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SUMMARY

This USAID/Costa Rica Development Assistance Program (DADY covers
the following major topies: (1) identification of poverty sroups; (2) descrip-

tion of Costa Rica's present status and remaining development probiems, and
(3) role of AID and future strategy.

Despite respectable levels of economic growth during the past twenty
vears, despite a liberal progressive government which has concen:irated iis
efforts on social justice and the reduction of poverty, and despite relatively
high average per capiti GNP, preliminary analyvsis shows that neariy 42 per-
cent of Costa Rica's population or approximaitely <04, 000 persons fall below
AID/Wts benchmark of 3150 per capit income in 1969 srices, This poverty
is most heavily concen:irated in the rural non-farming sector arnd in particular
in the country's Centril Region: i.e., the 8an José Urbar Agglomeriation and
near-by rural environs.

This poverty is caused by a4 number of faer ars, but is basically related
to the development probloms discussed in this DAP: socie-cconomic disparities,
cconomic dependence, rising unemplovment, institutional weaknesses, poor
land utilization, and financial constraints,

These development problems, the existence of 2 poverty group which
corresponds to AID criteria, and the presence of 2 democratic Government
whose policies, progranis ang aspirations are highly consonant with the crieri
of our Congressional Mandate form the basic rationale for USAID/Costa Rica's
current and short-terim developiment assistance pregram. This program will
assist the GOCR in its efferts to incrense real incomes of (he poor and to niarrow
socio-economic disparities within the countrv. It will more specifically con-
centrate on (1) the creation of increased rural and urban emplovmert oppora:-
nities, through promotion of small labor-intensive industries and through more
intensive land utilization and crop diversification; (2} clozer linkage of small
farmers to commerciar markets and agriculturad researen =0 theyv can increase
production ind reduce the eosts of production; ¢ improved low cost shelier,
neighborhood infrastructure and services for the poorest strata of the urban
population; and (4) the development of institutional capabilities so the GOCR will
be able to plan and implement policies and programs to reduce poverty on 2
permanent basis, In working toward these objectives, USAID and the GOCR will
concentrate on both rural and urban poveriy and on the inter-relationships
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boetween the two, especinln the causes of oxeo=sn 0 o cai-to~urhan amidgration,

Beyond this relaiively shovti-lerm dovelopmer: - nsed program, the Mis-
sion and GOCR are looking wwards Costa Rica's oo rovement of Vgraduate
status'’ -- d.e,, the point ot which Costa Riex is o0 =e systematicaily reduce
poverty withoul concessianal assistance from the 7. Government. Az an
"intermediate A1D country , Costa Rica has the v inl to attain this sw@atus
in the medium term, ¢ .gh specific graduawe o oerin® gtill need to be
defined. The Mission corrently envisages it

L& oo tted ang reintly conceived
offort by the GOCR and i'8A1D van leaa to a parnos ool culmination of the con-
ventional AID program oo ibe end of €Y s, atie ooch finenciag, scientific,
and technological linkages between the USG and UL 1. Bica would continue
through other channpels,




PART ]

PRELIMINARY POVERTY PROFILE 1/

Costa Riea's relatively high natonal averages for economic Jrowth, por
capitn GDP, and consumption are established facts, These averuges, however,
mask coasiderable poverty which is due in part to the process of structural
transformation but aiso to the failure of GOCR policies (o keep mice with a
changing environment. This part of the DAP will show 1hat substantial pockets
of poverty exist within Costa Rica; the ~e are the target groups for funure AID
programs. We begin with the quantification and identificanon of poverty sroups
within Costi Rica, This is tollowed by 1 short discussion of the muaror chame-
teristics and causes of poverty and the GOCR's attemrt to deal with the situation,
The last two sections Iook in more detai! 4t poveriy in the rural periphery ana
the more denselyv populated San José Metrapolitin ana surrounding aress. These
doscriptions of life at @ more micre lesei wilt enable us to evaluate Costa Rica's
Present economic €ftus, its nccds 1o addition2] development assistance, and
the type of assistunce which might be most usefuily offered by AID.

A, Poverty Quantifieation 2/

AID's Congressional Mandite (per AIDTO Cirecular A-265 dated
4/730/75) suggests that a uniform poverty standard should be used to identifv a
target beneficiary group for AID zetivities, Three poverty benchmirks are
rccommended:  income, nuirition, wnd health, We are unable to use the nutri-

1/ USAID anticipaies completion of three major studics -- Rural Profile In-
dicators and Agriculture /Rural Development Secter Assessment by the
end of December 1976 und Urban Environment Sector Asgessment ov June
1977, Until results from these swudies are availabie, our descriptions of
poverty in Costa Rica und of specific target Sroups cin be only preiimi-
nary. A more complete anaivsis will be forwarded as 3 DAP amerndmen
in Summer 1977,

2/ Povertv guantification relies primarily on prelimiranrny results of the AID-
financed Rural Profile Indicators study. The study, which has been con-
tracted to 3 local consultant firm, uses dawt from the 1673 Population
Census and the 1973 Agrvicultural Ceonsux, The d@ria were collected in
May 1973,



tion (caloric) benchmirk 1 there hag been ne cowr o -wde household consump-
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exception of riee -~ 1 more than 50 per coy « zher in Costa Rica than in
other Central A

i countries. Ihus, i -eome benchmark may
somewhat understate poveriy in Cospa Hica = dive to other countries.



Table 1 shows the location of poverty by sector using the three defi-
nitions.

The range of poverty nationwide 15 shovwn as from 25 to 30 percent
ol the total popiiation, with the range in urikin areas from 16 to 29 percent and
in rural areas from 36 to 504 percent. The heavies: concentriation of poverty
is among the non-farming rural sector and ranges from <0 (o 63 percent of the
total population in this sector.

+

The classification in Tabic 7 of suril and ursars zones 1s thrr used
by the Census. Within the poverty group, 7> pereent are classified as lving
within the rural zone and 22 percent within the wrdan zone. In terms of wnder-
sianding the dynamics of poverty and its relation (o structuril tmansformation
within Costa Rica, however, it is perbaps more ucetul w 1ok at the San José
“urban aggiomeration  and the Trural periphery.’  The disiribution of poveniv
by this classification, based on (b conseryiaiive definition (for which our sm-
tistics are best), is shown in Table 2. The distinetion between the urban ag-
glomeration anc the rural peripier s being made by the Plaaning Office and
iz used pelow, foliowing 4 brief discussion of the recent events and current
trends affecting the size and composition of the poverty group.

B, Charmcteristics and Causes of Poverty

Poverty can ix discussed in terms of ite concentration within 2
populaiion group, its Jrvograpihic distribution and concentrition, and 1ts severiny,
By referring w0 Table 1, one can note that poverty is much more nRighly con-
centrated in the rural populaticy than in the urban popuiztion.  This w@p.c aiso
shews, however, that 76 percoent of the poor belong to non-larming familics
versus 24 percent belonging 10 farming families. Table 2 shows that there is
a large conceniration (30 ) of the poverty group in the San José urhan agglo-
meration area, despite the nict that the proporton of the population living in
poverty is lewer than in the Rural Periphery. Ninety percent of this group is
non-farming. A majority (557) of the poverty group iz located in the Centrai
Region alone, which comprises the Urban Agglomeration ana the Outer Ring
(see map) and constituics less than 20 percent of the 1ol land area. Tho
heaviest concentration of poverty, with respect 10 a4 populition group, i3 in
fact in this Outer Ring. Pockets of poverty exdst i all the outer regions, al-
though there are distinct concentrations within regions. The absolute poverty
(i.e., low income, poor health swndavds, and poor nousing is often worse
and the proportion of the populition higher in the vuter regions -- the Vertiente
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Scction 1T of the Summary Strategy Statement. 1/

C. San José€ Urban Agglomerition

Costa Rica's population is spread along a rural/urban continuum
which basically foilows a conceniric circle pattern. Ower regions of the rurai
periphery are basically rural -- with relatively isolated and smail urban areas
of Limén, Puatarenas, and Liberia. The Outer Ring of the Centrai Regiozn is
more densely popuiated, alithough still largely rural, and the San José Urban
Agglomeration (837,744 persons) has a high concentration of population -- some
of which is truly rural, most of which is urban. In discussing the regional
camposition of poverty, an OFIPLAN study shows that 65 percent of the coun-
try's 50, 200 families below the "misery’ leve!l are within the densely populated
Centrnl Region comprising the Urban Agglomeration and ine Outer Ring. Simi-
larly, an OFIPLAN housing study shows that more than half of the countiv's
poorcest housing is within this Central Region.

