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CHAPTER XI - QOSTA RICH

SUMMARY

1. DEVELOPMENT OVERVIEW

Historically, Costa Rica has concertrated its rescurces
on educating its population and improving puklic services,
As a result, the literacy rate among the populaticon is ap-
proximately 90%; the mortality rate one of the lowest in the
Hemisphere, and the educational syster produces a steadv
stream of skilled manpower.

In the past two decades, Costa Rica has experienced a
spectacular increase in population coupled with zan acceler-

ating change from a pastoral countrv tc a growing, moderniz-

N 9]

ing society. However, this modernization process has been
generally limited to urban areas, and the covernment has
found it necessary to focus 1its resources and a+ttenrtion in-
creasingly on resolving the widening rural-urban disparity,
Private sector investment and the growing concern of govern-

ment for citizen care and public services have fueled Costa

Rica's development., Government development priorities have

Fh

been expansive, causing increased government inIluence and

investment in every aspect of Costa Rica's life. Successive
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administrations have focused on populist i3scmlogy remarkably
reminiscent of our own New Deal., Thus, deslopment priori-
ties concentrate on infrastructure, educati:-r, health, hous-
ing, and numerous other programs which sevrvize the man-in-
the street., Although successive administratiosns have dif-
fered on technical approcaches to public proolems and willing-
ness to engage in deficit financing, an ice¢nlogical commit-
ment to increase the role of the public sechar consistently
has been followed. More specifically, the differences have
boiled down to finances with Liberacidn heing the more ex-
pansionary and trend-setting in social programs. The doubl-
ing of the central government budget between 1965 and 1972
reflects the popular acceptance of government for responsi-
bility in golving the array of problems creastesd by an urban-
izing and modernizing society. As a conseanence of this
special concern for social justice througl heavy concen-
tration on public works and services, the rurrent GOCR's
list of development priorities is extensive znd includes
projects in the areas of agriculture, educazion, health,
electric power, water supply, improved tr: spsrtation, etc.,

with a special emphasis on improving cond {ions of the poor,



especially in the rural areas. This effcrs hzs
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The Figueres Administration has clearly inii
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acted to increase total demand through raric cr
to enhance income redistribution and increzse ¢
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discipline in preoiject selection. Fourth, public sector
management has not attracted the necessarv human resources
to effectively see through such an ambitiois developmental
undertaking., It rerains to be seen whether. with proper
planning and management, Costa Rican development priorities
can be attained. Offsetting some of the rvroblems are posi-
tive factors of a real interest in social and economic pro-
gress, the absence of defense expenditure:z. the current lack
of gserious pressures from disruptive interest groups outside
the democratic system and generally favorable world prices
for its major agricultural exports.

The Figueres Administration has giver high priority to
the reshaping and implementation of agricultural development
policy, and is,committed on a long~term basis to provide
modern agricultural technigues to increase smzall farmer pro-
ductivity within the agricultural sector.

The approaching elections and chance of government will
not diminish Costa Rica's commitment to the poor, to the
rural areas, and to financing expensive infrastructure pro-

jects, Realization of these objectives, roawever, will be



heavily dependent on more efficient puklic

ment and on financial support

A, Economic Performance

Costa Rica's development

decade has been impressive.
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in Latin America.
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Two factors have strongly influenced ilosta Rica's
economic performance over the past decade: the country's
membership in the CACM and world market corditions for
traditional exports,

(1) CACM membership encouraged manufacturing sector.

Since Costa Rica's first full year as a merher, 1964, its
exports to other CACM countries have incronzed 247% from
$15 million to $51 million in 1972, Impor-s meanwhile, in-
creased B875% from $8 million to $78 million. Thus, as
Costa Rica's trade with the CACM increased dramatically,
small trade surpluses were replaced with rapidly growing
deficits which only recently began to level off., The table
on the next page illustrates £his pattern,

In 1972 the major items exported by Costa Rica to the
other CACM countries were mostly manufactured goods -- tires,
pharmaceuticals, chemical fertilizers and edible oils., Major
imported items consisted largely of various tvpes of textiles
and, particularly from Nicaragua and Honduras, foodstuffs,

Because of the type of investment in t:e mid and late
1960's it is clear that many of Costa Rics's more modern

manufacturing concerns owe thelr existence ~2 the CACM,
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Table 1

Growth of Costa Rica-CACM Trade
1961~ 1973
(Millions of Dollars)

1964 S 8.2 s 15,4 ? = 7.2
1965 14.7 18.3 i 3.8
1966 23.2 25.1 E 1.9
1967 34.2 27.9 ; - 5.
1968 18.8 36.2 i -2,
1669 27.2 37.7 é -lRL5
1970 68.7 16.1 i -22.8
1971 67.3 i ; =295
1972 77.8 51.:1 { -2e
1973= 19,4 11,1 % -5

*

Three months.

SOURCE: Comercio Exterior, Direvccidn Ceneral de bstadizcica
v Censos.
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Perhaps as many as 6,000 workers directlv owe their employ-

ment tc it as well., The gross value added -7 manufacturing
increased during the 1965-69 period bv an s nual rate of
over 10%, and exceeded 12% in 1970, princ.pzlly in response

teo the increase in exports to the CACM area, In more recent
years, however, the growth rate of industri:z1 production has
slackened as investment in manufacturing l!e¢veled off, This
trend was exacerbated bv Honduras' virtual withdrawal from
the CACM, and growing doubts about the market's fubkure as
well as from limitations on further import substitution op-
portunities in the domestic and regional market.

The problem was further complicated ir the 1970's by
Costa Rica's growing balance of payments proklems, which
by mid-1972 had prompted another serious CACM crisis, marked
by a temporary suspension of free trade., while the Agree-
ment of October 18, 1972, removed the immsidiate cause, the
crisis served to illustrate rigidities which inhibit the
adjustment processes within the market., From Costa Rica's
standpoint, higher income levels, higher consumption rates,
and higher production costs in many areas, when compared

with other CACM countries probably mean tnat the country



must learn to live with chronic CACM deficits, XNevertheless,
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The nation seems to have learned that diserczagerents
such a simple matter,

(2) Traditional exports, still motor of growth, As

important as Costa Rica's CACM membershivp has been o i,
earnings from coffee, bananas, sugar and meat -- +*he coun-
try's traditional exports to the United States and ciher
countries -- continue to be the principal rmotor of zrowth,
As illustrated in the table belcw, a "barzra oo in the
late 1960's was a major factor in sustaining export growth,
By the same token, a sharp fall off in ear.incs Irorm coffee
and a leveling off in earnings from bananas in 1371 dance-
rously exacerbated Costa Rica's balance of pavments problems
(and contributed to the CACM crisis). Excellenrnt earnings in

1972, particularly from coffee and beef, undoubtedly have



contributed at least as much to the succes=

18 CACM Agreement as the terms of the Agreenent itself,

Ttem

Coffee
Bananas
Beef
Sugar
Ind.Goods
Tot.Goods
Tourism

Tot,
Imports

Source:

Earnings from Selected Exports and

Table 2

1968

$55.3
42.8
12.0
8.7
40,7
170.8

15.0

213.9

Comercio

Total Imports 1968-74

(Millions of Dollars)

1969

$55,.8

51.5

245.1

Exterior and Central Banrk

of the Qctober

1973 1974
(Estimated)
$100.0 $110.0
92.0 100.0
35,5 40.0
14,0 16.0
65,0 70,0
320.0 350.0
35,0 40,0
410.7 443 .5

While coffee earnings recovered dramatically in 1972,

earnings from meat exports were relativelv more spectacular.

Since practically all beef exports are marketed in the United

States, increases were in response to the

import quotas.

removal of the US
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The linkage of growth and exports is illussrated by a
growth model constructed by CIAP, Assurinz a molerate rise
in imports, this shows GDP growth for fhe next sewveral
years requiring a growth rate in commodi:y evporz earnings

at least as large in percentage terms,

(3) Rapid growth -—- with and without price s*abilitwy,

For much of the 1960's Costa Rica's growth record was most
impressive, At times real GDP growth exceeded 8. znnuallvy,
while the population growth rate declined Zrom =% to z2bout
2.7%, thus permitting substantial per capita GDP zrowtn,

In the past ten years, the relative importanrce of agriculture
as a percent of GDP has tended toc graduzlly lessern, while
manufacturing and the role of tre Central Goverrrment have
gained in importance, But while manufaciurinz centributed
a respectable 19.4% to GDP in 1972, growth data for 19
tend to bear out the assumption that governmentzl spending

owthn rates in

has to some extent subsisted for furthe

H
[19]
ty

output by the manufacturing sector. Tre takle below indi-
cates value added by the manufacturing and agricultural

sectors and the Central Government, as a percert of GIDP,

as well as the percent growth (current oprices) over the



previous year for the years 1962, 1966 and 1972. DNote that
in 1972, in contrast to earlier years shown, the rate of
growth of manufacturing barely equalled GDF growth, while

growth of GOCR expenditures exceeded GDP :irowth substantially.

Value Added and Growth of Selected Sectors

(percentages)
1962 62/61 1966  66/6° 1972  72/71
% % % % % %
GDP Change GDP Change GDP Change
Agriculture,
forestry,
fishing. 25.4 5.6 23,5 2.8 21.56 9.5
Manufactur-
ing and
mining 16.8 14.3 18.3 11,2 19.4 12,0
Central _
Gov't, 9.2 6.6 10.4 16, ¢ 12.1 15.2
Other 48,6 - 47.8 - 46,9 -
TOTAL 100.0 8.7 100.0 T 100.0 11.3

Source: Central Bank of Costa Rica

Beginning about 1970, there was a deci:ded slackening
in the real rate of growth, with the rate “or 1970-72, ac-
cording to official data, only about 5%. 1In per capita

terms this meant growth cf only about 2% For those years.



After a period of relative price stability in most of the
preceding years, the 1970-72 period has beer marked bv
substantial increases in price levels. Thus, while GDP
growth in current terms has consistently been 10% or better
each year since 1968, the aforementioned deterioration in
real terms took place.

As measured by the GDP deflator, prices increased from
an average of less than 1% annually for the 1965-68 perioed
to about 3% in 1969 and to over 5% for each of the following
three years, In fact, revisions of the deflator now being
made are expected to show relatively less inflation in 1970
and 71, with an increase in price levels -- perhaps approach-
ing 10% -- for 1972. So, final data could show real growth
in 1972 to have been about 3% and per capita growth clese
to zerco, While reliable data are not available, wages do
not appear to have caught up: real wages have probably de-

clined slightly.
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Table 3

Percent Change in GDP Deflator, 19¢3-1972

% Chanqge Embassy
Year Source: Central Bank DFIPLAN Estimate
1963 2.4%
1964 4,1%
1965 0.3%
1966 0.6%
1967 0.5%
1968 0,9%
1969 2.0%
1970 5.6% 4,0%
1971 5.4% 7. 0%
1972 3.5% 10.0%

Sources: As indicated.

Recent increases in price levels mav be viewed as a
fairly typical example of "deferred inflation" via currency
over—-valuation, Gross domestic expenditures increased at a
more rapid rate in 1970-71 than in earlier vears, while out-
put lagged., With the ccleon over-valued at ©.65 colones to
the dollar, the increase in demand was met by a sharpincrease
in import demand., This in turn relieved pressure on prices,
but it put unacceptable pressures on the halance of payments.

