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PROGRAM ASSISTANCE APPROVAL DOCUMENT

COSTA RICA: ECONOMIC STABILIZATION AND RECOVERY PROGRAM II

I. SUMMARY AND RFECOMMENDATION

A. Economic Background

As has been well documented in the past two yearal/, Costa
Rica's economy continues to deteriorate and will experience further
decline before necessary structural adjustments are in place. The economy
continues to be plagued by an annual inflation rate estimated at 92% (as
meagsured by the increase in the consumer price index for low - and middle
income groups, August 1981 - August 1982), a massive currency devaluation,
a continuing GDP decline (projected at 6% for 1982) and massive public and
private external debt. Costa Rica will continue to experience sizeable
balance of payments difficulties due principally to high levels of
external debt service and because of projected slow export growth. In
1983, Costa Rica could face an unfinanced balance of payments gap as high
as $565 million even after A.I.D., IMF and IBRD assistance 1is taken 1into
account, 1f its external debt 1is no: successfully rescheduled.

Recent progress has been made, however. In October 1982,
agreement 1in principle was reached between the IMF and the GOCR on a
comprehensive stabilization program. The resultant Letter of Intent,
which was signed at the end of November, includes the following targets:
(a) limits on the amount of credit that the National Banking System can
provide t- the public sector, (b) no further decline in the level of net
interrnational reserves, (c) limits on the amount of foreign loans with
maturities of less than 10 years, (d) requirements for meeting current
interest obligations, (e) unification of the interbank and free exchange
rates, (f) enactment of a tax reform package, (g) increases in the prices
in interest rates. It 1s expected that the Stand-by Agreement will be
formalized by the end of December.

1/ These studies include Clarence Zuvekas, Jr., tosta Rica: A Review of

~  Macro—Economic Conditions, with Projections to 1985, September 12,
1981; Academia de Centroamérica, Costa Rica: Una Economiaz en Crisis,
December 1981; Clark Joel's macro-economic assessments of February
1982 (for C€DSS) and October 19, 1982 (ANNEX III); Academia de
Centroamérica, Costa Rica: Problemas Economicos para la Década de los
80, December 1980; IBRD, Costa Rica: Current Economic Position and
Progpects, November 1980; IBRD, Costa Rica: Trade Incentives and
Export Diversification, November 1980; University of Costa Rica,
Evolucion de 1l1a Industria en Costa Rica durante el ano 1981 y
Perspectivas para 1982, December 1981, Costa Rica: Country
Development Strategy Statements, FY 1983 and FY 1984; and Costa Rica
Private Sector Study, 1982.




The Economic Support Fund program is designed to provide Costa
Rica with critical balance of payment support and to assist the GOCR in
attaining the objectives of the GOCR-IMF program and to carry out the
changes in fiscal, monetary and foreilgn .exchange policies contained in
the Agreement. The signing of the Letter of Intent will be a condition
precedent to signing the Program Agreement and the signing of the
Stand-by Agreement by the TMF and the GOCR will be condition precedent
to the second cisbursement. In addition, this program will support the
purposes and provisions of the CBI supplemental legislation and the
objectives of the Costa Rica CBI implementation plan for private sector
development.

B. Program Summary

The proposed $70 million program will consist of a cash
transfer to the Central Bank of Costa Rica (BCCR), of which $58
million will be a loan, and $12 million will be a grant.

The grant funds are necessary to fund activities to be carried
out through private and voluntary organizations and cooperatives. The
Costa Rican constitution prohibits the donation of public funds to
private sector 1nstitutions without specific Legislative Assembly
approval of each tranefer. The CBI Authorization Bill requires that
particular emphasis be placed on PVO and cooperative activities in
utilizing 1local currency generations. To be responsive to this
direction, funds made available for such activities must be provided on
a grant basis. In addition, if the $12 mfllion were to be loz..~funded
to the GOCR, Jt would constitute 14.3%Z of the GOCR fiscal deficit
allowed under the IMF program and would endanger Costa Rica's ability
to meet the TMF targets.

The components of the program are:

1. Dollar Resources ($70.0 million) - Within three months of
the termination of disbursement of the cash transfer, the BCCR will
make avallable to private importers an amount of foreign exchange not
less than that disbursed under the cash transfer for the import of raw
materlials, intermediate goods and spare parts from the United States.
The BCCR will sell the dollars 1t makes available through the public
and private banks of the National Banking System, as well as through
private financieras, in accordance with the priorities and systems
established by the BCCR, which favor the {imports of such items. The
BCCR will document imports of eligible commodities by the private
sector and provide the Mission with a report of these transactions.




Disbursements to the BCCR may not oxceed the following

schedule:

(Millions of U.S. Dollars)

Loan Grant Total
Initial Disbursement $ 8.0 $12.0 $20.0
Second Disbursement $10.0 0 $10.0
Third Disbursement $10.0 0 $10.0
Fourth Disbursement $10.0 0 $10.0
Fifth Disbursement $10.0 0 $10.0
Sixth Disbursement $10.0 0 $10.0
TOTAL $58.0 $12.0 $70.0

Disbursements are scheduled and conditioned in such a
manner, 1in order to encourage and support the GOCR's efforts to
formally enter 1into and abide by the conditions of a GOCR-IMF
Agreement, and to assure progress towards the policy objective of
permitting BCCR rediscounting to private banks.

The economic analysis indicates that no problem should
exist on the demand side with respect to the amount of foreign exchange
to be made available by the BCCR to the private sector within the
specified time period.

2. Local Currency Resources

(a) The colon equivalent of the $58 million loan portion
of the cash transfer will be used to finance three
categories of credit for the private, productive
gector: (a) the colon equivalent of $43 million
will be used by the BCCR to increase the liquidity
of credit programs budgeted for the private sector,
through the public commercial banks; (b) $10 million
colon equivalent will be used to establish a special
discount 1line, which will be reserved exclusively
for participating private banks, and from which
credit will be extended to the private sector; and
(c) the colon equivalent of $5 million will be used
to finance a special credit line to the National
Savings and Loan System (Sistema Nacional de Ahorro
y Préstamo, SNAP).



(b) The local currency generated from the $12 million
grant which will be deposited into the account of
the Costa Rica Coalition for Development Initiatives
(CINDE), a Costa Rican private, non-profit voluntary
assoclation. This fund will be used to finance
various social and economic development activities
to be specified in a Memorandum of Understanding
between A.I.D. and CINDE. CINDE will directly
administer a limited number of activities, and
manage the remainder of the program through activity
agreements with other PVO and cooperative
organizations.

C. Borrower /Grantee

The Borrower will be the Central Bank of Costa Rica (BCCR),
which will administer the 1loan and dollar portions of the program
through the National Banking System. The Costa Rica Coalition for
Development Initiatives (CINDE), will administer the local currency
program financed by the grant.

D. Conditions and Covenants

The conditions and covenants proposed for the loan are
discussed in Section V of the PAAD.

E. Recommendation

USAID/Costa Rica and the U.S. Embassy recommend authorization
of an Economic Support Fund Loan of $58,200,000 and an Economic Support
Fund Grant of $12,000,000. The dollar loan will be repaid in 20 years,
Including a ten year grace period. The interest rate will be 2% during
the grace period and 3% thereafter.



ITI. CURRENT ECONOMIC SITUATION

A. Introduction

A detailed analysis of the current status of the Costa Rican
economy was prepared for this PAAD by Dr. Clark Joel, ROCAP Regional
Economic Advisor. The report 1s entitled "Costa Rica: Update of
Macroeconomic Assessment” and constitutes ANNEX II of this PAAQl/.

In brief, the analysis concludes that Costa Rica will face an
unfinanced balance of payments gap of as much as $565 million in 1983
after proposed A.I.D., IMF, and IBRD economic assistance are taken into
account. The bulk of this gap 1s attributable to interest payment
arrearages which will have accumulated over 1981 and 1982. These
arrearages, and future amortizations, will clearly have to be rescheduled;
Costa Rica's debt servicing ratio would climb to the obviously
unsustainable level of 78% in the event that successful commercial bank
and Paris Club official debt renegotiation were not attained.

A drop of GDP of 6% in real terms is projected for 1982. This is
particularly due to marked declines in fixed capital formation, a sharp
decline in imports, and a more modest decline in exports.

A final major point emphasized in the analysis 1s the depth and
degree of the fiscal readjustment to which the GOCR has committed itself
in reaching agreement on a Letter of Intent to the IMF for the concession
of a Standby Agreement. Political pressure will doubtless be considerable
for the relaxation of some of the targets and policy changes implied, but
it is clearly understood that, particularly in the face of the unfortunate
history of noncompliance with previous IMF programs over the past few
years, it is imperative that there be full compliance with this GOCR-IMF
Agreement.

The following several sections highlight the major points made,
and conclusions reached, in the ROCAP Regional Economic Advisor's update

of the current economic situation.

B. The Balance of Payments in 1982 and 1983

Costa Rica's current balance of payments crisis has 1its origins
In several factors which have been described and discussed in virtually
all major documents submitted to AID/W by the Mission over the past two
years (CDSS', ABS', 1982 PAAD, and FY 81 and FY 82 PP's). These factors,
briefly, are: (1) an adverse terms of trade shift, as coffee and sugar
prices have fallen, and banana prices remained low, while import prices,
particularly for petroleum, rose; (2) a sharp decline in sales to the CACM
due to political turmoil and the depressed economic condition of the whole

l/ A copy of this report has been placed in the LAC/DR Official Bulk File.



region; (3) a cut-off of foreign lines of credit, both from banks and
suppliers; (4) the increasingly acute problem of debt servicing which has
affected the GOCR, its autonomous institutions, and the private sector;
and (5) large public sector deficits financed by credit expansion.

Key points emphasized in the balance of payments analysis follow.

o

For 1982, the IMF projects that net international reserves
will have improved by $100 million by year's end.

In 1983, IMF projections show the unfinanced balance of
payments gap to be $539 miilion after all expected
compensatcry financing (other than IMF) has been allowed
for; most of this sum will consist of the rescheduling of
interest due on arrearages accumulated on the foreign debt
in 1981 and 1982. This projection includes an allowance for
$100.0 million in A.I.D. ESF balance of payments financing
and $75 million in an IBRD structural readjustment loan. It
does not include the anticipated $100.0 million of IMF
assistance (please refer to Table 1, ANNEX 11).

Alternative projections were prepared by the ROCAP Regional
Economic Advisor based on discussions with Costa Rican
Central Bank officials. These projections, even after
allowing for the $100.0 million of IMF financing, show a
considerably worse picture, with net reserves declining by
$565 million. The difference is accounted for primarily by
less optimism regarding export performance, and lower
estimates of official capital inflows (see Table 2, ANNEX
I1).

Despite the differences of degree in these projections, the
magnitude of Costa Rica's balance of payments disequilibrium
14 readily apparent. 1In 1983, the country will require $638
million to finance arrears of principal alone, and an
additional $469 million for 1interest arrears. This
constitutes the major part of the balance of payments
problem. If the debt arrears situation 1is not taken into
account, the unfinanced gap is reduced to only $26 million.
This, however, includes the A.I.D., IMF and IBRD
compensatory financing of $275 million, without which the
unfinanced gap would sti1ll be around $300 million.