In a recent survey of the Metropelitan Area, IMAS dentihed the
marginal barrios of Sin Joss -- most of which have been identified as the Ba-
rrios del Sur, in general rerms, these harrios were found to have acuie nous-
ing problems, 2/ high degrees of crowding, low levels of per capit income, low
levels of education and training, unhealthy living conditions, deficient health
standards, high child malnutrition, high number of un- and under-emploved, and
high levels of delinquency, drug use, and prostitution. Looking at income d&ta
from the Rural Profile Study for four of the poorer urban districts covering 32
barrios, one sces thni, using the moderate definition of the family income bench-
mark {i.e., 7,409 colones), the poverty group accounts for 27 to 35 percent of

1/ Additional informatun concerning the characteristics of the poor -- e. g,
educational levels, fertility, and tenaney conditions ana land use of poor
farmers -- will be avuiiable in the completed Rurnl Profile Indicators
studv. Given the errors which exist, addigoenal anilysis is unwarranged
at this time.

2/ NOTE: An OPAM study shows that from 71, 000 1o 132, 000 persons live
in housing below the misery level -- with the 71,000 representing the
households surveyved and the 132, 000 representing the Census population
of the relevant barrios,



- 16 -

Distribution of Income in Four Districts of San José

Hospital  San Sebastidn  Catedral Alajuelitn

Avg. Annual Family Income  ¢17,129 ¢17,51% ¢23,100 ¢14,310
No. of Familics 7,101 5,906 G, 573 1,209
1st Decile ¢ 448 @ 1,041 ¢ 545 C 1,697
2nd Decile 1,470 6.1 5,243 5,321
3rd Decile g, 570 8, 1 7,701 7,451
4th Decile 8,506 16,577 10,747 9,242
5th Decile 11,020 12,541 14,266 10, 998
6th VDecile 13,596 15,755 18,614 12, 847
7th Decile 17,3258 18,795 24,086 15,499
$th Decile 22,284 23,12+ 31,879 19, 310
5th Decile 30, 342 29,830 43,445 24,224
10th Decile 56, 746 48, 80~ 74, 579 6, 693

the total district population. While this is higher :han the average, it is not
dramatically so and points cut the interesting phennmenon that urban poverty is
relatively evenly distriuted among the districts & smali pockets and clusters
rather than being concentrated in a "poverty ghetic. ' The presence of middle
and even upper income fomilies in most barrios woulid appear fo be a desirable
phenomenon but tends to mask the existence of sizcable poverty groups.

D, Rural Pe riphery Regions

Costa Rica's rarai periphery is those rusions beyond the Mesef
Central. They are made up of the Pacifico Norte, Tmicffico Sur, Vertiente A-



tldnticn, Llanuras del Norte. and Valle Intermontano Periférico (Outer Ring)
regions -- or a6 of the countrv's 0 cantons. Each of these regions 1s distinet,
In summary, the Pacilico Norte 1= dependent upon the cattle industry. although
it also produces significant amounts of the ntion's foodgmins,  Some 680 per-

cent of the area's labor foree works in the agricaltural sector, with the mapov-
ity being =alaricd workers,  The region has the largest proportion of Lind i
large fineas (000 hectares or morel, the bulk of whicl is 1o pasture., The un-
employment rate for the revion is relatively high (8.1 7) and in some districts
reaches as high as 15 percent, The wages are also low -- and this accompanied
by high unemplovment has led te heavy permancent and seasonal migratien. The
Pacflico Sur has barany and cattle industries, but it also has the largest propor-
tion of farm land planted in annual and permanent crops, Approximately 70 per-
cent of the labor force works in the agricultural secter. with about half being
salaried workers and 27 percent self-empioyed. This region has the largest
proportien of fincas in the 5-50 hectare category, thereby indicating a basic
population of small faroie = croviing bisic grains for home consumption and
sile. The unemplovment rate 18 low (6 o) and the wage sination is better than
that in the Pacilico Norte, although cot as good as in the Vertiente Atldntica.
This has meant 2 relatively low cut- mivratien,  The Vertiente Atldntica {s pri-
marily devoted to banana and caecao production with 2 hizh proportion of land in
Liroe plamations, Some S~ percent of the labor force works in the agricultural

sector, with the bulk beine relitively high wage salaried workers, Incomes arve
Neher in this region tad workers are attriweted from other areas, Because of
heavy fn-migrition and sciecied districts of very high unemplovment {e. 2.,
Colorado, 177, and Cahuita, 1373, the region's unemployment rate is relative-
Iv Binh (7.0 ) = b tre general emplovment and income situations are Zoud,
The Lianuras del Norte region 15 the st frostier of Costa Rica and the least

b

densely populated avea, Sowmic 7o percent of the labor force is working in
avricuiture. of which about raif wre =alaried workers and 27 percent arc self-
cmployed. The largest prepertion of firms are ir the 100-3500 hectares categony,
producing bananas, beans, pincapple, oranges, susir cane. and cattle. The
employment situation is tie bestan the rural pesiproery, altnhough a larse propor-
tion of the salaried workers carn less than 400 ¢ 347 per month (8L 3 1, As
a frontier area, it has attracted new mizrants, Hut the cut-migration due to low
wiges has balanced the in-migration. The Valle Intermontine Periférico (the
Outer Ring) is the most densely populated region nthe rural periphery, but 1t

is still basically an agriculural area with 5~ pereent of the abor force in this

1/ Assuming @ Jdependeney rmitio of 1.5, this ~alim provides ar ipcome level
of slizhtlv more than the liberal definition of the AID income berenmark
for a fully emploved worker,



[

sector. The bulk of the bor force (87 ure wiw  vuaTs ~- primarily as
agricultural labovers on coffee, sugar cane, pines o+ o, and foodgrmin fincas,

There are also a large sumber of smali farmers 0 percent of the farm-
Iand in fincas less than 30 aectares. The wempls rte is fairly high

(7. 3%) and combined with the ugh nroportion of i rize earners (637 less
than €400 per month) s wod to @ Mgh rate of oui- - :rizion -- 10 percent be-
tween 1968 and 1673, Peciuse of the proximity of 1= wrea to the San José
Urban Agglome rition, the majority of the mygraci. 1w pone to the city or W
the near-by rurai areas which already hivve waem ovent rates nest 9 percent.

Locking at eplovment, incors, mile 0 ut-migriaiion. and the
presence of infrastruc: dservices, the AL 3 conclude that
the situation in the PasTics Norte aad Valls Tate o 3 iffrice is the most
unfavorable; that in the I CRur g ir;t»f_-;r'. 3-:‘) i 1tﬂ ir tne Llanuras del
Norte and Vertiente A:if:

AN

Migration ~ we of the key vamanies o @ o analysis of the rural
periphery —- both 28 ain cagicntor of Lving cordiiic - 1oine regions of greajest
owm-migration and as - fa:: rewarner ol future Srobie i the regions of greatest
in-migration. Between 190x nod 1678, the trree o0 ons of out-migration were

the Valle Intermontane Forférice (16%, the Pac! ~orte {10%), and the Pa-
cifico Sur (3%); while the fwo areas of createst in-.. . ivition were the Vertiont
Atldntiea (16%) and the Sin José Urban Agelomer i The most 1mp0rtant
factors in determining out-migration 2ve inconme 3 omplovment, both of which

are unfavorable i the Voile Inwrmonmiano Perifdric -~ ad Pacifico Norte regions,
In 1873, both md Chigs oronartion of saievied w0 s carning less than @440
por month: approxdmiine oo FU pervent vs a nationi. - covage of 42 percent and
235 pereent in the m 1gr“t<.1~—:‘-: freveting Vertiente Ava) oocn. Similarly, the Valle
Intermontano Periférice 111 Paeffico Norte had his o wiemployment rates, As

a better indicator of em i ment opportunitics, *UAM/AITEC studies eal-
culated for each region o0 proportion of the worki . e population which was
working at least 33 hovrs ner week., Again, the Vi intermontano Periférico
and Pacifico Norte have ihe worst employment situi: on=, closely followed by the
Pacilico Sur, the San -Jc=8 airea, Vertiente Atldniict zad Llanuras del Norte.

These differcances in income and empls - ent opportunities are aiso
reflected in the country's o:cupational and land use¢ « “iterns. The low income/
high unemployvment regions are characterized by proportion of salaried
workers and a low proporting of self-employei. E;" . coirast, the low unemploy-
ment regions have relitr-elyv low progortions of ¢ 16 workers and a high




proportion of seif-emploved. The implications of this Tov Innd refors e ob-
vious, although there is no indieation that the Government 1 considering muor
Innd reform measures. With regard to land use, the unemplovment rates are
often highest in the areas where annual and permanent crops are least important
and where large plots of land are devoted to extensive wisture and.

It i= this high preportion of low-wige salaried workers (i.e., agri-
cultural kiborersy which is of mujor impertance in the ruml periphery. As
pointed out in the IFAM/AITEC Final Report, “in no region is the smail propri-
etor who works his own land or has his own business with family workers in the
majority’ {p. 22). This phenomenm is aiso reflected Ly the preliminary resulls
of the Rural Profiles Study: 1i.e,, the greatest number o1 rural poor are not
farm-owners, but rural laborers. And, for these rurai laborers, the zreatest
problems are un- or under-cemplayvment and low wages -- and as these problems
become more serious, the poor migrite to arcas of greater perceived opporiu-
nities.