By late 1972, however, measures designed to confront

the country's deteriorating balance of pavments situation
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were clearly reflected in rising consurer prices, starting
with substantial increases in the colon cost of many imports
as a result of a series of defacto devaluazzicns, Such in-

creases soon worked their wav throughout the economy,

(4) Balance of Payments —-- easinc of the crisis. Re-

cent years have been marked bv substantial growth in the
deficit on current account. This mecre than Zauiled in three
years, from $51.6 million in 1969 to alrmost $11& =illion in

1971. The spiraling deficit was a result in par:t of tre ex-

v
-
Q
w3
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pansionary policies adopted by the Figueres Administra

2
1
O
b
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Credit was increased by 17% in 1970, rising to 2°
Efforts to restrict credit expansion were partially success-
ful in 1972 and for 1973 the Central Bark nopes to xeep
total expansion -- for both public and private sectors —-

to 10 percent.

1

By mid-1971, an effort was made to s-er further balance

4

of payments deterioration, primarily by monetary oolicy tools.
Little progress, however, was achieved until 1272, when a
combination of increased taxes, tighter crediz, sore re-

straints on government spending, and additioral exchange

o]

measures (approximately 75% of imports were srnifted into the



XI-16

free market, thereby requiring an ¢8.60 import rate) began
to slow import growth. Moreover, unexpecte:d price ilncreases
in world markets alluded to above incressesd export earnings.
As a result, preliminary data for 1972 show Costa Rica's
trade account deficit improving from $114 million in 1971
to $97 million in 1972. Exchange prefererc=s for Costa
Rica's CACM trading partners for a time during 1972 threat-
ened any chance of improvement., However, the August CACM
crisis, followed by the October 18 CACM Acreement, helped
Costa Rica avoid an unacceptably large trade deficit with
these partners as well

Costa Rica's current account deficit in 1971 was fi-
nanced importantly by short-~term -- and to some extent
forced -- capital inflows. The mechanism for this was the
large buildup in applications for foreign exchange at the
official rate. Reportedly, this backleog -- or presa -- at
one time reached $140 million. In many cases, foreign
suppliers have been forced to suffer lonc delays in payment
while importers awaited approval of their applications.
This was so even though importers could always purchase

exchange at the more expensive free market rzte and bear
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Table 4

Balance of Payments
(Millions of Dollars)

CURRENT ACCOUNT 1968 1969 197¢ | 10742 | iofo= | 1e73d
1. Goods ! ;
Exports {FOB) 170.1 189.6 . 2il.u | 224,98 278 | 320
Imports (FOB) -193.7 | -221.5 (-236.% | -515.3 -344 { 370
1 !
Merchandise Balance - 23.6 - 31.9 - 3538 - w17 - 86 ¢ - 30
‘ |
1 i
2, Services (Net) i ;
Freight - 13.1 - 15.9 - v - 21.5 - 25 - 30
Insurance - 1.3 - 1.3 - 1.9 - 2.2 - 3 - 5
Travel 3.4 3.3 9 7.2 T 10
Investment Income - 18.6 - 16.4 - 13.6 - it.5 - i3 - 20
Other 1.7 0.2 1.3 LG - -
Total Services (Net) - 27.9 - 28,1 - 211 - e T - 39 - 45
Balance of Goods and % i
Services (1+2} - 51.3 - 60.0 |- 79.9 J -1i21 -1 ¢ - 93
3. Transfer Payments (Net) 8.6 8.1 i 5.9 7.3 3 3
BALANCE ON CURRENT | |
ACCOUNT (1+2+3) P- 4209 - 31.6 = 74,0 0 -113 . - 97 - 87
CAPITAL ACCOUNT (Netv)
Long-term private captital 10.9 27.7 3%.0 PN, H 50
Short-term private capiral 9.8 19.7 22,5 PS5 1 - o
Ilong-term official capital 13.7 8.7 Bt K 23 30
Short-term official capital 0.7 0.5 0.5 Ll - -
Special Drawing Rights - - 1.2 T - -
Other Capital 3 17.4 12,6 - AR 2O 29 i7
BALANCE ON CAPITAL ACCOUNT 32.5 69 2 62,1 225,04 iQ3 37
NET CHANGE IN INT'L MONETARY
RESERVES (A+B = ©) 9.6 17.6 - 11.% 1.5 5 0

17 Revised

27 Preliminary

3. Estimated

4’ Includes "errors and omissions”
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the burden of waiting for official exchange themselves.
Recent efforts by the Central Bank have reduced the presa
to about $60 million, and it is anticipates that it will

be completely eliminated by the end of 197%, This is being
done both by utilizing export earnings and by transfers
from the free market, which seems to have heen fortified by
recent inflows of speculative funds.

{(5) Central Government Budget refliects traditional

priorities. GOCR budgets have traditionallv reflected this
country's sense of values and the 1973 budget is no exception.
Nearly half of direct current expenditures are earmarked for
education, with alleocations for public works and transpor-
tation second in importance. .Other priorities, when transfers
are taken into account, include preeminently, health and
social welfare. While priorities within rhe government's
current budget have remained basically unclhzaznged over the
yvears, the philosophy ¢f the role of government has defi-
nitely changed under the Figueres Administrztion, This is
reflected in substantial across~the-~board increases in
Central Government expenditure, For example, between 1971 --

the first full vear of the Figueres Admini s:tration -- and
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growth in Central Government expenditure.
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deficit (€87 million), with an unfinanced Jefici+s =2n

account as well. The prospect for this vear, then, has been

0
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to resort to inflationary financing at a <ime when the e

nomy could i1l afford it., Nevertheless, while budzet Jdeficits

ot

are here to stay, early reports for 1972 sugcgest that revenue
performance will be much better than anticinated. Moreover,

bond sales to the public so far this vear nave meld up guite

well and the Central Bank continues to hope 1t can Xeen



Central Government Budget

(Millions Colones)

Actual Actual Avruad Actual (GOQR
1969 1970 197 1972 Proj.}
1973
(a) Current revenue 719.8 833.2 DUk, 3 1041.3 1083
(b) Current Expenses 716.2 769.1 907,56 1067.5 1170
(c) Current surplus 3.6 114.1 .9 - 26.2 - B7
(d) Capital expenditures 173.2 205.5 3397 346.8 420
(e) (Debt amortization) (75.4) (87.4) (93.7) 1 (105.8) (135)
(f) Public investment g97.8 118.1 246.9 241.0 285
Total expenditures b+d B89 .4 a974.6 1249, 2 1414 .3 1590
Note: Debt service so far has not been particularl!y burdensome.
Central Government Budget
Expenditures as % of GDP
{Millions of Colones)
Proj-
Year 1969 1970 1697 1972 ected
1973

GDP 5545.5 6181.3 6350, 3 7602.7 8362.9
Total expenditures 889.4 974.6 1279, 2 1414 .3 1590
% 16.0% 15.8% BL3% 18.6% 18.4%
Capital expenditures 173.2 205.5 30,7 346,.8 420
7, 3.1% 3.3% 5. 0% 4.6% 5.0%
Note: Does not include expenditures of the autoacnous institutions which

actually expend a iarger amount of funds “or
and which have equal

Government,

to or greater total

capital investment
hudgets than the Central
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credit to the public sector within overall crediz expansion
guidelines. With the approach of elections, =cwever =this
may prove difficult.

As suggested above, the economic effects of increasing
public sector expenditures have been marked, with such ex-
penditures tending to take up the slack from a less vigorous
than usual performance by the private sector, Irn +his wav,
government eXpenditures have helped to maintair zgoregate
demand, and urban unemployment has been kept felow B vpercent,
At the same time, however, the economic cost <f bizg zovern-
ment has been felt via effects on price levels and cressure

against the balance of payments. Conseguently, government

-

spending has contributed to the reductior in real crow

t

rates. Nevertheless, it must be emphasized tha*t the GOCR,
after demonstrating vacillation and weaXness in rmonetary and
fiscal policy matters, began to put together the elements

of an effective stabilization program in late 1372, Basically,

pean

this stabilization effort was composed of more respconsible
credit expansion policy, the imposition of rigorous and pro-

ressive consume axes, further de facto devaluation bv
L r t s, furth de f 4 luat %

3
&)
s
1
N
0
9
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shifting imports to free market colen rates,

O
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reform. This concerted program seems to n¢ working and has
broad, popular suppert. For the future, howewver, the issue
is not as simple. Costa Rica has made a corageous effort

to development with maintenance of emplovment and income re-
distribution criteria as priorities. By its vervy nature,
such an effort is continuously endangerecd bv (a) increases
in revenue trailing public expenditure incrazses, (b) agri-
cultural export commodity price fluctuaticnz, and {c)} the
Costa Rican propensity to import with historical inelasti-
cities of demand for key products. GOCR commitment to rapid
development is to be praised and supported. and budget de-
ficits to be understood as a factor of its commitment. The
test of its viability and effectiveness wiil be in the "how"

of financial management rather than the "wtather" in dealing
with accelerated develovment expenditures; znd this is the
key issue which the new GOCR will need tc confront.
B. Outlook

The outlook for the Costa Rican econemy is for a low
rate of real growth this year, but with ar upturn quite

likely in 1974, Just how strong this resuvmotion of growth

will be, depends upon a number of variables. some internal
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such as the quality and effectiveness of policles adcored

'n.l

3
<

i
=
B
1

by the new Government which will take <=ffice
and some eXogenous, such as world market condicizonz and
investment decisions made by multinationral coroorations,

(1) Short-Term -- Stabilization., Ccz3ta Rica's current

stabilization program (in combination with corntinued zood

- S B o
2sonaliy suc-—

prospects for traditional exports) should he r

M

cessful, There should be no repetition ir 1973 of 1372's

balance of payments crisis, Inflationary pressures should
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)
]
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abate somewhat toward the end of the year. =&
above, tax and other revenues will most likely exceed early
projections, thereby helping to reduce the budge+«zrv current

+

account deficit below the €87 million projected at zhe

beginning of the year (if unexpected experdi:zures are not
subsequently added on).
Real GDP growth in 1973 will not exceed that of 1972

(i.e., about 3%): although, fueled by good export earnings
and the high rate of government expenditure, growth in cur-
rent terms (maintained more by high consurptior <han by new
investment) will continue at least as high as 1272, Real

growth should strengthen in 1974, to about 4-6 percent, as
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inflation is brought under check S5till, the rate of in-

¢
flation probably will not fall below 6 percent; or about
four points below Embassy estimates for the present vyear.

Costa Rica's split exchange rate is =wpected to be re-
unified shortly after elections. Economi« factors dictate
reunification at a rate egual or close to the present free
rate. Reunification at any rate substantially below ¢8,60
to the dollar would prompt serious speculation against the
colon, and probably lead to early re-adoption of the split
rate system, Since some speculative funds seem to be held
in government sight and short-term bonds trere would be an
immediate impact on government finances as well as upon the
stability of the colon., So, exchange rate pclicy should
provide the first important indicator of the monetary and
fiscal outlook for 1974, and whether excharnge stability or
instability is in store.

Costa Rica has now entered its quadr=rnial presidential
campaign period. This means that there will be political
pressures for increased public expenditure and relaxation

of credit ceilings. Continuing commercial bank financing

for public sector infrastructure projects seems to be in



store, since such money normallv can be ocobtained and dis-
bursed rapidly. To the extent that comrercial financinrg is
obtained and spent the impact on growth will ke positive:
but since normally the cost of such money is high ard the
term short, servicing could become burdensore in the future,
Thus, a second important indicator of the short-term outlonk

will be the new administration's decision regarding the trade-

19

cffs between political expediency and fiscal responsibility,

{(2) Longer~-Term Prospects -- two models. For the

longer run, the possibility of heavy investment in aluminum
refining and related infrastructure develooprent {including
construction of a hydroelectric facility on the T
River) poses a prospect for very substantial sti
new growth by the early 1980's, The constructicn vhase of
these projects could mean, according to press statements,
investment of more than $500 million over a relatively short
time span. {(The magnitude of this can be appreciated when

it is borne in mind that Costa Rica's present GNP is only

about $1 billion). Obviously, infusion of such a vast

ct

Ity

amount of investment capital would bring its own set o

adjustment problems and would require carefullyv designed
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monetary and fiscal policies to ameliorate rew inflaticnary
pressures,

Everything, however, should not be hiura on the possi-
bility of the ALCOA project coming to fruitiorn, This simply
might not happen. With no ALCOA investment!, the outlook is
less bullish but still not bad. Coffee, 3z.gar, and meat

prospects will probably continue reasonanlw good for the

next few vyears, Nevertheless, relative te GNP, the importance

of earnings from these commodities should decline.

