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Pl\<..<:iRAN At,;SIS'l'ANCI:. APPROVAL DOCU~iEN'r' 

COSTA RICA: LCONOlvlIC S'l'ABILIZATION AND RECOVERY III 

I. SUNNARY AND RECOHl>IENDA'l'ION 

'l'he lvlonse adrninistrat ion, which took over in ~luy of 1982, corranitted 
to a stabilizat ion l:Jrof:jram which it has, thus far r successfully carried 
throush. In sUl:JI:A>rt of this l:JroSraJil, A.LD. has provided $20 million and 
$155.735 million in siP sUl:Jport under two BSF l:Jro~rams for FY's 1982 and 
1983, resl:-ect i vely; the INF l:Jrovidea resources under a 1983 stano-By 
Arran~ement, and a tearll is .in Costa Rica as of this time to nesotiate a 
Letter of Intent for a 1984 stand-Dye 

DeSl:Jite costa Rica I s success tbusfar in achievirlS short-term 
stabilization objectives, and sisnificant policy reforms relatinlj to 
eXI:A>rts investnlent and l:JulJlic sector deficits, fuuoamelltal olJstacles to 
reestalJlishins Ions-term dynamic ljrowth persit. 'lllese are l:Jrimarily of a 
l:Jolicy and a structural nature. A.I.D.'s soals are to assist Costa Rica 
to re-establish dynamic economic yrowth, and to re-orient its economy 
away frolll its l:JreSerlt ilillJOrt SUbstitution bias, towards one in which the 
industrial sector contributes to eXlJOrt led srowth. Such goals are to be 
achieved throuljh the objectives of the Nission's CBI Im1:Jlemeutation Plan. 

The l:JrolJOsed ESR III J:irosram both cont inues the efforts of the 
previous LS1\ I and ESR 11 l:-rof:jrculls, aud estalJlishes new initiatives ­
some of which wi 11 also serve as a basis for future chan<jes required. 
ESR III involves a shift away trolll elll!'hases Of! short term stalJilization 
and the develolJHlent of an eXlJOrt and investment strategy, and towards 
condit ionality and act ivit ies which ~rtain in lJart icular to ir.l.\:Jroved 
Policy Formulation and Administrative Refornl, Stren~thenins of the 
Financial Systelil, and admirdstrative and ol:-erational sUl:Ji:JOrt for 
Expansion of BXJ:iQrt s and Investment. S}?€cific J?Olicy reforms leadin<j to 
structural chauljes are to be obtained throuljh the OOCR's meetinlj 
lJre-condit ions to obliCjat ion of the Aljreements and any amendment s, and 
throush its adherance to BSR III condit ions and covenants. 

This PAAD l:Jresent s the lJackljround, objectives, and rat ionale for a 
1:JrolJOsed 1984 I:.SF l:-rosrarll totallins $70 million. '!\Vo Asreerllents will be 
sif:jned under the BSR III pro~rarll covered by this PAAD, one with the 
Central Ballk of Costa Rica (BCCR) , and one with the Central Government. 
'rile Asreement with the Central Bank wi11 be for $35 million in loan 
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funds; the one with the Central Government is proposed as a $35 million 
~rant. 1he Agreement with the Central Bank will be signed first, as soon 
as all pre-eonditions have been met, in order to minimize delay in 
hel~in~ costa Rica avoid an impending, foreign exchange cash flow crunch. 

Both the loan and the grant will be disbursed as cash transfers for 
Lalance of payments support. Within CY 1984,the dollar equivalent of the 
cash transfer will be sold to private !iroducer.s through the National 
Bankin~ system to finance the imJ:X)rt of raw materials, intermediate 
goods, construction materials, and spare parts from the Unit'~d states. 
The Loan will be made in one disbursement, and the grant in three 
tranches. Conditionality requirenents will be enforced by the sequential 
nature of the A9reements and any Amendments, and the tranching of 
disbursements. 

Condit ionality for the first A~reement has been ne~ot iated and 
AID/W approval of the $35 million loan is requested at this time. There 
will be two pre-conditions to A.I.D. authorization and obli~ation of the 
first Agreement: submission by the GOCR of a Letter of Intent acceptable 
to hanaSlEI.lent of the n1F, and a revision to the Currency Law. 'Ibis 
revision would facilitate both making loans in Costa Rica denominated in 
forei~n currency, and access by private banks to foreign financed Central 
Bank credit or->erations. A third pre-eondition to signing the A9reement 
has already been complied with -modification of the Free Zones Law. 
Originally, as proposed in the Concepts paper, I~W Board approval was to 
be r.equired for disbur,sement under the first Aejreernent. Given the acute 
cash flow crunch, it is proposed that this C.P. not be inclUded, but that 
acce};Jtance of the Letter of Intent by IMF lolana9ement as a pre-condition 
suffice to meet our objective. Policy and structural reforn~ covered by 
the covenants of the first-A~reement are in the areas of: Credit and 
Interest Rate Policy; Exchange Rate Policy; Improved Data Relating to 
External Debt, Forei~n Commerce, and other International Transactions and 
Economic Indicators; Credit Resources for the Private Sector; and 
lvIortCja~e Financinlj. Local currency equivalent from the loan will be 
used to provide credit to the productive private sector throu~h the 
private commercial banks ($15,000,000), and through the state COflunercial 
Banks ($20,000,000). 

Discussions concerninlj the second Agreement, to be siljned with the 
Central Government, are underway. The PAAD outlines the policy reforms 
that will be subsequently neljotiated with the GOCR. A PAAD sU};Jplement of 
limited scope, providing s~cific conditions and covenants for the second 
Asreer.ient will be transmitted se~rately by cable, toyether with a 
request for authorization of those funds at that time. 

'1.'0 the extent possible, the full conditionality to be inclUded in 
each Agreement will be neljotiated and inclUded at the time that Agreement
is ori~inally ~repared, with the exception of those items pertaining to 
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activities that would be funded from local currency equivalent that might 
flow fronl a sUl:Jplemental appropriation. Conditionality retjuirements will 
be reinforced under this ESP pr~ram, both by tranching of disbursements 
and by the phased nature of the Agreements, wherein the U.S. could delay 
.entering into sequential Agreements if conditionality were not being 
adhered to. 

It is recorrmended that the Administrator authorize a 'loan of $35 
million dollars to the Central Bank. 
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II. BACKGROUND 

A. Historical Cor~itions 

Durinlj a C;iuarter of a century ending approximately in the 
mid-1970s, Costa Rica appeared to be a JOOdel developin~ country: real 
growth of GOP averaged well over 6% per year; social security, obli~atory 
workmen's compensation, and similar measures were institutionalized; and 
social infrastructure (schools, health facilities, water and seweraye 
installations) and physical infrastructure (roads, electricity and 
cOnTllUnications facilities) were widely distributed throughout the 
country. The results were dramatic: adult literacy reached 90%; infant 
mortality declined sharply to under 20 per thousand; the population 
ljrowth rate dropped from 3.7% to 2.6%; and open unemployment and 
under6n~loyrnent were held to 5% and 6% of the labor force, respectively. 
Pro~ress in n~eting needs for shelter was less spectacular, but 
sat isfactory . Income distr ibut ion was quite equitable in compar ison to 
most developing countries. 

'lhe ~r ivate sector operated under a protectionist, imvort 
substitution model. producing for the domestic and Central American 
markets, the private sector benefited fronl considerable inflows of 
external private capital and was allowed 3 reasonably free hand. 
productivity ill traditional ~roducts, e.lj. coffee, was markedly 
increased. An entrepreneurial/managerial class came into being. This 
trend was ~rt ially offset, part icularly in the latter part of this 
period, by a movement toward creation of state enterprises. 

'lhe above achievements were attained in a system of political 
democracy which continues in full force today. Over time, however, Costa 
Rica moved somewhat away from a market economy and more towards a 
state-adrninistered economic nooel as regards such variables as prices, 
wayes, authorization to operate, and concessions for special interest 
groups. SOcial services were expanded but at the cost of heavy internal 
and exterual borrowing. Inefficient state enterprises and a 
si~lificantly increased bureaucracy were created in the process. Public 
sector enployment increased from 6% of the labor force in 1950 to about 
20% in 1983. White collar public sector employees, a new segment of the 
middle class, organized themselves into strong unions and associations 
which bar~ained for and secured many fringe benefits and job security 
concessions. InSUfficient attention was ljiven to the fact that the 
public sector was growinSl much faster than the output of the private 
sector u~on which it depended for its financial sup~rt. 

The structural problems inherent in the import substitution 
economic yrowth mOdel being followed were not SUfficiently appreciated. 
Hiyh levels of effect ive industrial protect ion, an overvalued eXchange 
rate, subsidized interest rates, and other incentives to capital 
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investment resulted in an i.ndustrial sector with considerable excess 
capacity, heavy reliance on inl~rted inputs and deyendent for expansion 
on yrowiny don~stic and reyional (CACM) markets. 

In the 1980's, however, the CACH became a contractiny and 
unreliable market. The terntS of trade turned against Costa Rica and its 
~artners in the CACM as coffee ~rices fell sharply fram their 1977 hiyh, 
and the price of petroleum doubled in 1979. Political turbulence in sorne 
CACH countries further contracted the demand for Costa Rica's 
manufactured exports. 

In order to maintain the status quo and to compensate for the 
fall in the value of its exports in what was hoped by some to be a 
short-term difficulty, the Costa Rican Government engaye<'.i in substantial 
external borrowiny, mainly at corranercial rates, to cover the growing 
current account deficits. Net forei9n exchange reserves were drawn down 
to negative levels. Uncontrolled n~netary expansion, related to attempts 
to Iilaintain previous levels of public and private sector consLUIll:'tion, 
yenerated inflationary ~ressures. 'The results of these policies were a 
de facto moratorium on the foreign debt, estimated to be about US$3.5 
billion at the end of 1982; a drop in GDP of 2.3% in 1981, and of 9.1% in 
1982; a doubliny of ohJen uner'll,JloYITlent and underem!-,loyIllent rates by 1982 
to at least 9% and 14%, respectively (and probably hisher because of 
likely statistical ~uirks); an inrlation rate in 1982 of 90%; and a 13% 
decline in the value of eX!JOrts in 1982. 

By the time the };Jresent administration took office in Nay of 
1982, enough elements in the country were sUfficiently aware of and 
concerned with the problems to yenerate commitment to a stabilization 
hJroyram. This was formalized in December 1982 under a Stand-by 
Arran<;,ement with the Il<lF, c\s described in section II.C.3, with 
siynificant sUPl:JOrt added via the USAID FY 1982 and FY 1983 ESF programs 
which are described immediately below. 

B.	 Objectives and Accomplishments of AID'S FY 1982 and 1983 
EconoI,lic Stabilization and Recovery Pr0C4rams (£SR I and ESR 
II) • 

In FY's 1982 and 1983, AID siyned two Assistance Ayreerneuts 
with Costa RiCa, both with the Banco Central de Costa Rica (BCCR). The 
1982 Ayreer,lent ~rovided $20 [llillion, of which $15 f,lillion was a loan and 
$5 million a yrant. 'l'he 1983 Agreement and its amendments lJrovided 
$J.55.735 million, of which $118 million were lo~ns and $37.735 million 
were yrants. All funds have been fully disbursed. 

Both proyrams were based on the need to provide balance of 
payments support to Costa Rica, and to increase the availability to the 
productive l:'rivate sector of both the amount of foreiyn exchanye for sale 
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and local currency creditY. In addition, the FY 1983 };.ir~ram, which 
included $73.735 minion in caribbean Basin Initiative Funds (C.B.I.), 
was tied to the objectives of USAID/Costa Rica's CBI Impler.~ntation Plan, 
which encon1J:Jasses the object ives previously stated, and places hi~ 
priority on improving private sector performance. It was also tied to 
the 1983 stand-by Arran<jement with the International Monetary Fund 
(IMF). Disbursements under the 1983 ESF proyram (ESR II) were 
conditioned upon Costa Rica entering into, and remaining in substantial 
conlpliance with, the I~W stand-by then in effect. 

In November of 1983, following a revaluation of the "free" 
bank exchange rate from ¢43. 60 to ¢42. 60 to the dollar, the Mission 
opened a dialogue with the Central Bank under Covenant Q of the A9reement 
which states that the BCeR commits: 

To rnaintain a IX>licy which does not weaken the compe­
titive 
markets. 

~sition of Costa Rican exports in forei~n 

Based 
time, 

on data which suggested that the colon was overv
the ~Iission asked the Central Bank to corranent on 

alued as of that 
the relationship 

b~tween the exchans,e rate established, and the covenant. At 
approximat(~ly the same time, the IMF suspended disbursements after it 
determined that Co.sta Rica was maintaining a tax on foreign remittances 
which contravened the IMP stand-by. The AID Agreement also inclUded, as 
a special prc.'Vision, tbe following: 

A::D res~rves the right to suspend scheduled IOOnthly 
disbLii:sements in the event that the GOCR is not in 
substantial corr~liance with the IMF Agreement as 
determined by AID. 

Given the special Provision and the Covenant, AID withheld disbursen~nts 
under its Agreement until corrective action was taken, i.e., a 5% 
devaluation, and legislative action to remove the tax on remittances. 

Significant accomplishments have been attained by Costa Rica 
in its stabilization efforts, as described in Section II.C. Performance 
under the stand··by Arrangement to date has been satisfactory. In 
addition, significant progress was n~de on structural problenlS. 

o	 A Strategy for LXkQrt Promotion and Investment was develoPed 
and issued by the GOCR as a statement of policy in the sWtmer 

Y	 AID sU!:i!JOrt s, in addit ion, availe,bility of dollar credit under two 
DA-funded projects: Private sector Export Credit (0187), and 
Private Sector productivity (0176). 