The above deseribos (ne absolute differences which exist within the
rural periphery of Cozta Rica. One should, however, also try to look at the
question in terms of opportunities -- i.¢., it is not enoush 1o know that small
farmers and campesinos have Jow incomes and low standard housing; it is
equally important to understand the cpportunities which exist for them to in-
crease their incomes and swindards of living, To whit extent can the small
firmer increase his income? What are the factors whicn lower his opportunity
to increase hix income?

This quesiion will e answered more tioroulndy in the deniled agri-
culture seetor assessment to b completed by the ena o 1076, A this point and
as illustrations, we wiil, hevever, briefly desceribe tnree dbasic problems: (1)
decess to commercinl agricuirural markets; (2) access to zovernment services:
and (3) access to emplovment opportunities.

The first of these problems, access (o commercial agriculturil mar-
kets, can be illustrated through two examples:  small firmers dependent uporn
the saie of basic griing (rice, ¢orn, and bheans) and amall farmers whe Jave
diversified into commercial viuca preduction. The Consejo Nacional de Produc-
cién {(CNP) is a government azency responsible for price stabilization and
marketing of agricultural products. It has therefore soi minimum prices for
basic grains. However, smuil seale producers often receive as littde s 70
percent of this price. This i= a result of the following: (1) the support price is



paid at the ONP buyving station and sovill farawers o 1o poor storipe and lack
of transportation facilitics, often must seli to wte viedharies who then sell (o
the buving stations; (2 their product is beavily di=eosanted for poor quality, ie.
moisture and debris; arnd (3) because the grain 19«01, they must seli soon aiter
harvest or risk spoilage -- beeause of this time corstynint, they are at a great-
er disadvantage when deiling with prospective bave ¢, With regard to the
small-secale yuen producers, 2 DINADECO-AITI siady shows a tremendous
difference between prices paid to producers and 1:7:-05 paid by consumers, with
the difference accruing o miiddle-men -- i.¢,, ormer is paid €20 per sack

¥

while the consumer pavs (98, Looking 2t these '+ >xamples, we ¢an sec thag
the small farmer is not fully benefitting frory his linsres, The solution must lic

in up-grading the quality «f his product and in e :ng mechanisms to give him
more direct access 1o the consumer and to ihe 1ol s now earned by middiemen.

Related 1o tnie is the more general oo of inadeqguate aceess to
government services. Rey services, such as apn.iod agricultural research and
extension promoting cosi-reducing technologies . onriate for the small farm-
er, are not available, Otner sevvices, sach ag ¢ -edit are heing developed under
the AID agricultural secior icin. Employment viunities have been discussed
to some extent above but are basiciliy limited bv ik existing patterns of land
utilization {sec Part I, Secticn i}, E below).

E. Summary

The above guaantification of poverty il srofiles of poverty groups
are merely a preliimint s stampt o point out ton s anstaniial poverty does exist
in Costa Rica in term= of the AID fancome benehmi v, This poverty is most
heavily concentrated 1u the Tural nor-farming ¢, -+ and in particular in the
area containing the San ~0<8 1 rban Agglomeratio: .ad the Outer Ring of the
Central Region. As the *ission's sector assessnicals are completed, we will

attempt to analyze in more dewil the constraints 1acing these poor people as

they try to narrow the ocxisting socio-economic i - as well as the consiraints
facing the GOCR as it {ries io improve its policies iic programs. This analysis
and understanding are crucial if one is going to sevelop programs which will
truly narrow the differciices:  {,e., the solution .= 31 mereiy a redistribution
of income or consumption. rather, efforts must e directed toward the systemic
distortions and institutinal weaknesses which hel~ (¢ retain the social and
economic gap in its present form within Costa Tic
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PART 11

SUMMARY STRATHGY STATEMENT
DEVELODPMENT OVERVIEW

1. BACKGROUND

A, Introduciion

During the past 25 vears, Costn Rica has achieved significant de-
velopment gdins, both in terms of traiitional ccoromic messures and in terms
of the improved social and economic weil-being of its populaticn,  Since 1650,
real GDP has increased by approximately « percent por anaum, with even
greater growth rates during later veurs: i.e., nearly - percent between 1970
and 1973, Following the mernitiorai monetary and cnergy crises of 1973774,
redl economic growt: flowed significantiy, ilthough 4an wpswing seems 1o e
occurring in 1976, These growtn sotes have resulted in o 19735 GDP of approx-
imately €16, 300 (31, 950 mitlios cquatient or 3975 per capitd).  However, be-
cause of mpid rulation 1a recent vears, s figure is haghly infiated -- in
wrms of 1973 prices, the 1077 GDP war 11,075 millien (81,2937 nillion), or
approximately 3653 per capia. 1

Perhaps even more impressive than these ceonomic changes nave
been improvenients in Cosia Rica's over-all gquality of life. These improve-
MCLIS ATe MOst wigl

ilustinted oy reduced infunt end over-all morwiity rates;
increased number and proporiion of houses with kiswe wawr, elecirie, ard
sanitation facilitics; increased proportion of caildren in school and nigh dteracy
rate; increased Ulv expecid ov, increased soclial securlty coverage, and in-
creased middic class, (S Annex 1.y The only important social indicator to
have detericrated is the eimploymoent situation, and this only in recent veirs,

During tnese vears of substartial growth, there have also beon sig-
nificant structural changes in Costa Rica’s economy. The most important of
these chanzes nave led toincereased diversification and 3 reduced dependence
upon the agriculural sector: i.e., 2 reducticn in the agriculiure sector's
share of GDP from nearly 50 jereent in 1957 to less than 20 percent in 1975; an

1/ GDP is also deflated (o 19738 prices because ot (oo AlD Poliey Directive
=66 benchmark of 3300 per capiui in 19735 prices,
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increase in the indusivicl/manulacturing secror - siare from less than 135 per-
cent to 20 percem; and i inerease in the central covornment sector's share
from less than s percant 10 13 peveent, ;’ Irors o lownderstand these changes
and to gain a bettey uadye Hng of the couw trvis o rsent economic status and
the problems it f:‘lcos., wg wﬁi begin with a bre? Lo-ierieal summary. Besides

showing changes, this sutmarcy will show ihat the ¢ st Rican economy has ro-
tained many of its traditional characteristics -- =0 ihau the country faces many
of the same problems 1t 44 during the mid-19507 =,

B. Description of Basic Fceonomic Chinges Smice the 1950's

During the cul 19580%s, Costa Biea's o onomic growth was pri-

marily due to an export "hoom’ in oti eoaml ooy , with tne price of the
former being at excep h.u‘_ﬁziﬁ, Bigh fovels (81, Jt,- e o), and the value of ex-
ports increasing from J17.3 miillics n 1860 1w o1 niilion in 1357.

However, i

: S LE L Toodr 3, reaching a low of 36,83
per kilo in 1963, Duriay 1his peviod of reduced 7 ors, efforts were directed to
improving cultivilion pitetices, culininating tolins w0 Costa Riea having the
world's highest productivity per hectare for coftee Production thevefore con-
tinued to incrense (1 ;.-:,:1, setween 1593 and 1945, although the value of ex-
ports incredased at iess hin [ pereent poo, Durin. this period of reduced coffec
exports, the rates of growth of GDP, savings, nno apoerts also declined sig-
nifieantly,

By 1oo4, o=t code ontvy into e O oeal American Common
Mavket (CACK) begn o Crodx thiz doependence o1 cmiditional agricultural ex-
ports and to diversity thocoonomy . The JATM (o sced new irade patterns
to Costa Rica; i.c., in . oniv 4 percen: of € Ricu's exports went to
Ceniral America couniriss, widie in 1874 this tipo had increased to nearly
24 percent, Butl even 7aic imnoriaant then intre -5 new markets, the CACM
enabled Costa Rica to oroaden 18 market and enfer o+io modern industrial activ-
ities, as reflected by ine 3 ‘(:-th of manuiaciure: oods exports: less than 4
pereent of total exporis w 1962763, compared to oo percent in 1968 and 30 per-
cent in 1975,

1/ See Annexesl.and 71, A for detailed simictu i : huinges.
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The other major tactors contributing to Cost Rien's relatively
rapid mite of ceonomice development and to chitnges in its coonomic siruciure
hive been the expansion of public seecter expenditures and foreign capital trins-
fers,

The first of these, expuinsion of public secier expenditures, has had
two major effeets: (1} it provided new economic and social infrastructure for
the productive sectors and financed essential services which led 1o expanded
priviate sector dctivity and to the increased over-all supply of goods and serv-
ices and (2) it increased internal demand by increasing emploviment and silaries
and by purchasing gocds and services, Since public vxpenditures increased at
an even {aster rate than GDP 1/ the pubiic sector was able to play an important
anti-cyvelical role, During vears in which exports were low (either before entry
into the CACM or when new industrizl/manufacturing activity was inadequate to
compensate for poor agricultural exports), large increises in public sector ex-
penditures helped tie economy maintain a relatively satisfactory growth rate,

The bulk of this public scetor investment has been for new physical
infrastructure and lor improvee =il programs for the general pooulition., As
a consequence, approximateiv 30-60 percent of total direct public investment has
gone into transporiation, power, dand telecommunications during recent vears --
while the socitl sectors (primariiyv education and healtht have received 25-30
percent. Besideg its direct impact on GDP, this infrastructure investment
(phvsical and hurnan) has provided a strong foundation upon which private sector
investment carn he based,

High investiment efforts hive been another important factor in pro-
motling recent economic growt: {and struciural change) in Coswa Rica. Asa
peveentage of GDP, gross domestic investment has incredsed from 19 percent
in 1960 to move than 25 pervent in recent vears, Tnois high investment, however,
wis possibie only because of substantial foreisn capitil trinsiers to the public
and private sectors. The contributiorn of external resources in financing both
investment and increased imports has increased {rom le=s than 30 percent in
1960 to an average of 43 percent during the period i979-74. (See Annex 1. C.)