In contrast to the CIAP staff study findings, we do not
believe the outlook for substantially increased export earn-
ings from bananas is bright. The banana industry is in
serious difficulties with employment of about 10,000 workers
at stake. The large companies are in a reasonably strong
position, but the independents are largelv inefficient,
caught in a price/cost squeeze and heavily indebted. The
answer does not lie in trying to increase production but in
shifting marginal producers out while improving productivity
of the remaining independents. By much the same token the
GOCR's interest in shifting marginal coffes producers out

of coffee is sound. This focuses attentizsr on the need for



other sources of export earnings, Costa Rica has zozd peo-

O

!

fu

[

4]

A
I

tential for developing a whole range of ron-tradizi

th
I

ports -- cement and other minerals, timber, mishreooms, a2
paragus, tomato products, seafood, arnd cisrus, arona others.

Earnings from tourism, estimated at $28 millior in 1972,

a4

could easily double over a few years tirme, Developrment o
Costa Rica's domestic market and more importantly of the
CACM (the difference between a market of 2 and 20 million)

will become increasingly important to the stable development

of the Costa Rican economy. The table »elow, prepared by

rh

CIAP, illustrates their conclusion of the impertance o

exports to further growth,

't

(3) Role of government increasingly critical to growth

and welfare, In the historical presentation under Section A,

the growing influence of government in Costz Rica's econeny
was noted., In macro-economic terms, covernment has been an
important factor in sustaining aggregate demand., This, o
course, does not tell the whole story, Tre other side of

the coin involves public expectations and +the guantity and
quality of services that government provides, It seems clear

that there will be no withdrawal of wovernrent ZIrem the
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Costa Rican economic scene, regardless of who wins the 1974
elections. Nor 1is this significant invelverent in the eco-
nomy bad. It is good and has had a health= effect on the
country's development, Although the rate of crowth of
government expenditure is expected to diminish at least
through 1974, there will still ke demand for more infra-
structure development, in pursuance of the irpcrtance as-
signed to this by the Figueres Administratiorn. Moreover,
there will be increasing demands for more government invest-
ment in human resource development and in improving the
guality of life. There is a danger, however, tha:t govern-
ment will not play its proper role in the efficient utili-
zation of national resocurces, and that instead o being in
the forefront of further, rational economic and social de-
velopment, it will become a drag on the economy, seriously
inhibiting the functioning of Costa Rica's still essentially
free enterprise econony,

In addition to the importance of financial policy,
discussed elsewhere, there will be a particular need for a

much improved public sector planning effort, for more
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administrative efficiency and coordination. and for assur-
ance of a continuing high level of resourc: transfers from
abroad. All three of these elements, cof coirse, are clozely
interrelated. Planning must involve careful setting of
national priorities and the utilization of resources in ob-
taining goals, A priority of particular isxoortance will be
rural development. 3o far, there has beer relatively little
rural-urban migration pregsure. Thisg,howevsy, could change
fairly rapidly.

A gecond planning objective involving wzovernment leader-
ship {but private sector action) concerns csxport promotion
and much more efficient promcotlion of non-traditional exports
than is now apparent.

Concerning administrative efficiency and coordination,
the present anarchy tetween various agencics simply cannot
he continued. Generating new domestic financing for govern-
ment operations makes sense only if resources are utilized
effectively. A nex tax reform will probably be needed by
1374, but more important is better tax admi~istration, and

the will to enforce tax measures already 2 the books.
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Finally, Costa Rica's growth must be fueled bv exports,
but for some time to come foreign capital transfers will be
crucial as well. In this regard the GOCR must look to the
international financial institutions for an increasing level
of funds. The table below provides the Mission's estimate
of external resources likely to be received frem IFIs, other
than those provided by AID, for the fiscal vear '7« through
'76 period., It should be borne in mind that this is an
estimate only and that considerable changes could occur
before the end of the period in question,

External Rescurces
($ miltlion)

Source Purpocse PY 74-76
CABEI Roads, tourism, exports, housing, etc. S 30.6
IDB Roads, vocational education, fish
development, urban development, etc, 29,6
IBRD Roads, power, education, etc. 51.0
Japan Pacific coast port 15,0
UK Water system 2.2
TCTAL $128,.4*

*These figures are exclusive of less attractive, short-term
borrowings for public investments in infrastructure from pri-

vate banking sources which have increasingly been utilized,
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To maintain a viable debt service profile and continue
to increase its development project portiolic, Costa Rica
will need to receive much larger incremen=s of concessionary
IFT capital assistance, perhaps on the order of 2 $60-70
million annual level. If this does not occur the speed of
implementation of Costa Rica's development aspirations may
falter,

c. Institutional Strengths and Weaknesses

Costa Rica has developed a complicat=? but effective
system of checks and balances within goverrnment, which in-
cludes its autonomous institutions. Thus, in addition to
the normal democratic interaction of the legislative, exe-
cutive and judicial branches of government, there exists
one of the greatest structures of autonomous and semi-
autonomous institutions in Latin America. These agencies
have been established to assume specific developmental or
technical tasks, The total institutional picture emerges
as one dominated by these autonomous institutions, in large
part, due to their solid financing.

The autonomous institutions include state banks, the

insurance monopoly, the Social Security Ins—itute, the



Social Assistance Institute, the Universitv of Costa Rica,
the Electricityv Institute, the National Water and Sewage
Service, the Institute for Municipel Development, the Na-
tional Production Council, the National Housinc and Urban
Planning Institute, Port Authorities, etc. Threv are coverned
by specific legislation and by boards of directors appointed
by the government. However, they oberate independently of
the central government, with the only reguired supervision
being the surveillance of the Controller General's Qffice.

o/

They account for approximately 50% of tozal government ex-
penditures annually and make up the majoritv of the change-
oriented institutions in Costa Rica. The strength of this
system of autonomous institutions lies in their financial

and administrative autonomy., Public sector weaXress comes

from the diffusion of the policv-making vrocess, the difficulty
of cocrdinating the totality of develcopment efforts going on

in a sector, and, in most cases, management inefficiency and
poor financial administration.

Compared with the autonomous agencies, the Executive

Power ministries tend to suffer more from budgetarv in-
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adequacies and management inefficiency, but less from poor
interagency communication and coordinaticr.,

Of particular interest to the USAID have bheen those
institutions in the agricultural, municipzl, and health
sectors. The focus of cur development assistance efforts
has concentrated on institutional aspects ¢f those public
agencies with the above sectors responsible for development
and management policy-making., Their institutional weaknesses
center on fighting archaic management systems, i.e. red tape,
over-centralization of management contreol, inefficient organi-
zational structures, weak internal planning and budgeting, in-
efficient follow-up on initiatives, and comparatively low
salaries vis-a-vis industry. Theilir strengths lie in their
concern for public services, their flexibility or willingness
to experiment, their relative freedom of action based on
their consensus for institutional change and the availability
of needed human resocurces which with proper guidance can bhe

counted on to overcome current problems.
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2. SECTORAL DISCUSSIONS

A, Agriculture

(1) Historical trends: The acgricultural sector nas

maintained a consistently health rate of crow:h® during the

past decade.

Table 6 - Gross Value of Production
(Millions of current coliores)

1963 1271 1372
Agriculture 1,180,3 2,179,1 2,380,7
coffee 285.5 418.7 =822
bananas 177.5 436_6 31,2
beef cattle 110.8 327.7 3537.1
sugar cane 56.4 113.2 113.3
All others 550,1 882.¢ 912,95
Industry 1,591,2 3,437,3 3,8420,1
Source: Adapted from Banco Central de Costa Rica - weexly
Economic Information - March 8, 1272 and April 13,

1873,

Even though there has been substantial crowth ir the
industrial, commercial and service sectors cf the econony,

agriculture is still the "keystone” which provides ijobks for
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half the labeor force and earns about 75% o7 the foreign ex-
change., Much of the activity in other seciors relates to
agricultural production or the processing and marketing of
agricultural commodities, During the pericd 1963-71, the
average annual increase in the gross value of agricultural
production was 7.9% (expressed in millions of current colo-
nes -- BCCR Informacién Econbmica Semanal —- March 8, 1973).
According to preliminary estimates fcr 1972, the in-
crease over 1971 was 9.3% as compared to tl'2 1970-71 increase
of 7.5%. Even when these figures are exarined in terms of
constant deollar values, the 1971-1972 grcw:th rate is a respect-
able 4.6%. However, much of that rapid agrowth has been derived
from the major export commodities: coffee, bananas, beef,
and sugar. Coffee was the leading commccity, closely fol-
lowed by bananas, until 1971 when the bars<z "boom" pushed
that crop into first place, Then, upward movement in world
markets for beef and sugar created conditiong under which
Costa Rica was able to diversify away from its former re-
liance upon the two traditional export commodities., The

value of exports for 1572 was reported by the GOCR tc be
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$277.6 million., 72% of the total consisted of four raior
export crops as follows: coffee $77.8 million, bananas
$85.2 million, beef $28.3 million and sugar $8.2 million,

This concentration of growth in the export sector has
been a mixed blessing. Although the production and market-
ing of export commodities creates many job opportunities,
and even though a large proportion of the sucar and coffee
are produced by small farmers, it is primarily the larger
farmers who are the principal entrepreneurs and the major
direct beneficiaries of growth in the sector.

Small farmers producing for domestic consumption mostly
use traditional production methods and have limited access
to credit, technical assistance and efficient markets,
Although small farm operators have traditionally produced
basic grains, the production of basic grairs, which was
virtually sufficient to meet domestic requirements until
1967, has decreased in recent vyears, caused in part bv ad-
verse weather conditions, but also by shifts to other crops
which offer better income prospects in view of relatively
high Costa Rican labor costs, Deficits in basic grains are

made up by imports, principally from CACM neighbors, who
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have comparative advantage particularly in —he production of
corn and beans, The gradual shift of sma.l farm production
to diversified crops has been inhibited b marketing probklems,
Thus, perishable commodities for the domestic market are some
times in oversupply and some times scarce irdicating the need
for market organization to respond effectively to generally
increasing domestic demand resulting from population growth
and increasing per capita income.

The inefficiencies in production of food for the do-
mestic market results in a continuation of the uneven dis-
tribution to the rural areas of the benefits of overall
economic growth,

(2) GOCR Pglicies and Program: The natural trend for

the future will be to continue the dichotomy between the
export-oriented and the domestic-oriented vproducers., Never-
theless, GOCR programs and policies are aimed at providing
conditions which will induce private enterprise to further
diversify the production and sale of export commodities, at
the same time that more favorable conditions are created for
small farm operators who produce mainly f-»r the domestic

market,



The need to maintain foreign exchange earnings which
are so heavily dependent on the export =7 traditisnal com-
modities to world markets will cause the GOCTR tc¢ corntinue
to give major attention to this agricultural sub-sector.
The next most serious problem facing the GOCR is the need

to increase the efficiency of production and distribution

3

of food for the domestic market. Supplies of fruits, vege-
tables, and staple foods are fregquently net in consorance
with demand. In contrast, the competition of interrational
markets for beef has created shortages of beef arnd —ilk 1in
the domestic market which the government has not vet Teen
able to resolve, The effects of this problem have caused
public institutions increasingly to be called upon to medi-
ate between producers and consumers, to walk that “"tightrope"”
of action and policy in the marketing svstem which tries to
establish equitable prices for essential commodities.