C. Debt Service

Costa Rica's debt servicing ratio has spiraled enormously in the
past few years. In 1979, this ratio (defined as the ratio of interest and

principal

payments due on the external official foreign debt to

merchandise exports) was already very high at 36.47. For 1982, the ratio



will be just over 80%, dropping only two percentage points in 1983. The
combined effect of declining exports and rapidly accumulating arrearages
helps to explain this situation. No country can service a aabt equal to
80% of 1its export earnings, and it is abundantly clear that accrued
arrears, as well as principal repayments coming due in the medium term,
will have to be rescheduled over a considerable period. A restructuring
of Costa Rica's debt with commercial lenders will be necessary, and a
Parls Club renegotiation 1s also clearly called for as soon as possible
after the formalization of an TIMF Agreement. However, the precise
scheduling of these negotiations, and their ultimate outccmes, remains
unclear. The following table depicts in graphic detail the evolution of
the GOCR's foreign debt profile over the past few years:

DEBT SERVICE CHARGES ON THE
EXTERNAL PUBLIC DEBT
(In million of dollars)

Debt
Merchandise Service
Interest Principal Total Exports Ratio
(3) as %
of (4)
1979 129.5 213.8 343.3 942.1 36.4
1980 159.0 253.7 412.7 1,000.9 41.2
1981 307.9 274.8 582.7 1,029.7 56.6
Pro jected
1982 466.0 306.0 772.0 960.0 80.4
1983 545.0 235.0 780.0 1,000.0 78.0
Unpaid
Arrears as
of Dec.
31, 1982 516.6 714.2 1,230.8

D. Real GDP

In constant prices, CDP is expected to further decline in 1982 by
6%. Last year's drop has variously been estimated between 3.5 and 4,6%;
per capita GDP growth has been negative since 1979; and real national
income per capita has not increased since 1978. 1In 1982, fixed capital
formation and imports and exports show the most dramatic drops. For 1983,
zero growth in the GDP 1s projected.

The sectoral breakdown of GDP shows that the largest 1982
declines will be in construction, down by 40%, in commerce, down by 18%,



and in manufacturing, down by 6.5%. The construction sector, in
particuiar, has been suffering a continued decline for several years as
government public works contracts have fallen off dramatically, the rate
of return on housing and building rentals has become sharply negative, and
credit for private housing has decreased.

The goal of zero GDP change in 1983 is predicated on the A.I1.D.,
IMF and IBRD compensatory financing cited in the balance of payments
projections, as well as on the needed debt rescheduling discussed
earlier. Otherwise, maintaining real 1982 GDF will prove impossible
(please refer to Table 3, ANNEX II).

E. Fiscal Situation

The GOCK has committed itself to a drastic retrenchment of the
public sector deficit as part of the overall package of targets and policy
changes agreed in anticipation of an eventual IMF Agreement. Although the
1982 public sector deficit will have increased in nominal terms, this
deficit of 9.6 billion colones actually represents a decline in constant
colones over the previous year. In 1983, the deficit is actually
projected to drop to 6.8 billion colones , which would be a decrease from
1982 in real terms of some 55% (please refer to Table 4, ANNEX II).

The Costs Rican legislature 1s currently considering, and is
expected to pass, a comprehensive tax reform measure which will contribute
an additional 3.1 billion colones to GOCR revenues. Among the measures
being debated are temporary surcharges on the corporate income tax, an
increased vehicle tax, broadening the coverage of the general sales tax
and increasing 1its rate from 8 to 10%, increasing taxes on selected
consumer goods, and substantially raising the property tax rate.

The Central Government's deficit {is projected to remain, in
absolute terms, approximately the same in 1983 as 1in 1982. This means
contraction of approximately 35% in real terms. An even greater deficit
cutback will be realized 1in the autonomous public sector, where the
various state enterprises are committed to raise their rates so as to
eventually eliminate deficits. This is projected to result in a decline
in their consolidated operating deficit from 5.7 billion colones to 2.6
billion colones (in current colones), which means a 70% reduction in real
terms. Numerous rate increases have taken place over the past several
months in several key areas such as: electricity, which has been raised
by 70% to date, with a further 45% raise planned over the next few months;
gasoline, which has been raised by 69%; and water, which was raised by 90%
in March, 1982, with a further 109% raise planned over the next several
months. Railroad, telephone, postage and public transportation fees have
also been raised substantially in recent months, with the prospect for
additional hikes in the future. It has been agreed with the IMF that cost
increases incurred by state enterprises will be passed automatically to
the public. This would mean, inter alia, that increases in the interbank




exchange rate (see section F, below) would result in automatic fee
increases to the public, 1inasmuch as they affect imported goods such as
petroleum, the services generated thereby, and state enterprise external
debt service. Closure or divesture of some state (CODESA) enterprises
will also probably be required to lower the autonomous public sector
deficit.

A particularly useful indicator of the extent to which the public
sector deficit is to be reduced is the proportion of this deficit to GDP.
According to the IMF's projections, this percentage will fall from 15.0%
in 1981 to 9.2% in 1982, and to 4.4% in 1983.

F. Foreign Exchange Regime

The Mission's last PAAD cited the exchange rate policy of the new
Government as being of special importance, particularly insofar as this
would provide adequate 1incentives to export producers. A number of
different systems for handling the liquidation and provision of foreign
exchange have been in effect over the past two years, variously causing
foreign exchange credit demand and export interest to wax and wane 1n
accordance with the policy of the moment. In recent months, however,
amendments to the Central Bank Law, and the adoption of new regulations
affecting access to, and the handling of foreign exchange have had the
combined effect of stabilizing the colon's earlier highly volatile
exchange rate, and helping to reestablish private sector confidence 1in
exporting. Unfortunately, however, there are also strong indications that
the foregoing is taking place at the price of longer waiting periods for
the purchase of foreign exchange.

There are currently three authorized exchange markets (and rates)
in effect. The official rate of colones 20 to $1.00 has very limited
applicability; 1t serves essentially only for the import of certain
medications and for providing foreign currency to a decreasing number of
Costa Ricans studying abroad. Supply for this market comes from the
liquidation of 5% of export receipts. The interbank rate, currently 40:1,
1s the rate at which 95% of export earnings, and loans to the GOCR and 1its
autonomous 1institutions from international and bilateral entities, are
liquidated; foreign exchange is available at this rate for the importation
of "strategic" 1items, 1including most raw materials, intermediate and
capital goods. Third, the "free" bank rate, which is currently just above
50:1, is the rate at which dollars may be purchased for the importation of
nonstrategic goods and services, or for tourism, dividend, royalty, and
private debt payments, but not for capital repatriation or capital
flight. Demand outside the authorized channels must be satigfied in the
illegal black market, which {8 reportedly very thin at the moment but
which would quickly expand 1f a substantial proportion of total demand
cannot be met at the interbank and "“free" bank rates.
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The new system for handling foreign exchange, adopted in August,
has the following characteristics:

o Foreign exchange transactions are restricted to the State Banks
and specifically authorized private banks. Transactions between
unauthorized individuals or businesses are 1llegal.

o Exchange rates, other than the official rate, are managed and
will be adjusted as determined to be necessary by the BCCR.
While unification of the official rates has been identified as a
GOCR objective, and will be required by the end of 1983 in the
IMF agreement, two principal rates currently exist: the
preferred interbank rate, which 1is currently colones 40:$1, and
the free bank rate, which is currently around colones 50.65:$1.

o All foreign currency earnings must be liquidated with the BCCR
within one day of their entry into the country. This requirement
includes borrowings - both currency and letter of credit type
documents.

o The BCCR has published a 1list of 246 "strategic” items which may
be imported at the preferred interbank rate and which includes
most inputs required for production.

o The BCCR has declared and reaffirmed its intention to provide all
the foreign exchange required by the productive sector for the
purchase of external “strategic" imported 1items. This
committment is extended to repayment of external loan obligations
incurred for the import of "strategic" items.

o Foreign exchange will be provided as available at the free bank
rate to importers of items not included on the “strategic” list.

Under the new system, a producer requiring imported inputs for
production must file a request with the BCCR for the foreign exchange
required for the purchase. If the required import is on the 1list of
"strategic" items, the request receives priority attention and the
producer 1is allowed to purchase the required foreign exchange at the
preferred interbank rate. If the import is not on the list, the dollars,
1f available, must be purchased at the higher "free" bank rate. 1In
determining eligibility for the purchase of foreign exchange at the
Interbank rate, preference 1is given to the imported input needs of
exporters of non-traditional products, even if materials are not on the
strategic list.

When an exporter earns foreign exchange, 95X of the earnings must
be promptly liquidated with the banking system at the interbank rate and
5% at the official rate. The foreign exchange earner is, in effect, taxed
as the earnings are liquidated. This “"tax" is in addition to other export
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taxes which are levied on the "exchange differential”, which is the
difference between the official and interbank rates.

If the producer borrows foreign exchange from abroad to finance
imported items, the borrowings must be liquidated with the BCCR at the
interbank rate. As the import purchase transaction occurs, the
producer /importer is then allowed foreign currency at either the interbank
or the "free" bank rate, depending on whether or not the import is on the
"strategic” items 1list. In order to have access to foreign currency at
the preferred interbank rate to repay the foreign currency loan, the
producer must have registered the borrowing at the BCCR as financing for
the import of "strategic"” items and provide documentation of the purchase.

If, as 18 wusually the case, the producer/importer employs a
letter of credit from a foreign lender to purchase a "strategic" import,
the producer/importer must have registered the loan with the BCCR in order
to secure foreign currency at the preferred interbank rate to repay the
loan.

Since the adoption of the new system, the colon:dollar free
exchange rate has dropped from over 63:1 to just over 50:1 today. At the
same time, the interbank rate has risen to 40:1 (from 38:1). Thus, the
differential between the two rates has been reduced dramatically, by some
60%2, 1in the relatively short period of a couple of months. It is,
however, not clear that this recent drop in the exchange rate is in fact
due to an actual attafnment of dollar:colon equilibrium. Informal
soundings of the private sector indicate that very considerable delays
continue to plague foreign exchange requests, implying that the mechanism
is not operating smoothly, nor in accordance with true supply and demand
forces. The IMF Standby Agreement will establish strict criteria for the
management of foreign exchange transactions to ensure that the exchange
rate will not be subject to manipulation and will, in fact, operate freely.

G. Monetary and Price Situation

A moderate rate of total bank credit expansion to the public
sector is scheduled for 1982 and 1983. The respective rates of expansion
are 36% and 15%, both of which are considerably lower than the forecast
increases in the price level (see below). The proportion of total credit
to the public sector as a proportion of GDP will drop to 9.3% in 19£3,
compared to a ratio of almost 17% in 1981.

The private sector, on the other hand, will receive considerably
more new credit. This will increase by 39% in 1982 and 48% in 1983. Not
only will such a program seek to replace some of the foreign credit lines
which have dried up as a result of the current crisis, but it will also
begin to redress the serious disequilibrium which had developed in recent
years in Costa Rican banking, between new credit creation to the private
sector as compared with that for the public sector. The program for 1983



_12_

will also attempt to match, or stay ahead of the rate of inflation to
prevent a further contraction of credit to the private sector in real
terms.

The money supply (currency plus demand deposits) increased by 507
in 1981, and is projected to increase by 78% in 1982. However, the rate
of increase will decline to 37% in 1983, which 1is three percentage points
below the projected inflation rate for that year. The annualized 1982
inflation rate for the January-August, 1982 period is 92% for the consumer
price index, and 99Z for the wholesale price index, an improvement over
earlier triple digit rates. The IMF inflation rate projection for 1983 of
40% will thus represent a very substantial reduction in this key
indicator, and will only be attainable {f the fiscal and monetary targets
summarized earlier are strictly adhered to by the GOCR (please refer to
Tables 6-9, ANNEX II).

H. The TMF Agreement: Main GOCR Commitments

The Letter of Intent on which agreement in principle was reached
between the IMF staff and the Government of Costa Rica, and which was
recently approved by IMF management, could not be made available at the
time of this writing. However, 1its major goals and conditions are
apparent from the set of IMF tables reproduced in ANNEX II, and were
elaborated, without quantification, by Central Bank staff 1in their
conversations with the ROCAP Regional Economic Advisor. They are as
follows.

o Limits will be set on the amount of credit that the
consolidated banking sector can provide to the public
sector, as well as on the total net amount of credit that
the Central Bank can provide. Observance of these limits
would in turn require that the consolidated public sector
deficits be held to approximately the limits projected in
Table 4, ANNEX II.

o No further decline 1in the 1level of net 1international
reserves in 1983.

o A limit on the amount of foreign loans with maturities of
less than 10 years that can be contracted.

o Meet the current 1interest obligations that fall due
beginning Iin January of 1983. 7Tt 1s recognized, however,
that both principal and iaierest payment arrears must be
capitalized and rescheduled.

o Unify the interbank and "free" bank exchange rates within a
year of signing the agreement, and narrow the gap between
them in the interim.
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o Enact the tax reform package, including a 10% gasoline sales
tax.
o Increase the prices of services provided or sold by state

enterprises, e.g. gasoline, electricity, water, transport,
etc., to permit the enterprises to achieve solvency. These
increases would be made in 1line with cost increases,
including colon costs of external debt service, resulting
from the adjustment in the inter-bank rate.

o Increase social sec rity contribution. by 4%: 2% for the
employer and 2% for the employee.

o Adjust interest rates: the rate on deposits is to rise to
25X, while interest charged on most agricultural loans {is
also to rise to that level. Interest on manufacturing,
commerce, and agricultural investments loans is to increase
to a range of 28 to 3C percent.

o] Salary increases in the public sector are to be governed by
the absolute increase in the cost of the low income group
basket of goods, which should increase by no more than 40%
in 1983, and which constitutes only a portion of the minimum
wage. Moreover, the resulting increase in the salary of low
income groups cannot be exceeded, in absolute terms, for
middle and high income public sector employees. This means
increases of only 5 to 10 percent, in monetary terms, for
public servants in this category.