1/ 9 percent vs 6 percent between 1962 and 1972,



The agriculiural sector has received (- inrgest amount of this

foreign investment, primarily during the 196d4-0- v ciod when heavy investment
wias made to expand banrama production nnd in min ovont years to expand eatiic

activities. Since creit
the manufacturing sceior

vof the UACM, signgos o nvestment has aiso gone into

Besides ailowing for inereased invesur t, foreign capital has
played an important roie in financing Costa Rien ' our :'-f*nt accown balance of
payment deficits and has allowed imports to rerts @ ‘it i high level.

All of the woove factors —-- ertry irvs -0 JACHM, expansion of the
public seector, and substantial foreign capiwl -- o ¢ been major factors in
Costa Rica's relativeiv rapid growth and in oha. vy cne basic structure of the
economy. However, simulfaneousiv there has nooo 5 sirong growth factor
counter-balancing structural c-.}m.ngﬂ- i.e., the vonrwed impor@nce of agricul-
tural exports due to ehinging world market =it .- rnd changing nroducts.
The two most importaint new &g Lmtur 1 eNporT s ~s¢ een sugar and beef which
have increased from I perccen (Jf ot exporis in o492 to 16 percent in 1975,

The development of the bwef enport 1;’1&11;3‘“'J alse oorreibuted fo a changing
pattern of domestic procuction —- o point to be alsrussed later in this document.
Following relatively bal years, the banana and cotfee export businesses also
began to boom in the Lite 19605, As illustrated in Annex V. B, exports of
bananas have increased significantly, especially Avring the period 1966-1972
and 1974-75, Coffee vroduction also began to ine:rize in 1866, with recent
price inereases 1/ noking coffec expores even mware tmportant, These forces
within the cpgricultus: ~ector have eusured (he i nce of agricultural ex-
ports to Costa Rica’s dovelopment - - and hive, in wirn, tended to maintain
Costa Rica's dependenct on uuileractional marke!s o prices, a point which will
be discussed later ir move de@mil,

o

When looxing at factors which have (4 to basie ¢changes in Costa
Rica's economy, it is 5:l:0 imporiant to looxk av it offects of inflation. Until
the 1970's, the wholesitle price index incrensed i in average of less than 6
percent p.‘ . and thersfore had little immediate - licet on the economy. However,
the petroleum and food cmaes of 1973 and the ~o eguent worid-wide infiation
rates, plus excessive domestic demand, have oo high inflationary rates in

1/ InJanuary 1575, e mternational quetavis was 81021 per kilo; by July
1976, this had iereased 1o $3. 30,




recent years: 16 percent in 1973; 39 percent in 1974; and 20 percent in 1973,

These high inflationary it ox have cut deeply into Costa Rica‘s real
cconomic growth., Also, because inflition his caused the Government to change
some of its previous expansionary policies which nad directly contributed 10 in-
creased investment and cconomic growth, its effects are still being felr.

C. Present Economic Stutus

Due to the inecreased price of petroleum preducts, internation:i in-
flation, and a deterioratior in Coz2in Ricai's terms of trade and to decreased
agricultural output in 1974, Costa Rica's rate of economic growth slowed con-
siderably during both 1974 and 1875 -- i.e., real CDP increased at 5,4 percent
in 1974 and 3.4 pereent in 1973, This was tccompanied by high rates of domes-~
tic inflation and serious halance of toade deficits (3121 million, 3271 million,
and 8212 million, respectivelv, for 1673, 1974, and 1975).

During 1475, the Goverament made major efforts to deil with these
three problems of smrgist cooud nue growth, inflation ‘excess domestic demand,
and balance of pavments deficis. At the sume time, the GOCR continued, and
to some extent expxinded, its socind programes directed at narrowing the socio-
cconomic gap.  The miidn peliey insinuments were consumer credit restrints;
50-100 percent consumption KINeS on non-essential imports; broadened use of
uix credit certificaivs (CATS) to promote export industries; wage controls, &l-
though with the jntent of mainaming the purchasing power of lower income groups;
coniras of over-id eredii expiinsion v the Central Bank and encouragement of
favings through interest mte adiestments 17 and changes in commercial bank
portfolic requirements: increascd support prices Tor basic grains; and new tmaxes 2/
to finance the Asigniciones Jamilinres Program, an income distribuiton me-
chanism designed to incicase the real income of the poor in Costa Rica.

he early indientors for 1076 supggest that ine reduced inflation and
reduced balance of irade deficit in 19875 will continue through 1976, Over the

1/ The range on time deposits inereased from 4 1o 77 in December 1972 10
[ R

727 to 12 in March 1975 and to 107 to 13 at present.

2, New pivroll win and increise in the general siles tax from 37 to 5,



i)~

first six months of the veat the conswmer price inaex increased by only 4 per-
cent and the trade defieit (870 million) was approsaciitely half of what it ware
during the same peviod i 19750 This turnabout i 0ode figures is particularly
impressive, as it reprosents o 21 pereent inereaso 13 oxporis over the same
period List yenr and o 00 pereent decrease in ion. 18, This improvement in
trade pntterns has also resulted in @ dramatie ine oase in Costa Riea's inter-
national reserves: from Sis mJuon in June 1975 ¢ <59 million in Decembor
1975 to $120 million in Juiv 1976 L/, As i resul: e GOCR has a target
growth rate of 6 percen: for real GDP in 1976 -~ ¢ 1arget whick the IMF agrees
is reasonable in its laiest annual report.

The over-all economic prospects appos - favorable in the near-term,
although there are pressure points -- balance of ryae, financing of government
expenditures, debt servicing. Also, ther= 13 conoom that high inflation rates
will return in 1977 as a result of current high cudve . prices (and the apparent
inability of Governmer: o @x these wirndfall profis-© < nd probable high hudget
deficits in an clectior vear, These poirts wilt b '1'-:('-?1.55&(]1 more thoroughly
in a separate scection on Pinanciad C meirdaints,

D, Income Dostribution

As another measure of economic chan ind of the "real" effects of
ceonomic growth, one shouid look at income and I+ distribution, both between
geographic regiong ard income groups. There is & +ide variation in economic
status and standards of ving between regions wiv i increased in recent
years vecavse of the oha n;!‘-ng aconomic struclture - 1., most of the industrial
investment has been in .o Mesetn Central, nric: - in the environs of San
José, Heredia, and AI;:;:;@;:L. As a result, much oF & periphery has lagged
behind in the development piccess, In Guandea:tc. = an example, the trend
toward increased caitle pooduction (and the consequsat movement toward larger

1/ It should be noied ‘Lhi this is the nighoest love o7 reserves ever recovded
by the Central Bark., The previous high wi - i miliion in October 1973,
Nevertheless this o vel Opr«:’sents snly twy months of imports, which
Central Bank autaomitics in most countries - sild consider dangerously
low. Costa Ricans, however, tend to see it . s 1 comfortable margin.