In addition, GOCR policies and programs will have to
be designed to solve the problems posed by the challenges
of exotic diseases and parasites, Private enterprise must
depend upon the public agencies to detect, contain and

eliminate these treats to production and commerce, The
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Government must alsc have a response capali ity to allevi-
ate problems caused by natural disasters: “lood, drought,
earthguake, etc.

{(3) Economic Factors: Traditional production of com-

modities for the domestic market by small farm operators
means low productivity, low income and low standards of
living in rural areas. The capacity of this group of
farmers to contribute to agricultural prodoction and share
in the growth cf the economy is highly deprendent upon the
public institutional capacity to encouragr 3ind support them,
and to provide them with conditions comparaile to those
available to the larger farmers who produce and market
coffee, bananas, sugar, beef, and rice. Principal among
these conditions are: access to credit, %o technical as-

sistance, to production inputs and to efficient competitive

markets.
a) Credit
Approximately 50% of credit ~utstanding is
related to agriculture. On December 31, 12735, agricultural

credit outstanding totalled 9%54.1 million ~olones, an in-

crease of 17.5% over the previous vear, [ i3 expansgion
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continued during 1971 to reach a total of 1,153 million

rh

colones, a 21.5% increase, This high rate of expansiocn o
credit occurred in other sectors of the econory as well
which forced the GOCR to control the expansion c¢f agricul-
tural credit in 1972 to an increase of 9,17, A tctal of
1,265.6 million colones of agricultural credit was outstand-
ing on December 31, 1972,

Table 7 illustrates the rapid overall growth ©

&1

agricultural credit and highlights the increasing proportion
of total credit being devoted to livestock., wrnile total
crop credit has grown slightly over 31% in the last three
years, livestock credit has increased by nearlv 907,

Of new lending for crop production in 1971, four crowvs,
i.e, coffee, bananas, sugar and rice account for about 26%

of all crop credit., Coffee alone absorbed about B83%,

2

Similarly, credit for beef cattle accounted for 88%
new lending for livestock,

b) Technical Assistance

The provision of technical assistance to
small farm operators regquires: (1) the existerce of a

"package" of technology suitable for use by small farmers
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Table 7
Costa Rica - National Banking System
(Loans outstanding on Dec., 21, in millions »f{ current colones)
1969 1970 1971 1972

Total Credit 1,430.1 1,670,8 2.,146,3 2,429.8

Agricultural Credit 811,6 954, 1,159,0 1,265,1
Crops 479.4 566.z 629,1 623.1
Livestock 332,2 387.,9 529.9 633.5

Source: Banco Central de Costa Rica -- Irtormacidn Econdmica

Semanal -- May 3 and March 15, 19773,
Costa Rica - National Banking Svstem
(New Loans -- by crop categories —-

in millions of current colornes)

Total New Loans Granted 723,3 965.6 691,5%
Coffee 470.5 461.5 341.5
Banana 14.8 26,1 4.3
Sugar Cane 27.8 28.0 20.4
Rice 23.9 39.0 37.8
Corn 2.4 6.3 7.1
Beans 1.8 1.8 .9
Vegetables including Potato 4,4 5.9 4.2
Beef cattle 163.4 267.9 176.8
Dairy Cattle 11,7 36.6 26,3
All other 11,6 91.6 72.2

Sources: Ministry of 2Agriculture, Annual

cal Bulletins.

*Data for the

first nine months

in? Quarterly Statisti-

1972.
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which will result in a high return to capital irnves*rent.
The package should take into account the arount 2n3 “-7pe

of power available to the farmer in relation to the armount
and characteristics of his land resources, the mcst probable

market conditions at the time the crop is ready fo

"
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the effects on soil conservation, and the degre
involved in production, harvesting and rarxeting, and {2)
an efficient delivery system.

The Ministry of Agriculture Research Division has to
provide and maintain a relevant package of production tech-
nology for a wide range of crop and livestock enterprises
to provide a reliable flow of information to extension
agents, banks and other sector agencies. Marxe® specialists
must attain the capability of accurate predicticn of market
conditions and keep sector agencies informed. Extensionists
have to organize farmers into groups so they can be effective
producers.

The larger, export-oriented, commercial farmers seeX
out and develop this information on their own initiative., The
public sector has to take the initiative to provide these ad-
self-

vantages to the small farmers because thev zare not

starters’.
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) Production Inputs
Small farmers, organized in:c acoperative
groups, can better assure themselves of an :deguate supply

of the proper production inputs at appropr: te times bv com-
bining their individuzal purchasing power. "l+hough there

are some areas which are not adequately suowlied, in general
essential production inoputs are available i+ Tosta Rica, with
the exception of improved seeds and animal fe=sd concentrates.
Effective extension work plus credit avail-"ility could in-
crease the effective demand for modern prod otion inputs to
the point where temporary shortages of agrirultural chemicals
would exist until agro—industry could resoond by increasing

production, by imports. or by re-direction of existing sup-

plies.
d) Markets
The primary characteristic of the Costa Rican
domestic market for agricultural products i its small size

complicated by its regional focus. The gevearnment is begin-
ning to overcome these »roblems in basic or=ins through the
stabilization program. However, bank and Minictry of Agri-

culture personnel need to have reliable es::mates of market
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demand and production intentions, so small farmer croups can
be motivated to produce the commodities which have the least
market risk, Development of a national wholesale rarketing
system for fruits and vegetables should stabilize domestic
market conditions and permit expansion of production of rela-
tively perishable commodities for export diversification.

The recent PIMA (Integrated Agricultural Marketing Project)

study of agricultural marketing elaborates on the significance

Fhy

4

1

(ad

of these factors in the sector, and is the basis for ure
development of Costa Rican marketing policv.

e) Effects on Emplovment

Small farmers who use traditional methods are
underemployed in manv cases because climate, soils and rain-
fall limit them to one crop per vear in 2 cvcle which takes
six months or less to complete. This is particularly true
of basic grains and coffee farmers. More intensive tradi-
tional crops such as bananas and sugar, however, are full-
time employers. In any event, seasonal variations and the
significant underutilization of many farms represent an
underemployment pattern which can largely be alleviated bv

the introduction of animal production or the addition of
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more intensive crops such as fruits and vegetables, The
salient characteristic of these alternatives is that thev
utilize crop residues cor peripheral land « . icn otherwise is
wasted. These additional investments alsc are attractive
in helping to spread the production and marketing risgks en-
tailed by single crop enterprise. In some cases, these al-
ternative investments will replace the traditicnal crops
once farmers have efficiently introduced them. For Costa
Rica, this may occur most significantly as :lternatives to
basic grains and low quality coffee farms,

Employment should be stimulated by multi-purpose farms
where planting and harvest seasons do not coincide, At the
same time, improved farm technology which provides higher
roturns to labor already empleoyved should zttract additional
farm employment.

f) Income Distribution

The hypothesis behind much of the AID-supported
GOCR efforts in the small farm sub~sector ras been that wpublic
institutional assistance, to make small farir operators more
productive and to provide them with a fair hargaining position

in the market place, should result in a mre equitable dis-

tribution of income in the rural areas.



The agricultural census, which is scheduled £or com-
pletion by the end of 1973, is expected to provide the data
which will assist the GOCR to evaluate this basic fernent of
their ongoing program.

(4) OQutlook. The potential for Costa Rican agriculture
is bright. Livestock and exportable fruits znd wvegetables
hold great promise given their income potential, the edu-
cation level and receptive-to-change attitude of small farmers,
and favorable climatic conditions., Over the lonc haul Costa
Rica will need to stress diversified farm investments since
it fits the country's most likely future trading pattern and
reflects the high cost of production and conseguent nigh grain
prices vis-a-vis its CACM partners. Nevertheless, the
transformation of traditional agriculture will reguire pa-
tience and perseverance and will necessitate continued pro-
duction of basic grains until the viability of more intensive
crops and animal operations is demonstrated. To support this
strategy, the GOCR will need to concentrate its energy on
improving marketing channels, on farm technical services,

farm organization, and credit availabilitvy,
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(5) GOCR Institutional strengths and urograms. The

Agricultural Development Program, which sterred in 1971,
has taken the initial steps required to m~oiifv traditional
structures so that public services can be rrovided more ef-
fectively and equitably in rural communitie:. Progress has
included: the establishment of the Natioral Agricultural
Council {(CAN) and six cooperating regional =suncils where
sector agencieg can identify agricultural iavestments and
coordinate agricultural and rural develcopment programs: the
regionalization of Ministry of Agriculture =wtension and re-
search services; the expansion of credit to small farm oper-
ators and cooperatives to include many new borrowers: greater
1ce 0of crop insurance and commodity price stabilization pro-
crams to reduce production risks; land titling to enhance the
security of land tenure for small farm operstors; the enact-~
ment of a series of laws related to land tenure and titling,
grain and seed qualitv and cooperative organization; and the
expansion of training of middle management agricultural tech-
nicians.

The Agricultural Development Program has created a

natiocnal concensus on rural needs, and the zector's importance



to nationral development which includes incentives and re-
sources which are required to mobilize effor+t. The GOCR,
however, recognizes the deep-seated problems in carrving
out rural modernization; that what has occurred sc far is
only a beginning, There are nagging coordination prcoblems
within and bhetween sectoral institutions, and efficient
programs -- from applied research to producticn and farm
income increases —-- are not yet functioning properlyv. The
regional orientation to agricultural investrent decision-
making also is in its formative stage with major implerent-
ational changes still to come.

The most difficult task which faces agricultural sector
agencies is to learn how to work together towards establish-
ing and achieving common goals. Human and financial resources
are increasingly available to this end, although much more
will need to be done to mobilize sufficient efforts. The
CAN, its Secretariat and regional councils have been operation-
al for about two years. Through its influence on the planning
and evaluation process in the implementation of the Agri-
cultural Development Program, financed by the AID loan, it

has been able to achieve a degree of success. It does not
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yet have all the legzsl basis, technical skill, nor influ-
ence to achieve its full purpose; but it is gaining prestige
and managerial abilitv,

Institutions within the sector run the gamut from ef=-
ficient and well-financed to poorly orgarirz:=d and archaic
structures in urgent need of overhaul or elimination. Most
appear to be conscienticus and willing to wodernize oper-
ations: at the same time, many lack managerial talent and
are unable to respond to simple reguests For cooperation.
The overhaul and modern methodology process., nevertheless,
has begun.

AID and GOCR objectives and priorities have coincided

2t the point where public institutions nee: to provide en-

couragement and support to small farm oper:tors to increase
theii: productivity and their relative sha¢ in social and
economic progress; and to accomplish the officient pro-
duction and distribution of food for the damestic market.
Larger commercial enterprises and private ==ctor agro-

industrial initiative have been vigorous c-~tributors to

the sector's health and are largely assis-cd by the IFI's,
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The AID program seeks institutioral reform and re-

w

organization combined with improved manazerent of resource

The reasoning is that better managed and coordinated insti-

f

tutions will be capabkle of sector analvsis, establishing
production goals, planning preoduction programs and providing
essential services. We are concerned with the GOCR abilitv
to adapt to changing conditions as they occur., Therefore,
specific commodity production goals are set by the GOCR and
have not been expressed as specific AID orogram objectives.
From a longer-range standpoint, the program recognizes
the impocrtance of sustaining rural employrent and creating
alternatives to migration to metropolitan areas unrtil such
time as major cities can handle the inexorable trend toward
urban living, which for Costa Rica 1s, perhaps, 6-8 vears
off as a significant ocurrence. The GOCR capability to pro-
vide necessary services and stimulus to farr preoduction and
income will largely determine the success of the program.
Critical to its chances for success will be the development
of alternatives to basic grains production, which, for the
most part, is no longer a reasonable focus for most small

farmers. Increased livestock utilization and more intensive,
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if not exotic, crops appear to have potert:i=:l.