- 7 ­

of 1983. The strategy, which was aptiroved by AID, was 
re~uired as a condition to a portion of the l:.SR II assistance. 

o	 A draft pa1ier entitled Economic Policy: strategy and 
Actions, 1984-1986, ha.s receutly been pre~red by an 
interministerial corrunission - includinCj the Central Bank. 
This draft, which was included as Annex I to the Concevts 
Paper, has been approved by the Council of Ninisters. The 
Mission is proposing to r~juire its official pUblication as a 
condition prior to obligation of funds under the second 
Agreement of ESR III. 

o	 A sJ:!eCial rediscount line for private banks was establisheo 
and the equivalent of some $25 million in colones under ESR I 
and ESR II was channelled throu~ it to the private sector. 

o	 Between December of 1982 and OCtober of 1983, a period 
covered by ESR I and ESR II plus the 1983 IMF stand-by 
Arrangement, credit vrovided by the National Bank.inCj system 
to the ~rivate sector increased 29% in real terms - this is 
corrpared to a decrease of 23% in 1982. 

With respect to conditions and covenant= af the previous ESF 
ProCjram, ESR II, all conditions were met. All covenants have either been 
comvlied with, or proCjress towards fUlfillin~ these is beinCj made in a 
manner satisfactory to AID and on an appropriate schedule. The status of 
comVliance with condit ions and covenants of I::~R II has been reJ:iOrted by 
cable, SAN JOSE 1691, per ~~EX II. 

C.	 CUrrent Bconomic situat ion, structural Problems and Prosk-iects 

The followin~ is ~ased on the report contained in Annex III 
prepared by Robert Adler, LAC/Dp, and Julian Heriot, ROCAP. 

1.	 Economic Trends of Recent Years 

--Economi.c s,rowth sto1Jped in 1980 aHd Gross Domest ic 
Product declined by 2.3 J:;ercent in 1981 and 9.1 percent in 1982. The 
present estimate for 1983, with Cjrowth of 0.8 l?ercent, su~<;;,ests only a 
bottomins out of recession. The present official forecast for 1984 
<;;,rowth, 2.3 percent, is far from indicative of full-blown recovery and is 
still less than popUlation srowth. 

--Based upon national accounting estirr~tes for 1983, on 
a per capita basis, 1983 GDP was 88 percent of the 1977 level, and 
COUSUI,l};Jt ion was 81 }?er:eent and investment 42 percent of the 1977 levels. 
Private consumption per capita in 1983 was 79 percent of the 1977 level. 
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--The fundamental constraint on economic yrowth relates 
to the balance of payrilents. Current account de~icits arnountin~ to $ 1.0 
billion in 1979-1981 were financed by foreign loans, but with the sharp 
rise in debt service payments, particularly after 1980, the strong net 
inflow of external credits could no longer be maintained. Finally, in 
1981 the GOeR susyended external debt service, essentially to maintain a 
reasonable level of imports. 

-Inflation reached high rates in 1981 and 1982; for 
exanple, on an average annual basis the wholesale price index registered 
a 65 1Jercent increase in 1981, and a 108 percent increase in 1982. The 
hi~h rate of inflation of these years is partially explained by 
accelerated eXl?ansior. of domestic credit, which re~istered nominal rates 
of growth increasing from 35 percent in 1978 to 105 percent in 1982. 
Lower rates of inflat ion UI:J to 1981 are explained by orthodox theory, 
which sU9<jests that excessive growth of domestic credit will enlarge 
imports and the balance of yayrnents deficit until forei~n exchange 
reserves and external creditworthiness are exhausted. Substantial 
balance of }.JayrneLts sUlJl:iOrt inflows in 1903 (al.Jyroximately $270 million) 
",nd exchange rate stabili.ty served to increase imports by $100 million 
and reduce inflation to 26% in that year. In addition, domestic credit 
expansion was 33.5% in 1983, which was postulated on an expected rate of 
iuflatioll in excess of 30%. 

--The rate of open unemployment was 8.9 percent in 
1983, i.e. a relatively low rate given the decline in output. However, 
the growth of the ellll?loyed labor force was only 1. 2 1-ercent in 1983, 
suggesting a deteriorating ercployment situation. Real wages declined 
stronCjly in 1981 and 1982 and, after some recovery in 1983, are about 60 
percent of the 1979 level. 

--Arreara~e on external debt service, which accumulated 
to over one billion dollars by the end of 1982, was a major element in 
costa Rica's balance of payrnents after 1979. Costa Rica's balance of 
payments crisis and suspension of external debt service in 1901 was 
caused by the rayid increase in external debt, a sharp increase in 
interest payments on that debt, declining export yrices, loss of Central 
American eXlJOrt markets, and (up to 1982) by imports increased by 
domestically-s,enerated demand ~ressures. By the end of 1983, after 
comr.lercial bank and paris Club rescheduling agreements, Costa Rica was 
again current on contr~ctual external payments. 

-Costa Rica's trade deficit decreased from $527 
million in 1980 to $28 million in 1982 and $143 million J.n 1983. 
Related to this imlJrovenlent, im!:>Ort volume (referrinlj to iRll:JOrts of goods 
and non-factor services LJ€r national accounts) declined by about 50 
1Jercent from 1980 to 1983, and the projected 1984 im1:JOrt volUJlle is only 
56 percent of the 1980 volun~. This is also confirmed by the balance of 
lJayment accounts which indicate that the value of 1983 commodity ill1l:JOrts 
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was only 65 percent of the 1980 nominal dollar value, also implyin<j a 
1983 imJ:Alrt volume aLout 50 percent of that of 1980. In contrast, the 
volume of 1983 exports of corrrrnodit ies and non-factor services (from 
national accounts) was nearly the same as in 1980. Thus, the economy has 
achieved a very substant ial economy in imports as related to exports. 
Reuuct ion of domest ic demand through monetary restraint and reduction of 
the fiscal deficit underli8 this achievement. 

--HO\vever, the reduction in real imJ:.iQrt s is also 
related to very .low investment. In 1982/83 investment was only 43 
percent of the level of 1979-80, and if continued for long this will 
irI1:Jair the achievement of both structural adjustment and future economic 
<jrowth. Lven thou9h financial saviYJ.ids, in partiCUlar quasi-money, have 
increased in 1983 (as a stock, from 32.6 fJercent in 1982 to 38.1 percent 
of GDP in 1983), vlith the recessed economy, incor,les are down and 
losically profits must also be down. More importantly, the expected rate 
of return on real investment is undoubtedly low. The tax exenJt>t 
government bonds and his,h real rate of return deposit media are obviously 
lJreferred by savers over folore risky productive investments. 

2. structural Prob.lellls 

--For Cost a Rica, wit h a small Ol:J€n economy, eXlJOrt 
<jrowth is the lifeline to hi'dherstandards of living. The structure of 
trade arrangements encourages production for the small domestic and 
regional market rather than for n~rkets outside the region. Slow growth 
in the regional market must Le assumed under the best of circumstances. 

--The Common External Tariff irrparts a high degree of 
effective protection to final consumer <joods industries and very low 
protect ion to intermediate and capital goods industries. Consequently, 
consumer ljoods industries avoid the compet it ion that ~Jould hell? them be 
price cor£1t.ietitive in third markets, and intermediate and capital goods 
producers are deprived of incentives for investment. 

--The colon is overvalued. It has been adjusted on the 
side of overvaluation rattl~r than all mf~etin<;, cOnlJ:,;etitive prices in third 
rnarkets for non-traditional exports. Usins the IMP/IBRD purchasing power 
J:.iarity rnethodoloSY and Ct 1974 data base, in mid-1983 the colon was found 
to be 6% overvalued when the tradi-n'j partner factor WaS limited to the 
u. s. , and 16% overValUE:d wbet! oth~r hiCjh income markets for 
non-tradit ional eXfJOrt s were incJ.uded. However, the recent unification 
of the "free" bank and inter·-bank exchange rates and the reduct ion in the 
percentage of eXl:-X)rt fJroceeds tbat must be liquidated at the official 
rate effectively devalued the colon by 8%. 

---'l'here arc little or no Central Government current 
account saVings. 



- 10 ­

--Current account savinys in the public sector 
enterlJrises are Que mainly to surpluses ~enerated by the state-owneu 
petroleum corrpany, RECOPE, and not to a rate and tariff structure 
throughout the state enterprises that would J:.lroduce savings in all the 
companies. The absence of public sector savings generally has meant that 
the ~overnment has had to resort to excessive domestic and foreign 
borrowing to finance pUblic sector investment. 

--Some current account improvements through revenue 
increasing changes and expenditure reduction measures were enacted in the 
"laW for public Sector Financial Equilibrium" (LPSFE) passed in February, 
1984.11 These include a 10% income tax surcharge; transfers from state 
enter}?r ises to the Central government, and reduct ions in government 
eXJ:.lenditures. A 10% to 25% sales tax on gasoline is under discussion. 
These stOJ:.l gap measures do not reflect a durable restructurin~ of the 
pUblic sector finances. 

--Credit quotas and differential interest rates, which 
favor some economic sectors (or people) over others, make financial 
intermediation in the National Bankin~ System inefficient. The BCCR's 
subsidies have demonstrably failed to meet the ain~ of the J:.lro~ram. In 
one typical institution, 1.6% of the loans accounted for ~Iore than 45% of 
the credit. These inefficiencies reduce the flexibility of the system to 
channel adequate credit to new and more J:.lroductive sectors of the 
economy. 'Ihe GOCR has taken measures recently which improve this 
situation somewhat. 

--The private bankin~ sector, which could 1'rovide a 
healthy deCjree of competition to the state banks, suffers from unequal 
access to financial resources. Private banks cannot acce1-'t demand ana 
savings deposits from the domestic private sector, and direct re-discount 
facilities fronl the Central Bank are not available to them. 

--Antiquated management }?ractices and over-regUlation
in seneral generate high costs for borrowers and savers in the financial 
intern~diation process. 

3. '!he 1983 Economic Program 

-By the time the present (l>tJnge) administration took 
office in Nay 1982, most s~ments of Costa Rican society were 
SUfficiently alarmed to make J:.lOssib1e the imposition of the discipline of 
a stabilization program, which was formaliZed in a stand-by Arrangement 

l' The Law has not yet been published in the official Gazette, and the 
reference here and in later sections of this document to its 
yrovisions derive from what we are infor.med is a final draft. 
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with the IMP in December, 1982. In July of 1982, the GOCR also resumed 
part ial lXlYJllents on external debt service arrears, and said payments 
amounted to over $40 million in 1982. 

--The IPF's one year stand-by was ayproved on December 
20, 1982 (and amended on April 26, 1983). This pr~ram, which provided 
approximately $100 f'lillion (SDR 92.5 million), was desi<jned to reduce 
inflationary ~ressures, to promote orderly eXchange markets, and to 
facilitate resumpt ion of ~ublic sector debt service. Furthermore, the 
aejreement was widely resarded as a necessary element in the 
GOCR-comr.lercial bank debt reschedulinej, and a pre-condition to the Paris 
Club bilateral debt rescheduling. 

--On January 10, 1983 the GOCR si<jned a debt 
reschedulins agreement under the aegis of the Paris Club with ten 
creditor countries which rescheduled princi};Jal and interest fall ins due 
between July 1, 1982 and DeCEmIDer 31, 1983 mainly to a five year period 
be<jinninej se~tffinber 1987. on April 22, 1983, the GOCR signed a 
memorandum of understandinej with foreign commercial banks, covering all 
~rincipal in arrears and falling due in 1964. These lJaynlents are 
rescheduled to a period beginning with 1987, and ending with 1992. In 
addition, the aejreement includes a revolving credit fund in favor of 
Costa Rica, but of self liCjuidating and diminishing character, composed 
of fifty percent of interest payable and due in 1983. 

--The substantial infusion of INF and u.s. ESF 
assistance provided essential support to the 1983 balance of payments and 
was crucial to GOeR efforts to bring about exchange rate stability and to 
reduce the rate of inflation. By the end of 1983 the c'Jnsumer and 
wholesale price indices were increasing at annual rates of 10.7 and 5.9 
percent, reSJ:.lectively. In addition, the five colon s~read that had 
existed between the inter-bank and "free" market exchange rates was 
elir.linated tiuri.nej the course of 1983. 

--'lile GOCR complied with the performance tests of the 
IMP asreement. The quantitative tests in this agreement were no net 
decline in international reserves (adjusted for certain arrearage 
liquination), a limit on Central Bank expansion of credit to the economy, 
and un bankins, systEmI credit to the non-financial pUblic sector. 'l'he 
larger-than-anticipated reduction in inflation has impacted on the 
economy via increased real demand through a 15% increase in real wages 
and increased real credit. 

--'rile ~ublic sector deficit, which had increased from 
6.7 percent of GDP in 1977 to a high of 13.7 percent in 1981 was reduced 
to 9.5 percent in 1982. A conservative estimate for 1983 is 5.0 
percent. The reduction of the deficit can be attributed in part to 
expenditure cuts that be<jan in 1982, but in even larger measure to 
increases in the charges of the state-owned petroleum refinery and 
electric COhlpany. Private purchases of (jovernment securities were a 
najor source of financiny of the public sector deficit in 1983. 
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4. Outlook for 1984 

-Tbf= major ne<jative for 1984 has been failure of 
I~W-GOCR to r.each agreement on a new stand-by early in the year. This 
problem arose because the yublic sector IS 1984 bUdCjet had a projected 
deficit of ¢15 billion. Wage increases for the public sector, many of 
which were a};Jproved in the 1983 bUdget but deferred for payment until 
1984, constituted about 10% of this deficit. In total, the deficit was 
judged to be about triple the amount com!JC1tible with continued 
stabilization. To face this problem, the I~~ suspended negotiations for 
a new Stand-by until the GOCR had obtained leyislative approval for stop 
gap measures to reduce this deficit. The laws in question have now been 
approved and the projected deficit reduced to ¢5 billion. An IMF team is 
now negotiatin~ a Letter of Intent. 