Costa Rica has traditionally preferred high
foreign exchange reserves,

sport volume over large
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farms and more extensive land use) as= brought about the displaicement of the
smaldl farmer, o decline in the imporuinee of foodgriin production, and ruml
unemployvment.  This has led i turn jo the new Costa Rican problem of vn-
creased rural-urban migration with its adverse cconomic and social implica-
tions,

In terms of income distribution, Costir Ric: has moderite inequaiity:
¢.g., the lowest 40 percent of Costa Rica's population held 14, 7 percen: of
total income in 1971 vs 6.5 percent for the same popuiation group in Honduras,
6.5 percent in Perd, 12,2 percent in the Dominican Republie, 11.6 percent in
the Philippines, 17 percent in Thailand, and I35 percent in Korea, 1/ Compar-
ing 1961 and 1971 dita, the income share of the middle 60 percent of the popula-
tion increased from 34 percent te i+ percent, with a2 concomitant decrease in the
share of the tep 5 percent. Tuoe deiciied income distrisution profile in Annex
IO, E however, shows that the drgree of equity varies bet ween regions, with the
ruril sector bheing most ¢juti and the Metropelitan Area being most unequal.
Of perhaps greater impyor@anee, Annex (1L D shows 1hat the income share of the
lowest 20 percent of the poruiction decreased during the 1961-71 period. This
iz confirmed by comparing the mates of growth of GDP and of the lowest
quintile's shave of GDB 5,0 percent vs 4.2 percent between 1961 and 1971,

There are two major reasons for the appavent worsening of the poor-
cst quintile's position:  inercased unemploviment and increased concentration of
landhoidings. With regard to empilovment, during the 1960's, Costa Rica en-
joved relativelv low unemploviient ratesd near 4-5 percvent.  However, beginning
in the l:te 1982's, the bor fore s begin to inerease more rapidly than employ-
ment -- thereby leading o increascd unempliovmeni, vspecially for low-wage
lnborers, and unemployment mates near 7 percent in the early 1970's.

The increased concentrution of landholdings has been an equally
imporiant factor. Between 1963 and 1973, the number of farms under one hec-
tare increased from 3,661 1o 14,413, resuliing in a sitvatdoen in which 46 per-
cent of the countryv's farms are less than 5 hecetares and comprise only 1. 33
percent of ithe tom! farm area, while 7 pereent of the total number of farms arve
more than 1GJ hectares and comprise 67 percent of the total area. This de-
crease in the proportion of land held by medium and small farmers has been

l/ Comparing Costa Rica daty with dawa in Redistribution with Growtih, pp.

%9



primarily due to the disnliicement of snudl firme o= in Goanaeaste, Hervedin, and
Limdn -- often through the sale of their land to Leroe vanch or plantation owners

The ;Lbow dittn on income sdistributics =hoow that Costa Riea is
relatively better off {vin many developing coumiv:. . They also, however,
indicate that the poores. 20 percent are necomin,, oorer Telative to the resi of
the population. In response, the GOCR fas refc—:n_,-:..»'i its efforts towards redis-
tribution 1/ -~ as will b discussed in Section &7 . 7 “his document. Yet, in spite
of these redistribution programs, the Governm 11 need to focus greater
attention on policy reforms relating to the cosizs ol libor and capitai, the promo-~
tion of emplioyment, and the more efficiens L.tll‘ zxooon of land.

1/ Some resulis from these programs are alrend. being felt: e.g., the
University of Costa Lica recently calculatod i~'>r9r17 curves comparing
the distribution of salary incomes in 1963 u S73 whieh show that the
lowest 20 percent o wage earners increases tiwir share of total salaries
by 2 percent during the I0-year perioc,



. MAJOR DEVELOPMENT PROBLEMS

A, Socio-Economic Disparity

As discussed in the "Preliminary Poverty Profile', there are sub-
stantial pockets of poverty in Costa Rica which, according to our " moderate’
definition, comprise approximately 42 percent of fe towal population -- and more
than 50 percent of the population in certain geographicregions. These people
arc poor in absolute terms: nearly 500,000 people have per capita incomes less
than AID's 3130 benchmark, some 420, 000 people live in houses without basic
services (piped water, electricity, and sanitation facilities); and some 300,000
people live in districts with infant mortality rates greater than 530.

This poverty exists in spite of a relativelv equitable distribution of
income -- i.e., the middle 60 percent of the population holds 44% of total in-
come. In fact, it is probably this large middle income group which makes the
socio-economic gap more noticeable. In contrast to this middle 60 percent of
the population, the lowest 20 percent holds only 5.4 percent, while the top 20
percent holds 50.6 percent. As an example, of this great difference between
income groups, we sce the following from preliminary data provided by the Rural
Profiles Survey:

AVERAGE ANNUAL FAMILY INCOMES

ncome Group Lowest 20 of Pop. Midgle 60 ° Higaest 207
Ruial Non-Tiarm Owners C2,170 CoN, 170 ¢ 25,220
Rural Farm Owners 2,147 23, 4590 117,420
National Urban 3, 460 15, 300 43, 345
Meiropolitan Area Urban 4,210 17,415 54,595

The gap itself is discussed in the carlier poverty description. It is
ernough at this point to sav that Costa Rica's socio-economic gap (between the
lowest 20 percent and the middle 60 percent as well as between the lowest and
highest 20 percent} is 2 major development problem. The closing of this zap,
through the resoclution of basic systemic problems and not merely through a re-
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distribution of income and consumption, will form ¢ basis for future GOCR
and USAID programs.

When discussing socio-ceovomic dism. o ties, one should also ook
at the differences in oppoctunities for men and woon in Costa Riea, According
to law, both sexes have cqual educiation, emvloy iy oy, property, and elecioral
rights.

Looking &t actuat participation, rathe . ihan rights, women make up
approximately 10 perceni of the country's towal a0 force, with a heavy bias
towards urban ermaployment where they comprise 51 porecent of the labor force.
There are relatively few women working in the a:ivcuiture sector or in other
rural employment. There are no good data on ‘el pay for equal work, ' but
we can say that a larze propovtion of women ars - ne lowest paid jobs. i/ In
contrast, there is also « arge portion of womer ir (3¢ higher employment
brackets ~- approximite iy 39 percent of nll profossiont] workers, This is con-
firmed by educationdi datz which show thit 52 pesrcoat of all workers with
complete university odueation are women., These numbersindicate a large num-
ber of women in both professicnal and unskilied jors, with proportionately fewer
in semi-skilled jobs.

There do net appear 1o be serious suoic-cconomie differences be-
tween men and women in Costa Kiea, although the owver-all participation rates
of women should increise -- o fnetor which will contribute to future employ-
ment reguiremeoents,

B. Economic Dependence

Much of Costa Ricats recent economn .« growth has been due to the
openness of its economy, priumarily through the svowth of traditional agricultural
exports and the growth of ivs CACM-oriented maustrial/manufacturing sector.
While promoting grewil, these factors also aco: »r Josta Rieca's vulnerability to
changing internationzi condiiions and its depend: nee on the demand (and prices)
for traditional agricultvral exports in world mirxeis and on the purchasing power
and demand for its nca-traditional mandfactures exsorts within the CACM. The
high Ievel of dependency in the Costa Rican economy is also reflected by the sig-

1/ Women comprise 10 perecent of the total vy lorce but 30 percent of ail
salaried workers earning less than €406C (=17} per month.



nificant role {foreign capitl inflows pliv in covering halinee of trade defiweits,
The world-wide inflation and recession of 1073775 and energy crisis also had
serious cffects on Costa Rica and once agnin illustrate tne economyv's vulner-
ability to external forees,

Since the civly 1960% the proportion of expoerts to GDP has con-
tinually increased -- {rom 19 porcent in 1962 to 25 pereent in 1974, Although
the composition of exports has changed considerably since Costa Rica's entrance
into the CACM, the country still remains dependent on o few primary agricul-
mral exports: e.g., in 1974 and 1975 and during the first five months of 1979,
coffee, banana, beof, and sugar expori~ noode un A4 percent of 101al exports,
The major difficulty with this high proporiion of traditional exporis is the vul-
nerabiliey of the overall econuiny to violeni price fluctuations in the intema—
tional market. Most agricultural exrari prices are Migh ot present 1.7, but
throughout the past decade, the exnort price index hag bcen below the 1mpon
price index, with consequent nevative terms of trade 1or Costa Rica, The cifects
of the negative terms of trade ar- [-i throughout the economy and, as an
example, during the Gwe 19507 und cari 1060"s when coffee prices were low,
the economy aveided serious poobier s only beelduse of the newly created CACM
and unexpected increases in non-triditional ayriculiural exporis {(e.g., beef),

The instability of prices has alse meant that the multipiier effects to the economy
during periods of high prices are minimaii.

Cosnmy Rica's non-agriculiumi exports are dependent not only on in-
come chanees and demand in CAUCM countries, but alse on the Costa Rican cap-
city to import, For example, anoorts Dor the indusirial sector have beer
steadily mereasing: t,e., ror 20 cercent of out! mports in 1961 to nearly
50 percent in 1975, The bulk v, aese imporis have been primary materials,
alihough capitil geods impor,: {or ke first six months of 1976 are almost equal
to the twelve month towal of 1973, This has been accompanied by a decrease in
impors of primary materials -- suggesting the reducced importance of d 2w-
back' industries, Becuause of the relatively high wage structure in Cosia Riea,
production is also potentialiv less competitive, thereby making non-traditicnai
exports exiremely wilnerable o internarionti marxke: conditions -- i.e., 1omrl

1/ The New York price wias 81.4~/1b. in August 1674, compared to 8, 33/1b.
in August 1975, This has meant an increase in thL viilue of coffee cxports
for the first fiv: monihs of 1976 1o 373 millicon, more than for e same
period in any previous vear,



costs are often competiiive only because of relan s o fow capiml costs.