The Agricultural Development Program ~ontains seven
coordinated, complementary and distinct projects: Agri-
cultural Services, Agricultural Education, Credit, Ccoper-
atives, Marketing, Land Tenure and Commun:t< Organization/
Municipal Development. Although these projscts have been
designed with the small farmer in mind, and indeed some of
them (e.g. Credit, Cocperatives, Marketing. Land Tenure)
benefit the target group exclusively, the o-tire agricultural
sector 1s the beneficiary of the program hbecause the remainder
of the projects do not have discriminate ef{fects.

The process of education of and assiztance to the small
farm operator should lead to: (1) a chanac from traditional
to modern production techniques in the pr--uction of basic
grain crops to obtain higher yields, and " =rz=fore a better
return for his labor; (2) appropriate diversification into
other crop and livestock enterprises whicn utilize land and
labor more intensively than basic grain crcops: (3) a reduction
in the risk of production by c¢rop insuran~o to protect his
investment against individually unavoidable hazards, by

price stabilization tc assure him a minimum price for his



produce, and by water control to reduce weather risks

I

rom
drought or flooding and to facilitate irtensive land utili-
zation: (4) modifications in the marketirc svster to create
a fair bargaining position in the sale cf produce: (3) and
organization to take part in community political oprocesses
to assure participation in the benefits cf social and eco-
nomic progress.

The GOCR has adopted this small farmer program as its
principal effort in the sector, consistent with its pecpulist
focus and concern for the "little guv". It is expected that
this priority interest will be sustained by the new adminis-
tration,

{(6) Other Donors. Principal contrikutions from the

IFI's for the sector are: (1) Agro-industry credits from
LAAD, CABEI and IBRD:; (2) Irrigation projects of the River
Itiguis and Tempisque River Valley from UN and IDB; (3)
Fisheries, IDB; {4) Feeder Roads IDB: (5) Cormercial Agri-
culture and Livestock Credit (IBRD and IDB: (6) Rural
Electrification, IBRD.

a. JIrrigation projects in the Tempisgue Valley

($8,000,000) and small scale irrigaticr ($5,000,000) are
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planned with IDB loan assistance,

b, Fisheries - a $10 million loan from IDB was
recently approved for modernization of the fishing industry.

c. Feeder Roads Construction - a 55,200,000 IDB
loan began in 1970 and a fcllow-on project Fhas been reguested.
In addition IDB assistance will be proposed for a $14 million
feeder road rehabilitation project.

d. Agriculture credit - In 1972, the IDB approved
a $6.0 million livestock and the IBRD approved a $9.0 million
loan for commercial Agricultural Credit. The IDB also parti-
cipates directly in the AID ADP through a %2 5 million lecan
authorized in 1969 for constructing regiconzl agriculture
centers.

e. Rural Electrification - a $5.3% million preject
with IDB assistance was begun in 1970 and 1# nearly completed.

POPUIATION - THE KEY LONG-TERM DEVELOPMENT VARTABLE

No development activity is more centrai and critical
to long-term objectives than a population program which
actually reduces excessive growth rates. Thre Costa Rican
POP/FP program has contributed to the declire in birth rate

from 46/1000 to 34/1000 in a ten year peric~ and has already



created 2 situation where more favorable econormic dependen-

cy ratios exist than would have been the czse if the un-
i continued,

restricted high birth rates of the late 30's *
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The actual population of Costa Rica i= 1972 was 143,500
fewer than it would have been 1f contraception, latey mar-
riage and family planning counceling servicas had not caused
a reduction in birth rate during the 1960's. This means
that the actual population of Costa Rica ¢t *he end of 1973
will be close to 2,000,000 which is 7% lowe~ than it would
have been without the use of contraception.

If the historically consistent birth rzte of Costa Rica
of more than 4.5% had continued (see Table % ) the country
would have had 2,604,000 people by 1980, 7Tvis represents 12%
fewer people than would have been the case 1f the demographic
transition had not begun in 1960, In other words, by 1980
approximately 323,000 births will have been zverted through
the use of contraceptior and other family planning methods.

Lower birth rates favorably affect tte health sector by
improving maternal/child health, This is evident in recent
health statistics of the Ministry of Healti’ (MOH)} and Social
Security Institute (CCSS). Infant mortalitv in 1950 was 89,3,
in 1963 it was 69.8 and in 1972 it was 5%.°%, Part of this

decline can be attributed to the reduction in birth rates,



After a delay of five years lower birth rates irnflu-
ence the demand for education because fewer children require
schooling. The educational sector in Costa Rica is already
experiencing this phenomenon, although it should be under-
stood that this decline is based on the percentage decline
of the increased number and not an absolute decline. By
1980 nearly 200,000 more young pecople would be 2f school age
had not the birth rate declined during the 60's and 70's,
This means that the education sector will be spared the
financial drain required by nearly a guarter million students
who would have required classrooms, teachers, equipment, etc.

Eventually, investment reguirements for domestic agri-
cultural consumption, housing and other sectors will be re-
duced because the demand is less for absolute units per
capita. There is no historic evidence, however, that lower
birth rates inhibit overall economic development.

It should also be noted that Costa Rica will continue
to experience, for the next decade, the phenomenon of
"population momentum" caused by the extremely high birth
rates of the late 50's and early 60's when it had one of

the highest growth rates in the world. This 1s an even
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more compelling reason to reduce birth rates in ideal family
size by every possible means so that the deoitining family
size trend offsets the age of maturity bv ritose born during
the baby boom »f 1955-1965,

The GOCR is publicly committed to expa~sion of its FP
program so that every citizen will have ez¢ v access to FP
services. This will erable all citizens t« act on their
choice to have fewer children.

The GOCR has not determined what its 1:1eal growth rate
should be in the light of its development gnals; although
most observers are hopeful of a continuing decline to a 2.0%
rate by 1980, GOCR leaders have stated their fear that
lower birth rates will create a situation where there will
not be enough workers to fill positions in <he future. This
opinion is not substantiated by any reliahle data. In actual
fact, there will be an increasing unemplovrent rate if popu-
lation growth is not reduced.

The GOCR continues to support the PO TP program with
funds and personnel. It has also shown new interest in in-

ciluding the demographic variable in its lorg term planning.



B, Health and Population

The major health problem facing Costa Rica with a

o7

rural population of 64,5% is how to provide raternzl chil
health/family planning {(MCH/FP} services that are integrate
with community health services to the larze rnurber o7 fami-
lies that live bevyond practical access to existing health
facilities,

Costa Rica with 15 FP acceptors per 1,000 inhabitants
ranks second highest of all Latin American countries behind
Trinidad. It also ranks second after Jamaica with one FP
clinic for every 20,000 inhabitants. Its well coordinated
population/sex education program has beer resporsible, to-
gether with private sector initiatives, in significantly
reducing the birth rate from 47,8 in 1960 teo 33.3 in 1972,
But most of these accomplishments in lowering birth rates
and providing much improved health services has come about
in the urbanized areas where citizen access to clinics and
hospitals is relatively easy.

The success to date may be attributed to a number of

key factors:



(1) The GOCR has supported a broad Population/Family
Planning {(POP/FP) program with substantial ¢urds {more than
$350,000 in FY 72-73) which includes an intograted sex edu-
cation program in the school system with divection from the
Ministry of Education as well as the creati-n of a Depart-
ment of Population in the Ministry of Healt» to manage the
FP services in all Ministry hospitals and clinics. Most of
these facilities are in urban areas or largsr towns.

(2) All seven institutions both public snd private ---
Costa Rica Demographic Association (CRDA), Center for Family
Integration (CIF) of the Catholic Church, Center for Family
Orientation (COF) of the Protestant Church, Center for Popu-

lation and Social Studies (CESPO), Ministrv of Education,

Ministry of Public Health, Social Security iIrstitute —- are
members of the Natiocnal Coordinating Committ e for Population
and Sex Education (CONAPC) which meets recu =-ly ench week

to discuss policy, programs and future plans.

{3) Costa Rica has an operative count v FP prraram ap:
has assigned it to responsible organizations, Irformation:
education is carried out by CRDA, COF, CIT rmarterjais p:o-

duction by MOH and CRDA, FP service by MOV ... 207 v earch



evaluation and non-medical training by CESPC, planning and
fund raising from international, non-governmental organi-
zations by CRDA, medical training by the Medical Faculty of
the UCR and SSI.

(4) The relatively high literacy ard educational level
has contributed to the effectiveness of irnforration ‘education
programs.,

{(5) The vigorous involvement of the private sector and
Churches has strengthened the total prograrm ard prevented
dysfunctional opposition,

A recent commitment by the Social Security Institute
(SSI) to rapidly expand its MCH/FP services to all currently
eligible citizens (54% of the total population in 1972) will
reduce pressure on the already overburdened Ministry of Health
MCH/FP program during the next two years. The challenge of
reaching the isolated rural population with the highest birth
rates and greates need for MCH/FP services, however, has only
recently been given top priority by the MOH., Some of these
communities have birth rates at the upper biological limit.

A rural health pilot project in San Ramén is currently

testing the feasibility of using specially trained auxiliary
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nurses to visit isolated families in teams |0 bring them
preventive health care and MCH/FP service, These specially
trained rural health workers offer many ser+vices in the home
which were previously restricted to the cliric, Preliminary
data after one year indicates that this aporcach, modeled
after gimilar projects in Cali, Colombia, and Israel, may be
sufficiently cost-effective to warrant exparsion. A special
nin-month course for 20 additional rural health auxiliaries
is scheduled to begin in July, 19273, This course is being
supported by the USAID,

Health and FP service in Costa Rica should improve in
urban areas with the expansion of the SSI:; Tt the willing-
ness of the MOH to provide innovative prever<tive/community
health services to the population which is ot covered by
Social Security will be the principal deterrinant for rhe
future in reducing pepulation growth in an :ncreasing urban-
rural dichotomy.

A critical problem in the MOH is a wea prog-am/man-
power planning functicn., This is especialls true of the
MOH Department of Population. Recent expansion of the UCR

Medical School and increased nurse trainin: courses, hold



XI-63

out promise for increasing health care over the long haul.
However, significant expansion of FP services in the nrear

future can come in only one of three wawvs: () expansion

[N
[oF

of service by increased number of clients attendel ver

o

health team hour; {(2) the increase of health personrel i
each FP service facility; or (3} the introducticn of new
technique and/or manpower categories to provide services.
The most acceptable solution within the presen* Ccs*a Rica
context 1is the first alternative, This is difficult in the
short run but possible in a longer time-frame, The Medical
School increased entering enrcllment from 40 irn 1870 tec 100
in 1973, The nursing schools trippled entering enrollment
to 150 in 1971. Nonetheless, the propensity of medical
personnel to live in the city will further skew the propor-
tion of such services provided to the urban areas.

Despite rigid job descriptions and service standards
within both the MOH and SS8I there is willingness to innovate
within the MCH/FP programs, This is due in part to the
continuous stimulation provided by information from cutside
the country on new and more effective FP methods. FYor

example, efficient and safe laparoscopic sterilization
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techniques have been rapidly introduced i::o five insti-

tutions and, by the end of 1973, this new echnique will be

available in all major hospitals througha - the countrv,
Another key factor in the continuous ~~owth of MCH/FP
services to more and more families is the - irulation pro-
vided by regular weekly sessions of the .. ‘onal Coordinat-
ing Committee for Pcpulation and Sex Educ:i{ ion (CCNAPQO) which
provides a forum for the discussion of pi1 ::vam goals, achieve~

ments and new directions. There exists a oowpetitive spirit
between the SS5I and MOH to maintain or canuire the lead in
various aspects of their respective MCH,T  =rograms. The

most obvious 1s the number of new FP acor»--rs enrolled each

month,

USAID's flexibie bi-lateral assi=t~ g, sinces 1999,
kheen instrumental ir providing neededd i oo Ehe i Bt
moment when decisior-makers have decided - nert oard needed

assistance to exXpanc programs.