--Our review of Central Bank projections of Costa 
Rica Is 1984 balance of payments indicates a gap of $267 million to be 
financed with IMF, us LSF, and PL 480 Title I resources. Under 
pessimistic assurr~tions, e.~. I~~ resources of about $50 million, us ESF 
resources at only $70 million, Tit Ie I resources at $28 million, the 
unfinanced gap would be in excesss of $100 million. A more optimistic 
assUT,lption, such as, an additional $60 million of ESF ana $50 T,lillion of 
I~~ resources, would su~gest adequate financing for the additional 
im~rts which accrue to mild economic recovery, projected at $90 million 
in nominal dollar value, and which are equivalent to about four percent 
in volur,le. 

--In sl:iite of the fact that domestic demand growth in 
1983, and growth for 1984 along the lines of the official projection (2.8 
percent), cannot be considered as excessive, the GOCR confronts very 
limited options to reduce its 1964 BIP gap. It can either cut imports by 
carryin~ out a mix of act ions such as tightening credit, stepl:>ing up 
devaluation, and in~sin9 new taxes on imports; or it can default on its 
coollnerial bank rescheduling agreement. However, cutting- imvorts would 
result in aborting the moderate recovery now under way, would be 
unpopular, and polit ically untenable. Defaulting on the conunercial bank 
payment s would undo the l?reGent IMF neyot iat ion and undoubtedly br ing 
greater foreisn exchan~e losses than gains, particularly if a perioa as 
long as one year is considered. The only acceptable courses of act ion 
are those which will bring in sUfficient foreiCjn exchanse to close the 
B/p gal? and, to the extent possible, generate new exports. 

--Not having an IMP vrogram yet in place is a negative 
in terms of making predict ions for 1984, and this is mainly due to the 
lack of C:1uant Hat ive l:Jerformance targets, Le. the ceiling for credit to 
the pUblic sector and the floor for the net international reserve 
position. 'lhe vresent Central Bank credit I:>roCjram allows for an over-all 
nominal increase of credit to the private sector of 15.7 percent (and it 
also aSSUIlles a 13 percent inflation rate for 1984) / and we sus}?ect that 
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only minor chan~es in this projection will result from current UlIo' 
n~otiation$. In r~ard to the balance of payments, even thou~ we doubt 
that any substantial chan~es will result from· the current IMF-GCX:R 
neyot iat ions, an inp>rtant question concerns UJF-Central Bank agreement 
on a tar~et $50 million increase of net Central Bank liquid foreign 
exchancje holdings, which is included in the $267 million gap cited 
above. we also do not know how the IMF-GXR negot iation will come out in 
re~ard to closi~ the ya~. 

--Under ~resent conservative estimates however, the 
Central Bank will exhaust its liquid Foreign Exchange Reserves in early 
lolarch. payTalEmts on rescheduled cOJllnercial debt in March and April ($47.7 
million) are particularly high, and if these payments are not made, we 
eX1JeCt the hard earned stabilization process to begin to unravel. (For 
further details, see SAN JOSE 01445 (1984), Classified.) 
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I II • U.S. I NrEUESTS , ESF ASSISTANCE OBJECTIVES, AND STRATEGY 

A. U.S. Interests 

America, 
As historically the n~st successful den~racy 

Costa Rica has uni~ue credibility and influence as a 
in Latin 
spokesman 

in regional and international fora. costa Rican sUlJl-Ort is a critical 
factor in developing broad-based domest ic and internat ional support for 
u.S. Central American l-Olicy. Both because of our sharea values, and to 
preserve Costa Rica as a model of democratic development for the region, 
a l>rimary U.S. interest and o~jective is the lJreservation of Costa Rican 
democracy. Recent economic failure has called into question, for ~he 
first time in forty years, the ability of the Qernocr9tic, system to 
respond to the legitimate aSlJirations of the costa Rican people. u.s. 
IJOlicy must therefore.· seek to achieve economic recovery in order to 
forestall Ma~xist-Leninist challenges. It is u.s. policy to assist Costa 
Rica to move towards a n~re market oriented economy. 

To attain economic recovery, Costa Rica must move away from 
the l:-rotect ionist, im1JQrt-substitution econoluic rnoael towards eXl:'Qrt-led 
growth. If Costa ~ica can rrove forward economically, it may encourage 
some of the other Latin American countries which have adhered to the same 
economic roodel, and are now also sUffering economic problems, to make 
similar shifts in policy and olJ€rations. 

B. OVerall ESF Assistance Objectives in Costa Rica 

'Ihe 1Jr0lX>sed I::SR III program sU1Jports the ~oals and 
objectives established for u.S. Economic Support Fund assistance to Costa 
Rica, and thus continues the efforts of the previous ESR I and ESR II 
programs. These goals and objectives, which were articulated in the 
Mission's Caribbean Basin Initiative In\J:)lernentation Plan for Costa Rica 
and in its CDSS Supplement are as follow: 

--To hell> re-establish dynamic 9rowth in the Costa Rican 
economy; 

--To assist in re-orientation of the economy from its present 
imvort s~~stitution bias, to one in which the industrial sector 
contributes to export led growth. 

Such goals are to be achieved throu<jl the followin9 routes: 

--Economic stabilization and Recovery - To relieve Costa 
Rica's econoT,lic crisis by improving its balance of payments situation by: 
alleviatin9 the shortages of i~rted goods required for production; 
increasin~ creait availcilile to the productive private sector; and 
restorin9 international confidence in Costa Rica and its currency. The 
J:lrograrn is coordinated with, and sUPl-Orts the economic stabilization and 
recovery aims of the IMF. 
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--strengthening of the Financial System - TO encourage the 
further develo.l:JlUent of private banks and other private financial entities 
in Costa Rica, in order to expand and improve services to the productive 
private sector beyond those currently available throu~ the nationalized 
bankins system. 

--Expansion of Bx~rts and Investn~nt - costa Rica will need 
to ex~rt at a hi~er level, and on a more diversified basis, if it is to 
recover its fonler standard of livins and reinitiate 10n9 term, dynamic 
economic srowth. 'I'he aim of this objective is to increase exports, 
~articularly non-traditional products for non-traditional narkets, and to 
increas@. foreign and domest ic investment in enterprises which engage in 
such ~roduction. 

--ImlJroved public-Private Sector Coordination - To develolJ 
improved n~ans of collaboration between the public and private sectors in 
order to contain the current crisis, stabilize the economy, and establish 
a basis for long term economic growth thru export and investment. 

--ITillJroved policy FOrfllUlation and Administrative Refonl - To 
establish the attitudes, laws, lJrocedures, and practices which facilitate 
eXl:JOrt s and investments and a more stable and diversified econol.1Y. ArilOnS 
the policies which the lvIission sees as most desirable are a cOllanitment to 
a sreater role for the lJrivate sector in the economy, an exchanse rate 
regime favorable to exports, the reduction of export quotas and controls, 
decreased incentives for i~rt SUbstitution industries, a broader 
corrrrnitment to free markets in general in order to foster .. more efficient 
resource allocation, and monetary and fiscal policies desisned to foster 
sreater internal capital formation. 

C. stratesy fur the LSR III Pr09ram 

1'lle lJrevious two ESR lJrograms, together with IMF support and 
the conunitment of the GOCR have, as described in Sections II. B. and C. 
above, made considerable strides towards stabilizat ion, and 
re-establishment of internat ional confidence in Costa Rica. A stratecjy 
has been aplJroved for increasing export s and investment, and ""jrne 
incentives to pron~te these have been adolJted -- particularly for 
non-traditional ex~rts. On the basis of this ..md other prosress, the 
s}?ecific ouject ives of BSR III involve a markea shift away from emphases 
on short-term stabilization and the development of an export and 
investment strategy, and towards conditionality and activities which 
}?ertain in t-art icular to Improved Policy Formulation and Administrative 
I<eform, Stren9thening of the Financial system, and administrative and 
o}?erational support for Expansion of Exports and Investment. 

'r'he Nission strategy is to address as many of the policy and 
structural reforms required to achieve the overall Ions-term objectives 
uf the ESR program, as is feasible in the context of the 1984 
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Agreenents. ibis involves both continuing efforts begun under previous 
Ayreements, and seeing that initial steps (sometimes only a study) are 
taken in 1984 towards changes that will be fully realized in later 
years. '!here are several reasons for this approach as opposed to 
singling out a small number of reforms where the analysis is more 
advanced and where conditionality can be more specific. First, it allows 
a broader ran~e of conditionality relating to policy and structural 
reforms to be tackled. 'Ihe alternative awroach is too limiting. 
specifically, structural reform and policy change need to be viewed as a 
~rocess over time, rather than as the achievement of a few chanyes at any 
one point in time, even if they are inp:>rtant changes. secondly, all 
macro-economic policy factors interact in achieving export led growth. 
Finally, in a different vein, there is a political factor: 1986 is an 
election year in Costa Rica. 'Iherefore, delay in initiatin~ rnoveJ,lent 
towards needed reforms beyond 1984 could result in these being postponed 
and not reconsidered unt il 1987, after the election, inau~uration, and 
settlin~ in of the new administration. 

An additional aspect of the Mission strat~y is to assure 
compliance with conditionality both by tranching disbursements, as 
described in section IV.C.2, and by usin~ the sequential nature of the 
A~reernents and Amendments thereto to also make funds available for 
transfer de~ndent u~n pro~ress/coni~liance with conditionality 
req,uirernents. 

Si~nin~ of the first Agreenlent with the Central Bank is 
contingent u'pon satisfaction of a number of pre-conditions as described 
in Section IV.E.l.a below. Signing of the second AgreE'.ment with the 
Central Government of Costa Rica will be contingent both upon 
sat isfact ion of a pre-condit ion descr ibed in Sect ion IV. E. 2•a, and upon 
compliance as of that time with the conditionality contained in the first 
A~reement. 'I11e same considerations will be apl:ilied to any Amendments 
which might result from a supplemental appropriation. 
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IV• PR<XiRAM DESCRIPTION AND RATIONALE 

A. Proc"ram canponents 

The components of the proposed prOf:jram are as follows: 

1. A $35 million dollar loan for balance of payments 
sU1:>~rt will be executed between AID and the BCCR. ~e disbursement 
mechanism to be enployed will be a cash transfer. The local currency 
et1uivalent of the cash transfer will be used as follows: 

- $35 million to a SPeCial credit line for the 
productive private sector, of which $15.0 million 
will be for use by the private commercial banks and 
$20.0 million for the state commercial baI~S. 

Authorization for this loan component is requested in 
this PMD. 

2. A $35 million dollar grant for balance of payments 
support will be executed between AID and the Central Government of Costa 
Rica. 'Ihe disbursement mechanism to be enlployed will be a cash transfer 
to the Central Bank on a tranched basis. The uses of the local currency 
equivalent of the grant will be developed with the Central Government 
alon'.:! the lines described in section IV.E.2 below, and will be detailed, 
alons with conditionality requirements for the Cjrant, in a cable 
supplerr~nt to this PAAD. Authorization of the Grant will be requested at 
that time. 

B. Rationale for Loan-Grant COIllposition 

A loan-grant split of 50/50 is proposed in this PAAD, $35 
million loan and $35 million Cjrant. There are three reasons for 
l-JroposinCj that a portion of the assistance be provided as a grant. 
First, as 'I'ables I and II below indicate, Costa Rica's present and future 
debt service burden is already an onerous one, and it is clear that 
despite the 1983 debt reschedulinCj and Costa Rica's austerity measures, 
further rescheduling will be required in the near future. ThUS, the 
Nission feels that the maximum grant financing that A!D can provide is 
required to support stabilization and recovery objectives, and U.S. 
interests in Costa Rica. 
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TABLE I 

COSTA P.ICA
 
OFFICIAL DEBT SERVICING 1983-84
 

Estimated Projected 
1983 1984 

Interest $375.9 m $347.4 r.1 
Amortization* 67.9 m 125.6 m 

$443.8 rll $473.0 m 

*Includes Central Bank in addition to Central Govt. at pub. Enterprises. 

TABLE II 

C05'l'A RICAN DEBT 

Estimated Projected 
1983 1984 

Comrrodity 850.7 899.1 
EXl:JOrt s, FOB 

Exports of Non-Factor 
Services 249.0 267.1 
'l'otal EXf:A>rts of Goods 
& NOTI-Factor Services 1099.7 1166.2 

Debt Service as a %
 
of Conm~dity EXl:JOrts 52.2% 52.6%
 

Debt SeLvi~e as a %of
 
Comn~dity ~lus Non­

Factor Service Exports 40.4% 40.6%
 

A further rationale for providiny a portion of the assistance 
in the form of a <jrant is to avoid the second Agreement, which would be 
signed with the Central Government, having to be ratified by the Costa 
Rican Le~islative Assembly. The Conce~ts pa~er eX~lains that while loan 
obligations of the Central Bank are not subject to such ratification, 
those of other govermnent a~encies are. 
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Furthermore, aside from time delays in effecting the cash transfer that 
the legislative process would brin~ about, it would be politically unwise 
to submit the tyPe of conditionality required to legislative debate and 
act ion as a l!ackage. It could generate much unfavorable publicity--at 
odds with our national interest, and might well result in a refusa.i. to 
ratify the Agreement. Inasmuch as many of the structural reforms and 
activities to be carried out under ESR III are not within the mandate of 
the Central Bank, there is no option but to siejn the Agreement wl.th the 
Central Government. Finally, grant funding will allow for maximum 
flexibility with regard to local currency uses, especially transfers to 
private sector entities. 