While the coonamy is sl dependent upeos ooternntionay mariker
prices for agriculturad oxpores, the GOCR has sec sccessiul in diversifving
some of its markews: o, 2., the pereentage of tuial offee exports going to
West Cermany has failen 1rom 39 percent in 1960 15 percent in 1975 ano {o
the United States {rom 30 pereent 1o 14 pereend vuoo ¢ same period, The
proportion of total exporis going to the Uos, mas ¢ .0 lillen, from 42 percent
in 1970 to 32 percent v 1074, with commeoensurais o ¢ 7eases 10 Lurcpean
Common Market countrics and the rest of the we,

A stated o1 cetotent efforts have been
i

possible only beeause «f

unsfers: iLe,, the conivi-
bution of external resouree: in firmeing wross o i formation has in-
creascd {from lessthar ‘o ~.re of 46 percent during the
neriod 1870-75. (See ov w ¢ : o tal has also been instiu-
mentl in financing Costa idren’s halipoe of navioess, 4% ¢an be seen in the

following wible:
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in Reserves 11,5 i7.8 -22.9 29,3

This agais shows e dependeney of b Costa Riecan economy on ex-

rerwil resources.  Forcien capital has allowed Co=ot Rica to maintain high levels



of imports, esvecially or its new industrial secter, apd s, therefore, poaved
1 H N a n

an indispensable roie in the high growth rates of the past 15 veur

f

The issue, however, is not one of the pas=i, St is rather of the future,
Can Costa Ricn maintain this high ievel of devendencev? When wili the repie-
mernt of past capital transfers overshadow miiows? 1L is 100 2000 10 Jr-s oon-
clusions bur it appears that capital outflow is increasing, mirtially due o the
amortization of priviate debi. 1/ The relevani question then becomes how long
Costa Rican can finance nalance of trade deificite with {creign capital. Assum-
ing that there are limimtons, Costa Rica must developy new fimencial mechanisms
which ean break (or at least diversify) its depanaeney on foreign capizall

Tre third importint indicutor of Costa Rica's highly dependent stat
has been tre impact of the recent ener v origis g werld-wide inflition and
recession on the domestic economy.  Tre 1873/74 cnergy orisis led to 2 four-
fold inevense in oil prices in Costa Kicn and oou significant inerease in the
country's import bill.  The bulk ¢f (R~ inerease was due to ¢l prices: noi oL
imports increased front Sy mfion in 0970 1o iy million in 1974, despite 2
siight drop in consunption,  Also curing 1973, the wial import bill increased by
56 pereent, although the 2ctual veume of imports increased by only 18 percent --
and even part o this Incredac i volume witg 4 direct reaction o inflation, as
busiresses tried to build up their inventories, The result was a record current
account deficit in 1974, The etfects on thc domestic coonomy were varied:  [iTst,
there were girect effecis such s higher gasoline and electricity prices, and a
zenera! inflatin "“u ff aea cIy 40 pere mr in 1974, The resulting balarce of

pvments o Tawod (oo mioEt Ssericus probiems -- e, gL, oredit
rest:‘ictions : A Pls MUCT wF S0-200 DOTCETI WO T (mPasad,

dll of whick resulted in lovwe o conomice growtn during 1073-73 and 3 reduced

standard of lving 1ov the av raze Coswi Rican,

The i o o revments ofieets hive bheen somewnal reduced by the
temporary {1974-7~) Veneeuelan 011 Fund which fends hack wo Costa Ricy, for
development purposes, approximately =0 pereent of its oruwde oil imporis from
Venezuel:, This will tilow Costa Ricu 1o gefor pavment on 15 oil imporws, It
will not, howevor, soive the long-run prosiem of o simificantly higher import

bill.

i/ For example, cecumulited amortization for private enterprise dein as of

May 1976 was 347 million vs 836 million during the same period in 1973,
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creased femnle participation rates, the labor foree wiil continue o grow Sipidly
in the near future. At ihe same time, output 18 Hkely o inerease less mpidiy
than in the Inte 1960, Adjusting recent IBRD pz'ou‘cn'ons accorcdings .o 19T
actuitis and assuming that real GDI increases at 504 percent paoa, and 1031 ceel
output/man increases At 2,7 percent p.i, (Compir cd o 2. b percent wWiween
1963 and 1973}, one can see from the fuliowing table that unemplovment 15 Likels
to increase:

ILLUSTRATIVE PROJECTION OF POSSIBLE LEVEL OF
a7 !

OPEN UNEMPLOYMENT, 1973-1394
1973 190 1930
Population ('000's) 1,72 2,235
Labor Force (000's) a5 Ta0
GDP (C mllions, 1070 uricesd 1,162 14,654
Average Output/Man (C) 1,733 22,370
Employviment (000'g) 42 6050
Unemployment (000's) 405 00
Unemployment Rate .o 15.3

The growing emplovment probiem is also reflected in the following
regional projections which shows (1) that the existing age structure of the popu-
latien will cause a rupid Licredse in the number of people in the 15 1o 6+ age
gToup cmrirnT the next ’0 vears, buttug this increase wiil be greatest between

Jand 153 and (’) a4t there are sigaificint regionsd dliferences in the
l)IOi(‘LtG{* rates ol Sroweh of p wwntul Libor forecs, wiin il
in the outer reolonb, especialiiv PacilicoNorte, Llanuris cel Norte, :mi Pacff*.-
co Sur regions. 1/

1/ Projections based on siudvy hy Instituto de Estudios Sociales en Poblacidn
{(IDESPO) -~ Provecciones Regionales de la Poblacidn de Costa Rica by
Marcos Bogan and Carlos Raabe, September 1976,
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discourage labor utili

recognized the - cicusness of the problem and

cotive inaus 100 - Zevelopment Plan, Thus
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wr of general policies which

v

Caedified i employment
opportunities Are Lo iy oAt the required voo o0 Tn 4 geographicaliy balunced
paitern so that urban n.oaravien can be contines o & vate which is more consis-
tent with urban empliovaunt opporfunities, Thes solicies fall into three major
categories: (1) the crapiovinent intensity of the 5o - dotion process; (2) rural

iand use patterns; and 5 ingustrial location.




The most impormnt policy ared dppears to bo to increise tiw
cmplovment intensity of the production process.  Annex i, for eximpie, show
that in relation te the increasing sharve of GDP generited by industry ‘mining
and basic services, the employment absorption of these sectors is increasing
more slowly,

The 1874 IBRD Economic Report of Costa Riva points out thuy Cost

=

Rica's relatively high wage structure and payroll taxes discourage Labor-utilice-

tion. The existing pavroll taxes (including =ocial security pavmenis by empl

ers) and required vacation and bonus payments now toiz]l 28 percent of salaries,

q=~ ‘=

with the figure scheduled to increased to at least 31 percent in 1977 7- is the
special Asignaciones Familiares payv-roll mx increases 1o 5 percent, This,

combined with the relativelv high wage mtes in Costa Rica, discoura s the
of labor intensive techniques,

In addition, the subsidized price of cuapitai enceurages the subsfiu
tion of capital for labor, thus aggravating the problem. At present, ihere are
two major subsidies to capitdl: the fiscal incentives svsiem and the interest
riate structure., The fiscal incentives svstem, developed as part of the 1682

CACM Treaty, is heavily biased toward capital, Indusiries are classified inte

three main categories 1/ and those granted, “industrial contracts’ rece:ve al

(or some) of the following benefits for periods of 2 10 10 vears:

-- 100 pereent exemption from import duties on machin

cquipmient for 3 to 10 vears depending on indusiry S

—- SO opercent exemptiog from import duiivs o0 Nt Taiu T e, S

VTOQUOE COnEUmMer 0

provided that at least 50 pereent oi fie vilie of the mite
duction vomes from Ceoniral Amevica; Gro

Tyt st el v
ALl TIe s DY

or goods, packiong nuiteriais or semt-finisned soods and obiz
their raw materials from ouiside Copral Nmericn, bt 2@l &osi;
value 1o the riw materials; and Group © indusirivs include those wii

impiv assemble, pex, cut ov dilcte producis, inelu

tobacco products,  Most liberal exemptions oo Jiven e Group A dndustrices

and least liberal to Group C.