The USAID Migsion works closely witi ZAPO in two
ways:

First, it keeps the Secretariat in* =t about new

technical developments in the field and +° ° new nrogrames
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funded by AID regionally that may have importanrce for Costa

th

Rica. Second, the Mission coordinates its funrdirz of as-

[E 9]

sistance projects with CONAPO to assure program optimization.
This has often led to rapid funding of irnovative programs
with strong local support soon after the decision to imple-
ment them has been taken by the national irstituzion: i.e.
funding of SSI supervisors, laparoscopv brogrars, new FP
client information programs, etc. The abilityv to achieve a
2.0% population growth rate, to a large extent, will there-
fore be dependent on the success of this program o serve
the isolated rural family.

The Mission's partnership with the Costa Rica Demo-
graphic Association in promoting and funding innovations has
been particularly instrumental in maintaining momentum that
continues to contribute to the transition toward smaller
family size.

The last barrier that remains to be surmounted is the
introduction of the isolated rural familv into the MCH/FP
program.,

This effort cannot be carried out separatelyv from other

rural health activities. Scarce human and budcet resources
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eliminate the feasibility of developing a se¢warate corps of
medical personnel for FP, Moreover, clini-=! space and
mobile units are not sufficiently numerous i consider a
duplicate FP system. What is needed is a m=thodology that
can integrate FP with general health services for rural
families. The most promising innovation in this regard is
the use of auxiliaries and paramedical personnel which is
being tested through the San Ramon pilot proiect mentioned
above, This approach has the great advantage of preoviding
a medium of health family planning service in those areas
heretofore isolated from professional medical staff by the
presence of specially trained_personnel whe have been iden-—
tified as leaders of those isolated areas.

There is also the important maintenance task of con-
vincing the more resistent, traditionallv-winded, families
in urban areas that FP and smaller family =ize is the more
desirable norm. It is a well-documented phencmenon that

after the easily persuaded "first acceptor:z” have enrolled
in the FP program, the task of motivating the more resistent

women in the fertile age cohorts becomes vwrogressively more

difficult and costly.



This task has been assigned in part 2o the sex edu-
cation program within the MOE,

The MOE objective is that within three to five vears

t

sex education instruction will be introduced ints —hne entire

r

nd private,

49)

curriculum of the school system, both public
from first grade of primary school to the last vear of second-
ary school. Teachers continue to be enthusiastic about the
program,

The Catholic Church is intimately connected wizih the
National Population Sex Education Program througn <he Center
for Family Integration (CIF) of the Christian Family Move-
ment, CIF organizes l2-hour, pre-matrimonial courses for
Catholic couples who plan to marry. It also has ycuth groups
organized throughout the country., In many varishes, the CIF
course 1is the official pre-matrimonial instruction reguired
by the Catholic Church in preparation for marriage., Both,
family planning and responsible parenthood are discussed aleng

with all the available contraceptive methods, Wwhile the

Hh

Church does not officially recognize all tvpes of contra-
ceptives CIF tells the couples that theyv should follow their

personal convictions in this regard. Rapid expansion cf



CIF's activities is spreading FP informaticon to more and

more families, emphasizing the advantages =¥ smaller size.
Each member organization of CONAPO L:: its general

overall goals and objectives well in hand. Several serious

problems exist in two institutions: the MOM and CESPO. The
MOH requires technical assistance in health svstem planning
and its Department of Population lacks a program coordinator
which has caused inefficient management prastices and pre-
vented timely schedulin¢g of important activities, Solutions
are being sought jointly with the officiais involved.

CESPO continues to have funding problems mainly because
it has not generated sufficient manageria’ expertise to co-
ordinate the activities of its research, evaluation and
training divisions and lacks a planning cevability.

Important international donors to the program are listed
below with their FY-72 inputs:

Inputs in Thousands of Dollars

AID (bilat.) 313
IPPF 233
Ford Foundation 85
PAHO 250
PPFA 56
SIDA 27
UNFPA 9
World Education 8

281



The Mission will focus its primary acttenticn on as-
sisting the MOH in developing an integrated rural neal<h
delivery system with MCH/FP the major focus., It will also
continue to support salary supplements for prograr super-
visors to bolster overall supervision which has been in-
adequate in the past, New agreements with member organi-
zations of CONAPO will also be related toc the principal

thrust -- bringing FP service to the rural citfizers of CR,

C. Sub-Reqional Development - Local Government

Strong municipal government in Costa Rica served as an
important first step in the original developrent cf Costa
Rica's democratic tradition, Because of weak communications
and limited central government services, ~unicipalities were
obliged to provide almost all government services within the

area, However, the center of power was gradually shifted to

L2

the central government and municipalities were reduced to
simple administrative units of the central government with

dire effects on the political, financial and administrative

[N

poorer services to their citizenry, In 1%70 and 1371, as

it became increasingly apparent that henefits from econonic
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and social development were concentrated in the Meseta
Central and San José, a long-range program of municipal
development and reform was created, accompanied by a
strengthening of assistance to community-level organizations.
The municipalities' financial status was strengthened by re-
placing partial participation in five taxes with the full
yield of the ad-valorem property tax., A rew Municipal Code
was passed by the Lecgislature which estaklished norms of ad-
ministrative conduct, improved municipal financing procedures,
and authorized the creation of an autonomcus institute (IFAM-
the Institute for Municipal Development) to provide municipa-
lities with long-term financing and technical assistance. The
program also called for changing municipal elections to an

off-year schedule, thus focusing electora: campaigns on local

issues. Simultaneocusly, at a lower-level! of government -- the
community level -- the GOCR increased its efforts to promote
effective, viable community organizations. The purpose of

these community development associations :1s citizen involve-
ment in community-level projects and better coordination
hetween all development-oriented, public =r73 private entities

working at the local level.
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These institutional reforms have had a salutary effect
on redressing the poor quality o2f municipal ser-ices and
potential for income redistribution, Central gowvernment
contributions to the local governments through the property
tax and others have gone up from 25,1 million colones in 1989
to 41.4 million colones in 1971 with an estirmated 60.3 million
colones in 1973; and approximatelwv half of the municipalities
are now trying to solve their must pressing develcprmental
needs through IFAM loans. However, the Costa Ricar munici-
pality is far from viable and will require major infusions
of assistance in the future, Local leadership is pcorly
trained and unprepared to deal with major infrastructure and
public service planning and investments. Many municipalities
provide services such as trash collection, street cleaning or
public lighting but very few of them have adeguate svstems of
tax allotment or collection (2 problem which has been one of
IFAM's major foci). Thus, self-generated runicipal revernue
is very low and although the situation should improve signi-
ficantly with IFAM's assistance, the municipalities are for
the foreseeable future dependent on the central government

for the bulk of their income.
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In the short rur, it ¢an be anticipates that IFAM will
play the principal catalytic role in municioal development,

IFAM was established by law on Januars 26, 1971, follow-
ing passage of the revised Municipal Code ::d numerous tax
reform laws. Initial capitalization was $1.7 million from
the GOCR, combined with a $3.6 million lo:r by USAID, The
basic operating costs of IFAM are covered bw a yearly budget
of approximately $730,000, This money cones chiefly from
the tax on foreign and national liquors. I the two vears
of its existence, IFAM has committed the “ull amount of its
capital. Hundreds of municipal employees have been trained;
initial effortes in research and regiconal planning have been
carried out: and half the municipalities have received de-
tailed assistance in revising their tax svztems on the basis
of cadastre studies., IFAM's most successful effort to date
has been the strengthening of the financial situation of the
municipalities by the cadastre study and training for muni-
cipal treasurers and accocuntants; however, in the coming
years equal emphasis will need to be put »-n municipalities'
general administrative policies and on helwning them develop

their planning capahility so they can improve identification
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of pricrities in handling lending resources, IFAM's3 oper-
staffs nave, durinz the
dinated:

5]

ations and technical assistance
first two vears, been understaffed anrd
IFAM is moving to remedy this problem by Joublirn

staffs and assuring that they have permarent gir
4 21

The role assigned to IFAM is a crucial an

o]
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palities were eroded away over many vyears.
lace had learned to disregard their municipal structur

seeking solutions to their most basic problers,
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ject activities,
local government and at the same time increasin
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support,
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prioritv of the GOCR which the USAID continues to
two vear

IFAM has been very successful
existence in winning the municipalities
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achieving their acceptance of its role as their full-zime
orit

foreseen

e

The municipalities are now actively scliciting
inally,

advisor.
5 hecome crucial

IFAM's help to a degree that was not
=

The need for additional capital resources ha
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to maintain this hard-won momentum and pro—ide for a minimum
number of these municipal needs. Except fmr municipalities
in the immediate vicinity of San José, thiz capital is gener-
ally not available at acceptable interest rates and length
of payment terms through Costa Rican bkanks. IFAM is the
only source of long-term low interest funding open to rural
municipalities seeking to upgrade the level of services they
provide in thelr area. Development of Costa Rican rural
municipalities is an integral part of the GOCR Agricultural
Development Program which assists the smali farmer, These
municipalities provide essential marketing services for farm
produce, the financing of fa;m-to—market roads, on—-farm
utility services, off-season employment opportunities, and
indispensable social and institutional services.

The GOCR recognizes the importance of the rural muni-
cipality and has included IFAM as a member of the National
Agricultural Council and its system of reg:onal councils.
This relationship has heen positive and hzs already led to
close collaboration in (1) the preparation of the El General

Valley Regional plar which focuses on agricultural service
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investments needed in San Isidro, and (2) the establistment

of PIMA for the preparation of marketinz policy and invest-

ments.
Prospects for the future are bright. IFAM »as befoare
it three major efforts which, 1f successful, will do much

to accelerate municipal development. First, IFAM has begun

~

an ambitious process of regional planning to study invest-
ment needs of three key growth poles, i1.e. El General Vallevy,
Atlantic Coast, and Nicoya Peninsula. These regisons nold
great hope to attract new investment and to create viable
alternatives to the San José metropolitan area so that migra-
tion, employvment, and income redistribution can ke effecrtively

managed. Moreover, investment with a regional focus has been

demonstrated to be a more efficient method for IFaAM +o make

4

n

use of its limited capital resources, These regional studie
by their nature focus on the population centers within the
designated regions.

Second, IFAM is preparing major new iegislation to
reform land and rural road tax systems with the objective

of increasing local government revenues. Analysis is well

advanced and will increase local counterpar*t capacity to
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IFAM loans. Already, the Assembly has passed a bill which
provides 1.25% of the income tax to leocal «ommunity develop-
ment associations.

Third, IFAM has taken the lead in creating a government
coordinating body to assure consistency cf central govern-
ment investments at the local level and avoid duplicative
efforts. If IFAM can successfully see this mechanism insti-
tutionalized, it will support adherence to regiconal and mun-
icipal development plans.

The most serious problem facing IFAM and municipalities
is lack of capital. IFAM has committed all its funds and
will need to obtain new resources within the next 12 months
to sustain lending requirements over a 2-3 vear period until
sufficient roll-over from original loans is available, Needed
resources with a counterpart bond issue is estimated at §5
million.