Compliance with these terms will not be easy politically. It
calls for an unusual degree of self-discipline, and for a significant
cutback in living standards fzr many people, particularly public sector
employees. The government, in this democratic country, will be subject to
strong pressures from many quarters to adopt less stringent policies.

The goals are ambitious, particularly those relating to tha rate
of inflation, which 18 to be brought down to less than half that of 1982;
the reduction in the public sector deficit from 15% of GDP 1in 1981, to
only 4.4% in 1983; the tax reform package; the increases in the rates of
essential public services and gasoline prices; and the restraint in salary
Increases of public sector employees. The requirement of the unification
of the exchange rates will 1increase import prices and entail further
upward adjustments in the prices of essential public services and 1in
government expenditures.

There appears to be a strong determination on the part of the
GOCR to observe all the terms of the IMF Agrecement. Too much is at stake
to allow 1t to fail: the $100 million IMF standby, the $75 million IBRD
Structural Adjustment Loan, the $130 million in AID/ESF, and the goodwill
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of the foreign banking community that must agree to reschedule the
country's foreign debt. Success of the program will depend, in large
measure, on the government's resolve, and on its ability to resist the
political pressures that will be brought to bear to adopt less drastic
measures.



ITT. U. S. INTERESTS AND CBI OBJECTIVES

Costa Rica's economic crisis poses serious challenges to the
country's political and economic system, particularly when considered
in the context of the disruption affecting all of Central America. The
new Costa Rican administration which took office in May of 1982, will
continue to have to face the economic difficulties head-on, and
undertake further difficult and far-reaching measures. It will also
have to convince the country that i{ts severe economic problems are
being dealt with effectively, that the austerity measures will pay off,
and that the necessary sacrifices will be shared equitably. This is
likely to be an extremely difficult task. It 1s clear that a long
period of stringent financial and fiscal discipline will be required of
Costa Rica‘s government and people, and that the economy must undergo a
far-reaching structural ad justment.

It {s not certain how Costa Ricans will react to a protracted
period of high unemployment, eroded purchasing power, periodic food
shortages, and cut-backs 1ir public services. It is evident, however,
that the average person is becoming increasingly more concerned, and
more vocal with respect to his/her desire to see demonstrable
improvements.

The U.S. 1interest 1is to assist Costa Rica in carrying out the
required adjustment in a manner which preserves the basic tenents of a
democratic society and a free market economy. U. S. Economic Support
fund assistance can help Costa Rica ease the strain of the austerity
measures 1t must take over the next several yearsg. There 1is
considerable risk that Costa Rica's institutions might not survive the
current crisis without the substantial assistance proposed by A.I.D.
and other donors. In addition, A.I.D.'s assistance provides the GOCR
with further 1incentives to undertake difficult poilcy changes and
structural reforms that might otherwise not be politically possible.
Economic assistance is, perhaps, the principal means by which the U.S.
can attain its interests in Costa Rica. Thus, in the Mission's last
two CDSS documents an Economic Support Fund program has been proposed
which will be of substantial Proportions over the next four to five
years. In addition to an augmented DA program, and a substantial PL
480, Title I program, Economic Support Fund assistance for Costa Rica
was authorized in the amount of $20 million in FY 1982, and a possible
$60 million, in addition to the $70 million proposed in this PAAD, may
be authorized in FY 1983.

The proposed program supports the goals and objectives presented in
the Caribbean Basin Initiative Ilmplementation Plan for Costa Rica. The
goals are as follows:

- to help reestablish dynamic growth in the Costa Rican economy;
and



- to assist in the reorientation of the Costia Rican economy from
its present 1industrial import substitution bilas, to one in
which the industrial sector contributes to export led growth.

These goals, and the objectives which support them, are based on
the conclusion that the current Costa Rican economi: problems have deep
structural roots. The program 1s designed to .ddress the various
facets to this problem by pursuing the following five principal
strategy objectives:

- Economic Stabilization and Recovery - to relieve Costa Rica's
economic crisis by improving its balance of payments situation
by: alleviating the shortages of imported goods required for
production; {increasing credit available to the productive
private sector; and restoring 1international confidence 1in
Costa Rica and its currency. The program will be coordinated
with, and support the economic stabilization and recovery aims
of the proposed IMF agreement.

- Strengthening of the Financial System - to encourage the
further development of private banks and other private
financial entities 1in Costa Rica, 1in order to expand and
improve services to the productive private sector beyond that
currently available through the nationalized banking system.

- Expansion of Exports and Investment - Costa Rica will need to
export at a higher level, and on a more diversified basis, 1f
it 1s to recover its former standard of 1living and reinitiate
long term, dynamic economic growth. The aim of this objective
18 to increase exports, particularly non-traditional products
for non-traditional markets, and to 1increase foreign and
domestic 1investment 1in enterprises which engage in such
production.

- Improved Public-Private Sector Coordination - to develop
improved means 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.

- Improved Policy Formulation and Administrative Reform -
establish the attitudes, laws, procedures, and practices which
faciliate exports and investments and a more stable and
diversified economy. Among the policies which the Mission
sees as most desirable are a commitment to a greater role for
the private sector in the eccaomy, an exchange rate regime
favorable to exports, the reduction of export quotas and
controls, decreatsed 1incentives for import substitution
industries, a broader commitment to free markets in general in
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order to foster more efficient resource allocation, and
monetary and fiscal policies designed to foster greater
internal capital formation.

The program proposed in this PAAD is in direct support of these
objectives. In addition, the program supports the objectives of
Sections 103-106 of the FAA. Also, the local currency grant component
of the program finances activities consistent with Section 123 of the
FAA. The relationship of the proposed program to FAA and CBI
objectives 1s presented in Section IV. D. below.
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IV. PROGRAM DESCRIPTION

A. Program Components

The components of the proposed program are as follows:

1. A $70 million cash transfer to the Central Bank of Costa
Rica, of which $58 million will be a loan, and $12 million will be a grant.

2. A local currency program equivalent to the $70 million cash
transfer, with the following sub-components:

a. local currency equivalent to the $58 million loan
portion of the cash transfer will be channeled into productive private

sector credit through the banking sector;

b. local currency equivalent to the $12 million dollar
grant—-funded currency exchange will fund PVO/cooperative activities.

B. U.S. Dollar Resources

1. Use of U. S. Dollar Resources

A $70 million cash transfer to the Central Bank of Costa
Rica (BCCR) 1s proposed, of which $58 million would be a loan and $12
million would be a grant to the Central Bank of Costa Rica (BCCR). The
colon proceeds from the grant would be made available to an umbrella PVO
as described 1in Section 1IV.C.2., below. The 1loan portion of the
transaction would be at the normal A.I.D. loan terms for which Costa Rica
1s eligible: a 20 year loan with a 10 year grace period, 2% interest
during the grace period, and 3% thereafter.

Within three months of the termination of disbursement of
the cash transfer, the BCCR will make available to private importers an
amount of foreign exchange equivalent to that disbursed under the cash
transfer for the import of raw materials, intermediate goods and spare
parts from the United States. The BCCR will sell the dollars it makes
avallable through the public and private banks of the National Banking
System, as well as through private financieras, in accordance with the
priorities and systems established by the BCCR. Assuming that the planned
cash transfer disbursement schedule, which is described in the following
section, 1s adhered to, the BCCR would have to make available $70 million
during an eight month period. The private sector's eight month foreign
exchange requirements for raw materials, intermediate goods, and spare
parts from the U.S. substantially exceeds $70 million. Data provided by
the Central Bank show that in 1980, the last "normal" year, Costa Rica's
imrorts of raw materials and intermediate goods from the U.S. alone
to alled $251 million (see Annex IIT, pages 26-27 and Table 26.).
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Moreover, the BCCR's new foreign exchange allocation system and priorities
favor the import of raw materials, intermediate goods, and spare parts.
No problem should therefore exist on the demand side with respect to the
BCCR making $70 million available within an eight month period for such
imports from the U.S.

2. Disbursement of U.S. Dollar Resources

Cash transfer disbursements may not exceed the monthly
disbursements indicated in the following schedule:

Loan Grant Total
Initial Disbursement $ 8.0 $12.0 $20.0
Second Disbursement $10.0 0 $10.0
Third Disbursement $10.0 0 $10.0
Fourth Disbursement $10.0 0 $10.0
Fifth Disbursement $10.0 0 $10.0
Sixth Disbursement $10.0 0 $10.0
TOTAL $58.0 $12.0 $70.0

Disbursement will normally be made at the end of each
month. Disbursements beyond the second tranche will be contingent upon
the signing of and GOCR compliance with the substance of the IMF
agreementl/,

Disbursements beyond February of 1983 will also be
contingent upon submission to the Legislative Assembly of an amendment to
the Central Bank law to permit the participation of the private commerc: il
banks in the Central Banks rediscount programs on an equal basis with he
public banks.

1/ In the event of a GOCR violation of the IMF agreement, A.I.D. will

" determine 1its actions via the following procedure: A.I.D. will
despatch to Costa Rica one or two economists to determine, (a) the
seriousness of the violation; (b) the degree to which the violation is
due to factors beyond the government's control ("uch as further
deterioration of the terms of trade or decline in the real GDP); (c)
the degree to which the violation threatens the overall economic
stabilization program; (d) whether {t represents a weakening of the
will of the government to comply with the terms of the IMF agreement.
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3. Justification for Cash Transfer

In designing the program, the Mission weighed the merits of
a cash transfer vs a Commodity Import Program (CIP), and the experience
with both in other countries in the Caribbean Basin and elsewhere. Based
on an analysis of the advantages and disadvantages of each approach, the
Mission concluded that the cash transfer mechanism was the only means to
achieve the objectives of this $70 million program.

Two of the principal objectives of the program are: (1) to
encourage the GOCR to enter into and adhere tn an IMF Agreement and (2) to
encourage the GOCR to modify its banking legislation to open up direct
Central Bank lending to private banks. The Program Agreement will contain
subsequent Conditions Precedent and a Special Provision which will permit
A.I.D. to suspend scheduled disbursements should the above mentioned
principal policy objectives Le 1in jeopardy. Furthermore, the cash
transfer disbursement schedule has been designed to maximize the
prohability of GOCR success with an IMF program. Both the "leverage" of
having the right to suspend scheduled disbursements and the support given
of well-timed dollar inflows to the IMF program would be lost with a CIP.
The nature of the CIP mechanism {is such that {t does not permit either
this type of scheduling, or the {infusion of foreign resources into the
economy when most needed. Furthermore, the Costa Rican private sector is
already burdened with excessive procedural delays with regard to fits
access to foreign exchange; adding those of a CIP would not be helpful.
In addition to the inherent characteristics of the CIP mechanism itself,
the establishment of such a program in Costa Rica will require from three
to six months to set up. Also, the administration of the program would
tax staff capacity of the BCCR, at a time when they are burdened with the
problems of resolving the current economic crisis. Finally, the CIP
approach would require Mission staff time to administer; the Mission does
not have, nor does it expect to have, at any time 1in the foreseeable
future, the staff ;c.sources to manage a CIP program.

On the other hand, systems already exist in Costa Rica which
provide reasonably good assurance that additional foreign exchange will
reach the productive enterprises.