C. u.s. Dollar Resources 

1. Purpose and Teru~ of Dollar Resources 

A total of $70 million dollars, $35 million in grant 
and $35 million in loan funds, will be provided to the Central Bank in 
the forTii of cash transfers covered under two se~rate Assistance 
Agreements as described in section IV.A. above. The first Agreement, 
which will lJe siCjned with the Central Bank, will contain covenants to 
cover the use of all dollars obtained under the ESR III proejram, 
includinCj also those provided under the Second Agreement to be signed 
with the Central Government, and under any Amendments to either A9~eement. 

It is proposed that the loan portion of the transaction 
be made on A.I.D.'S most concessional terms, i.e., a forty year loan with 
a 10 year grace period, 2% interest during the grace period, and 3% 
thereafter. 

Dollar resources and repor~ing on these are cover~d by 
the proposed Covenants as detailed in Section IV.B.I below. In sum, the 
Central Bank will make an amount of dollars equivalent to that disbursed 
under the cash transfers, available for sale through the commercial banks 
to private enterprises in Costa Rica. Imports of raw materials, 
intermediate ~oods, construction materials and spare parts from the 
United States for an equivalent amount will be required and monitored. 
Reports on sales of dollars will be made within three months following 
each disbursement and on purchases of imports at approlJriate intervals. 
Procedures for ex-post facto price checking on these and other imports 
will be developed and };jut in place. 

Costa Rica's private sector can easily absorb $70 
million for the specified lJurposes, within the time frame provided. This 
arnou't: rellresent s aplJroximately 25 percent of Costa Rica's imlJOrts for 
these ~ypes of con~~ities. 
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2. Disbursement of U.S. Dollar ~~ources 

a. SChedule for Disbursements 

As in the ESR II lJr~ram, the Mission proposes to 
tranche disbursements both to ~rovide a basis for enforcin~ 
condit ionality , and to maintain an even flow of foreiyn exchange into 
Costa Rica. The first disbursen~t will be made under the first 
P.y-reement with the Central Bank; that Agreement will provide for that 
disbursement only. The second through fourth disbursements will be made 
under the subsequent Agreement with the Central Goverrunent, which will 
provide only for those three disbursements. Tranching between the 
disbursement under the first Agreement and the first disbursement under 
the second Agre51~nt will be a function of the time la~ between the two 
Ayreements. Tranching of the three disbursements under the second 
Ayreement will be carried out in the same manner as for ESR II, wherein 
disbursements will be made at nYJnthly intervals and may not exceed the 
schedule except as AID may otherwise agree in writin~. 

The ~roposed disbursement schedule is as follows: 

(millions of u.s. dollars) 

Disbursement Loan Grant Total 

First A<jreement $35 $35 

Second A~reen~nt 

First $15 15 
second 10 10 
Third 10 10 

$35 $35 $70 

AID found in implementing ESR II, that variations 
in the schedule were som~t imes required due to the need to "make up" 
missed disbursements when these were witheld or prior conditions not met 
on schedule, and also to allow greater flexibility to AID and the Central 
Bank in managing the flow of foreign exchan~e resources given seasonal 
variat ions and timing of inflows from other donors such as the IMP . 
ThUS, the Bank may not need to request a disbursement for over a month, 
but may then need two disbursements in close succession, or together. 
(Note that althou~h the second A~reernent will be signed with the Central 
Government, it will lJrovide that requests for disbursements under this 
A~rel: 'lent be made by the Central Bar'.k.) 

Given this situation, authorization to vary the 
disbursement schedule as required to assure good management and regUlar 
availability of foreign exchange resources, was granted to the Mission 
(See Annex VII); The Mission proposes to inclUde, in both the 
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Authorization for the second Agreement and the Agreement itself, a 
schedule for monthly disbursements, but with the provision that allows 
this to be varied by the Mission. 

b. Disbursement Procedures 

Dollar disbursements will be made in the same 
manner for the Juan and grant portion of the proyranl. Disbursements will 
be made into a BCCR account, in accordance with its instructions. It is 
anticilJCited tbat electronic transfer of funds to a u.s. Bank will be 
employed. However, other mechanisms may also be employed if it appears 
there is any l?ossibility of an embaryo of said account by BCCR creditors. 

c. Justification for Cash Transfer 

Use of a cash transfer as opposed to a CIP is 
proposed for the ESR III prograrrl for several reasons. First, the setting 
u~ and the operation of a CIP would limit the quick disbursement 
capability which is required to move foreign exchange into the Costa 
Rican econol,ly to meet the balance of payments and cash flow needs as 
described in Section II.C above. Second, the data indicates that in 1982 
and 1983 there was an increasing }?Ositive net flow of l:Jrivate capital 
into Costa Rica, rather than capital flight out of the country, and, 
hence, the indirect benefits of a CIP in limitiny capital fliyht are not 
needed. 

With respect to the data, net private cal:Jital 
inflows to Costa Rica for 1980-1983 were as follow: 

1980 -$240 million 
1981 -$ 55 million 
1982 +$ 69 million 
1983 +$137 million 

The trend towards a reflow of private capital to 
Costa Rica corresponds to the stabilization of the economy, and the 
ir,lprovernents in the exchange and interest rate structures. 

Since Costa Rica is using the AID funds to 
comPensate for foreign exchange inflows lost as a result of factors 
leading to the current economic crisis, and since it normally trades with 
the U. S. in excess of the dollar amount to be provided under ESR III 
(even assumin~ there were to be a supplemental appropriation), there is 
nothing to be ~ained over the current situation by using a CIP. Imports 
from the u.S. in 1980 of raw materials and intermediate goods alone were, 
as previously n~ntioned, equivalent to $251 nlillion. During 1983, 
irrport s from the United States of raw materials, intermediate goods, 
construction materials and spare parts were well in excess of the 
$155.735 million provided to Cos~a Rica by AID under ESR II. The total 
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of iIi{JOrts from the U.S., including these eli~ible items, aJOOunted to 
$398.3 million during 1983. 

D. Local CUrrengy Resources 

A descr ipt ion of act i vities to be funded from the local 
currency equivalent of the loan, and the aroounts, objectives and 
rationale for each of these is combined with the discussion of 
conditionality in Section E below. To the extent that aref)S for local 
currency sUPIJQrted a~tivities under the Grant can be described at this 
time, they ar~ also ~ontained in Section E. 

E. Pro~ram Conditionality and Rationale 

As indicated earlier, the ESR III Proyrarn will be implemented 
throu~h two Agreements - a Loan-funded ayreernent with the BCCR and a 
Grant funded aCjreement with the Central Goverrunent. The situation with 
reyard to each Ayreement is dealt with separately. 

1. Agreement with the Central Bank of Costa Rica (BCCR) 

a. Prior Actions to Obligation 

Submission of a Letter of Intent acceptable to 
HIP z.Janayement, and leyislative ayproval of an Amendment to the Currency 
Law designed to facilitate dollar denominated lending by all credit 
institutions will be required. 'llle l:Jurpose of requiriny the submi.ssion 
of the Letter of Intent is to give Costa Hica the signal that the u.S. 
will not move forward with the ESR III program without establishment of 
the necessary discipline and measures for continued stabilization that 
are the l:Jurvi.ew of the IHF. 

The requirement related to the Currency Law Amendment is predicated on 
the belief that no substantial economic recovery can proceed without a 
chanCje to this law in order to permit credit to be effectively 
denominated in dollars or other hard currencies as required to support 
export-irrlport transactions. At present, the Currency Law, as interpreted 
by the Costa Rican courts, allows many debts denominated in foreign 
currency to be repaid in Costa Rican currency -- but at the official rate 
of 20 colones to the dollar rather than the bank rate, which is twice as 
hiyh. Thus, some debtors have, and would continue to li~uidate loans at 
much less than the lenders' cost of repayiny their foreign creditors. 
'I'll€; law as currently const ituted is responsible for holding up dollar 
disbursement on two IJA-funded projects designed to make dollar credit 
available to exporters (OOFlSA (0187) and BANEX (0176)). 

A third prior action had been contemplated, i.e. approval of 
a revision of the Banking Law submitted last year in satisfaction of an 
ESR II covenant, which was designed to permit direct private bank access 
to Central Bank credit operations. Soundings taken by the Executive 
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Branch with ril€mbers of the LeCjislat ive As8elilbly ahu with party leaders 
indicate that an unacceptably high !:-'Olitical cost would be entaileti in 
~ushins through this nl€asure. The BCCR pro~ses to withdraw the proposeu 
aI,lendmE:nt to the Bankins Law, and SiT.lultaneously to include in the 
arnendr,lent to the CUrrenc}' Law, a provision which would enable direct 
access by l:Jri.'Jate banks to BCCR credit where the orisin of the funds is 
external. 'l'he I:,xecutive believes that this somewhat IOOre limited reform 
will be acceptable to the Lesislative Assembly. 

A substantial portion of BCeP. credit to the 
cOrilr'lercial banks derives at ~rE:!sent from external sources, and is likely 
to continue to do so for the near and medium term. Also, an informal 
check with the private banking community indicates that the proposed 
chans,e would satisfy their aSlJirations. The l-lission reconmends that AID 
accE:!!:-t iI"l:Jlementation of this COIilJ;.irOT,lise in satisfaction of the 
precondition to obligation. 

Prosress towards meet ins the above pre-condit ions 
was re~rted in classified cable SAN JOSE 01445, dated February 24, 1984, 
anu wi1l be ul:Jdated as r€<juired. 

Another pre-condit ion was lJroposed in the 
Conce~ts Pa~r, Le., an amendn.ent of the Free Zones Law. 'Ibis action 
hEls Leen cOf,lpleted. 'l'he amended Law now lJenlits establishrilent of free 
zOlle areas in the l1eseta CE:ntral where most of the country's lJroductive 
infrastructure is located, and l:Jrovides needed clarity on rules s,overnins 
the use of free zones. It also betters incentives for enterprises 
wishirll:J to locate in free zow::s. 

b. Con6itions Precedent to lJisbursement 

In the I:,SF Concel:Jts Paper and related AID~J 

suidance cable, IJrovision was made for formal IHF Board apl:Jroval of the 
19L4 standby Asreement as a Corldit ion Precederlt to init ie-I disbursement. 
In vi.ew of the forei'.:Jn exchanse liC:iuiciity cr isis referred to earlier, the 
lvIission recor.cr,lends that this r€<juirelilent be c:iis!:J€nsed with, and that only 
the ~rior action, as defined above, be required. 

c. Cover!..ants - Including Local Currency Activities 

All items lJut forward in the I:,SF Concel:Jts Pa!:J€r 
as topics for c.iiscu8sion with the Bcrn have been successfully negotiated 
and a!:-l:Jroveu by the Board of Governors of the BCCR, except as 
s!:-ecifically noted. The draft covenants, with comn~nts en each one, are 
as follow: 

1. The DCCR will undertake the following 
I,l€aSUres as regards credit and interest rate policy: 
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a. During 1984, the activities 
subject to credit control will be: rice (lJlanting and marketing), coffee 
~arvestin~, sugar Market in~, macadamia, lJUrchase of a sugar refinery 
(In<jenio Atirro), the prosram of assistance to enterprises, and the 
special prosrams for the cleveloJ?lilent and diversification of the 
a<jriculture and livestock SE:ctor (anlOlI~st others, those lJroposed by SEPSA 
and SI:;PSL;l. It is understood that the cOfilmercial banks may freely 
transfer resources amonsst the different itefi~ of a ~iven activity 
(livestock, industry, lJre-exlJOrts, fishing, and other activities) but 
only for items which are detailed in the credit ~rogram for 1984 
al'proved by the BCCR in Art icle 12 of its sessioll No. 3898-83, held on 
December 22, 1983. 

Comrllellt : 'l'he above text 
corres~nds textually to a decision already taken by the Governin<j Board 
of thE:: BCeR. It is not as clear as r,1i~ht be desirable. In fact, as of 
tbis writi.ns, there is some controversy at staff level in the BeCR as to 
tbe exact intent ions of the Doara of Governors. This is especially true 
of the ns~cial prO<jrams" SUbject to credit control. The two entities 
J,ler.t ioned in this connect ion (SEJ:.lSA, the Agr iculture Sector Plannin<j 
body, alld SI:;PSI:.I, a {Jarallel body for the indust rial sector) have been 
authorized --althoush not in writ in<j-- to lJrol-JOse indicat i ve or 
illustrative credit levels on a product-by-!-,roouct basis directly to the 
cOJiU"t1ercial ocmks. 'l'here has been no formal uefinition of what is, or is 
not eli<jible for irlclusion in these "special J:jrograms", let alone 
estaolishment of criteria for same. 

The f&leaning of "creuit control" is also the 
subject of uncertainty at the BC(~ staff level. It probably is intended 
to Itleu.rl that the identified oJ:,Jerations are to be trackea and an attempt 
Jitaue to ensure that they are executed in conformity to the National 
Credit Pro<jrar,l. 'Ihere if> also debate about ~,hether the last sentence 
deal ins with transfer of resources aumsst different items of a given 
activity, a.l:J1'lies to the "special lJrOsrams". 

