secH
tor contributes to ex-
port-led growth.

Economic Stabilization
& Recovery

Measures of Goal Achievement

~-2)

~ GNP growth reestablished

at 4¢ % per annum

— Industrial production

and growth rate as re-
quired to sustain GNP

- Balance of payments in

order to sustain GNP

- Public sector budget ra-

tional and controlled,
and (deficits —~if any-
are manageable, costs
have declired, revenues
increacred, equity not
distorted

~ Balance of payments

improved

- Imported goods for pro-

duction available as
required

- Increased credit availi-

able to private sector

- International confidence

in Costa Rica and its
currency reestablished

a3

National income, produc-
tion statistics

IMF data

GOCR public record on
budget and fiscal matterg

Project evaluation

Assumptions for cchieving goal torgers: (A.2)

Political stability in the
region and in. CR

World and regional economic
conditions remain stable or
improve

Costa Rican committment to
responsible economic/fiscal
policies is maintained

Decision-makers and implementors
(including the public ané investors)
respond rationally to information
provided

Subgoals are viable

Policies, plans, and improvements
identified and implemented underxr
the project are viable, and

are valid for achieving the sub-
goals

Support of AID and other donors
through cther projects provides
sufficient assistance and encourage-
ment to implement necessary
activities defined by this project.
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SARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMP TIONS

S-og2= or Secror Goal: The broader objectsve 10

ws g °= 3 orec ezt conmribures: (A1

(o]

Strengthened financial
system

Expansion of exports and
investments

© Improved public-private

sector coordination

Imgroved Policy Formu-
lation and Administra-~
tive Reform

Measures of Goal Achievement. (A.2)

- Private banks and other
private financial ins-
titutions play a larger
role in the economy

- Expanded and improved
services to the produc-
tive private sector

- Exports increasing

- non traditional exports
increasing

- nontraditional markets
expanding

- Foreign and domestic
investment expanding
particularly in export
businesses

- new and improved chan-
nels of communication
between public and
private sectors.

- more tollaboration on

policy, planning systems

and procedures which
relate ¢, productive,
private sector.

- Positive changes in

attitudes, laws, pro-
cedures and practices

which facilitate exports

and investment

(A-3)

Assumptions for ochieving goal torgets: {A-4)

Policies, plans and improve-

ments identified by AID,
GOCR and other donors are
implementing successfully
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PROJECT DESIGN éUS::RY oy '81 o EY 84
L LOGICAL FRAMEW - o
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NARRATIVE SUMMARY CBJECTIVELY VER!IFIABLE INDICATORS Mtnu§ Of VERIFICATION IMPORTANT ASSIMPTIONS
Feee s Qurpors 1 Magnitude ot Outpurs C T C 4 Assumptions tor achieving outputs: C 4

ECONOMIC POLICY FORMULATION

o Studies/assessments com- |© AcCtivities undertaken o Completed products GOCR and Costa Rican private
pleted, with recommenda- o Advisor’s//consultants sector ?warcness of and ?onitment
tions as appropriate. repoerts to solv1pg problems Suffl?l?nt

to get first round of activi-

© Seminars, missions, in- o GQCF r?pQrts; selected ties going, and to complete

formation packages de - site visits these.

veloped and completed. . .

O Reports of advisors/
consultants/participants

o Documented evidence of
mate rials jrejarcd and
activities exoecuted

o media coverage reporcts
FRIVATE SECTOR PERFORMANCE

, © Activities undertaken

0

Investment and export
opportunities identified
Feasibility studies
completed
¢ Consultant's/adviso 's
studies completed on
production and producti-
vity improvements
o Potential investors/ex-
porters identified.
© Activities to inform po-
tential investors/ex -
portors of opportunities
developed and completed
GOCR capacity to facili-
tate export/investment acJ
tivities improved

s}

0

&%
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PAGE J

NARRATIVE SUMMARY

OBJZCTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSIMPTIONS

“eoiect Outpurs: (C-1)

ADMINISTRATIVE IMPROVEMENT

(o]

(o]

Studies on means to in-
crease GOCR revenue/de-
crease costs completed

Control/incentive system
for improved management
and administration de-
veloped.