The marginal gain in accountability that would be obtained
by using the CIP in Costa Rica does not justify either the loss of control
in the timing and effectiveness of disbursement, or the additional load on
the limited staffs of both the Central Bank and the A.1.D. Mission. The
capacity of either group to maintain the program [s doubtful, in view of
existing demands to design and implement the broader economic reforms and
stabilization program.

4. Management of U.S. Dollar Resourcecs

Dollar disbursements of the cash transfer will be made
identically for both the 1loan and grant portion of the program.
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Disbursements will be made into a BCCR account, in accordance with its
instructions. It is anticipated that electronic transfer of funds to a
U.S. bank will be employed. However, because of the possibility of
embargo of such an account by GOCR creditors, other mechanisms may also be
employed.

c. Local Currency Resources

1. Local Currency Equivalent of the Loan ($58.0 million)

The colon equivalent of the 1loan portion of the cash
transfer will be used to finance three categories of credit and for the
private productive sector: (1) The colon equivalent of $43 million will be
used by the BCCR to help ensure the 1liquidity of BCCR budgeted credit
programs of the public commercial banks; (2) $10 million colon equivalent
will be used to establish a special discount line, which will be reserved
exclusively for participating private banks, and from which credit will be
extended to the private sector; and (3) the colon equivalent of $5 million
will be used to finance a special credit line to the National Savings and
Loan System (Sistema Nacional de Ahorro y Préstamo, SNAP).

a. The BCCR Credit Program

The BCCR will utilize the colon equivalent of $43
million to permit an increase in 1983 over the 1982 levels of unsubsidized
lending by the public commercial banks to the private sector for industry,
agro~industry and agriculture. In 1982, credit allocations by the BCCR
for these programs totalled nearly 12.4 billion cologggul/ The cash
transfer will permit an increase in these credit programs in 1983 by the
colgn equivalent of at least $43 million.

Documentation of the Increase will be satisfied by BCCR
reports of the National Banking System lending through these programs.
The A.I.D. requirement that the credit be extended exclusively to the
private sector will be satisfied by virtue of the IMF program prohibition
on increases in banking system credit to public (CODESA) enterprises.

b. The Private Bank Discount Line

Private bank response to the placement of the indirect
BCCR discount line created by the recent $20 million ESF operation has
been good. The sum set aside for private banks under that local currency
program was the colén equivalent of $5 million. Under this program an

l/ The exact 1982 total was 12,392,400 colones, exclusive of credit for
cattle raising, housing, commerce, sevices, personal lines and other
special activities.
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additional $10 million equivalent will be set aside for indirect
discount to private banks. The discount lines are indirect from the
BCCR because legally there must be a state bank (or CODESA)
intermediary for the discount operation to take place. Until the
required legal changes are made to permit direct private bank
participation in BCCR discount 1lines and other lending, this program
will be important to assist 1in the growth of private banking in Costa
Rica. The emphasis in this credit line, as in the present one, will be
on working capital financing for non-traditional exporters.

c. The Special Credit Line to the National Savings and
Loan System (SNAP)

As has been polnted out earlier, the
cmployment-intensive construction sector has been especially adversely
affected by the Costa Rican economic crisis. The colon equivalent of
$5 million which will be chanelled to the SNAP through this special
creqit line will not only help to create much needed employment and
housing, but will also assist the private sector SNAP to recover from
the precarious financial s{tuation into which the macro~economic crisis
has pushed the systeml/-

d. Credit Targets

The special credit 1line for the colon equivalent of
the $5.0 through the SNAP will be used exclusively for the provision of
mortgage financing for families below or at the median income level.

1/ The Mission recently contended in the PP for HG-007 that the SNAP
did not require this assistance. Two factors have influenced a
change in our position. First, the financial analysis upon which
that earlier conclusion was based did not take into account a
3.5-4.0%2 increase 1in the cost of money to the system which will
result from the IMF Agreement. On the contrary, 1t assumed that
lower average cost financing would be available to the SNAP.
Secondly, our previous position assumed that a $4.0 million advance
could be made available immediately to the SNAP from HG-007. This
assumption has been invalidated by the delay in contracting HG-007
resources which will be caused by PRE/HUD's position on the
contracting of those resources in the 1light of the probable
upcoming Paris Club debt renegotiations. The Mission now views
the assistance to be provided as vital to the SNAP and probably
indispensable for the feasibility of HG-007.
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All private producers/exporters (including
agricultural, agro-industrial and industrial) will be eligible to apply
through the participating banks for credit under the colon equivalent
of the $53.0 million. Priority attention, however, will be given to
small and medium-size companies or cooperatives in order to maximize
the developmental impact of the credit program.

2.  Grant Funded Local Currency ($12.0 million)

a. Use of Grant Funded Local Currency

The colones generated from the $12 million grant
include funding for private and voluntary organizations and
cooperatives consistent with the objectives of Section 123 of the FAA.
A Memorandum of Understanding will be signed with the Costa Rican
Coalition for Development Initiatives (CINDE), an indigenous PVO.

CINDE will be responsible for executing, defining and overseeing a
variety of development activities in Costa Rica, the majority of which
will be implemented under activity agreements with other U.S. and Costa
Rican PVOs and cooperatives.

(1) Description and Responsibilities of the Costa
Rican Coalition for Development Initiatives
(CINDE)

CINDE is a legally established, private,
non-profit Costa Rican association which grew out of a civic action
group of key private sector leaders. These leaders are interested in
playing a role in revitalizing the Costa Rican economy while promoting
responsible growth, and have in the past served in a key advisory role
to USAID/CR. The group was founded on the premise that its members
should be influential in both the public and the private sectors, but
also apolitical, in order to assure that they could be effective in
addressing long-term as well as short-term problems. This orientation
1s reflected in the new members selected for the Board of Directors of
CINDE, whose incorporation was undertaken when the group sought to
become more effective by moving from a purely advisory role, to one of
program development and management within Costa Rica. The CINDE
charter states the following as the association's objectives:

- To contribute to preserving the fundamental
civic values that characterize the Costa Rican
society such as liberty, democracy, respect for the law, justice and
peace;



- 24 -

- To promote the effective application of
responsibility and social justice as important
elements within a realistic scheme of national
development ;

- To contribute to the economic and social
development of the country, and therefore to
the general welfare, by strengthening
institutions, private productive entities, and
the promotion of national exports;

- To contribute to the formation of an attractive
environment for the attraction of investment
needed for the growth of private business
activity;

- To contribute to the strengthening and
testructuring of productive entities in order
that they acquire the necessary potential to
compete effectively with similar entities 1in
other countries as a result of improved
knowledge, technology, general and technical
capacity, efficiency, and productivity.

The CINDE organization presently consists of
its Board of Directors. A small executive directorate 1is being
established whose job is to implement the program either through direct
contracts, or through grants to other PVOs and to cooperatives. CINDE
will be registered with AID as a PV0 and will contract with a
consulting firm to augment its management capacility if necessary.

In addition to a limited number of activities
which i1t may undertake directly, CINDE will receive/solicit proposals
for funding from other private and voluntary groups operating in Costa
Rica which are generally of a more specialized nature, e.g. IESC, CARE
and C@ritas. A standardized format for activity agreements will be
developed which will 1include a brief description of the proposed
activity, including specific objectives and outputs to be achieved, and
implementation and financial plans. Activity agreements will be
reviewed by the Ixecutive Director and the Board of Directors of CINDE,
to determine worthiness and their eligibility according to the criteria
to be included in the Memorandum of Understanding between A.I.D. and
CINDE. Under the terms of the Memorandum, A.I.D. will approve the
financing of CINDE-funded activity agreements carried out with funds
grovlded under this program and all CINDE direct contracts in excess of

20,000.



(2) Illustrative Activities to be Funded Under
Memorandum of Understanding

The Memorandum with CINDE will specify the
categories of activities and respective levels of funding which will be
eligible for financing from the local currency fund generated from the
$12 million grant. Illustrative examples of the activities to be
funded are presented below and are divided into the components and
funding levels which will be specified in the Memorandum.

(a) Social and Economic Development Activities
Implemented by PVOs/Cooperatives ($7.0
million)

This category will include funding for
gsocial and economic development activities, with special emphasis on
employment—-generating activities, targeted to improve the standard of
living of the rural and urban poor. The various types of assistance,
which will be implemented by PVOs /cooperatives, are described below.

In order to augment the income of small
artisans and to provide them with adequate knowledge and channels to
enter export markets, a project is under consideration to gtrengthen
existing artisan group federations and cooperatives. Financing is
needed to provide members of the associations with credit (cash or
in-kind) for raw materiels, tools, and equipment. This would provide
meabers the benefit of tulk purchases, tax exemptions, and a greater
likelihood of obtaining credit by virtue of membership in the
association. The availability of credit as well as the provision of
assistance in marketing and exporting would enable the small artisan
groups to expand production for export and the level of 1living of their
members.

A similar activity 18 under review by CARE
to assist in the small farmer production of high value crops, such as
pepper, other spices and sesame seed, which are suited to small farm
cultivation, and which have export potential. Production has been
constrained by lack of credit through the National Banking System.
Financing is needed to provide gsmall farmers with credit and technical
assistance in marketing to improve ylelds and to permit entry into
export markets.

Another activity under consideration is
funding for the National! Emergency Food Plan. A rapidly increasing
number of families can 1o longer afford the minimum-cost, nutritionally
gsound basic food basket. Concerned with the plight of these unemployed
and the underemployed, the Office of the Presidency has announced plans
to provide monthly food supplements to 25,000 of the neediest
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families. PVOs such as CARE and Catholic Relief Services have been
asked by the GOCR to join these efforts to design, seek financing and
implement a feeding program. This support, coordinated by CINDE, and
channeled through specialized PVO's, will help the GOCR respond to the
pressing problems of hardship, hunger and malnutrition being suffered
by the poorest and most vulnerable families. Food for Work would be
stressed for the unemployed.

Another poasible activity to be financed
by the CINDE fund would be to address the shortage of effective
adninigtration in the cooperative sector. The number of cooperative
organizations has grown in Costa Rica from 35 in 1959 to 350 in 1981.
Unfortunately, little priority has been given to improving the
administrative capability of the cooperative organizations. The
regults are shown by the lack of: (1) systematic manpower plans or
managerial positions; (2) specialized training at national institutions
in cooperative oriented operations and administration; (3) in-service
training in the fields of cooperative administration and management;
and (4) in-country capacity to provide such training. 1In order to
address the deficient administrative capability of the cooperative
sec tor, in-country, in-service training programs to upgrade mznagement
skills of cooperative managers and administrators through the Instituto
Centroamericano de Administracion de Empresas (INCAE) and the
Cocperative Training Center (CENECOOP) are being designed.

To complement dollar funded activities to
be undertaken under the $2.0 million program earmarked for AIFLD from
the CBI appropriation, efforts to design educational programs and
in-country intensive training for labor union members, and selective
mai agers pertaining to leadership; organization; and responsibilities
of union and management are underway. The objectives of this activity
wot ld be to promote and strengthen democratf{c labor unions in Costa
Rica, and to develop labor management relations along lines which are
corstructive and which support the country's need to increase economic
growth.

Also under consideration for funding is a
program with the International Service Corps (IESC) to assist the many
Costa Rican firms which are struggling due to a lack of financial,
managerial or engineering technology. IESC will identify the specific
need and expertise required to assist local firms, and will contract
appropriate assistance.

(b) Export and Investment Promotion Activities
($4.450 million)

This category will include funding for
training, and promotion of c¢mployment generating activities in the
areas of exporting and forelgn investment. Tllustrative activities are
described below.
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In order to mitigate the hardship to
workers and the politically destabilizing ramifications of high
unemployment, a program will be developed to provide on-the-job
training for the non-managemert employees of businesses which expand
employment in the production of non-traditional exports. Not only
would the program relieve unemployment by providing salary support for
workers, but it would also have longer term benefits due to an increase
in the knowledge and skills of workers of non-traditional export
businesses.