What has haJ?pened here is that the ECCR in 
it s init ia1, Decef.lber 22, 1983 c.iecision, alJlJrovec.i a simJ:jlE: set of six 
credit allocation catesories as these ·were i:'resented in the ConcelJts 
paper. In Januury, 1984 0l--lJOsit ion to this departure frorli historical 
i:'ract ice l>e<jan to uevE:lop in the substant i ve minist r ies and amongst 
s~ecial illterest ~roulJf>, e.<j. 1'roduct specific l:JrOCiUCer associations. 
The lJoard of Governor'f> amendment of the original aplJroval, which is the 
text of the PI"Ol-iOsed covenant, is em attempt to satisfy the cOJii1'lainin<j 
ent it ies in a face savill<j fashion, without <jivins away very much in the 
way of substance. 'I'he result ib a somewhat fuzzy lJrexAuct. Nevertheless, 
it does represent a si~nificant in~rovernent in reducin~ controls over the 
allocat iC'· J of credit. In b83, there were over 100 credit ceilinss 
established on a product by ~roduct basis. ~matever the lack of clarity 
in the 1-'resent re<julat iem way ve, the Itumber of items on whicli ceilings 
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(,jCt.' (;;~tuL1i:..ilte(J i:J I.Ow uOWI. 10 :..;i>;.. 'rile fJl1Cl-,()!j~ vi iliCluuill<j tllis LC<.:H 
Luoru vi Goverllvr I L llec..:i~) i011 U~) U c..:(JVl:IILlIit" i~ to t-.revt:llt further 
L",ckslitiiliS Ly the LeU,; 1;~llell tlte LlllUilioliul pres5urc;~ trolol s);J€cial 
il.tere!:>t Sruul-'~ C011lL iritv fJ1u/. 'jll\.: Ili:..;~,hJII will Illonitvr eOI.il:-lianc..:e ill 
oceorualice wit Ii Ul.l (J\,fI illt<~q.rt:1 ul i011 (If t Ite eOVCIJulit" emu act 
ucc()rL. il.s IJ . 
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c. 'die r.~.t iOli<:d Lelii/.; illS ,s1stelll (hDL) I;;i 11 
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L. Lxce!:'t as c.. C{)IILE:<:iuenc~ ofl it €III "e" 
above, c..;urin<;, 1904, no ),,(Jre them two irlterest rCItes su!:'eri0r to fhe basic 
}?i..osi\tE: rute will I:..e USGu Ly tile cor.udercial UeallhL. 

Ci:ol,ildent: 'l'he l!resent interest rate 
structure i:-roviues h{)r a Ilil.ju:::r rate for Cvlldllerc<: Clilu tJer~ona 1 Cl! eeait 
thelll for a<:1riculture uliU 1.11UU1:>try. We uce LJreJ:.lared to accept this, but 
wbh to eavoiu cH(y t-ru] id.erl.ll ~Ml (Jf liut0:". 

c. till t Hebl 
acl- i v~ 11 i. ':;: 
Yi Ul u~ 

~()II~IK~llt: 'J,'h(:: Ilet outstc..l"IuillC:! Qlliount 01 
cre<Jit a~ ot the 31st ui Ul!ClL'III1J0r, 1~Uj lJur these biSI 11, suusidh.ed 
tJrUsl1U1,I~ (Ervlll G tu 1~!{;) ,,",uL J.!.J LJi HUll cu.ulleL, Ll::., IG~ ui totctt 
credit. It il cre::a5E:U &IICiqJ]y ill 1903 u'J.C:.:r 19u2 as a i:'€rcent of tota~ 
crE1uH. 'l'hE:: CUVE:lIunt i1:> UeSil.JllbLi tu avoid iurlhc.:r iucrec.L<:s of this t:rl-'€ 
ill SUusiu i:ue::d cr eui t • 

)1. '1'he !J.Uc..IIS rE:: I.:lrreu to iii article'S" 
auove wi 11 I!J~ 1Jilrcmceu ill Ctt lba1:>t S(J% hull. re~OUl1ces other than those 
cuj)tLJr1<::u trolll the lIuL]i:c Lj l-he CUI iJll(;:rcic..~ uQllk~. 

, " 
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banks l'Cli litt Ie or no interest. 'l'he intent of the cover,ant is ~ive the 
Central uank an incehtive to holti <.town the aI,iount of 5uLsidizeu creoit. 

i. lJur in~ 1984, the interest rates, both 
passive und active, will IJ€: revis~'d - a::; often as necessary - to reflect, 
arrlOn~st other factors, the actual aud unticipated level of domestic 
~rices, internatiunal interest rates, arid the relationshil- between the 
su~ply anti demano for credit. 

CorrUilent: 'l'his covenant is desiyned to 
establish a fraIileWork fur J:-eriodic relJOrts (see iter.1 IX Lelow) which can 
be useu as a basis tor cunt inu in~ I?O licy u ia lO<jue. 

j. As soon as the result s of the analys is 
l>eillt., Ulloertakell Ly the COIlUilission fur the Lvaluatiorl of the l~ational 

Bcmkin<:; Systelll are aVuilaLle, the Central lXtuk will I:?re~are a l:-r~raIa 

<..:esisned to reouce the co::;t ui credit to the final user£> throu~h r,ieasures 
concerned with the oJ:lerution&l cost::; allu l-rofit margins of the banks and 
relateu I,ieasures allu r€\..juirellle"ts that url11ecessarily increase the cost of 
credit . 

C'oldlllE::llt: ~~e are illionied that the 
COTiUilission referred to aLove is eXlJecteu tu fillalh:e its rel-iOrt this 
sUI,Uller. ':i:he t-'UIj,Jose ot th<=: C0venant" is tu cUTdmit the DC(1< to trar,slc.te 
all or SOlde of the COlid'lissioll' s i illc.linl:lS into an act ion ~ro~rafll. 

k. Fur l-ur~oses oi this AsreeI,lellt, it is 
u.SJreecl that the l,JroVlSlons 01 itellls la, Ie, H, 19, alld lh refer only to 
credit ol,Jerut iOflS Linanced 1rolll c..JOIii(;StiC suurces, anu that the ~rovisions 

of Hel,ls Ib and lc relate to all credit 0t-'eratiolls whether domestically 
or extertla 111 iinancec.J. 

COf'~lIent: 'l'hi::; c.iefinitional Helll is 
incluc..Jeu to avoid },JOtellt ial disliute::; on interl:'retat ion in the future. 
'I'he neeLl [or ::;ucb all ort icle has ueerl disc.:usseeJ \vith th~ BeCH, but not 
the exact text. 

11. Lurinlj l~e4, the Celltral Dunk will unoertake 
the 1:o11owilllj rileasures concenlin~ exchanse rate ~licy: 

a. /·iaintain a Ullifie.:d exchan~e rate. 

L. Heview the exchan~e rate on a 
c.:ontinuillS Lasis in accoruarlce with, w;,unsst others, the followin~ 
factors: relation between domestic ~rices (actual and anticipated) and 
l,Jrices ill the l!rilJcil,Jal countries with which Co::;ta Idca has c0Tiu,iercial 
relat ions, the statu::; of the current account trallsact ions in the balance 
at l-uYI,lents, service ot the ioreil:lr, deut and non-cOTII!:-lensatory net cal-ital 
influi'ls. 



ConUi.ent: 'I'his coven~nt is c.iesi~nec.i to 
E::staLl ish u frQm~work tor .l:kriocJic relAJrt ili<;;, (s~e Henl IX below) U~Oll 

which a continuin~ l-Ol.icy dialo~ue carl be ulldertaken. 

III. 'l'lIe Centrul lAnk will l--rel-X:H: a j?le:<li ot 
action oesi'::lne<.i to ililt.-rove the e..tua l.ity, t illlE:liness and use of economic 
ir&1:0tT.latioll, ~st.-ecic.lly that relatel.l to external c1eLt, [Clrei~n COT.l1HerCe 
and other internatiorlul trelriSactiClllS and indicators of economic 
activity. rl'his I,;larl should Le finali~ed rwt later tbarl June )0, lSG4. 

Cor,~,tent : l:.rlvisioned here are activities 
such uS trairlins for thE:: ori'::linatouj CIt raw data, Letter forms for same, 
trainins of Central IJank stutf, develolJ1llent of suitaLle COf,lputer 
soHware, technica1 ussistance in detenlinat ion of inforfilation 
iJr ior it ies, et c. 

IV. '1'u l,relJare Ly JUlie 3lJ, 19L4, a 1-'lc.ll ot 
act ion uesi'::llleu to I:Ioll.Hor un an ex _t--Ost Cacto basis ililt--Ort and ext--Ort 
tru/l~c.;ctiuIIS with a vie~, tCl ic.;entHyirl<;J overinvClicill~ ul illl}!Orts and 
un(jerinvoicin~ of eXf?Orts, and to take Cl1'i'roi--riate sanctions a~ainst 

i inls inuu l'::l in~ hi these t.-[ actices; that the IJ Ian uf act ion wi 11 include 
stel,Js tu Le taken to uevel0l-- and to lJrosre1:,;sively stren~then a l?rice 
checkill~ Ullit, the lJreI:--Qratioll oi re~isters ot l:Jrevailins rllarket iJrices 
(or IIJajor ilill,Jurts ano e>'l:>Or t1:,; , ur<;Janizi:lt ional arran~elil€nts for ex post 
factu aULitins, ir.vesti':latioli, and 1-Jullitive uction, trainill~ emu other 
technical a~sisteHlce ree..tuirelilellt s emu !-'€rsoria 1 ree..tuirer,lents; 

V. 'l'lte Celltral lJunk wi 11 ilicrease the resources 
[llaUe availaLle to the i-'roc1uctive l,Jr.ivate sector throush the .l?r.ivate 
cvr'~'lerciCll barlks Ulluer the s!:'E::cial credit line estalJlisheo t.-ursuallt to 
l\.I.U. Loan 515-h-037 anu 515-h-040 in Q local currency amount equivalent 
to fifteen IllilUml (jollars (lJ~$l~ Itll 11 iord. r1'lie Central Lc.nk \oiill revise 
the resulations in etiect fur this rec1iscoullt line so as to j;;enlit the 
rccu!:-'erc.t-loll of illr~ds c;isLurse<l uy the state cOJ.lfllercial bariks a5 of 
lJecemuer Jl, 1984 tv Le relent Ly those Lunks, anc1 will IiIElke available 
liE::vv re~(JlJrcu.> to Ul! useu Ly ~tute cUI"loIercial oemk1:,; ill a lOCCll currency 
ill&lOUllt l'Suivulellt to $2lJ.lJ loIilUOIl. 

Cul,d/ell t : 'I'lle lJ. oS. $.15. U IIIi 11 i011 e<..IuivalE::nt 
in new funds for the l,Jr.ivc.te Lanks will euaLle therll to reach a level of 
ai"'l...ruxi!.,ately U.~).$27.u [llilliorl ill llew lOeHi1.) <.iUriIiS .19U4. ~ev€:rul uf 
theftl will IlavE:: tu increaSE: their cai-'ital ill order to take ac1vur.la~e of 
the rE::sources Ulluer tIlE:: recJi.scount iacil ity. 'l'he stateltlellt about 
revision of the lIew re<:JLilCition deu linS with use of reflows relates to a 
l,Jrovision that all renows under the rec1iscount .l.irle fllUst ~o to the 
l!rivate Lanks. 'l'he l,Jrovi~ioll was introc1ucec1 \oJhen we anticilJated a 
lisuidity l,JroLlelil in re6iscourlt availaLility [or the private banks. 'ibis 
is no lon<:Jer the Cilse. 
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VI. 'l'he Central Dank will suplJOrt the creation 
OL a C.entral Secondary I'lort~a~e Lank, whose Loar<.i of Diredors will have 
a Iiiajority frolil the 1:'rivate sector. hIllonSl the functior,s of the new bank, 
ihl.0Jrt t:lllce wi 11 Le !:-'lilced 011 [inall.:.:in~ secondary rdortsaSles and 
rediscount in<j credit o!:-,€rat ions for hous ill<j construct ion undertaken by 
suvili~s illl(J loan associatiolls, li,enibers of the Nat iOlial BankinSl Syster,i, 
12tbor unions, asociaciones soliuaristas*, ana INVU (The National Housing 
Aljellcy). hIdonSl tile .:<ttrilJutiull::; at the 1.Junk, will be leljal authority to 
ca1:'ture funds throuCjh the erdission of investment alld other market 
inst r Wilent s. 

Once the IJou:.;inSl 1J&nk is created, the 
Central Bank anc.i AILJ will aSlree on the terms and conditions of a seed 
Cdi!it a1 lowl Ly the LeCR. 

CUII~&ient : 'l'h.is covellant imlJlement s a 
resolut ion of a reCEnt Nut iOl1al ITousinSl Conterence. It is illtended to 
f:.'roviL.(; an illcentive to those ~roul!s illterested in develo!:-'inS the 
fillanciul 1l1cnket for hou,sili~. It will be noted thut the amount of the 
seeu cal!.ital loan is nut s!:-,eciiiec..l. It is l!robalJle that no fundin~ will 
lJe re'-:1uireu Ullt il 19U5. 'l'he ctfilount Cctn then be fixea in l.i~ht of the 
r.:;tc..tt.s of lll(~ illSt itUtiOllu1 il,it iative mid the Idacroecullor"ic situat ion. 

Vll. 'l'u /:Jwvide uurin~ 1984, forei~11 exchanSle 
reSOlirct.:S tv the Neitional UUllkill<j 0.1Gl-elil anu uther authorh..ec1 a~ellt5 tor 
f:.'urchase by fAivate ellterf:.'r ises, the total aIIiOullt of w'hich shall be not 
less thall the arl10Ulit ol illl cash trc..lIsters receiveu by Costa Rica frarli 
tht~ United states Goverrlltlent ciur il,~ 1984 under the LCOllOliiic Stabilizatiorl 
allc..l Hecovery Pru~runl Ill, C-iII<J tv retJVrt tu u0AIIJ/Costa hica, lJy Harch 31, 
1985 that such transactions were accoloI!:-,lished. 

CUI,u,lent: 'l'hiL cuvenallt is uesi<jlled to cover 
rel:-,ortinlj cor,u,iitJoIents on all l.SF ctssistc:mce tJrovided in 1984. 

Vlll. 'IV Idctke ctvailable throusll its OWII funcS 
and uurinS CY 1984 a dollar allioulit L'tjuivalent to that disbursed as cash 
trall:Jrers to costa l:icei unGer thE.: Lcurlvldic 0tuIJilizatiun arid l\ecovery 
ProSralll 12.1 [or the illi!:-,urtat iOIl fruld the ulliteu stCttes of raw r,laterials, 
inten.euiate ~vutJs, cOIlstructiul1 11Iut(~rials untJ s!:-'are I!arts Ileeueu lJy 
!:-'rivc1re enterb-'rises ill Custa HicCt. 