Information/data collec~
tion or analysis func-
tions designed as re-
quired

Revenue increases in se-
- lected GOCR units
achieved

_Costs decreased in se-
lected GOCR units

Magnitude of Quiputs: iC. 2

© Improvments made

Assumptions for achieving outputs: {C.4)
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Sz ect Title & Kumber e - FAGE 4
NARRATIVE SUMMARY ORJLCTIVELY VERIFIABLE 1m0l ATCGRS MLARY QF VERIFICATION IMPORTANT ASSUMPTIONS
2.z ezt .mputs DAY Implementotion Torget (Type ond Guantiry) 0. Assurprions for providing inpurs: 1D-4)
Rtiv)l

ILLUSTRATIVE BUDGET ($000)

AID GOCR

Technical assistance 3,370 - o AID sub-obligating docu-
ments

Training 325 90 o Approved requests for
payment

Invitational travel . 40 - o Advisors' participants'
reports

Equipment 265 o Observation by USAID
project managers

Other 500 300

Personnel ' - 810

$ 4,500 1,500




ANNEX C

5C(2) - PRQIJBECT CHECKLIST

Listed below are statutory criteria applicable generally to projects with FAA
funds and project criteria applicable to individual funding sources: Develop~-
ment Assistance (with a subcategory for criteria applicable only to loans);

and Economic Support Fund.

CROSS REFERENCES: IS COUNTRY CHBECKLIST UP TO DATE?
HAS STANDARD ITEM CHECKLIST
REVIBWED FOR THIS PRQJECT? Except
as noted below country checklist
in AID/LAC/P-123 is up to date;*
Yes.

A. GENERAL CRITERIA FOR PRQJECT

1. Continuing Resolution Unnumbered; FAA
Sec. 634A; Sec. 653(b).

(a) Describe how authorizing and ap- The committee on appropriations
propriations Committees of Senate and of the Senate and the House were
House have been or will be notified notified of this project through
oconcerning the project; (b) is assist- a Congressional Notification yhich
ance within (Operational Year Budget) advised them of A.I.D.'s intention
country or international organization to finance the grant at the
allocation reported to Congress (or not level assigned in the OYB.

more than $1 million over that figure)?

2. FAA Sec, 6ll(a)(l). Prior to obliga- Yes.
tion in excess of $100,000, will there be

(a) ergineering, financial other plans nec-

essary to carry out the assistance and (b) a
reagsonably firm estimate of the cost to the

U.S. of the assistance?

3. FAA Sec. 6l1(a)(2). If further legis- N/A
lative action 1if required within recipient

couritry, what is basis for reasonable expec-

tation that such action will be completed in

time to permit orderly accomplishment of

purpose of the assistance?

* As of March 18, 1983, Oosta Rica was in
violation of 620 Q of the FAA; the Secretary
of State has made an exception.



4, FAA Sec. 6l1(b); Continuing Resolution
Sec. 501. 1f for water or water-related
land resource construction, has project met
the standards and criteria as set forth in
the Principles and Standards for Planning
Water and Related Iand Resources, dated
October 25, 19737

5. FAA Sec. 6l1l(e). If project is capital
assistance (e.g., oonstruction), and all
U.S. assistance for it will exceed $1 mil-
lion, has Mission Director certified and
Regional Assistant Administrator taken into
consideration the country's capability ef-
fectively to maintain and utilize the proi-
ect?

6. FAA Sec. 209. 1Is project susceptible
of execution as part of regional or multi-
lateral project? If so why is project not
so executed? Information and conclusion
whether assistance will encourage regional

development programs.

7. FAA Sec. 60l(a). Information and con-
clusions whether project will encourage ef-
forts of the country to: (2) increase the
flow of international trade; (b) foster pri-
vate initiative and competition; and (c) en-
courage development and use of cooperatives,
and credit unions, and savings and loan as-
sociations; (d) discourage monopolistic
practices; (e) improve technical efficiency
of industry, agriculture and commerce; and
(f) strengthen free labor unions.