Other donors have no identifiable plans to support IFAM
except as physical infrastructure projects are carried out
in a municipal area. IDB, IBRD, and CABEIL financing of

specific projects, however, is possible for the future,
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3. AREAS OF ATD EMPHASIS

A, Agriculture

Evaluation of small-farmer programs to date indicactes
the necessity and desirability to further assist the GOCR
in several areas: marketing, credit, prirarily for cooper-
atives or farmer associlations, and agricultural services.

(1) Marketing ($4,000,000). The Acgricultural Develop-

rt

ment Program (ADP) assists the GOCR in previding sirategic

(=]
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public institutional support to a large croup of sm
operators who produce commodities principally for Zomesrtic
markets, but alsc potentially for new export markeis. The
generation of employment opportunities and increasei produc-
tivity of this group helps to improve income distritution iIn
the urban areas and provide a steadier supply of food Zfor
urban consumers.

When the ADP was designed, the importance of improving
conditions in the domestic marketing svstem was recognized,
but not encugh was known about the system to propose concrete
action, Moreover, the GOCR was not resporsive to suggested
assistance in this field. The marketing project which was

included dealt exclusively with maragement and administrative
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functions of the National Production Council, development
of its seed processing plant, and expanded jyrain gstorage
and handling facilities. The management :* 13v has bheen
completed and recommendations have been meds, principally

concerning policies, actions and facilities required to
stabilize markets in basic grains., Funds were provided in
the Loan to assist the CNP to carry out sorme of those recom-
mendations.

Michigan State University marketing experts, working
under a Mission contract with the Municipai Development
Institute (IFAM) to assist in formulating municipal market
strategy and redquirements, he;ped to interest the GOCR in
the more extensive need to establish an efficient national
wholesale market system primarily for frurts and vegetables,
but also for the whole range of commoditie:s commonly traded
in domestic markets. They also convinced the CAN of the
need to establish an organization of marketing experts who
would constantly observe and evaluate domestic market con-
ditions and make policy recommendations. This ocrganization
has been established as PIMA and is alreaiv counted on for

major marketing advisory and technical services,
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The hypothesis i1s that a modern natioral wholesale
market system would be a place to assen®

le, classify,
and package commodities to dispatch produce

to meet eff
tive demand in domestic and export markets,

Ir effect, it
would enable farmers and farm organizations to obtain suf-

ficient marketing information and erhance corpetitive svstems
to achieve a fair bargaining position,

In restrospect, it mav be that the GOCR was u

el

nprepared
before for major reform of the marxeting svster,
ever,

the early success of the sector prograrm has helped

identify marketing requirements and

the metnod to carry out
needed changes in the system. It is

a positive example of
the momentum and far-reaching reform

stimulated bv the 1270
AID Agriculture Sector Loan.

Resources will be needed to <o the feasibility studies

and endgineering design of a national wholesale market as well

as its financing.

Built upon the unique analvtical approach
of MSU, the program will require

flexible financing techni-
ques available from AID for the purchase of grading, packing,

processing and food preservatior equipment and materials as

well as credit for financing wholesaler inventories to adjust
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supplies to demand by warehousing surpluses, thereby main-
taining fair prices., Finally, financing - municipal markets
will continue to require capital expenditur=s through at-
ractive, long-term loans,

PIMA has prepared a scope of work and colicy orientation
document which now forms the basis for fut:—-e domestic market-

ing reform and investment., PIMA has received strong support

from GOCR agencies and now counts on the —echnical resources
of IICA,
The GOCR has adopted the PIMA plan anr: has required

concrete project design propeosals from PIMA by the end of
1973, From the AID standpoint, the resul::z of the PIMA study
will form the basis of an FY 75 development loan,

From the standpoint of sectoral deve!spment, improved
domestic marketing systems and policy seems now to be the
crucial functional constraint in the small Farm producer sub-
sector., Increasing GOCR capability to solve domestic market-
ing problems is a key issue within its sec*or program which
is now to be confronted,

(2) Small Farmer Credit. All of the funds designated

in AID 515-L-022 to augment the capabilitv of the banking
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system to lend to small farm operators have been dizbursed
and absorbed. Even though the initial procram reached many
small farmers who previously did not have access to produc-
tion credit, there are still many more who need o he in-
corporated into the economv. The need to maintain tme momen-
tum which has been accomplished and to motivate the banks to
continue the programs which brought new srall farmers into
the system is essential. It is presumed that the IBRD will
provide resources to satisfy small farrmer credit expansion in
the FY 74-75 period., It is important to expand the small
farmer credit portion of the banking system portfnlio at a
rate which will maintain, and preferably irmprove, the rela-

tive access to credit of this group vis-a-vis the larger

591

commercial farmers who produce exportable cormodities,

(3) Cooperatives., A special covenant of the Agri-

cultural Development Program committed the GOCR to situdy the
feasibility of creating an autonomous cooperative institute
to assist all cooperative organizations as a mcre wiable
alternative to the traditional bank-direc:ed svstem. Re-

cently, the Cooperative Development Instizute (INFOCOOP)

1]

was legally established, and i1s in the process of organizing.
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It will unify under one body the source of =redit, technical
assistance, and training for cooperatives. It has received
the bank portfolio of cooperative loans to date and will use
the remaining AID Secter Lean balances. However, it is clear
that the importance of cooperative develownsnt for Costa Rica
as offering the best method to serve small farm producers
will reguire much larger resources than in the past. Again,
as in the case of marketing, the AID Loan was instrumental
in the establishment of INFOCOQOP, and, it will be important
to be responsive to this Costa Rican initintive. CLUSA 1is
already providing loan-financed technical assistance to
INFOCOOP and will continue to do so through 1974, What re-
mains 1is to sufficiently capitalize INFOCOOF to stimulate
the expansion of the number and strength o Zooperative farm
organizations.

Since it is assumed that IBRD will finance small farmer
credit through the Central Bank, USAID proposes 53 million

during FY 74 for INFOCOOP credit.
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during the analvsis stage
1 be o asc

In any event,
Wl

a principal focus
locan re-

cultural credit loan,
the feasibility for the Central 2ank to ma-e these

sources available to cooperative organizaz:ions or associatiog
i ginilises,

of farmers where currently these do not have el
toward nantirg s

This would be an important step
orioritv in <he Zewvelcopmens

cognition of group lending as a

arrical

The Minis<rv of
response

[ 2l

of the small farmer.
Agricultural Services.
cices in

n

(4)
is being called upon to provide expanding serv
a

ot

: Yoo
oL tara

[19]
8}
)

te the reorganization and decentralization of
has starced,

Although the vrocess

sector decision-making.
the need to provide the MAG with additional resources O per-
and Lo imorove

form its function of coordination and training
plant and animal science 1s

its facilities for
cifically, {a) the Ministry research stations at Tabo
Los Diamantes need expansion to include water-1irr:
system projects, as well as a training capabilitv
scTiorn,

managers pased on regional characteristics of zrod
: ivg extersion

e h 3

P
H
'
4]
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el
~

i.e. plantain and cacao at Los Diamantes:

service needs engineering and veterinarw
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(c) more sophisticated eguipment will be rzovired for the
decentralized agricultural center system t -+ fortify services
provided by the six regional centers and t-=ir satellite
cantonal centers.

(5} Intensive Review Request. The Mi-sion will prepare

and submit 2 IRRs ($3 million for coopera=z = credit and %5
million for marketing and agricultural ser-ices) which will
provide more detailed zanalysis and justifir-otion for these

sector projects. In principle, the injecticr of resources to
modernize domestic marketing will foster @ loyment opportunities,
will improve the bargaining position of fa-~rers, will reduce
waste by efficient assembly, processing and cackaging in such

a way as to provide more and better food a: reasonable prices

for city dwellers. The exportation of fru = and vegetables

to further diversify aaricultural product:icon and exports will

also be facilitated by the existence of e fi-ient marketing

1

systems. Assistance to INFOCOOP will promot= the mobilization
of rural credit resources and organize farmers to obtain their
fair share of the benefits ©of economic grovwth. Further support
to the Ministry of Agriculture will help orovide for the develop-

ment of the quality of its services.
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The GOCR recognizes that the small farmer s:b-sector
presents both problems and opportunities. Prerer institu-
tional support of this group of farmers can result in much

better suvplies of food for the domestic marxket az the same

tn

time that it contributes to improvement of the standars o

h

living in rural areas and removes pressure ¢on tne cities from
maintenance of a low or manageable level of rural urban mi-
gration. On the other hand, increasing povular expectations
are such that the GOCR must attempt to rec-ify ineguities in
the sharing of economic and social bhenefizs and reduce the
wide gap in services which exist between rural and urban
areas.

Evidence ¢f the interest of the GOCR *o engage irn the

out

L)

ADP is to be found not conlv in the Execut:ve Branc

-
i

also in the Legislative Branch. The legislatie Assemd

Pt

v has
taken positiwve action 1n providing enabling legislation and
has also enacted several important laws in the field of land
titling and registrv, grain and seed guality control and

cooperative development. The Executive Branch has creazed

and made the CAN a reasonablv effective ajency o coordinate



XI-86

the policies and activities of the various acricultural

sector institutions. Sectoral agencies are actively engaged

in carrying out their designated programs t.» Zrovide encourage-
ment and support to the small farm operator= .

At present, the CAN is studving the best way to improve
its legal and political base to coordinate arg-icultural sec-
tor development with the national developmen® plan which is
being prepared this year.

{6) Summary of Resources. The AID proagram for FY

1974-76 is designed tc finance those actiwvities not previ-
ously supported in AID 515-L-022 but which have been identi-
fied and stimulated by the Loan, as well as follow-on resources
for those activities under Loan 022 for whi-h additional capital
ig required to take advantage of important institutional prog-
ress. The obiective will be to take full alvantage of the
production potential of small farm operatcors and to increase
their share of the benefits 0f economic growrh .

AID inputs will consist of $8,000,00C ir aAlliance loans

and a supporting grant program to finance two direct-hire
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positions to monitor prcgram implementaticn: technical as-

sistance through AID-financed contractors to vprovide spe-

cialist services in evaluation, management, marXetinc and

production technology; and selected participarnt training
short courses and seminars to develop specific skills as

guired by the program. Grant assistance, thereZore, hnas

no

objective c¢ther than management suppert of the locan program,
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B. Population, Health and Nutritiocon

The Mission plans to support the CR family planning pro-

gram at the levels indicated in Table II.

Table ITI
FYy 74 Other Costs Commodities Contracts Total
CONAPO 10C,000%* 100,000+
CRDA 69,000 6,00 75,000
MOH 65,000 35,00 100,000
CIF 35,000 5,00 40,000
CCSss 15,000 10,007 25,000
Training 14,000 14,000
TOTAL 198,000 56,000 354,000
Fy 75
CONAPO (para-medics)* 600,000 100,000 700,000%*
CRDA 65,000 5,000 70,000
MOH 20,000 30,000 120,000
CCSss 20,000 20,000
CIF 30,000 5,000 35,000
Training 12,000 12,000
TOTAL 797,000 16O,OOQN 957,000%

*This one-time input helps create a rural cadre of

paramedical personnel.

Initial funding of this

effort will begin in FY 74 to assist CONAPC in a
study of paramedical requirements and in the de-

sign of a program.
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Assistance to MOH during the next two fiscal vears will
be concentrated on introductionr of rore efficient methods of
manpower utilization through use of gualified para-redical
personnel and on maintenance of on-going clirnical FP services
by inputs to critical areas of planning ard suvervisziosn,

CONAPO working closely with the Ministrv of Health plans
to develop a paramedical program as follows:

Phase I - Undertake a study of currert health services
avallable in rural areas and plot relative needs bv areas.