*i\suciucione,s soliui:lr.ista~J ure le~ul entities created i.Jy labor and 
T,k1naljeTllent ur ~n inuividua1 enteqJr ine tu which both contribute aljreer.J 
Lll-,Oll C-i1"vUllt~j, v/i.th the lJ[(JCE.:(:cJs U~j(:G lor sucial j,JurlJoses ueterll1ined by 
the usociacion. 
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IX. Not later than July 1, 1984 the Central Bank 
will ~re~re a re~rt on the execution of the national credit pr~ram for 
the years 1982 and 1983 in which the actual operations will be compared 
to the planned targets and differences analyzed. Similar evaluations 
will be undertaken relatin9 to the 1984 credit program. 

X. 'Ihe Central Bank will provide to AID copies 
of the documents that are produced pursuant to iten~ I.b., I.j., III. and 
IX above, as well as copies of all reports to the UiF, as these are 
issued, in accordance with the stabilizat ion I:Jrosram. 'Ihe reports 
relatec.i to items 1. i. and II.b. will be provided to AID at least 
quarterly. The reJ?Ort on status of o!Jerat ions indicated in Art icle IV 
will be provided n~nthly. As re<jards Covenants VII and VIII, reports on 
the status of o};Jerat ions will be lJrovidec1 within three months and six 
months, respectively, followin~ each disLursen~nt. 

2. A!reement with the Central Governn~nt 
o Costa Rica (GOCR) 

As was a~reed at the DAEC review of the ESF Concepts 
Pa~er, this A<;,reenlent will be for a ~rant of $35 r.lillion. We have 
deliberately avoided enterin<j into detailed negotiations until after the 
IHF A<.:,reement is concluded. We have, however, had lJreliminary 
discussions with pertinent officials on policy matters which do not have 
iIill-Hcat ions for local currency use. 'lhese will be reflected below, as 
will be a series of imJ?Ortant structural reform actions dealt with in the 
E2F Concevt s Pa}?er, and incor}?Orated irlto the recently };iassed Law for 
Public Sector Financial &;jui1ibrium (LPSFE) and other l €9islation and 
Lxecutive Branch determinations. 

a. Prior Actions to Obligation 

At the time of the DABC review of the ESF 
Conce~ts Pa~r, we were advised by GOeR officials that they expected to 
formally issue their dOCUT,lent on "Economic Policy: Strategy and Actions 
1984-1986" Ly mid-February. This has not yet hap~ned. We are informed 
rel:i€atedly that the Cabinet has approved the substance of the l:Ja~r, but 
that certain embellishment for public consumption purposes has not been 
finisheu. In all fairness, it should also be noted that the ('oCR has had 
several, considerably more ur~ent matters to deal with in the 1:Jast two 
months. Nevertheless; we attach considerable imlJOrtance to the formal 
issuance of the document for two reasons: one is to be able to use it 
ex~li<..:itly in develo~irl~ the conditionality of the grant Agreement; and 
secondly, because a change in the membership of the GOeR econonlic team is 
iI,ll,tinerlt. It is imlJOrtallt that there be an a~reed uJ?On, formal policy 
line to which the new incumbents should relate. 'l'hus we propose to 
advise the liOCR that a vre-condit ion to signinc;, the grant Agreement will 
be formal approval and public issuance of the document referred to above. 
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b. Conditions Precedent to Visburs61~nt 

None are present ly collteJi1lJlated, but Jilay 
conceivably be developed with resard to the release of local curren~ b¥ 
the DCeR (which will receive the dollars) for specific activities. 

c. Conditionality 

Six areas for f-Olicy and st Iuctural reform were 
identified in the ESF Concepts Paper. Recent developnents and the status 
of discussions with Ie<jard to each (excelJt Financial Interli1ediation, 
which is dealt with in the vrecedin~ section) follow: 

~. 'l'ax Reform 

A bill was introduced to the Costa Rican 
Le<:1islative Asser.bly which aims to stren9then the ability of the Tax 
Lureau to effect collections. Conversations with GOCR officials have 
revealed that the l!ro}?Osed l~islation is stuck in committee in the 
Legislative Assembly, and is considered very controversial. Preliminary 
an~iysi5 of the proposed law reveals that, while it would help 
considerably, it could be in~roved. Given these developments, we 
consider it l!rudent to 9ive the IRS team working with the Governn~nt son~ 
time to work out changes in the draft law with their counterparts, and to 
uevelolJ a l~islat ive strat~y ""ith them. Later on, in relation to an 
Ammendment related to a sUl:iI:Jlemental approI--riation, or possibly in next 
year's LSF ne<:1otiations, we may propose passage of this legislation as a 
~rior action to obli9ation. 

There are several develo~~nts to revort 
concerninCj elimination and/or reform of taxes affectiny eXI:X>rts. First, 
the recent ly aplJroved LPSFE and Free Zone Law si9nificantly reduce or 
eliminate taxes on extra-r€9ional exports; secondly, as Annex III of this 
puper shows, further reduction and rationalization of exvort taxes should 
probably be related to, and offset by, changes in the inport duty 
structure, es~cially non-renewal, at the end of 1984, of the Industrial 
Investment Contract with its import duty exemptions. This approach 
a~pears to coincide with the thinking in some sectors of the Government. 

Finally, it should be noted that because of 
thE: local currency iml!lications, we have not sPecifically discussed this 
topic with the GOCH. Our lJresent assess~nt is that it may be desiraLle 
to leave this hatter ~ndin9 until later in the year, or until next year, 
when there is more clarity on the reforms in the external tariff that 
must be deci<.ied this year. 

ii. Other Act ions with Fiscal pOlicy Irnplicat ions 

Here a9ain there have been several recent 
develoJ:,;ialents. The LPSFE includes provision for the creation of n 
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cOlillllission to uevelo},.- recommendations for restructuring the management of 
public finance; for !:;xecut ive Uranch evaluation of a series of 
decentralized asencies with the view, inter alia, of eliminatins or 
consolidatins l?roljraJilS; and for limit iug Central Government recourse to 
bank credit and to shifting funds.· The Law also eliminates unfilled 
!:-,ositions, freezes new hires, develops other controls on central 
ljovernment er,ll?loyment levels and l:Jrovides ret ireillent incent ives. 

III ac.lc1it ion to the LPSFE, there has been a 
deterTilination by the Attorney General auc.l the Controller General that the 
loIinistry of Public ~'orks (~I()P'l') can create cool?erat ives or sirllilar 
ent it ies amonsst its work force and turn over to them machinery on sale 
or lease tenlS. 

We have eXJ:;.lorec.i, in },.-relirninary fashion, 
GOCH interest in takins advantalje of these lesal developments and 
devisins action l,JrOsrams to iml,Jletlent the new authorities. such J:;roSrar,ls 
misht incluc.ie financinlj on-the-job training costs of public sector 
eI,il,Jloyees who wish to take auvantase of ear ly ret irement .\:JrovisioIIS of 
the Law: needed financins fur mavins the HOPT divestiture of functions 
frOIo! a CorlCel:Jt to a reality: and develo},.-f,lent of parallel prosrams for 
other ~ublic sector entities. Initi?l reaction is very favorable. 

rIhe LPSFL also 0l,Jetls the door tu SOf,'le extent 
as concem,s uivest iture by COLI:;SA of its subsidiaries. vdth the 
excel:'t ion ot FL:k'l'ICA (the fert ilh.er cOItlJ:;any) and Ceflientos del padfico, 
where only 40% of the shares can be sold; and CA'l'SA (the sUljar refinery) 
and ceI"ento,s uel Valle, which can only be converted to cooperatives, the 
Executive Branch is authorized to sell its subsidiaries on an open bid 
basis, vJithout rleed for lesislative al-l?roval. ~~e l?ropose to exvlore the 
desirability of a covenant under which the GOCR would be counitted to 
develol!itl<j all act ion l,Jlan for usinCj the new leljal authority. 

iv. Custor,ls Tariff Policy 

he have reviewed, with the l?ert inent (,()('R 

officia.ls, the criteria they are usins in the tleljotiations with other 
COulltries in the res,iOII regarc..ins, the COftUilOn Lxternal Tariff, arid their 
t imetab.le for act ion which l,Jrovides for finishins, talks by JUly, havinlj 
l?rolJOsuls reauy for considerat ion by the (j{jCl{ irl AU<just, aIIU sUDlllittins 
al,Jl:'rol,Jr iate .les,islative l?rol,Josals to the Lesislat ive Assembly in 
SepteJllLer. ~'e see no ut il ity in discuss ins a covenant to the Assistance 
Asreetlent 011 this topic at this time. 

v. Lxport and Investf,lent Pror,lOtion 

The LPSF'B contains a ser ies of vrovisions 
relatins to this tovic, includinlj new tax incentives and tax credits, and 
the creation of a National Investment Council emlJOwered to apl?rove eXfJOrt 
contracts and fulfill other functions. 'J.'he recently aJ:;proved AmrneIldment 
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to the Free Zone Law ~rovlaes the necessary flexibility to the Executive 
Branch to nlove ahead with this develol:Jment. After careful exar,linat ion of 
these new inst Hut ional and ~licy reform rileasures, we have corne to the 
conclusion that there is little more in tenls of establishirllj a suite:tble 
framework for investment and export that can be ident Hied as needintj 
actio!l this year. 'l'he task now will be to utilize effectively the new 
ancj broadened author it ies and incent ives. 'l'hus no covenant seems 
appropriate. 

vi. uther topics 

In addition to the subjects <lealt with 
aLcNe, we have identifie<.J an<.J discussed with the GCX.R two other areas for 
structura.l reform which do not involve local currency use. The resl:JOnse 
to develo!:-,inCj and nesotiutins covenants OIl the following two T.latters has 
been initially J:A)sitive. They are: 

i. Heasures to irlcrease ex~rts of beef 
and sugar by a series of actions, includins sradual reduction in ex}?Ort 
<juotc.s. 

ii. Iml:JrOVer,lent in the hent Control Law and 
in the Savinss and Loan Law. 

d. potential Local Currency Uses 

As indicated earlier, this topic has not yet been 
cJiscussed with the GOCf(, excel:Jt very tentatively in connection with iterll 
V.U.2.c.ii above. The possible uses which we ~ropose to ex~lore with the 
GOLH, i.4Eter substantive agreenlent has been reached between them and the 
IMF, are listed below. It should be noted that the GOCR may l:Jropose 
auditiOIlal itelils. 

i. Reduction in Port CharCjes 

'L'hirty three l:-ercent of tbe anticil:Jated 1984 
receii-ts by tbe Atlantic Port A.uthority, alllountinCj to the esuivalent ot 
lJS$6 million, are to be transferred to the Central Governr,tent. (This is 
the "non.lal" transfer uncJ is additional to the one tir;le, special transfer 
of 125 million colones resuired under the recently enacted LPSFE). In 
order to r'lake eXl,Jorts riore competitive, we would Le pre~red to consider 
offsett ins a one-third reduct ion in l:JOrt chanCjes by a transfer of US$6 
million esuivalent to the Central Government. 

li. primary School Text books 

It is believec.l t hat use of !lew l:Jr iTtlary 
school textbooks would be a desirable develoiJr,lent. It may be l:JOssible to 
I,lake arranselilents whereLy private sector, non-l:Jr<.>fit institutiorls (e.s., 
the National Lconomic Develol,Jment Association (ANFE) and/or the Costa 
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Rican Institute for Manasement (INCOSLM) woulCi ~rtici};-ate in 1-roducir,~ 

such Looks and makin~ ther'i available to the Hinistry of l:.ducation. 

iii.	 Counter1§rt for lOll Loans 

~iJroxirllately Ub$'. 7 I,liHior, E!<:iuivalent frolil PL 
480 senerations is presently 1-ro~raIiIiled for meet ins counterpart 
re<:iuirer'lents of IDB loans durin<;, CY 19b4. 'lhere is a possibility that an 
additional US$2 million €<juivalent for loans dealing with rural roads, 
aniIllal health, and rural electrification could be utilh.e<J durins 19£;4. 
'l:hese addit ional rE!<:iuiremer,t s lili<;,ht be financed from I::SF or frolil a 
sU~1-ler,lelat a I PL 480 Tit Ie I authorizat iOIl. 

iv.	 Infrastructure:~Jaterand Sewera~e Facilities 
alld Hoad Maintenance 

One of the elerl1ents of the econor,lic 
react i Vat ion/eIilployr,lent senerat ion strate<;,y is to set the housins 
construct ion sector movin<;, a<;,ain. A major constraint is the inadequacy 
of water and seweraSe facilities in areas buitable for housing 
develoflIllellt. He l--roJ!Ose to eXl,Jlore the !?Ossibility of usir.~ ESF local 
currency esuivalent to 0verCOI,le this constraint. In this cOllrJection, we 
would also examine the needs for maintenance of the exist ins systems. 
'l'here is alsu a l--robleTaI with 1Jrotecting the countries current investI,lent 
in roads. 

v.	 Develot4uent of Free ~ones and Industrial parks 

Now that the Free Zone Law has been enacted, it 
T,lay iJrove desirable to .i:'rovide financins for terrainat ion of the 
Puntarenas ana Noin installations and for development of a free zone 
facility 011 the Central plateau, near the airlJOrt. 

vi.	 Offsets for Lx~rt 1axes 

As WWj irldicateu earlier, our t-resent readins of 
the situat ion is that there is flrobably no need for such action at this 
t illie. l"evertheless, we do not wish to rule out this lAissil..>i lity unt il we 
have exvlored the issue nore thoroushly. 

vii.	 Private Sector Credit Throu<;,h Non-Bank 
Institutions 

'l'here are indications that SOTite of the private 
sector Financieras, eS1' €cially COFISA, rna} be in a position to use 
audit iona1 credit resources. 'l'hese irlst itut ions are not eliSible for 
usinS the beCR S~cial Credit line. We flrovosed to eXlJlore this 
situat iorl and accord the flrobleTal a hi<;,h f:Jriority. 
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ANNEX I 
Page 1 of 14 

A.	 GENERAL CRITERIA FOR COONrRY 
ELIGIBILITY 

1. FAA~. 481. Has it been 
determined that the government of the 
recipient country has failed to take 
adequate steps to prevent narcotic 
drugs and other controlled substances 
(as defined by the Canprehensive Drug 
Abuse Prevention and Control Act of 
1970) produced or processed, in whole 
or in part, in such country, or trans-
PJrted through such country, fran 
being sold illegally within the juris­
diction of such camtry to U. S. G0­
vernment personnel or their dePen­
dents, or fran entering the u.s. un­
lawfully? 