8. FAA Sec. 60l(b). Information and con-
clusion on how project will encourage U.S.
private trade and investment abroad and en-
courage private U.S. participation in for-
eign assistance programs (including use of
private trade channels and the services of
U.S. private enterprise).

9. FAA Sec. 612(b), 636(h); Oontinuing

Regolution Sc. 508. Describe steps taken to
assure that, to the maximum extent possible,
the country is contributing local currencies
to meet the cost of ocontractual and other
services, and foreign currencies owned by
the U.S. are utilized in lieu of dollars.

10. FAA Sec. 612(d). Does the U.S. own
excess foreign currency of the country and,
if so, what arrangements have been made for

-

b emw

N/A.

N/A.

N/A.

The project is specifically
designed to encourage a, b, c,
d and e.

The project envisioned will
create opportunities for U.S.
investment abroad, and increase
GDP so as to increase opportu-
nities for US Trade. The heavy
technical assistance component
will draw upon US private
enterprise and some PV0's to
provide services required.

The project will primarily fund
foreign exchange costs. Most
requirements for local currency
will be met through host country
contributions. The U.S. owns

no Costa Rican currency.

N/A. /b*



B.

11. FMA Sec., 60l(e). Will the project uti-
lize competitive selection procedures for
the awarding of contracts, except where ap-
plicable procurement rules allow otherwise?

12. Contimuing Resolution Sec. 522. If as-
sistance is for the production of any com-
modity for export, is the commodity likely
to be in surplus on world markets at the
time the resulting productive capacity be-
comes operative, and 1is such assistance
likely to cause substantial injury to U.S.
producers of the same, similar or campeting
commodi ty?

13. FAA 118(c) and (d). Does the project
camply with the environmental procedures set.
forth in A.I.D, Regulation 16? Does the
project or program take into consideration
the problem cof the destruction of tropical
forests?

14. FAA 121(d). If a Sahel project, has a
determination been made tiat the host
govermment has an adequate system for
accounting for and ocontrolling receipt and
expenditure of project funde (dollars or
lomal currency generated therefrom)?

PUNDING CRITERIA FOR PROJECT

1. Development Assistance Project Criteria

a. FAA  Sec. 102(b), 111, 113,
28l(a). Extent to which activity will
(a) effectively involve the poor in de-
velopment, by extending access to econ-
amy at local level, increasing labor-
intensive production and the use of ap-
propriate technology, spreading invest-
ment out from cities to small towns and
rural areas, and insuring wide partici-
pation of the poor in the benefits of
development on a sustained basis, using

the appropriate U.S. institutions; (b)
help develop ocooperatives, especially
by technical assistance, to assist

rural and urban poor to help themselves
toward better life, and otherwise en-

courage democratic private and local

Yes.

N/A.

Yes.

N/A

Ana
wil
o

lysis predicts that the project
1 help to:

Substantially generate new and
preserve existing employment
including areas of employment
having female participation

increase labor intensive pro-
duction and

improve the quality of life of
rural as well as urban dwellers.
encourage coops to participate
in production and exporting
support-Costa Rica's own efforts
to achieve economic, recovery
and growth

>



governmental institutions,
c) support

the self-help efforts of
developing countries; (d)
promote the participation
of women in the national
economies of developing
countries and "the
improvement of women's
status; and (e) utilize
and encourage regional
cooperation by developing
countries?

b. Fax Sec. 103, 103a,
104, 105, 106, Does the
project £:t the criteria
for the type of funds
(functional account)
being used?

€. FAA Sec. 107. 1Is
erpbasis on use 0f appro=
priate technology
(relatively smaller,
cost-saving, labor-usiag
technologies that are
generally most appro-
priate for the small
f€arms, snmall businesses,
and small incames of the
poor)?

d. FAA Sec., ll0(a). Will
the recipient country
provide at least 25% of
the costs of the progran,
project, or activitiy
with respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
requirement being waived
for a "relatively least
developed®” country)?

Yes.

Yes, where ecanomic

Yes,



¢. FAA Sec. 110(b),.