1




finished produets, and packaging miic oaes Jor 3 to 5 vears,

followed bn 50 percent exemption for 5 5 years;
== 100 pereent exemption from import Lo s on fuels (except giaso-

line) for Hio T yvears;
and

-- 100 pereen: oexemption from income @ «o-, und taxes on assets
and net waorth for 2 1o 10 years,

These incentives, plus relutively low ine o1 cates (129 {for loans
to large industries comparcd to recent inflation e voor 20%) have greatiy
lowered the cost of capiinl rolative to labor. This ks wosulted in increasingly
capital-intensive industrizl cevelopment., For oxuin. o . some rough approxi-

mations of the industrial {ixcd capital stock prepare o o 1870 IBRD Industria:
Mission show that in 1969, the average capital inves oo oni per worker was arocund
$4, 800, while the marginal capital investment was @ ound 325, 000,

The selution to this distorted productior - ~ucture is not easy,
especitlly since the CACM common external tavifl, -1 velatively high rates

on finished manufactures, wonds to encourige & hin - enhal cost structure,
T'or domestically oriented production activities, o o0 il elimination ol the

capital subsidies should net only increase labov use 7 ut alse inerease the tas
hase and -- through raising the interest rate sirucm o -- oneeurage inereascd
savings. Given the past ord Hkely future imfiations e ovssures from high ox-

port carnings on coifee anid zovernment social spoenaiis #uch side effects would
be welcomed,

The two other mujor policy categories -+ ~ural Innd use patwerns
and industrial location. RKuiril land use problems @ cu-cussed in Segtion I,
below n seme detail; it 20 swificient here to pomt v 00 they discourage hizhor
levels of emplovment in npriculture. The GOCR L eently begun 1o address

the issue of industrial location; an important low dos red 10 stimuinic industey

1/ A ROCAP airgram on Dmplovment and Contvs + necican Integration (o7
19/76) suggests an clasticity of capital/thor < siitution of 9.5, Accor-
dingly, an increase of 100 in the relative cost oo 2apital, holding real
salaries and the lesed of capital constant, wo...
in manufacturing empiovment.

adto an increase of &7



in the rural periphery and slow its growth in the San Josd Metropolitan e is
currently under discussion in the National Assemblyv. This law provides 2
series of incentives for industrial location in the rural periphery, including Dro-
ferential credit for fixed and working capital, training of unskilled labor, tech-
nical assistance, creation of industrial parks, and donation or preferential sale
of industrial land sites,

In summary, there appear to be growing unemplovment probiems in
Costa Rica, and these problems are likely to become more serious in the next
10-20 years, as the number of people in emplovable age groups increases
rapidly. The employment problem is currently most sericus in the Ville Inter-
montano, Pacilico Norte, and Vertiente Atidntica regions -- but if the rurai
exodus accelerates, the greatest future probiems mav liv inthe San J.os¢ Urhan
Agglomeration area, It is importint that the GOCR focus more cleativ on its
cmployment objectives and on the impact of existing policies in hoth the wrivn
and the rural areas, especinlly since the capability of the noriculiurai secior w
absorb new workers seems to be decreasing and investmeni in the industriti
scctor continues to be relatively capital intensive,

D, Institutional Strengths and Weaknesses

Costa Rica's major instifutional strength 1= its commitment o Rive
institutions solve development problems and bridee the exdsting secte-eoonomic
map.  This can be brieflv illustrated with three progrums:  municipal doveiop-
munt, rural heialth, and edueation,

The GOCR has @ wide network of institutions working tewards ouri-
cipal development, including decoentralized planning dnd implementition,  The
couniry's 30 cantones are scli-governing municipai entities with popularh
eclected councils and executives chosen by the Council members, Lisison wo-
tween the municipalities ind the national governmeni is provided through tne
Instituto de Fomento v Asesor{lt Municipal IFAM), an autonomous azencey
which has had 2 long relationship with AID (Loans 023 and 023) and has provided
supervised credii and technical asgistance to individual municipalities. T
Dircceidn Nacionil de Desarroilo de ia Comunidad (DINADZCO), the Instituto
Mixto de Avuda Social IMAS, and the settlements of 1he Institute de Tierres
v Coloniziacidn TCO) are additonal institution= working a1 the iecal level o

I

capability o participate in the development process,
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The GOCR's neadth and cducation progurieois bove provided the great-
csl outreach from the center o the rural areas. The -aeeess of the edueation

program can be seen by the country's low illiteracy oo (119, the high percent -
age of school-age children in school (70%), and the oo enmige of total Central
Government expenditures for education (27%). The ¢ miment's Rural Health

Program, established in 1471 has brought about dror: "1 changes. For exampic,
mortality due to communiciahle diseases (and agid r.a. sich the Rural Health
Workers vaccinate) averaged 575 between 1965 and i+, while between 1971

and 1974, the average dropped to 220, Unfortunatcir, -7 all GOCR programs
have been as successful 15 these health and educating. rograms -- of the IFAM/
AITEC cantonal studies which show that only ono thir: o the communities

studied perceive 1/ veceiving services from the Mini~i - of Agriculure, INFO-
COOP, IMAS, DINADECO, I'7CO, and the Ministry .. " ~uansport.

Another indication of the GOCR's desiyr. . iuve institutions solve
development problems is the recent announcement of @ ujor constitutional re-
form to be completed by 1079, This reform wiil be v iopment-oriented with
the hope that "development will mean the improvemen: oF all, V' According 1o
the preliminary announcerment, ''the proposed refory - wiil revolve around the
questions of public sector management, and the roles of the FExecutive Branch,
the Legislative Assembly, (he autonomous agencies, . the Office of the Con-
troller General."

Looking atf institutional weaknesses, scie i which may be resolved
by the future constitutioni’ reforms, there are threo siior problems: (1) the
capacity of the Government io consider and implemicn: oliey changes, (2) the

capability of the Governmeni and private sector t0 v+ g0, andlyze, and plan,
and (3) the status of autonomous agencies and intci- w0y coordination,

The Government's programs are direciv. «oard hoth redistribution

and growth ohjectives anc ave highly consonint wiin oo Jongressicnal Mandate,
Nonetheless, as illustratedn: the discussion of emp.: inent problems, there are
scveral policy alternatives reluting to capital and .o - srices which the Govern~
ment has been unable 1o implement, The DAP has - . sointed out other de-
velopment problems -- ¢, g, , high concentration .. .. diholdings and poor

1/ NOTE: Community perception depends uporn L ngth of time the agency
has been in the community and the magnitude . 2 program, and is nat
necessarily a measure of the ageney's eifectivers=s,
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utilization of land -- which could be altered by basic policy changes, such iz
land reform or an agricultural land tax. 1/ While the country's democeritic
system provides the rights of participation to the entire populition and neces-
sary development incentives, it also creates an environment in which govern-
ments need 'to offer something for evervone.”” In Costa Riea, this is seenin
policies which provide capital subsidies for the wealthy 21 the same time as

the Government develops subsidized social programs for the poor -- even
though the capital subsidies may be a partial cause of poverty for some Troups.
There are indications that growing unemployment (some »f which might have
been prevented if policies were less biased townrd capital intensive invest-
ment) has led to increased poverty in Cost: Rica. In light of the growth of
poverty and growing resource constraints, Costa Rica will be less able 10
offer something for everyone. ' This, in turn, necessitites increased Govern-
ment efforts to use policy instruments to attack the systemic causes of povern,
as well as Government programs directed toward ¢x post redistribution or in-
creased production, The Government recognizes thiz need, as reflected in a
recent speech by the Vice-President in which he called for 3 new eguilibrium
between economic and social policies to expand the countrv's productive base,
He also stated that the Government would not introduce new social development
programs, but rather perfect the existing ones,

The second major institutional weakness, manazement and planning
capabilities, is reflected in several wavs, First, as 2 conerete example, th
Government's program budgeting svstem i weak and of little use as 2 munnze-
ment tool. As stated in theagdraft IBRD-IDB-AID Tripartite Study, A goed
example is found in the budget for the MAG agricuitur:] oxtension progr.om; caeh
of the seven regions has deseribed its 'physical soals! noan entirely different
wiy, 50 thit no comparisons can be made among them. As o resuli, the con-
trol of budget vxecution relaws almost entirveiv W fiminces, Not to Progross to-
ward stated objectives --- the Executive thercfore Incks the help tiar @ otrue
program budget could give him in laving out plans und moniloring thelr vxedu-
tion.’

USAID understinds thit tie GOCR is consiio ring and plans te submit o

the National Assembly a new agricultural wx which will encourag i

intensive use of land. However, we have no details on the proposii il
this time, and no idea of when it might oo into elfect.



Coordination and the role of autonomous tscreies are a further
nutjor problem. TFollowing new legislation in Aoril 1470, the Execuiive Brineh
has obtiined greater conirol over the major autonomes < institutions. However,
this new law puts the entire burden of coordination ¢ v President's Office,
thereby severing the officinl relationship betweoen aur -+ rmous institutions and
the related government minisiries and any authority « Fier ministers had over
these autonomous institutions.

This has creiated coordination problems within the various sectors ~-
with the problem being mosi serious in the agriculiuit . scctor which requires
close coordination of such disparate organizations = i Ministry of Agriculture,
the regional agricultural committees, the Consejo Nooional de Produccidn,
ITCO, INFOCOOP, the various commodity agencics, “7 Y M, and the national
banking system. This complicates coordination at oo iceal level, especially
when the local level representatives find themselves - ghi between conflicting
directives from the local "coordinator” and their cortil offices,

While the above management problems av¢ not unique to Costa Rica
and are probably inherent in most bureaucracies, thesy do need to be considered
18 new projects are being designed and implemented They do affect Costa
Rica's ability to absorb foreign assistance -- at boin ¢ level of designing and
of implementing projects.