2. FAA sec. 620(c). If assist ­
ance is to a government, is the gc>­
vernment liable as debtor or uncondi­
tional guarantor on any debt to aU.S. 
citizen for goods or services fur­
nished or ordered where (a) such citi ­
zen has exhausted available legal re­
medies and (b) the debt is not denied 
or contested by such goverrunent? 

3. FAA Sec. 620. (e)(l). If as­
sistance is to a goverrnnent , has it 
(inclooing government agencies or sub­
divisioos) taken any action whIch has 
the effect of naticnalizing, exprc>­
piating, or otherwise seizing amer­
ship or control of prOPerty of u.s. 
citizens or entities beneficially 
CMlled by them wi thout taking steps to 
discharge its obligations tCMard such 
citizens or entities? 

4. FAA sec. 532(c), 620(a), 620­
(f), 620D, FYl982 ApprOJ?iation .Act 
sees. 512 and 513. Is recIpient coun­
try a Communist country? Will assist ­
ance be provided to Angola, cambodia, 

No. 

No. 

No. 

No. 
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Cuba, Laos, Vietnam, Syria, Libya,
 
Iraq, or South Yemen? Will assistance
 
be provided to Afghanistan or r-Dzambi­

que without a waiver?
 

5. I50CA of 1981 sees. 724, 727
 
and 730. Fbr specific reatrictioos 00
 
assistance to Nicaragua, see see. 724
 
of the I50CA of 1981. Fbr specific
 
restrictions on assistance to El Salva­

dor, see Sees. 727 and 730 of the ISDCA
 
of 1981.
 

6. FAA see. 620(j). Has the
 
country permitted, or fa1led to take
 
adequate measures to prevent, the dam­

age or destructioo by mob actioo of
 
U. 5. property? 

7. FAA see. 620(1). Has the
 
country failed to ente.... into an agree­

ment with OPIC?
 

8. FAA Sec. 620(0)' Fishermen's, 
Protective Act of 1967, as amended, 
sec. S-:'-(a) Has the country seized, or 
imposed any penalty or sanctioo a­
gainst, any U.5. fishing activities in 
interr~tional waters? 

(b) If so, has any deduction 
required by the Fishermen's Protective 
Act been made? 

9. FAA see. 620(.,,), FY 1982 Ap­
propriaHen Act sec. 51. (a) Has tile 
government of the recipient oo.mtry 
been in default for JOOre than six 
Inalths on interest or principal of any 
A.LD. loan to the country? (b) Has 
the country been in default for more 
than one year en interest or principal 
on any U.5. loan urXler a program for 
whiCh the appropriatioo bill a~o­

priates funds? 

10. FAA sec. 620 (s) • If cootem­
plated assistance is developnent loan 
or fran Fca1anic SUpp::>rt Fund, has the 
Admin~strator taken into acoo.mt the 

N/A 

~. 

Costa Rica has entered into an 
agreem:mt with OPIC. 

Yes. However, the exact location of 
the fishing vessel is in disput.c:. 

No. 

Yes. A waiver, b::lwever, has been 
approved by US secretary of 5tate. 

No. 

Yes. 
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amount of foreign exchange or other
 
resources which the country has spent
 
on military equipnent? (Reference may
 
be made to the annual "Taking into CQ1­


sideratioo" meJOO: "Yes, taken into ac­

count by the Administrator at time of
 
awroval of ~ency OYB." '!his aRX'oval
 
by the ~rational Year Budget can be
 
the basis for an affirmative answer
 
during the fiscal year unless signifi ­

cant changes in circumstances occur.)
 

11. FAA sec. 620(t). Has the No. 
country severed diplomatic reLatioos 
with the United States? If so, have 
they been resumed and have new bilate­
ral assistance agreements been nego­
tiated and entered into since such re­
sumption? 

12. FAA sec. 620(u). What is the No. 
payment status of the country's U.N. 
obligations? If the country is in ar­
rears, were such arrearages taken into 
account by the A.I.D. Administrator in 
deterrning the current A.LD. Operatio­
nal Year Budget? (Reference may be 
made to the Taking into Consideration 
memo. ) 

13. FAA sec. 620A1 FY 1982 AWro- No. 
Eriation Act sec. 520. Has the oountry 
aided or abetted, by granting sanctuary 
fran prosecutioo to, any individual or 
group which has camnited an act of in­
ternational terrorism? Has the country 
aided or abetted, by granting sanctuary 
fran prosecution to, any individual or 
group which has camnitted a war crime? 

14. FAA sec. 666. D:les the coon- No. 
try object, on the basis of race, reli ­
gion, national origin or sex, to the 
presence of any officer or employee of 
the U.s. who is present in such country 
to carry rot econanic developnent pro­
03I'ams under the FAA? 

15. FAA Sec. 669, 670. Has the No. 
rountry, after August 3, 1977, deli ­
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vered or received nuclear enrichment or
 
reprocessing equipnent, materials, or
 
technology, without specified arrange­

ments or safeguards? Has it trans­

ferred a nuclear explosive device to a
 
non-nuclear weap::n state, or if such a
 
state, either received or detOl"lated a
 
nuclear explosive device, after August
 
3, 1977? (FAA sec. 620E permits a spe­

cial waiver of Sec. 699 for Pakistan.)
 

16. ISOCA of 1981 Sec. 720. les No.
 
the country represented at the Meeting
 
of Ministers of Fbreign Affairs and
 
Headc of Delegations of the Non-Aligned
 
Countries to the 36th General· session
 
of the General Assembly of the U.N. of
 
sept. 25 and 28, 1981, and failed to
 
disassociate itself fran the camnunique
 
issued? If SO, has the President taken
 
it into account? (Reference may be
 
made to the Taking into consideration
 
memo. )
 

17. ISIrA of 1981 sec. 721. see N/A
 
special requirments for assIstance to
 
Haiti.
 

B.	 FUNDING SOORCE CRITERIA FOR ~
 

ELIGIBILITY
 

1. Developnent .Assistance Country 
Criteria. 

a. FAA sec. 116. Has the N/A 
Department of State determined that 
this government has engaged in a ccn­
sistent pattern of gross violatioos of 
intenationally recognized human 
rights? If so, can it be demonstrated 
that contemplated assistance will di ­
rectly benefit the needy? 

2.	 Econanic Support F\1rrl Country
 
Criteria
 

a. FAA Sec. 502B. Has it Costa Rica has not engaged in a oon­
been determined that €he country has sistent pattern of gross violations 
engaged in a consistent pattern of of intemationally reoogni.zed human 
gross violatioos of internatialally rights. 
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recognize..; human rights? If so, has 
the country made such significant im­
provements in its human rights record 
that furnishing such assistance is in 
the national interest? 

b. IS~ of 1981, sec. 725- N/A 
(b). If ESF is to be furnished to Ar­
gentina, has the President certified 
that (1) the Government of Argentina 
has made significant progress in human 
rights; and (2) that the provision of 
suCh assistance is in the national in­
terest of the U.S.? 

c. IS~ of 1981, Sec. 726- N/A 
(b). If ESF assistance is to be fur­
nished to Chile, has the President cer­
tified that (1) the Goverrunent pf Chile 
has made significant progress in human 
rights; (2) it is in the natiooa1 in­
terest of the U. S. 7 and (3) the Govern­
ment of Chile is not aiding internatio­
nal terrorism and has taken steps to 
bring to justice those indicted in con­
nection with tb~ murder of orlando I.e­
te1ier? 



3A(2) -:t'mP~ ~ISTAta: <mD<LIST 

'.lbe criteria listed in Part A are applicable generally to FAA funds, 
and should be used irrespective of the program I s funding sources. In 
Part B a distinction is made between the criteria applicable to Secu­
rity Assistance and the criteria awlicable to Develquent Assistance. 
selection of. the apppropriate criteria will depend on the funding 
source for the prograJ!n. 

CROSS-REFERENCES: IS caJm'RY ~I<LIT UP TO MTE? IDENrIFY. BAS 
S'I1ililDMD ITEM OiECKLIST BEEN REVIDJED? 

J\.	 GENERAL CRITERIA FOR NCNP~ 

}\sSISTANCE 

1. m. Unnumbered1 FAA Sec 653­

(a) Describe haoI eommittees '!he COngress has been notified 
on Appro~iatians of Senate through A.I.D.'s FY 1984 and 
and Ibuse have been or will FY 1985 COngressional Presenta­
be notified CCIlCerning the tion. 
non~oject assistance. 

(b) is assistance within Yes. 
(~rational Year Budget) 
country or international or­
ganization allocation report­
ed to the Calgress (or not 
more than $1 million over 
that figure plus 10%)? 

2. FAA Sec. 6ll(a)(2). If Progress made toward meeting pre­
'~fuI'ther legislative action is oorxlitions to obligation of as­
required within recipient sistance, which have been estab­
cnuntry, what is basis for lished by A.J.D. and which require 
redsonable expectation that COsta Rican legislative action, is 
such action will be canpleted satisfactory. 
in time to permit orderly 
accanplisbnent of p.lI'pOSe of 
the assistance? 
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3.	 FAA sec. 209, 619. Is as­
sistance more efficiently and 
effectively given through 
regiooal or multilateral or­
ganizatioos? If so why is 
assistance not so given? 
Information and conclusion 
whether assistance will en­
courage regional developnent 
programs. If assistance is 
for newly iooependent coun­
try, is it furnished through 
multilateral organizatioos or 
in accordance wi t:n multilat ­
eral plans to the maximum 
extent a~opriate? 

4.	 FAA sec. G01{a); (and Sec.­
201(£) for development 
loans) • Information and con­
clusions whether assistance 
wlll encourage efforts of the 
country to: (a) increase the 
flow of international trade, 
(b) foster private initiative 
and competition; (c) encaJr­
age developnent and use of 
cooperatives, credit unioos, 
and savings and loan associa­
tions ~ (d) discourage monc:p:>­
listic practicesJ (e) improve 
teChnical efficiency of in­
dustry, agriculture, and can­
merce; am (f) strenghten 
free labor unions. 

5.	 FAA Sec" 601 (b) • Information 
and conclusion on how assist ­
ance wsill encourage u.s. 
private trade and investment 
abroad and encourage private 
u.s. participation in foreign 
assistance programs (includ­
ing use of private trade 
channels and the services of 
u.s.	 private enterprise). 

No. 

The assistance will increase the 
flow of international trade; foster 
private initiative curl ~tition; 

and irrprove the teclmical efficiency 
of industry, agriculture, and cx:m­
rrerce. In addition, certain rrono­
polistic practices of the State­
CMl'led banking system will be dis­
couraged. 

The project is specifically inteOOed 
to enhance u.S• private investment 
in Costa Rica arrl to exparrl u.s. 
markets for Costa Rican products. 
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6.	 FAA sec. 6l2(bh sec 636(h). N/A 
Describe steps taken to as­
sure that, to the maximum 
extent possible, the country 
is crotributing local curren­
cies to meet the cost of con­
tractual and other services, 
arrl foreign currencies amed 
by the United States are uti ­
lized to meet the cost of 
contractual and other serv­
ices. 

7.	 FAA sec 6l2(d). roes the No. 
United States CMn excess 
foreign currency arrl, if so, 
what arrangements have been 
made for its release? 

B.	 FUNDIOO CRITERIA FOR t:nWro:Jrer 
ASSISTAt'CE 

1.	 Nonpro~t criteria for Eco­

a. FAA sec. 531. How will The assistance will: (a) support ef­

this assistance support forts of cn::R to rope with critical
 
promote econanic or p:>litical eool'XJlli.c proble:'s; (b) provide i..Ime­

stability? Is the country diate balance of paymants support;
 
arnc:ng the 12 countries in am (c) provide foreign exchange and
 
which Supporting Assistance credit to the Costa Rican private
 
may be provided in this fis­ sector.
 
cal year?
 

2.	 Nonproject criteria for De­
velopnent Assistance 

a. FAA Sec. lO~(c) J sec. N/A
 
Ill; sec. 28la. EY.tent to
 
which act!vity will (1) ef­
fectively involve the poor in
 
developnent, by exterrling .
 
access to econany a t local
 
level, increasing labor­

intensive production, spread­

ing investment out from
 
cities to small towns and
 
rural areas; and (2) help
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develop cooperatives, assist
 
rural and urban poor to help
 
themselves toward better
 
life, arxi otherwise encourage
 
democratic private arxi local
 
government institutions?
 

b. FAA sec. 103, 103A, 104, N/A 
105, 106, 107. Is assistance 
being made available: (in­
clude only applicable para­
graph -e.g., a, b, etc.. - ­
which corresponds to sources 
of funds used. I f more than 
one fund source is used for 
assistance, include relevant 
paragraph for each fund 
source. ) 

c. FAA sec. 207; Sec. 113. N/A 
Extent to which assistance 
reflects awropriate enq:ilasis 
on: (l ) encouraging deve10?­
ment of demccratic, econanic, 
political, and social insti ­
tutioos; (2) self-help in 
meeting the country's food 
needs; (3) improving availa­
bility of trained worker­
power in the country; (4) 
programs designed to meet the 
country's health needs; (5) 
other iJliX'rtant areas of ece­
nanic, political, and social 
deve1opnent, including in­
dustry; free labor unions, 
cooperatives, and Vollmtary 
Agencies; transportatioo and 
camnunicatioo; planning and 
plib1ic administration; urban 
deve1opnent, and lOOderniza­
tion of existing laws; or (6) 
integrating women into the 
recipient country's national 
econany. 
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d. FAA Sec. 28l(b). De- N/A 
scribe extent to which pro­
gram recognizes the partic­
ular needs, desires, and 
capacities of the people of 
the COlIDtry, utilizes the 
country's intellectual re­
sources to encourage institu­
tional develcpnent; and sup-
POrts civic education and 
training in skills required 
for effective participatioo 
in governmental and political 
processes essential to self­
government. 