Will grant capital
assistance be disbursed
for project over more
than 3 years? 1I1f &9, has
justification satis-
factory to Congress been
made, and efforts for
other financing, or is
the recipient country
*relatively least
developec®? (M.0. 1222.1
defined a capital project
as "the construction]
expansion, ecuipping or
alteration of a phvsical
facility or facilities
financed by AID dollar
assistance of not less
than $100,000, including
related advisory,
managerial and training
services, and not undere
taken as part of a
project of a predom-
inantly technical
assistance character.

£. TFTAA Sec., 122(b). Does
the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increase of productive
capacities and self-sus-
taining economic growth?

g. FAM Sec. 28l(b).
Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
country; utilizes the
country's intellectual
resources to encourage

N/A

Yes.

The program supports Costa Rican

initiatives, and is'consistent with
Costa Rican capabilities.

A



3.

institutional development;
and supports civil
education and training in
skills required for
effective participation'in
governmental processes
esential to self~-goveranment.

Develooment Assistance Project

Criteria (lLoans Onlv)

a.

FAA Sec. 122(b).

Information and conclusion
on capacity of the country
to repay the loan, at a
reasonable rate of interest.

FAA- Sec. 620(d). 1If

assictance 1s for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recivient
country to prevent export
to the U.S. of more than
20% of the enterprise's
annuel production during
the life of the loan?

ISDCA of 1981, Sec, 724

(¢) ane (G). If for

Nicarague, does the loan
agreement reguire that the
funds be used to the -
maximum extent possible for
the private sector? Does
the project provide for
monitoring under PAA Sec,
624(g)? '

Economic Suvvort Fund

Project Criteria

c.

TAA Sec, 531(a). Will

this assistance promote
economic or political

N/A.

N/A.

N/A.

N/A.

r



ctability? To the extent
poscible, does it reflect
the policy directions of
FAA Section 1027

FAXN Sec. S31(c). Will

assistance unaer this
chapter be used for
military, or paramilitary
activities?

PAA Sec. 534, wWill ESsp

funcs be used Lo f£inance.
the construction of the
cperation or maintenance
0f, or the supplying of
fuel for, a nuclear
facility? 1If so, has the
President certified that
such use of funés is
indispensadble to
nonproliferation
objectives?

AN Sec. 508. 1If

comnocities ace to be
¢ranted so that sale
proceeds will accrie to
the recipient country,
have Special Account
(counterpact
arrangements been made?

N/A.

N/A.

N/A.

{

\



ANNEX D

de marzo de 1983

Sr. Daniel A, Chuij

Director

Agencia para el Desarrollo Internacionmal
San José

Ref: Politica, Planificacién y
Mejoramiento Administrativo
Donacién AID No. 515-~0190

Estimado Sr. Chaij:
Por este medio me permito saludarlo y enviarle formalmente 1la
solicitud del Gobierno de Costa Rica a la A.I.D. para que financie el

proyecto de Politica, Planificacién y Mejoramiento Administrativo.

Esta donacién a mi Gobierno y al sector privado es necesaria para una
bptima utlizacibén de los recursos recibidos de la A.I.D. y otros
organismos internacionales, para lograr la estabilizacién y recuperacifn
econémica de Costa Rica. Ios fondos ser&n usados para desarrollar
politicas y planes econdmicas eficientes; para impulsar el sector privado
y aumentar su produccién y productividad especialmente para las
exportaciones, y para alargar la inversién en su capacidad productive;

para una mejoar administracién de los diversos entes p(blicas, de manera



que logren rebajar sus costos, aumentar sus imgresos y trabajar con mis

eficiencia para contribuir al control del gasto piblico.

Las actividades que ya hemos identificado para bajo el proyecto cubren

tres dreas e incluyen lo siguiente:

Formulacion de Politicas Econdmica’

o Asistencia a CODESA por medio del Ministerio de Exportacién e
Inversiones, para evalvar sus operaciones, desarrollar una
estrategia, y férmular planes para la expropriacién selectiva de

sus empresas.

o Estudio sobre la competitividad de Costa Rica en el Area de la

maquila.

Cumplimiento del Sector Privado

o Asistencia al Ministerio de Exportacién e Inversiones para
desarrollar una estrategia para (osta Rica para las exportaciones

y las inversiones.