CINDE 1s also considering the formulation
of a nation-wide educational campaign through various media to develop
popular support to establish drawback (assembly) 1ndustr1eal/ in
Costa Rica. The program would promote drawback industries as well as
agsist in dispelling misconceptions such as that the value-added from
assembly operations 1is negligible, that tax exemptions have a net cost
rather than a net benefit, and that foreign capital "exploits" low-wage
labor. Promoting agro-industrial investment and joint ventures could
also be included under the program.

In addition to the educational campaigns
and training programs that may be directly managed by CINDE, the
following complementary activities which may be carried out by other
private groups are under consideration. Studies to promote growth of
export 1iandustry and foreign 1investment such as possibilities for new
joint ventures, marketing studies, product profiles and free =zone
concepts are being proposed by the Costa Rican Chambers of Industry,
Commerce and Exporters.

(c) CINDE Administration ($550,000)

Funding for CINDE's administrative
expenses will cover salaries of the administrative and support staff,
and the costs of the monitoring, auditing and consulting services
related to the management and implementation of activities.

b. Rationale for Grant to CINDE

There are a number of reasons why the Mission feels
thit the local currency grant should be channeled through CINDE, rather

1/ The A.D. Little Study, CENPRO: 1In the Context of a Strategy for

~  Development of Exports from Costa Rica, October, 1982 cited that
the key to solving Costa Rica's macroeconomic difficulties 1is 1in
attracting new Investment Iin the export {industry, which in the
short~term would be assembly i{industries, and in the medium-term
would be agro-industrial and general manufacturing enterprises.
This study, which 1s ANNEX IV of this PAAD, is in LAC/DR Official
Bulk files.
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than directly to the full range of Implementing PVO's and cooperative
organizations. First, working through CINDE permits a comprehensive
approach to planning, coordinatirg, and managing grant-funded activities
under this program, which the Missfon belfevens will result in a greater
impact than if these activitlies were handled on an individual basis. For
example, CINDE will be in a position to identify a development problem,
and to engage and coordinate the various specialized PVO or Cooperative
organizations required to address and implement a solution.

In addition to the fact that CINDE will bring a
comprehensive approach to handling the PVO/cooperative activities to be
financed under this program, it will assume planning and mangement
functions which would otherwise fall directly upon A.I.D., and for which
the Mission is not now adequately staffed, nor does it expect to be in the
foreseeable future. Using CINDE as an umbrella PVO will help minimize the
management burden that this program will I{mpose on the Mission. If these
grant resources were not funneled through CINDE as proposed, the Mission
feels that {1t would not be posslble to carry out a CBI-funded
PVO/Cooperative program in Costa Rica.

Because of 1{ts particular roots 1in the private,
productive sector of Costa Rica, CINDE also offers a unique opportunity
both to help develop private enterprise and to mobilize the private sector
in stimulating social and economic developmemt. CINDE offers a particular
ability to improve public-private sector cooperation in Costa Rica, and to
facilitate the type of changes recommended 1in the A.D. Little report
(ANNEX 1V).

Finally, CINDE has been designated to have management
respongibility of the Special Trust Fund generated I'rom the reflows of the
$5 million of 1local currency loaned to COFISA under the FY 1982 ESF
program. The Special Trust Fund s intended to finance selected
export/investment promotion efforts, and to further other objectives of
the CBI. It is thus ajpropriate for CINDE to manage the local currency
fund proposed under this; program, in that many uses of the fund will be
similar to those of the Special Trust Fund. In addition, the Mission
views the Special Trust Fund as a future source of funding for CINDE
activities; principal reflows from that Special Trust Fund are etpected to
begin after five years.

c. Justification for the ESF Grant

The activities described in Sectlon 1V.C.2.a(2), above
are all private sector, PVO, and cooperative in nature. As they are to be
carried out through the private non-profit sector, they must of necessity
be grant funded. The requirement for grant funding 15 not due to the
reluctance of the GOCR toward loan funding, but duc to the fact that the
GO(R constitutionally cannot donate public funds to private sector
institutions without specific Legislative Assembly approval of each such
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transfer l/. Even 1if this constraint did not exist, IMF 1limits on the
GOCR deficit would prevent the government from incurring increased
deficits for expenses in PVO and cooperative activities. 1In fact, if the
amount to be granted to CINDE were loan funded through the GOCR, it would
constitute 14.3% of the MF - allowed GOCR deficit. Moreover, the Central
Bank is not allowed by law, to donate any of its own capital, profits or
borrowed resources to private institutions. Finally, any loan for
purposes other than Central Bank relending would require ratification by
the Legislative Assembly - a possibly prolonged exercise subject to the
vagaries of the legislatorag/. Therefore, to be responsive to the CBI
authorization bill which requires that particular emphasis be placed on
using CBI 1local currency for PVO and cooperative activities, funds for
such activities must be provided on a grant basis.

d. Management of Grant Funded Local Currcncy

The colones generated from the $12 million grant, which
will be part of the initial $20 million disbursement will be deposited
into a separate bank account of CINDE, which will administer and manage
the 1local currency fund. Upon CINDE approving the proposal for a
particular activity, Mission concurrence, and the signing an activity
agreement with the implementing organization, funds will be transfered
from CINDE's account to a specific account in the name of the implementing
organization. Simple disbursement procedures, approved by A.I.D., will be
established for the release of funds from
these activity-specific accounts to the responsible organizations. CINDE
will monitor project implementation, and will be subject to regular audit
by a major U.S. accounting firm 1in order to verify that CINDE's own
operations, and those of the implementing organizations, comply with
approved financial and implementation plans.

D. Program Rationale

Support for Sections 103-106 of the FAA is previded by the local
currency program. The Program's grant-funded activities will address such
problems as: small farmer productivity and marketing; cooperatives
development; nutritional needs of the poorest families; the need to
1dentify means of accelerating economic growth and employment through

1/ Loan-funding, even 1{f possible, would not be desirable. The
distribution of funds would become a political football, especially in
the case of U.S5. PVOs. Moreover, the Mission's recent experience with
a GOCR-funded U.S. PVO suggests that the GOCR will attempt to use PVOs
politically and subject them to inordinate Costa Rican public sector
red tape.

2/ As a technical matter the Legislative Assembly could not even meet to
discuss the transfer until January of 1983.
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harnessing the private, productive sector; the need to promote the changes
and 1investments required to achieve growth and equity through private
sector development; and the development of responsible labor unions and
constructive labor-management relations. These problems can, however, be
effectively addressed only within the context of a stable economic
environment, both internally and vis-a-vis the rest of the world. The
foreign exchange and the loan-funded local currency credit provided by
this program are intended to help create such an environment.

The resources which would be provided under the local currency
grant also support Section 123 of the FAA in that they are channelled
through PVO's/Cooperatives, and are directed towards improving the 1lives
and incomes of the rural and urban poor - in particular, by stimulating
the private sector and by increasing the opportunities of the poor to
become producers, to obtain employment, and to receive needed training and
better nutrition.

Each component of the proposed program also supports one or more
of the objectives in the Mission's CBI Implementation Plan, which are
listed in Section III.

1. Relationship of the Cash Transfer to CBI Objectives

The foreign exchange from the $70 willion cash transfer
provides direct support for the objectives of Economic Stabilization and
Recovery; Strengthening of the Financial System; Improved Policy
Formulation and Administrative Reform.

With respect to the objective of Economic Stabilizaticu and
Recovery, the program will help to relleve the current balance of payments
crisis and {internal constraints, and will help to reduce inflationary
pressure from supply-side shortages, by providing foreign exchange for the
purchase of certain critical goods. The effect of such improvements will
also be to help reestablish international confidence in Costa Rica.

With respect to the objective of Strengthening the Financial
System, President Monge has recently announced that he supports reform of
the banking legislation which would permit private financial institutions
to participate in Central Bank re-discounting. We have included as a CP
to disbursement of the last two tranches, the requirement that the Central
Bank approve, and submit to the Office of the President, a draft 1law
providing for such a change.

With respect to the objective of Improved Policy Formulation
and Administrative Reform, substantial foreign exchange input will provide
authorities with the support needed to effect a number of essential policy
and structural reforms described in the IMF Agreement and to be dealt with
further by the IBRD Structural Adjustment Loan.
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2, Relationship of Loan-Funded Local Currency Component
to CBI Objectives

Local currency derived from the $58 million loan proposed
under this program, provides direct support for the first three CBI
objectives 1listed 1in Section III: Economic Stabilization and Recovery;
Strengthening of the Financial System; and Expansion of Exports and
Investment.

With respect to the objective of Economic Stabilization and
Recovery, all major sectors of the Costa Rican economy have suffered from
an acute shortage of working capital for more than two years. GDP has
dropped, delinquency rates on outstanding bank loans have increased, and
more businesses have failed or reduced operations, causing significant
increases in unemployment. Increased credit generated from the A.I.D.
loan will help to relieve this problem.

Local currency generated by the A.I.D. loan will also
support the objective of Strengthening the Financial System, both through
a special discount 1line to be estallished to private banks, and by
generating progress towards legislative reform.

3. Relationship of Grant-Funded Local Currency Component to CBI

Objectives

The CINDE local currency program provides direct support to
three of the CBI objectives: Expangsion of Exports and Investment,
Improved Public-Private Sector Coordination, and Improved Policy
Formulation and Administrative Reform.

A majority of CINDE activities will have a direct impact on
increasing exports and investment, at the same time they 1increase
employment and productivity.

Improved Policy Formulation and Administrative Reform, and
Improved Public - Private Sector Coordination, are two objectives to which
CINDE is uniquely qualiffed to contribute. The directors of CINDE are
distinguished by their experience, civic - mindedness and reputation for
integrity, as well as for their ability to command the attention of high
level government officials, and leaders 1in the business and charitable
communities. They view their role as not only advising on the
identification, planning and implementation of specific activities, but as
facilitators of the communication and actions required to bring about the
development changes and growth Costa Rica needs.
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V. CONDITIONS, COVENANTS AND SPECIAL PROVISIONS

The proposed program has been discussed with the BCCR and members
of the banking system. The Mission believes that the program, as
described in the PAAD, responds to the needs of Costa Rica.

A. Conditions

As a condition precedent for signing the Program Agreement,
the Letter of Intent for the T™F Stand-by Agreement must be signed by
the GOCR and the IMF.

Proposed conditions precedent to the {initial disbursement of
the loan and grant are:

1. An opinion of counsel acceptable to A.I.D. stating that
the loan agreement has been duly authorized and/or ratified by and
executed on behalf of the Central Bank of Costa Rica, and that 1t
constitutes a valid and legally-binding obligation of the Central Bank
of Costa Rica in accordance with all of its terms; and

2. A gtatement of the name of the person holding or acting
in the office of the Central Bank of Costa Rica, and of any additional
representatives, together with a specimen signature of each authorized
person specified in such statement.

A proposed condition precedent to subsequent disbursements of
the loan is:

Final agreement between the IMF and GOCR on an economic
st.bilization program approved by the MF Board and signed.

A proposed condition precedent after February 1983 1is:

Submission to the Legislative Assembly of an amendment to the
Central Bank law to permit the participation of the private banks 1in
the Central Bank's rediscount and other lending programs on an equal
ba:iis with public banks.