Phase II - Design a rigorous pararedical training course
to confront CR rural health problems described in Phase I,

Phase III - Select candidates and begin a pilot one-vear
course for 20 participants to test the feasirility of train-
ing up to 250 paramedics over the next four vears who can
provide basic health/family planning services and identify
individualsrequiring higher level care. These varamedics
will also be village leaders who can introduce modern atti-
tudes toward health and sanitation standards conducive to
much improved overall levels of community health,

Assistance to CRDA will continue to support pvart of its

administration costs which has enabled CRDA to provide the
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leadership for CONAP( as well as family pirnning promotion
and support services,
Assistance to CIF will continue with &#n aim to phase out

in FY 76, Assistance to the CCSS will be 7or costs which

CCS55 will assume after new program innovati~<ns have been
operative and can be included in the CCSS 1zng-range budget.
The Mission will continue to offer training for key

managers of the program for short study visits to neighboring
countries and the U.S. to observe and stuly technigues and
programs that mav have applicability in €. %,

The Migsion is coordinating its plan to finance a large-
scale rural health delivery system using specially trained
paramedical personnel with MOH and CONAPZ, 2 pilot program
in San Ramdn has been cperating for twelvs months. There is
general agreement in the MOH that such 2 p an should be
pushed ahead quickly and that FP would be Ihe key element,

The CR/FP program has had remarkable :siccess. As new
activities were reorganized to be essentint for the continued
expansion and effectiveness of the prograr these needs were

studied, action taken in an experimental w:&v and finally

institutionalized. At this stage of deveispment, improved
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management and better means to attract new acceptors are
critical problems. Evaluation has becore eszertial ard is
being carried out slowly. Longer term nlanning must be in-
corporated into all institutions to achieve conitinuous guar-
anteed support and program continuity. The 5S-vear UNFPAY
CONAPO plan is a first step.

Each element in the AID plan for FY's 74-73 is a conti-
nuation of support for previous activities with ircreased
concentration on innovative methods of solving health /FP
problems.

The USAID believes that continued support of tre Costa
Rica FP program is crucial., Significant progress nas been
made to the point where national acceptance of FP has been
achieved. This presents a golden opporturity to strengthen
the actual provision of services. However, Costa Rica Zaces
a major obstacle in the maintenance of the momertum already
achieved in reducing family size, namely, the problem of
bringing FP service to the isclated rurzl family with high
fertility. External assistance will be relied on to study
and fund innovative health delivery systems using paramedical

personnel to perform many of the tasks traditionally assicgned
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assigned to physicians. Such assistance should pay important
dividends that can be applied to other courtries facing simi-
lar problems of intreoducing modern health :izlivery concepts.

Nutritien. The GOCR has traditicnal'v given a high
priority to nutrition programs for pre-schasl and school age
children, Budgetary resocources for these »nrograms have risen
steadlly over the past few years.

The Ministry of Education (MOE) budget for the school
lunch program increased from $596,000 in 1%68 to $1,148,000
in 1973. The Ministry of Health (MOH) budcet for the pre-
school nutrition program has increased from $1,226,000 in
1968 to $2,663,000 in 1973.

Despite these increases in financial resources and man-
power on the part of the GOCR, the demands created by the
rapidly growing population of pre-school and school age has
made these efforts still insufficient to fully support a
nation-wide nutrition program.

This has generated the continued need #£or outside sup-

port to provide protein-rich food commodities to supplement

GOCR provided resources.
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CARE is the U.S, Voluntary Agencv working in the field
of child nutrition in Costa Rica. Trneyv have nad an excellen:
operational rapport with both the MOE and MOH,

The GOCR manages all aspects 2f these prococrams while
CARE acts as the food distributing agencv and provides tech-
nical guidance on preparation and nutritional content of the
commodities,

For Y 1974 the US commodity input in this category will
be worth approximately $500,000 and for FY 1875 it will amount
to some $230,000., The decrease is due to an 8% reduction in
the number of recipients of the schoosl lunch program to be
provided CARE foods, Remaining schools in the vrogram will
be those we consider the most needy from the standpoint of
relying on the protein supplements provided as the only as-
sured protein intake. CARE will undertaxe a detailed study
to identify these schools which we estirate to be about 15%
of the total. Moreover, this phase down over a vear will
enable MOH and MOE to budget ard plan assurption oI responsi=-
bility for the other 85%.

This will place a considerable burden on the GOCR,

considering that in 1973 the public orirary scheol population
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is 390,000 children and increases approxirma-ely 10% every
vear. In addition to the number of recipisrts receiving
nutritional supplements, Costa Rica suffered a severe drought
during 1973 which has cut deeply into absclite food produc-
tion increases, Furthermore, a serious deciine in milk and
dairy products, fueled by a reluctance bv producers to in-
vest due to a price squeeze, limits the ali ity of the GOCR
to provide protein-rich resources to the rutrition program.
For these reasons and acknowledging the efforts to date by
the GOCR, USAID has recommended continued support cof the
CARE program,

For the longer term CARE support will concentrate on
pre-school (maternal and child health) programs. These are
conducted in the MOH nutrition centers of which there are
presently 200 in operation. The centers &lszo provide family
planning advice to the mothers participating in MCH programs.

Food for Work. Recent changes have been made in CARITAS

program operations to bring Food for Work inte the mainstream
of socio-economic development at the smal: -ommunity level in
the rural areas. Food for Work projects will concentrate on

a variety of agricultural or agriculture~-clated projects;



for example: small irrigation projects: construction of
storage facilities for agricultural produce: repair work or
construction of feeder roads, water sysrtors, and small
bridges. One of the most important aspects of this will be
the participation of agricultural extension asents, sanitary
instructors, community development leaders and promoters as
advisors to the various CARITAS project corrmitrees in the
rural areas. The local CRS office has now hired a nutri-
tionist and has the help of a Peace Corps Volunteer who will
be instrumental in assisting the Prograrm Director to adequa-
tely supervise this rural based program.

It is, therefore, the USAID's and CRS/CR's inrtent to
operate these programs for two more years at the level of
15,000 recipients in FY 74 and 10,000 in FY 73,

The Central Government will increase its annual support
to CARITAS from $35,000 to $40,600 to cover cost of ware-
housing and transportation of food commodities from the ware-
house to the centers. The Pacific Railway will continue to
provide its concessional low rates for transportation of

PL-480 commodities from the Pacific port to the warehouses,



XI-96

C. Sub-Regional Development — Local Goverrment

IFAM has made an impressive start at t:=ckling the serious
financial and managerial problems facing Costs Rican munici-
palities. Nevertheless, it is clear that I7AM is under-
financed and lacks sufficient management - .imen to sustain
this record unless steps are taken to chzarrn=l more resources
inte it. Rollover from initial loans will! ®H= minimal until
1977 due to the medium term nature of its io2n portfeolio, A
second AID loan to IFAM to cover this capi+al resource gap,
i.e., 1974-1976, is contemplated at approrimately $3.2 mil-
lion., Of this amount, $3 million would cover capital require-
ments while $200,000 would finance technicsl services and a
special sork-study program to train a corps of urban and re-
glional planners.

With the additiorn of GOCR counterpar+ rcontributions, i1t
is estimated that there will be sufficienit wechilization of
capital to finance municipal requests for p:blic service in-
vestments,

The projects to be financed by IFAM =rzuld stimulate
rapid improvement in the ability of rural cities to service

their agricultural-oriented populations = to foster private
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sector investment and employment opportunities. By so doing,
IFAM will be playing a key role in dirmirishinc the rural/
urban development dichotomy.

Continued support for IFAM and Costa Ricarn rurzl muni-

Costa Rica and consistent with its long-range chijective of
assistance in support of improved public sector institutions
which serve the rural population by providing farrm to market
roads, marketing facilities, access to social services, etc,
The GOCR is firmly committed tc municipal reforr and the cre-
ation of national agencies such as IFAM to extend the benefits
of economic and social progress,

IFAM operating costs are financed chiefly from the na-
tional liguor tax and annually amount tc around $73(0,000.
In addition, IFAM has been authorized as a principal user of
a recent IDB preinvestment feasibility loan which will fi-
nance a series of engineering studies for rmunicipal water and
sewer investment projects.

To date, IFAM has used its capital rescurces to achieve
impact and to alert municipalities to 1its existence and

responsiveness to municipal needs. Now, it is essenrtial
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that IFAM demonstrate its capability to lend on the basis of
priorities identified by well-conceived development plans
carried ocut by municipalities with IFAM +ccohnical asgsistance,
IFAM has moved gingerlv in this area, concontrating on func-
tional studies in the fields of garbage callection, land tax
analysis, local revenue generation and mun:cipal markets,
What will be needed is for IFAM to turn ta more thorough
analysis of regional and urban needs by ar=a with greater at-
tention to municipal capability to formulaze policy and to
execute concrete investment plans. To acc:=lerate its ability
to significantly improve the prospects of -~hese rural munici-
palities, IFAM has given priority to the preparation of re-
giocnal development action plans with local municipal parti-
cipation, believing that the interplay of relationships
within sub-regions and the similarity of needs of munici-
palities within these zegions can best be tandled by invest-
ing in capital projects which attend to recional needs. This
spatial strategy, recognizing the interdependency of urban
centers and surrounding areas, has been adonted from the U,S,
multi-county planning region model and is :=imed at creating

attractive and alternate development certers,
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A second AID loan to IFAM will be primarilv addressed to
this end.

4. Summary Tables

The following tables summarize our estimates of resources
required to carry out the strategy described in Part 2 and the
specific programs proposed in Part 3, In each case, these
proposals complement continuing programs of AID development
assistance to Costa Rica, We believe the costs ¢ be minimal,
in the light of existing AID and GOCR investmeri in these pro-
grams and the significant payoff we project from the total
package in speeding the process of rural developrent,

The style of assistance implied bv these firancial and
manpower estimates follows the guidelines of the Central
American reorganization Task Force report. A minimum direct
hire staff will direct the efforts of contractors who will

provide the technical assistance needed by the GOCR,
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COSTA RICA

Summary of Commitments by Appropriation

!$ Thousands)

FYy 1973
Actual
Development Loans
- Project Loans -
- Sector Loans -
-~ Program Loans -
Technical Assistance 913
Population 379
International Narcotics
Control -
Sub~Total 1,292
PL-480 Title I Shipments -
PL-480 Title II Shipments 937
Housing Investment
Guaranties -
TOTAL COMMITMENTS 2,229

TABLE I
lategory
v 1974 FY 75
wstimate Request
5,200 5,000
983 818
395 998
7,578 6,816
611 303
3,189 7,119
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QOSTA RICA TABLE II
Summary of Commitments by Worldwide Areas of Zmphasis
and Other Activities
Fy 1972 FY 13874 FY 1973
Actual Estimate Request
A. Food Production and Nutrition 37¢ 3,326 5,311
Grants - Sub-Total 379 <26 311
Agricultural Development 379 $2€ 311
Loans - Sub-Total — 3,00¢C 5,000
Agric. Credit/Cooperatives - 3,0C¢ -
Agric. Marketing & Services - - 5,000
B. Populaticon and Health 1,316 1,006 1,301
Grants -~ Sub-Total 379 3os 998
Demographic Education 37¢ 395 aag
PL-480 Title II Shipments 937 £11 303
C. Sub-Regicnal Dev.-Local Govt. 171 3,321 121
Grants - Sub-Total 171 121 121
Civic & Social Research & Dev. 171 121 121
Loans - Sub-Total - 3,22C -
Sub-regional development - 3,22¢ -
D. Activities QOutside Above Areas
Grants - Sub-Total 127 1= 156
Public Safety 127 1ez 136
E. Technical Support (Grants) 236 271 230
TOTAL COMMITMENTS 2,229 g,18¢ 7,119
Grants 1,292 1,378 i,81le
Loans - 6,202 5,20¢
PL.-480 Title I Shipments - - -
PL-480 Title II Shipments 537 £11 3C3

HIG's -