Asistencia al Ministerio de Exportacién e Inversiones para que
defina su papel y responsabilidades en el sector, y una vez que

esté organizado pueda, empezar sus actividades inciales.

Asistencia directa al sector privado por medio de la Coalicién
Costarricense de Iniciativas de Desarrollo (CINDE), a los

productores e inversionistas actuales y potenciales.

Asistencia al Ministerio de Exportacién e Inversiones para que

desarrolle y establezca un centro de exportacién e inversién "one

stop".

Mejoras Administrativas y de Gestién

Asistencia al Ministerio de Hacienda para que mejore los
mecanismos que le permitan la recoleccibén eficiente de impuestos

directos.

Asistencia al Ministro de Hacienda para lograr mejoras en los

sistemas aduanales.,

Asistencia al Banco Central para que establezca los
procedimientos necesarios y desarrolle un sistema automatico de

procesamiento de datos.



o Asistencia a la Caja Oostarricense de Seguro Social para (a) que
mejore sus sistemas contabilidad y administracién financiera, (b)
mejore sus procedimientos para compras, administracién y control

de los suministros médicos.

o Asistencia técnica al Ministerio de Planificacién para revisar y

evaluar el presupuesto del Gobierno de Costa Rica.

o . MAsistencia técnica al Banco Central para adiestrar a empleados
seleccionados en las teorias més recientes y précticas del
sistema bancario central, incluyendo el desarrollo bancario y

planificacidn.

Contamos con su colahcracién para resolver a cualquier problema que se
presente para lograr estas metas. La flexibilidad del proyecto para
cumplir con este requisito, y para servir igualmente y con facilidad al

sector plblico y el sector privado nos parece ser critica en este momento.

Atentamente,

Ing. Claudio Antonio Volio
Ministro

Ministerio de Planificacién
Beonémica

BORRADOR



ANNEX E

INITIAL ENV'IRONMENTAL EXAMINATION

PRQJBCT LOCATION: Costa Rica

PRQJBECT TITLE: Policy Planning and Administrative
Improvement (PPAI)

FUNDING: FY 1983 Grant $4,500,000

LIFE OF PRQJECT: Two (2) years '

PRQJECT DESCRIPTICN

This project will provide technical assistance, training and other
resources to assist Costa Rica in dealing with the economic policy
problems it faces; the fiscal and administrative reforms; and the private
sector recovery programs which it must implement to arrest the current
contractions and stabilize the econamy. It is intended to help improve
the GOCR's economic policy planning capabilities as well as the management
of revenue generating activities and budget cutting programs.

ACTION

This project will include technical assistance, and training which in
agreement with Environmental Procedures, Regulation 16, Section 216.3 (a)
does not require an Initial Enviromental Examination.

Heribertd deriguez
USAID/General Engineer

IEE PREPARED BY:

ONCURRANCE /ﬁd,d/.tm /61 gc_[d«/t

Bastiaan B, Scﬁouten
Acting Director
USAID/Coeta Rica

Date: April 7, 1983

Clcar:LO:JSilver; A
W
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ANNEX F

LIST OF SUPORTIVE DOCUMENTATION AVAILABLE

IN USAID/CR FILES

Illustrative Implementation Scheules -USAID/GDD-files

a,.

b.

C.

CCSS Procurement and Supplies Management
CCSS Financial Management and Accounting

Tax Administration

Illustrative Technical Analyses -USAID/GDD files

al

b.

Report cn Improvements to Custams Administration ~Costa Rica,
Kenneth Stacey, August 1982

Survey of Internal Tax Admiristration -Oosta Rica, Tax
Administration Advisory Services Division -U.S. Internal
Revenue Service, September 1982

"S{intesis de la Problemdtica de Suministros", CCSS
"Problemitica del Sector Financiero/Contable", CCSS
Technical Assistance Plan, CCSS

- Accounting/Financial Area
- Procurement and Supplies Area

Y
—
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A
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ANNEX G

CBI IMPLEMENTATION PLAN
{to be attached when final copy duplicated)