B. Covenants

In addition to these conditions, the Misgsion proposes that the
Program Agreement 1include various covenants relating to the
implementation of the program and pollcy changes which are necessary
for the country's economic recovery effort to be successful. These
covenants are as follows:

The Central Bank of Costa Rica will covenant:
1. To increase {ts allocation of foreign exchange resources

to the National Banking System by not 1less than the dollar amount
disbursed under the cash transfer, for purchase by private enterprises;
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and to report to USAID/Costa Rica that such allocation was accomplished
within three months of the termination of disbursement of the cash

transfer;

2. To receilve from A.I.D., promptly exchange for colones at
the "free" bank exchange rate, and deposit in an account belonging to
the Coalicion Costarricense de Iniciativas de Desarrollo (CINDE), all
disbursements of the $12.0 million non-loan portion of the cash
transfer to be used for social and economic development programs
detailed 1in a subsidiary memorandum of agreement governing this
article;

3. To provide resources equivalent to the dollar amount
disbursed under the cash transfer for the importation from the United
States of raw materials, intermediate goods, construction materials and
spare parts needed by private enterprises in Costa Rica, and to report
to USAID/Costa Rica that such provision was made within three months of
the termination of disbursement of the cash transfer;

4. To maintain a system whereby producers earning foreign
exchange through exports shall obtain access to preferential foreign
currency exchange rates, as long as these exist, in order to procure
imported raw materials, construction materials, intermediate goods and
spare parts needed for continued production;

5. To move progressively, in the course of 1983, towards the
unification of the {inter-bank and free exchange rates, and to unify
these rates by December 31, 1983;

6. To provide A.I.D. with coples of all reports to the IMF,
as they are issued, on compliance with the stabilization program;

7. To establish prior to January 31, 1983, in form and
substance satisfactory to A.I.D., with local currency generated from
the sale of transferred dollars, a spectal credit line, similar to that
established under AID Loan No. 515-K-037, to be used exclusively by
private banks through which the colon equivalent of at least $10
million will be extended as credit to private producers and
manufacturers;

8. To establish prior to January 31, 1983, in form and
substance satisfactory to A.I1.D., with local currency generated from
the sale of transferred dollars, a special credit line of the colon
equivalent of at least $5 millfon to be utilized exclusively for the
provision of mortgage financing for families below or at the median
income level through the Sistema Naclonal de Ahorro y Préstamo
(National Savings and Loan System); and

9. To permit an increase during 1983 of at least $43 million
in colon equivalent for unsubsidized lending through the public
commercial banks to the private sector for industry, agro-industry and
agriculture.
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10, To establish in form and substance satisfactory to
A.1.D., reporting procedures on local currency credit resources (with
the exceptfon of the speclal credit 1line of the colon equivalent of
$5.0 million for mortgage financing) to verify that eligible firms
within the program of assistance to enterprise which the Government of
Costa Rica 1is promoting, will qualify for local credit resources and to
verify special emphasis 1s placed on lending to small and medium-size
companies or cooperatives.

11. To assure that no assistance provided under the Program
Agreement 1s used to finance activities that will cause serious injury,
or threat thereof, to the production, marketing or pricing of U.S.
agricultural commodities or products.

C. Special Provisions

Two special provisions pertaining to disbursements are also
proposed:

1. A.1.D. reserves the right to suspend scheduled monthly
disbursements 1in the event that the GOCR {8 not {n substantial
compliance with the IMF Agreement as determined by AID.

2. Cash transfer disbursements may not exceed the monthly
disbursements indicated in the following schedule:

(Millions of U.S. Dollars)

Loan Grant Total
Initial Disbursement $ 8.0 $12.0 $20.0
Second Ditbursement $10.0 0 $10.0
Third Disbursement $10.0 0 $10.0
Fourth Disbursement $10.0 0 $10.0
Fifth Disbursement $10.0 0 $10.0
Sixth Disbursement $10.0 0 $10.0

TOTAL $58.0 $12.0 $70.0



COUNTRY CHECKLIST

A. GENERAL CRITERIA FOR OCOUNTRY

ELIGIBILITY

1. FAA SEC, 481, Has it been
datermined that the government of the
r:cipient country has failed to take
adequate steps to prevent narcotic
drugs and other controlled substances
(as defined by the Comprehensive Drug
Abuse Prevention and Control Act of
1970) produced or processed, in whole
o: in part, in such country, or tranas-
prrted through such country, from
b:ing sold illeqgally within the juris-
d.ction of such country to U.S. Go-
vernment personnel or their depen-
dents, or from entering the U.S., un-
lawfully?

2, FAA Sec. 620(c). If assist-
ance is to a government, is the go-
vernment liable as debtor or uncondi-
tional guarantor on any debt to a U.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 government?

3. FAA Sec. 620.(e) (1). If as~-
sistance 1is to a government, has it
(including government agencies or sub-
divisions) taken any action which has
the effect of nationalizing, expro-
piating, or otherwise seizing owner-
ship or control of property of U.S.
citizens or entities beneficially
owned by them without taking steps to
discharge its obligations toward such
citizens or entities?

q. FAA Sec. 532(c), 620(a), 620~
(f), H20D; FY1982 Appropiation Act

Secs. 512 and 513. Im reciplent coun-
try a Communist country? wWill assist-
ance be provided to Angola, Cambodia,

ANNE.{ i
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No.

No,

No.

No.



Cuba, Laos, Vietnam, Syria, Libya,
Iraq, or South Yemen? Will assistance
be provided to Afghanistan or Mozambi-
que without a waiver?

5. ISDCA of 1981 Secs. 724, 727

and_730. For specific restrictions on
issistance to Nicaragua, see Sec. 724
of the ISDCA of 1981. For specific
‘estrictions on assistance to El Salva-
«wor, see Secs. 727 and 730 of the ISDCA
of 1981.

6. FAA Sec. 620(j). Has the
country permitted, or failed to take
«wdequate measures to prevent. the dam-
«ge or destruction by mob action of
t.5. property?

7. FAA  Sec. 620(1). Has the
country failed to enter into an agree-
ment with OPIC?

8. FAA_Sec. 620(0)) Figshermen's,
V'rotective Act of 1967, as amended,
fec., 5. (a) Has the country seized, or
inposed any penalty or sanction a-
gainst, any U.S. fishing activities in
international waters?

(b) If so, has any deduction
t2quired by the Fishermen's Protective
2>t been made?

9. FAA Sec. 620(q); FY 1982 Ap~-
Eopriation Act Sec. 517. (a) Has the
givernment of the recipient country
b:en in default for more than six
months on interest or Principal of any
A.I.D. loan to the country? (b) Has
tie country been in default for more
taan one year on interest or principal
Oir any U.S. loan under a program for
which the appropriation bill appro-
priates funds?

10. FAA Sec. 620(s). If contem-
p ated assistance is development 1loan
0 from Economic Support Fund, has the
A ministrator taken 1into account the

N/A

No.

The Administrator has not
considered such action.

No.

No.

Yes.,



amount of foreign exchange or other
resources which the country has spent
on military equipment? (Reference may
be made to the annual "Taking into Con-
sideration" memo: "Yes, taken into ac-
count by the Administrator at time of
approval of Agency OYB." This approval
by the Operational 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
country severed diplomatic relations
with the United States? If 8o, 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
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
determing the current A.I.D. Operatio-
nal Year Budget? (Reference may be
made to the Taking into Consideration
memo. )

13. FAA Sec. 620A; FY 1982 Appro-
pPriation Act Sec. 520. Hac the country
aided or abetted, by granting sanctuary
from prosecution to, any individual or
group which has commited an act of in-
ternational terrorism? Has the country
aided or abetted, by granting sanctuary
from prosecution to, any individual or
group which has committed a war crime?

14, PFAA Sec. 666, Does the coun-
try object, on the baslis of race, reli-
gion, national origin or sex, to the
presence of any officer or employee of
the U.5. who is present in such country
to carry out economic development pro-
grams under the FAA?

15, FAA Sec. 669, 670. Has the
country, after August 3, 1977, deli-

No.

Costa Rica was not among those
countries whose arrearages it

wiis deemed neeessary be taken
account hy the AID Administrators
to his "™raklng Into Consideration
Memorandum" In determining the
current ALD Operational Year
Budget.

No.,

No.

No,



vered or received nuclear enrichment or
reprocessing equipment, materials, or
technology, without specified arrange-
ments or safegquards? Has it trans-
ferred a nuclear explosive device to a
non—-nuclear weapon state, or if such a
state, either received or detonated a
nuclear explosive device, after August
3, 19777 (FAA Sec. 620E permits a spe-
cial waiver of Sec. 699 for Pakistan.)

l6. ISDCA of 1981 Sec., 720. Was
the country represented at the Meeting
of Ministers of Foreign Affairs and
Heads 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 from the communique
issued? If so, has the President taken
it into account? (Reference may be
made to the Taking into consideration
memo. )

17. ISDCA of 198l Sec. 721. See
special requirments for assistance to
Haiti.

B. FUNDING SOURCE CRITERIA FOR COUNTRY
ELIGIBILITY

1. Development Assistance Country
Criteria.

a. FAA S3:c. 116. Has the
Department of State determined that
this government has engaged in a con-
sistent pattern of gross violations of
intenationally recognized human
rights? 1If so, can it be demonatrated
that contemplated assistance will di-
rectly benefit the needy?

2, Economic Support P®und Country
Criteria

a. FAA __Sec, _hoan. Han it
been determined that the country han
engqaged In a  consistent onattern of
gross  violations of intirnationally

No.

N/A

N/A

No.,



recognized human rightsg? If 80, has
the country made such significant im-
provements in {ts human rights record
that furnishing such assistance is in
the national interest?

b. ISDCA of 1981, Sec. 725-
{b). If ESF is to be furnisheq 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. ISDCA of 1981, Sec. 726-
{b). If ESF assistance is to be fur-
nished to Chile, has the President cer-
tified that (1) the Government pf Chile
has made significant progress in human
rights; (2) it {s in the national in-
terest of the U.S.; 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 the murder of Orlando Le-
telier?

N/A

N/A

71



5C(2) PROJECT CHECKLIST

Listed below are statutory criteria applicable to projects. This section is
divided into two parts, Part A. includes criteria applicable to all
projects. Part B. applies to projects funded from specific sources onlys:
B.l. applies to all projects funded with Development Assistance Funds, B.2,
applies to projectes funded with Development Assistance loans, and B.3.
applies to projects funded from ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST
UP TO DATE? HAS
STANDARD ITEM CHECK-
LIST BEEN REVIEWED
FOR THIS PROJECT?

A, GENERAL CRITERIA FOR PROJECT

1. FY 1982 Appropriation Act
Sec. 523; FAA Sec. 634A)
Sec. 653(b).

(a) Describe how author- Aadditional notification is not

izing and appropriations committees of required since assistance is
Senate and House have been or will be euthorized through the Caribbean
notified concerning the project) (b) is Basin Init%ative Supplemental
assistance within (Operational Year Appropriation.

Budget) country or international orga-
nization allocation reported to Con-
gress {(or not more than $1 million over
that amount?)

2, FAA Sec. 61l(a)(l) Prior (a) N/A
to obligation in excess of $100,000 (b) Yes,
will there be (a) engineering, finan-
cial or other Plans necessary to carry
out the assistance and (b) a reasonably
firm estimate of the cost to the U.S.
of the assistance?

3. FAA__Sec. 611(a)(2). If No such action is required.
further leglslative action is required
within recipient country, what is basis
for reasonable expectation that such
action will be completed in time to
permit orderly accomplishment of pur-
pose of the assistance?

4o



4. FAA_Sec. 611(b); FY 1982
Appropriation Act Sec. 501. If for
water-related land resource construc-
tion, has project met the standards and
criteria as set forth in the Principles
and Standards for Planning Water and
Related Land Resources, dated October
25, 1973? (See AID Handbook 3 for new
guidelines.)

5. FAA Sec. 6ll(e). 1If pro-
ject is capital assistance (e.g., cons-
truction), and all U.S. assistance for
it will exceed $1 million, has Mission
Director certified and Regional Assist-
ant Administrator taken into considera-
tion the country's capabllity effec-
tively to maintain and utilize the pro-
ject?

6. FAA Sec. 209. 1Is project
susceptible to execution as part of
regional or multilateral project? If
$0, why 1is project not so executed?
Information and conclusion whether asg-
sistance will encourage regional deve-
lopment programs,

7. FAA Sec. 60l(a) Informa-
tion and conclusions whether project
will encourage efforts of the country
to:r (a) increase the flow of interna-
tional trade; (b) foster private ini-
tiative and competition; and (c) en-
courage development and use of coopera-
tives, and credit unions, and savings
and loan associations; (d) discourage
monopolistic practices) (e) improve
technical efficiency of industry, agri-
culture and commerce) and (f) strength-
en free labor unions.

8. FAA Sec. (01l(b). Infor-
mation and conclusions on how project
will encourage U.S. private tride and
investment abroad and encourage private
U.5. participation 1in foreign assist-
ance progrums (including use of private
trade channels and the services of U.S.
private enterprise.)

N/A

Yes.