FAA Sec. 20l(b) (2)-(4) and N/A 
-(8); Sec. 20l(e), Sec. 211­
(a)(1 )-(3) am -(8). ]):)eS 

the activity give reasonable 
pranise of contri.buting to 
the developnent of ecalanic 
resources or to the increase 
of productive capacities and 
self-sustaining economic 
growth; or of educational or 
other institutions directed 
toward social progress? Is 
it related to and consistent 
with other development activ­
ities, and will it contribute 
to realiable loog-range ob­
jectives? 

f. FAA sec. 20l(b) (6), Sec. N/A 
2ll(a){S), (6). Informatioo 
and conclusion on possible 
effects of the assistance on 
u. s. econany, with special 
reference to areas of subs­
tantia.l lab:>r surplus, and 
extent to which U. s. CCJtlI'OCldi­
ties and and assistance are 
furnished in a manner con­
sistent with improving or 
safeguarding the U.S. 
balance-of-payments position., 
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3. Nonproject Cri teria for ~- N/A 
velo~t Assistance (Loans 
only 

a. FAA Sec. 20l(b) (1). 
Information and conclusion on 
availability of financing 
from other fre~rld 

sources, including private 
sources within the United 
States. 

(1) (103) for agril::Ulture, N/A 
rural developnent or nutri­
tion; if so, extent to which 
activity is specifically de­
signed to increase productiv­
i ty and il.cane of rural J?CX'r, 
(103A) if for agricultural 
research, 1S full account 
taken of needs of small 
farmers; 

(2) (104) for population N/A 
planning or health; if so, 
extent to which activi ty ex­
tends low-oost, integrated 
delivery systems to provide 
health and family planning 
services, especially to rural 
areas and J?CX'r; extent to 
which assistance gives atten­
tion to interrelationship 
between (A) population grCMth 
and (B) developnent and over­
all improvement in living 
standards in develqping 
countries. Is activity de­
signed to build IOC>tivation 
for small families in pro­
grams such as education in 
and out of school, maternal 
and child health services, 
agriculture production, rural 
developnent, and assistance 
to urban J?CX'r? 
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(3) (105) for education, 
public administration, or 
human resources developnent, 
if so, extent '~o which activ­
i ty strengthens nenforml 
educatioo, makes formal edu­
cation lOOI'e relevant, espe­
cially for rural families am 
urban poor, or strengthens 
management capability of ins­
titutioos enabling the poor 
to participate in developnent. 

N/A 

(4) (106) for technical as­
sistance, energy, research, 
reccnstructioo, and selected 
developnent problems, if so, 
extent activity is: 

N/A 

(a) to help alleviate energy 
problem, 

(b) reccnstruction after 
natural or manmade disaster, 

(c) for special developnent 
problem, and to enable proper 
utilization of earlier U.S. 
infrastructure, etc., assist­
ance, 

(d) for programs of urban 
developnent, especially small 
labor-intensive enterprises, 
marketing systems, and finan­
cial or other institutions to 
help urban poor 
in econanic am 
velopnent. 

participate 
social de­

(5) (107) by grants for coor­
dinated private effort to 
develop and disseminate in­
termediate technologies ap­
propriate for developing 
countries. 

N/A 



- 8 ­

b.	 FAA sec. 20l(b)(2), 201­
(d). Information and cooclu­
sian on (1) capacity of the 
camtry to repay the loan, 
incltrling reasooableness of 
repayrent prospects, am (2) 
reasonableness and legality 
(umer laws of country am 
United States) of lending and 
relending terms of the loan. 

c. FAA sec. 20l(e). If 
loan is not made pursuant to 
a multilateral plan, and the 
amotmt of the loan exceeds 
$100,000, has country sub.­
mitted to AID an applicatioo 
for such fums together with 
assurances to indicate that 
funds will be used in an eco­
nomically and teChnically 
sound. nanner? 

d. FAA sec. 202(a). Total 
aIOOunt of lOOney Urider loan 
which is going d~rectly to 
private enterprise, is going 
to intermediate credit insti ­
tutions or other borrowers 
for use by private enter­
prise, is being used to fi ­
nance imports from private 
sources, or is otherwise 
being used to finance pro­
curements from private 
sources? 

4.	 Additional criteria for Alli-, 
ance for Progress 

(Note: Alliance for Progress 
assistance should add the 
followin3 two items to a non­
p~oject checklist.) 

N/A
 



- 9 ­

a. FAA sec. 25l(b)(1)-(8). 
I:bes assistance take into 
aCCOlD1t principles of the .Act 
of Bogota am Charter of Pun­
ta del Este, and to What ex­
tent will the activity coo­
tribute to the econanic or 
political integration of 
latin America? 

b. FAA Sec. 25l(b) (8) 1 251­
(h) • For loans, has there 
been taken into account the­
effort made by recipient na­
tion to repatriate capital 
invested in other countries 
by their own citizens? Is 
loan consistent with the 
findings and recommendatioos 
of the Inter-American Camnit­
tee for the Alliance for 
Progress (now "CEPCIES" the 
Permanent Executive camni ttee 
of the O~) in its annual 
review of national develop­
ment activities? 
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A CONDITION PRECE1)ENT '.1-0 DISBURSEMENT UNDEH THE F~ ESF 
PROGRAM WOULD BE SIGNATURE OF SUCH A STAND-BY AGREEMENT 
BY T.til; IMF AND Th.h: GOCR. TilL BUREAU CONCURS W.I'£lf THE 
MISSION'S INTENT TO COORDINATE ITS ACTIONS WITH THOSE OF 
THE 1M!. WE WOULD SUGG~ST THaT, WHILE ESF DOLLAR AND 
LOCAL CURRENCY RESOURCtS WILL HAVE TO BE TA~EN INTO 
ACCOUNT IN THE ESTABLISHMENT Of aNY STANDBY ARRANGEMENT, 
THE MISSION SHOULD TA~~ CARE T0 RETAIN DIRECT NEGOTIATING 
CONTROL OF TKOS1 RESOURCES SO THAT TH~ ARRANGEMENT DOES 
NOT PREEMPT THE MISSION'S PLANS FOR ~HE USE OF ITS 
FUNDS. 

-- 2) AS REGARDS THE SUBSTITUTION OF LOCAL CURRENCY 
GENERATIONS FOR CERTAIN TAXES WtlIGH CREATE DISINCENTIVES 
TO EXPORT tND INVESTM~NT ACTIVITIES, TH~ TACTIC WAS 
ACCEPTED AS APPROPRIATE TO TH~ SITUATION AT HAND. 
HOWEVER, ThE MISSION StiOULV VI1W THE SUBSIDY APPROACH AS 
AN ESSENTIALLY TRANSITORY MECHANISM WHICH WILL BE PHASED 
OUT AS PART OF OUH OVERALL EFFORT TO PBRSUADE THE GOCR TO 
LIVE ~ITHIN ITS FISCAL ME~NS. 

c. NEGCTIATING!PAAD SUBMISSION CONSIDERATIONS-­

-- 1) FYI, AN FY1984 SUPPL~MENTAL RE~UEST HAS BEEN 
SUBMITTED TO THE CONGRESS WITH TH~ FY8bCONGRESSIONAL 

PRESENTATION WHICH INC~UDES AN aDDITIONAL DOLS 50·MILLION 
IN ESF FOR COSTA HIeA ABOVE THE DOLS 7~ MILLION CURRENTLY 
IN THE APPROVED OYb. HO~~VER, SI~CEIT WILL BE SOME TIME 
BEFORE CONGRESSIONaL REACTION TO THE SUPPLEMENTAL IS 
~NOW~ AND FUNDING IS APPROPRI~TEll, Tli~ INITIAL PAADFOR 
FYIY~4 SHOULD BE LIMITED TO DOLS 70 MILLION. SUBSEQUENT 
SUPPLEM~NTS TO THE INITIAL PAAD MAY REQUESf AUTHORIZATION 
OF ADDITIONAL BSF FUNDS BASED ON CONGRESSIONAL aESPONSE 
TO ThE AGENCY'S R~QUEST AND SHOULD DISCUSS PROGRESS MADE 
IN THE MISSION'S NEGOTI~TION OF INITIAL CONDITIONS, AS ­
WELL AS LAYING OUT ANY NE~ POINTS WHICH IT WOULD PLAN TO 
PUSH wITH ~HE GOGR. 

-- 2) THE MiSSION SHOULD CONSIDER THE POINTS MADE BY 
JUAN BUTTARl w PPC/PDPR/ED, IN HIS MEMO OF JANUARY ~3 
RELATIN,~ TO 1'AX REFOHJI, Rl,;VISION OF PRICING POLICIES, 
PU~LIC SECTOR EMPLOYMENT AND WAGES, THE CREDIT AND 
BANJdNG SYS~.'};M, AND 'l'HF: 'l'HANSFER OF EN'rI'l'IES FROM THE 
PUBLIC TO THE PRIVATE SECTOR,' AND DISCUSS THEM, WHERE 
APPROPRIATE, IN THE INITIAL ~AAD SUBMISSION FOR FY1Y84. 
SHU Lrl'l~ 

B'l' 
#3i::161 

NNIHJ 

UNCLASSIFIED STATE 0b3Y61 
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RR RUEllC ANN 
DE RUEHSJ #1155 04~·~ 

ZNR UUUUU ZZli CLASS: UNCLftSSIFIEV 
H 10G1H1Z fEB btl CHHG~: AID ~~/1"/~4 
FM AM~MBASSY SAN JOS~ APPRV: MtIR:DJl.CHAIJ 
TO S~GSTAT~ ~AShDC 33b7 DX ~"1' D: L0 : JS I LVE: it : 0 S 
B'r CLEAR: 1.0r$:lI.~.;ILLIAMS 
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DVld LO OFS 
E.O. 1G3t>6: N/A
SUHJECIJ.': ~10JJIFICATION '1'0 COJ'l'A RICA S }'RI([!; zor·lF. LA'll 

PO Mr 

1. ON JANUARY 30, 1~84, COS1A RICA L~GISLATIV~ 1SSEMBLY 
PASS~D MODIFICATION TO ~XISTING FHEE ZON~ LAW. T~IS 

MODIfICATION WAS SUBMITT~D FUR ~ONSIDEB~TION BY MINISTEJ 
OF INVESTMENT AND EXPORTS. 

G. Ttl.~ Rt;VIS};D LEGISLA'l'IO~: BU'Ll PI~HI'II'rs DESIGNA'llIUf\' OF 
EXIS~J.1ING INDUS'fRlllL It'lS'l'II.Lf..J'.TI0;·JS IlS .~·In;l: ZONES, II.ND 
PERMITS ESTABLIShMENT OF R ~Rg~ ZO~E aRBA IN M~S~TA 

CENTRAL WHBRE BASIC INf~II.STRUCTUHE IS GUNCENTRAT1D. 

3. REVISED LAW B~COMES OPERATIONAL AFTEE PUBLICAtION I~ 

OFFICIAL GII.Z£'l'TF. (LA GI.Cl:;'l'A), w~lICh NOHt1hLLY' lr~~~UIHES 
10-15 WORKING DRYS FOLLO~I~G PA5SAG~. WINSOR 
:BT 
#ll~~ 

I~ NI. N 

UNCLASS IFI]·;D S lH! J J SEll:>5 
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VZCZCSJ0599 ANNEX VII 
00 RUEHSJ 
DE RUEHC #8881 1472136 
ZNR UUUUU ZZrl 27-MAY-83 
o 272038Z MAY 83 TOR: 21:33 
FM SECSTATE WASHDC CN: 16523 
TO 
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DIST: 
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AIDAC 

E O. 12356: N/A
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SUBJECT ESR II (515-K-040): EXTENSION OF COVENANT 
COMPLIANCE DATES 

REF.: SAN JOSE 3090 

1. BUREAU CONCURS WITH EXTENSIONS OF DATES FOR COMPLYING 
WITH COVENANT 6.1(G) AND CONDITION PRECEDENT TO DISBURSE­
MENT CONTAINED IN SECTION 3.3 OF SUBJECT LOAN AGREEMENT. 
ALSO CONCUR WITH APPP.O~CH DESCRIBED IN PARAS 3 A~D 5 OF 
HEFTEL FOR EXTENDING THESE DATES. PLEASE ADVISE WHEN liS"" ,,'1. Rh 

COVE~ANT/C.P. HAVE BEEN SATISFIED. 
Hlllllr or"l \~tl"~IIl~;1~11J1I( . __ ~ . 

2. WITH RESPECT TO DISBURSEMENT PROCEDURE DESCRIBED IN . 1~.fIJl_:.._ 1_ ~ 
PARA 6 OF REFTEL, BUREAU CONCURS WITH MISSION JUD1MENT AND -~I·~-I-­AUTHORIZES MISSION TO PROC~ED IN roANNEP. DESCRIBtD IN .1 (~__.. b.::../_ 

C/lD r-REF'TEL. DAM / , -I'()"'-" - - 'r'BT ~ -- .-1-_
#8b81 t '0 ... I .1._.
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