No.

The objectives of the assistance
pProvided include increasing

the flow of international trade
fostering private initiative
and competition; improving

the technical cfficiency of
industry, agriculture and
commerce; and strengthening
free labor unions.

The Project is specifically
intended to enhance U.S.
private investment in Costa
Rica and to expand U.S. markets
for Costa Rican products.

q\



9. FAA_fec. 612(b), 636(h)y

FY 1982 Appropria:ion Act Sac. 507.

Describe steps taken to assure that, to
the maximum extent possible, the coun-
try is contributing local currencies to
neet the cost of contractual and other
tervices, and foreign currencies owned
ly the U.S. are utilized in 1lieu of
«ollars.

10. FAA Sec. 612(d). Does
the U.S. own excess foreign currency of
the country and, if so what arrange-
nents have been made for its release?

11. FAA Sec. 601 (e), will
{1e project utilize competitive selec-
tion procedures for the awarding of
co)ntracts, except where applicable
Frocurement rules allow otherwisge?

12, vy 1982 Appropriation Act
S:c. 52l. If Assistance is for the
P oduction of any commodity for export,
13 the commodity likely to be in sur-
P us on world markets at the time the
r:sulting productive capacity becomes
oerative, and is such assistance like=-
1+ to cause substantial injury to U.s.
P oducers of the same, similar or com-

P ‘ting commodity?

13. FAA 118(c) and (d). Does
the project comply with the environmen-
tal procedures set forth in A.I.D. Re-
qulation 16? Does the project or pro-
gram take into consideration the prob-
lem of the destruction of tropical fo-
rests?

J4. FAA_ 12]1(4). If a Sahel
project, has a determination been made
that the host government has an ade-
quate system for accounting for and
controlling receipt and expenditure of
project funds (dollars or local curren-
CY generated therefrom)?

N/A

The U.S. does not own excess
Costa Rican currency.

Yes.

No,

N/A

N/A



B, FUNDING CRITERIA OR PROJECT

1. Development Assgistance

Project Criteria

a. FAA Sec. 102(b),

111, 113, 281(a). Extent to which ac-
tivity will (a) effectively involve the
poor in development, by extending ac-
cess to economy at local level, in-
creasing labor-intensive production of
appropriate technology, spreading in-
vestment out from cities to small towns
and rural area, and insuring wide par-
ticipation of the poor in the benefits
of development on a sustained basis,
using the appropriate U,S. institu-~
tions; (b) help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor to help
themselves toward better life, and o-
therwise encourage democratic private
and local governmental institutions;
(c) support the self~help efforts of
developing countries; (d) promote the
participation of women in the national
economies of developing countries and
the improvement of women's status) and
(e) utilize and encourage regional
cooperation by developing countries?

b. FAA_Sec. 103, 103A,

104, 105, 106. Does the project fit
the criteria for the type of funds
(functional account) being used?

C. FAA  Sec. 107. Is
emphasis on use of appropriate techno-
logy (relatively smaller, cost-saving,
labor-using technologies that are gene-
rally most appropriate for the small
farms, small businesses, and small in-
comes of the poor)?

4. FAA Sec. 110(a).
Will the recipient country provide at
least 25% of the costs of the program,
projects, or activity with respect to
which the assistance is to be furnished
(or i8 the latter cost-sharing require-

N/A

N/A

N/A

N/A
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ment being waived for a "relatively
least developed" country)?

e, FAA Sec, __110(b).
Will grant capital assistance be dig-
bursed for project over more than 3
years? If so, has justification sta-
tisfactory to Congress been made, and
efforts for other financing, or is the
recipient country "relatively least
developed”? (M.0. 1232.1 defined a
capital project as "the construction,
expansion, equipping or alteration of a
physical facility or facilities financ-
ed by A.I.D. dollar asgistance of not
less than $100,000, including related
advisory, managerial and trainig servi-
ces, and not undertaken as part of a
project of a predominantly technical
assistance character."

f. FAA Sec. 122(b).
Does the activity give reasonable pro-
mise of contributing to the development
of economic resources, or to the in-
crease of productive capacities and
self-sustaining economic growth?

g. FAA Sec. 281 (b).
Describe extent to which program recog-
nizes the particular needs, desires,
and capacities of the people of the
countryj utilizes the country's intel-
lectual resources to encourage inatitu-
tional developmenty and supports civil
education and training in 8kills re-
quired for effective participation 1in
governmental processes essential to
gelf-government.

2. Development Assistance

Project Criteria (Loans Only)

a. FAA Sec. 122(b).

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

b. PAA Sec. 620(d). 1f
assistance for any productive enter-

N/A

N/A

N/A

N/A

N/A

N\
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prise which will compete with U.S. en-
terprises, is there an agreement by the
recipient country to prevent export to
the U.S. of more than 20% of the enter-
prise's annual production during the
life of the loan?

c. ISDCA of 1981, Sec.
724(c) and (d). If for Nicaragua, does
the loan agreement require that the
funds be used to the maximum extent
possible for the private sector? Does
the project provide for monitoring un-
der FAA Sec. 624(g)?

3. Economic Support Fund

Project Criteria

a, FAA Sec. 53l(a).
Will this assistance promote economic
or political stability? To the extent
possible, does it reflect the policy
directions of FAA Section 1027

b. FAA Sec. 531(c).
Will assistance under this chapter be
used for military, or paramilitary ac-
tivities?

c. FAA Sec. 534. Wil
ESF funds be used to finance the cons-
truction of the operation or mainten-
ance of, or the supplying of fuel for,
a nuclear facility? If 80, has the
President certified that such use of
funds is indispensable to nonprolifera-
tion objectives?

d. FAA  Sec. 609. If
commodities are to be granted so that
sale proceeds will accrue to the reci-
pient country, have Special Account
(counterpart) arrangements been made?

N/A

N/A

N/A

N/A
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5C(3) STANDARD ITEM CHECKLIST

Listed below are the statuatoty items which normally will be covered routinely
in those provisions of an assistance agreement dealing with {ts implementa~-
tion, or covered in the agreement by imposing limits on certain uses of funds,

These items are arranged under the general headings of (A) Procurement, (B)
Construction and (C) Other Restrictions.

A, Procurement
—urement

1. FAA_Sec. 602. Are there Yes,
arrangements to permit U,S, small
business to participate equitably in
the furnishing of commodities and
services financed?

2. FAA Sec. 604(a). wWill all Yes,
procurement be from the U.S. except as
otherwise determined by the President
or under delegation from him?

3. FAR Sec. 604(d). If the The country does not so
cooperating country discriminates a- discriminate.
gainst marine insurance companies
authorized to do business in the u.s.,
will commodities be insured in the U-
nited States against marine risk with
such a company?

4, FAA Sec. 604(e); ISDCA of N/A

1980 Sec. 705(a) If offshore procure-
ment of aqricultural commodity or pro-
duct is to be financed, in there provi-
sion agalnst puch procurement when the
domestic price of uch commodity 1ig
less  than  parity? (Exception where
commodity financed coild not reasonably
be procured in U.S.)

5. FAA_Sec. 604 (q). Will No.
construction or engineering services be
pProcured from firms of countries othe:
wise eligible under Code 941, but which
have attained a competitive capability
in international markets in one or
these areas?

6. FAA  Sec. 603, Is the No.
shipping excluded from compliance with

\[ b
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requirement in section 901(b) of the
Merchant Marine Act of 1936, as amend-
ed, that at 1least 50 percent of the
gross tonnage of commodities (computed
separately for dry bulk carriers, dry
cargo liners, and tankers) financed
shall be transported on privately owned
U.S. flag commercial vessels to the
extent that such vessels are available
at fair and reasonable rates?

7. FAA Sec. 621, If techni-
cal assistance is financed, will such
assistance be furnished by private en-
terprise on a contract basis to the
fullest extent practicable? If the
facilities of other Federal agencies
will be utilized, are they particularly
suitable, not competitive with private
enterprise, and made available without
undue interference with domestic pro-
grams?

8. International Air Trans-
port. Fair Competitive Practices Act,

1974. If air transportation of persons
or property is financed on grant basis,
will U.S. carriers be used to the
exXtent such service is available?

9, FY 1982 Appropriation Act

Sec. 504. If the U.S. Government is a
party to a contract for procurement,
does the contract contain a provision
authorizing termination of such con-
tract for the convenience of the United
States?

B. Construction

1. FAA Sec. 601(d) 1If capi-
tal (e.g., construction) project, will
U.S. engineering and professional ser-
vices be used?

2. FAA Sec., 6ll(c). If con-
tracts for construction are to be fi-
nanced, will they be let on a compet{-
tive basis to maximun extent practica-
ble?

Yes.

Yes.

Yes.

N/A

N/A
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3. FAA Sec. 620(k). If for
construction of productive enterprise,
will aggregate value of assistance to
be furnished by the U.S. not exceed
$100 million (except for productive
.enterprises in Egypt that were des-
cribed in the Cp)?

C. Other Restrictions

1. FAA Sec., 122(b). If de-
velopment loan, 1is interest rate at
least 2% per annum during grace period
and at least 3% per annum thereafter

2, FAA Sec. 301(d). If fund
is established 80lely by U.S. contribu-
tions and administered by an interna-
tional organization, does Comptroller
General have audit rights?

3. FAA Sec. 620(h). Do ar-
rangements exist to insure that United
States foreign aid {s not used in a
manner which, contrary to the best
interests of the United States, pro-
motes or assists the foreign aid pro-
jects or activities of the Communist-
bloc countrieg?

4. will arrangements pre-
clude use of financing:

a. FAA Sec. 104(f); FY

1982 Appropriation Act Secc. 525 (1)
To pay for performance of abortions as
a method of family planning or to mo-
tivate or coerce persons to practice
abortions; (2) to pay for performance
of involuntary sterilization as method
of family planning, or to coerce or
provide financial incentive to any per-
son to undergo sterilization; (3) to
pay for any bilomedical research which
relates, in whole or part, to methods
¢ the performance of abortions or in-
veluntary sterilizations as a means of
Lamily planning; (4) to lobby for abor-
tion?

It will not.

N/A

N/A

Yes.

Yes.

\\')
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b. FAA Sec., 620(q). To
compensate owners for expropriated na-
tionalized property?

C. FAA  Sec. 660, To
provide training or advice or provide
any financial support for police, pri-
sons, or other law enforcement forces,
except for narcotics programs?

d. FAA Sec. 662, For
CIA activities?

e. FAA Sec. 636(1).
For purchase, sale, long-term lease,
exchange or guaranty of the sale of
motor vehicles manufactured outside
U.5., unless a waiver is obtained?

£. FY 1982 Appropria-
tion Act, Sec. 503. To pay pensions,
annuities, retirement pay, or adjusted
Service compensation for military per=-
sonnel?

g. FY 1982 Appropria-
tion Act, Sec. 505. To pay U.N. as-
sessments, arrearages or dues?

h. FY 1982 Appropria-
tion Act, Sec. 506, To carry out pro-
visons of FAA section 209(d) (Tranafer
of FAA funds to multilateral organiza-
tions for lending)?

i. FY 1982 Appropria-
tion Act, Sec. 510. To finance the
export of nuclear equipment, fuel, or
technology or to train foreign natio-
nals in nuclear fields?

J. Y 1982 Appropria-
tion Act, Sec. 511 Will assistance be
provided for the purpose of aiding the
efforts of the qoverment of such coun-
try to repress the legitimate rights of
the population of such country contrary
to the Universal Declaration of Human
Rights?

Yes.

Yes.

Yes.

Yes.

yes.

Yes,

Yes,

Yes.

No.

4



- 16 -

k. FY 1982 Appropria-
tion Act, Sec. 515. To be used for
publicity or propaganda purposes within
U.S. not authorized by Congress?

Yes,



Table No.
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ANNEX I1I
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SUPPORTING TABLES, ECONOMIC ANALYSIS

Description

Costa Rica: Balance of Payments (IMF)

Costa Rica: Balance of Payments Projections
for 1982 - 83 (Joel)

Costa Rica: Gross Domestic Product at
Constant Prices {IMF)

Costa Rica: Summary Operations of the
Nonfinancial Public Sector (IMF)

Central Government Operations (GOCR)
Consumer Price Index, 1981

Consumer Price Index, 1982
Wholesale Price Index, 1981
Wholesale Price Index, 1982

Raw Material Imports to Costa Rica from the
U.S. (GOCR)






I.

IT.

III.
Iv.

TABLE 2

COSTA RICA: BALANCE OF PAYMENTS PROJECTION
ROR 1982-83
(In million'of Dollars)

Current Account, Net

Exports, FOB
Imports, CIF
Services, Net
(including interest)
Transfers, Net

Autonomous Capital
Movement, Net

Private Capital, Net
Official Disbursements
Repayments Due

SDR Revaluation

Overall Balance

Financing of Deficit

Accumulation (+) or
Reduction of Arrears
(Int. § Principal)
Refinancing of Current
Principal

Rescheduling of Arrears
(Principal only +)
Repayment of Arrears (-)

(1) (2) (3) (4)
1981 1982 1983
With W/0
Arrears Arrears
- 409.2 -322.0 - 370.0 - 370.0
1029.7 960.0 1000.0 1000.0
-1213.3 -910.0 -950.0 -950.0
- 252.0 -400.0 - 465.0 - 465.0
26.4 28.0 45.0 45.0
- 55.6 -203.7 - 43.2 - 43.2
- 95.7 - 63.0 - -
309.5 165.3 191.8 191.8
- 274.8 -306.0 - 235.0 - 235.0
5-4 - - -
- 464.8 -525.7 - 413.2 - 413.2
358.8 578.0 - 152.0 387.0
358.8 589.0 -1177.0 -
- - 112.0 112.0

- - 54.0

638.0



Compensatory Financing
AID/ESF

PL 480

IMFP

IBRD Structural
Readjustment Loans

V. Decline in Net Int'l.
Reserves (- increase)
or Unfinanced Gap
(III-1V)

2 -
(1) (2) (3) (4)
1981 1982 1983

With
Arrears Arrears

- 43.0 275.0 275.0
85—33 —100.0) (100.0)
- (100.0)  (100.0)

- (75.0) (75.0)

106.0 - 52.3 565.2% 26.2

*To be covered mostly by refinancing of interest payments due.

Source:

IMF projections adjusted by ROCAP Economic Advisor in

consultation with Central bank.

Note added by Mission:

This Table omits FY 83 $20 million P.L. 480 Agreement

signed October 30, 1982.

o



Costa Ryca:

TABLE 32/

12,

‘l.\d)l\'

Gross Dunestic Proluct at Constant Prices

Proj.
1 1

Lv77 1974 1979 1980 1981
(rn millions of 1966 colones)

Gross danestic product 8,587 9,125 9,576 9,643 9,203 8,664 E,564
Ajpriculture and . -

relatal arcas L, 1,736 1,745 1,736 1,757 1,817 1,837
Muufacturing and

minirg 1,893 2,048 2,103 2,120 2,040 1,908 1,356
Consbruction a83 511 609 603 533 320 340
Utilities 1u2 191} 20] 225 244 248 2535
Camkerce 1,653 1,723 1,794 1,741 1,419 1,166 1,170
Transport and camu-

nications 512 572 643 676 680 681 675
Francial saervices 410 444 446 500 477 4806 500
Government Ry Hyt Y33 967 9y 949 9439
other scrvices 986 1,01y 1,062 1,080 °1,077 1,049 1,032

(Percentage distrikation)

Gross danestic product 100.0 100.0 100.0 100.0 100.0 100.0 109.0
Agriculture and

relatad areas 19.0 19.0 18,2 18.0 15.1 21.0 21.2
Manufacturing and

i inyg 22,0 22.4 22.0 22.0 22.2 22.0 21.3
Construct ion 5.6 5.6 6.4 6.3 5.8 3.7 3.9
Utilitivs 2.1 2.1 2.1 2.3 2.6 2.9 2.9
Canneree 19.2 18.8 18,7 18.0 15.4 13.4 13.5
Troanseort ol cangu-

nications 0.0 6. 6.1 7.0 7.4 7.9 7.8
Financial services 1.8 4.9 5.1 5.2 5.2 5.6 5.8
Govertment 9.0 9.7 9.7 10.0 10.6 11.4 11.4
Other scrvices 11.5 11.2 11.1 11.2 11.7 12.1 11.9

(Percentage chunvie frau previous yoa )

Gross danestic praduct: 8.9 6.1 1.9 0.8 _—_4__9_ -5.9 -
Mpicaltare and ™77 T o ——- T -

velatad arcas 2.2 6.0 0.5 -0.5 1.2 3.4 1.1
Mo facturing and

miniig 12,7 8.2 2.7 0.4 -3.4 -6.5 -2.2
Construct ion 3.9 5.8 19,3 -1.0 -1l.6 -40.0 . 6.3
Uty litaes 6.9 9.4 5.1 11.9 8.4 2.0 2.0
conmere 17,y 4,2 4.1 -3.0 -18.5 .17.8 0.3
Transport and commnicationg 12.0 11.7 12.4 5.2 0.6 0.1 -0.9
Financial services 7.8 d.}3 9.5 2.9 ~4.6 2.0 2.8
Govermment 5.0 5.0 5.9 1.6 1.4 0.8 —-—
OLher savices hol 3.3 1.2 1.7 -0.3 2.6 -1.6

e em L ewm e s femass s wem #me bee.m @

ve am e

Soarce:  dentral Bank of Cokta Kica.,

*/ (Table 10 in Joel report)
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General Index
Pood
Clothing
Fcusing

Miscellaneous

Jan. Peb. Rarch
166.07 170. 1 173.2¢4
175.08 178.90 162.46
105.46 110.93 113.5%
167.31 170.92 173.86
175.53 179.85 1£6.49

TABLE &

Table D.3

PRICE INDEX FOR LOW AND MIDDLE INCOME CONSTMERS

OF THE SAN JOSE METROPOLITAN AREA®

Base 1975 = 100

Year 1981
April May June July Avg. m

178.75 . 187.10 192.83  204.28  207.05 212,61
188.62  192.71  200.05  219.51 221,73 229.s3
116.34 122.28 12030 126.75  127.80 129.72
176.35  188.63  194.27  200.29  203.25 205,28

191.95 204.45 208.97 216.37 223.47 228,07

¢ Calculated by the GOCR Office of Statistics and Census,

Source: CeAtral Bank

Oct.

227.83
2;4.19
139.78
212.0)

238.72

2/ (Table 21 in Joel report

. Fov,

242,59
268.76
162.04
222.29

255.98

Dec.

261,29
288.38
174.42
231.98

286.90

Averzze
—_—1

202.03
216.50
129.44
195.54

216.39

N

fa)
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BANCO CENTRAL DE COSTA RICA
DEPTO. INVESTIGACIONES Y ESTADISTICA

SECCION INDICES Y BSTADISTICA

TABLE 7}/

INDICE DE PRECIOS PARA 10S CONSUMIDORES DE INGRESOS MEDIOS Y BAJOS

DKLARBAmOPOL!TAMIBSANJl/

Base 1975=100

Afio 1982
Promedio
Enero PFebrero Marzo Abril Mayo Junio Julio Agosto Setiembre Octubre Novienbre Diclienbre mensuel
INDICE GENERAL 286,90 296,54 315,64 328,58 344,65 367,38 406,78 421,42
Alimentacibn 325,35 341,45 374,47 394,58 414,74 449,45 485,72 501,07
Vestuario 195,11 205,12 218,45 226,55 231,49 237,90 247,65 258,40
Vivierda 243,76 247,47 253,51 258,12 264,06 282,65 306,19 323,15
Misceléneos 310,77 315,62 327,68 339,77 365,80 378,90 457,07 469,32

1/ Calculado por 1a Direcciém General de EstadSs tica y Censos.

[/vdec. -

2/(Table 22 in Joel report)

0!



General Index
Food Products Anirml

Crizin

Food Products Vegetahle
Crigin

Beverazes and Other Foods
Fuels, Electricity and Water
Textiles and Lleather Goods
Ciothing and Shoes
Censtruction Miterials

Chemical and Pharraceutical
Frzducts

Houschold Goods, Paper,
Cigarre:tes, and Others

Scurce: Centiral Bank

(Table 24 in Joel Report)*/

Jan.
172.66

Feb.

178 .87

March

——

185.94

TABLE 8~/

Table D. S.

¥holesale Price Index

April

200.88

Basc 1978=100

Year 1981

May
219.48

June

227.27

July
234.71

hug.
242 .41

Sept.

252.13

Oct.

284.21

Nov.
316.09

Dec.

333.38

Monthly

.Axcragg

237.34

157.60

133.52
158.71
282.18
156.50
138.10
168.71

174. 1

166.52

159.45

141.41
164.1¢
283.33
159.43
145.42

182.05

183.43

171.07

162.33

142.18
168.93
293.81
167.11
155.35
199.34

151.70

176.72,

178.22

148.70
171.36
337.68
179.00
165.80
212.57

207.52

191.15

182.32

156.25
175.33

-391.35

202.64
175.65
233.90

237.78

210.92

188.93

169.74
188.70
395.17
217.92
180,23
238.22

242.19

215.03

193,84

184,55
156.90
399.30
227.68
190,92
244.07

243.72

221,95

198.21

185.85
201.90
405,11
242.35
194 .96
248.85

257.70

244.84

217.47

191.14
225.85
405.11
284.72
201,93
$57.22

264.86

250.29

231.67

211.15
240.27
412.34
267.62
253.94
339.28

311.49

289,81

248.57

227.13
264.19
421.43
313.35
285,90
380.08

387.02

337.60

279.75

245.94
273.14
423.09
358,02
289.98
387.77

418.49

357.78

199.86

178.13
202.45
370.82
228.03
198.26
257.67

260.04

236.14



BANCO CENTRAL DE COSTA RICA

DEPTO. DK INVESTIGACIONRS Y ESTADISTICA

SECCION DE INDICES Y ESTADISTICA

{NDICE GEXNERAL
2rocuctos alimenti-

TABLE 3/

INDICE DR PRECIOS AL POR MAYOR

Referencia 1978=100

cios de origensnimal 293,53

rodiuctos alimenti-

ios Ze origen vegetal 286,14

Zoabustidbles, elec-
tricicacd y agua

Texiiles y cueros
Jestuario y calzado

¥ateriales ce cons-
trucciba

Procuctos quimsicos y
farzacéuticos
Productos pars el ho

gar, papel, c!gnn'i:
1llos y otros

edep, -

SebiZas y otros ali=sen
.

Ao 1982

Prosedio

Enero Febreso Marzo Abril Mayo Junio Julio Agosto Setiembre Octubre Noviemdbre Dicteadre menscal
363,65 384,10 411,57 432,11 456,00 467,99 531,61 553,84
307,55 366,67 380,18 398,98 410,39 472,59 466, 80
313,04 320,44 342,91 354,88 371,19 422,13 447,03
290, 38 307,56 340,04 354,61 405,05 424,18 437,69 462,24
507,43 507,58 312,00 519,88 524,16 542,29 858,05 864,11
369, 66 411,27 450,91 475,85 . 524,16 532,83 574,10 581,08
299,29 330,20 347,11 355,58 368,60 371,50 393,05 409, 24
423,40 438,28 461,43 303,18 546,85 838,51 366,01 573,51
441,97 482,13 305,29 523,12 543,86 564,53 605,62 632,73
370,44 388,54 434,11 465,94 476,61 481,70 493,83 540,40

"(Table 25 ir Joel report)

5



TABLE 10

*/

MATERIA PRIMA -- IMPORTACIONES CIF
PROCEDENTES DE U.S.A.
(millones de d6lares)

0 Materiales de Construcci6én

1 Materia Prima para la
Industria y la Minerfa

2 Materia Prima para la
Agricultura

TOTALES

Fuente: Dircccitin General de

(Table 26 in Joel report)t/

N

cnero-Mayo
1980 1981 1982
22.2 18.3 4.4
210.0 183.6 61.5
18.6 21.4 11.8
250.8 223.3 77.17

|

Estadistica y Censos.

/3