The above discus=zion also suggests 2 v 0 asic problem which
Costa Rica is facing: 1i,c.. how to develop mechariz~ s and svstems to draw
people into the development nrocess. Part of this v orpsibility Hes within ihe
government scctor -- and 1o the extent that the probia. s technical solutions
within a single sector {¢. 2., fenlth and education), o GOOR has already proven
its ability o meet its responsibility and to implerne: o Teetive delivery sysicms,
However, for multi-sectoral problems, especially . . -0 which reguire mar-
keting or commercial solutions, svstems and mecha; i@ oix still need to be do-
veloped. A prime cxample lies in the agricultural -v oy delivery systems
exist for transferring technology and inputs to sm:il 7 smers; but the small
farmer lacks efficient Tlinks 0 commercial markers - soth to sell nis product
and perhaps more imporintiv 1o provide him wih © o woarial incentive to in-
crease his production o move into new cash crops. a0 development of these
new kinds of systems which 4o beveond the delivers . ods or services 15 on:
of the crucial instinstionsd problems in Costa Ricx o oo -- and one which wiil b

addressed at least partialiv i AID's future assistar o



E. Land Udlization

Between 1935 and 1973 the area of the country under production iin-
c¢reased by some 700, 000 hectares, with the increases greatest in the Pacffico
Norte, Pacifico Sur, and Llanuras del Norte. During these veirs, there were
also significant changes in the use of agricultural iand: i.e¢., 1 decrezse in the
proportion of land in annual and permanent crops and an increase in pasture
lands, 1/

During this same period (1955-73), the countmy's forest areas do-
creased. According to IFAM/AITEC caleulations, forest reserves diminished
by an average 59,600 hecetares per vear during ihe cighteen vear perivd. Trus
resulted in a reduced area of the country in foresis: from 71 percent of (oul:
area in 1935 to 53 percent in 1973,

These changes have affected the overnll ceonony in severai wivs,
First, the rapid de-forestation (and lack of reforestation and conserviaiion
policy) have brought about increased sheet erosion. This kasg, in turn, dermaged
soil quality and caused farmers to move onto steeper and more marginii slopes --
which has then resulted in further evosion and deterioration of the land. Se-
condly, changing land-use patterns have had an impact on iind ownership: i e.,
the movement into pasture land has caused some smali furmers to soll Meir

Iand (or pordons of their land) to large ranchers.

Third, and of perhaps greater importince 1o Tuiure AID 2iraie D,
the movement out of anouali and permanent Crops Inlo exIeRsive ATl land s
had a negative impact on rural emploviment., While perhaps overiv simpid
the IFA .\I/AITEC reports on ruridi Costa Rich have =hoewn 1o
manent crops generate significanily more direct
the eattle industry m d, as land moeves out of these crops, aoricullurii omriov-

At et a

CICLIIUTLL empaovIme Dt in

i/ In 1955, 15 percent of wind was in annutl Cropst >, 5 DeTCenl I DU ITianent
crops; 38 percent in pastures; and 37 percent net i production. By 1075,
these had changed (o U percent in annuid. crons;

crops; S0 percent in pastures; and 54 perecent not in preduction.

B IR y Sy s At
peoroent in permiine it
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ment opportunities drop. 1/ This influence hag beer - specially strong in the
Pacflico Norte where 1973 un- and under-employment mies were R and 11 per-
cont.

The issuce is, of course, not as simple t= o nbove might suggest:

Iand use patterns are determined by various price, - i1, and fisecal policies
and by market, technology, and investment opportun: i<, Therefore, in order
to change land use patterns, ospecially as they relaw o cmployment, the Govern-

ment will have to adopt policies which encourage furv = {0 move into morce
labor and land intensive production. As an example, 1+ (GOCR is considering
adoption of an agriculfurci Iind tax which would tax ui:roductive excess pasture
land, thereby creating a significant cost to holding 1. iinds. This might also
influence land tenure patterns and break down the hei:n concentration of land
ownership in certain regions -~ a pattern which has ¢nccuraged movement into

extensive pasture lands. This tyvpe of land tax, and,~ other policies which
take account of farmer profitability and employvment . ¢ ~eriation, need to be
adopted if Costa Rieca's scarce land resources are o o utilized efficiently.

. Financial Consmmints

There are three basie financial systems wiwch are essentinl to Costa
Riea's development and relevant to future AID progroimiing: (1) financing of
public expenditures through ihe fiscal system; {2) finticing of public and private
expenditures through the monetary system; and (3) i.oweing of imports through
irade and capital transfers.

1, Fiscal System

The public sector has become incoa-ingly important to Costa
Rica's growth. Looking at the entire public sector ¢tnic Jentral Government,
autonomous agencies, staie enterprises, and munici . SOVETRMENis), one sces
that the role of the public sector is large -- i,e., {on. 2975 expenditures in the

1/ For example, they estimate that land planted in vice generates an sverige
49 days of employment per hectare per year; o in yuea, 52 days; land
in tomatoes, 273 davs; land in coffee, 155 day:: . nd in bananas, 208 days;
and land in pasture, 7 days,



public sector made up 47 percent of GDP. 1/

Financing for each of the sub-sectors is different.  The bulk
of financing for the Central Government comes from taxes; for local govern-
ments, from taxes (337) and capital transfers (17 7); for the autonomous agen-
cies, from taxes (including social security pavments and the special additive
sales tax for Asignaciones Familinres) and Central Government transfers; for
state enterprises, from sale of services (53'7); external eredit (3075); and Jdo-
mestic credit (27); and for financial state enterprises, froos earned income
(4577}, premiums (297}, and loan repayments (6 ).

The Central Guvernment, however, sl remainsg the hearnt
of the public scctor., Any financial preblems it has will uttimately be (rins-
ferred to the reiated public sector institutions -- therefore, we will concentrite
our discussion of financing on the Central Government.

Between 1970 and 1975, Central Government taN rovenue in-
creased from C306.4 million to €2,122.2 million or an average 21,3 poroens

p.a, This increase was primarily due to a broad tax reform in 1972, which
mide income tax rates more progressive; introduced 2 general tax on domestic

consumption, with rates ranging from 30 to 30 percent on consumer durables and
luxury goods; and placed tighter restrictions on the use of jwrsonil deduciions

hy tuxpayers in the higher income brackets, Tax revenucs also increidzed by 20

pereent in 1974, primarily because of temporary ad valorem export duties ind 4

special banana 1ax which viclded €200 million in additionil revenue,

Despite these dramatic inereds=cs in revenue, expendi
creased more rapidly during the same period: i,e¢., 21,05 percent v

cent for expeonditures. Furthermore, the growth of Centrmel Goveromen
revenue has been barely able to keep pace with the growih <1 GDPr 1o, in

UlN

1/ The 1975 public sector expenditures were as foilows:

Central Government 2, el miion
Local Governments 150 mididen
Autonomous Agencies {(university and public

service institutions) 2,0=2 miiion
Stite Enterprises {public utilitics) 1,377 mithwn
Financial State Enterprises (bank and insurance) L, 275 miliion

T, TAN miilien
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1970, tax revenue wis 12,4 percent of GDP; in 1975, i1 was 12,8 percent, 1/

Annex VI, A, further illustrates the soecjerating resouree
problems of the 1970%s, Thanks 1o new tax revenucs, o rrent account surpluses
increased significantly in voth 1973 and 1974, Howcyve v, during this same pe-
riod, capital expenditures movre than trebled, therel:. ‘nreing the GOCR to in-
crease both domestic and foreign borrowing., Also, alicr two years of year-end
fiscal surpluses (1973 and 1974), there was a deficit i~ 9735,

Preliminary figures for 1976 show th. current revenue will
reach €2,725,3 million, or 19,6 percent greater than ..siu yvear. Expenditures
have increased even more rapidly (25%) and will probi v reach €3, 600 million
by the end of the year. If these figures hold, the cur vt revenue/expenditure
deficit will reach an all-time high of ¢ 874 million, wich will be approximately
5 percent of projected end of vear GDP -~ and signils ~untiv larger than b prior
years.

Because of the high (and increasing) wraportion of current
expenditures in the GOCR Budget, this resource prohien: may grow more serious
in {uture years -- ¢.g., salary increases and such birge-scale redistribution
programs as Asignaciones amiliares have greatly merensed the costs of govern-
ment.  As stated in the June 1976 IMFE Staff Report (Article VIII Consultation),
"the Missien emphasized once agnin the need for me . spending austerity and
expressed concern about the recent steep inerease . current expenditure at

the expense of capital outlays,

In an atterapt to control deficits, » 2w Tax Reform Package
was passed in May 197¢ which inereases the corpor:s mcome tax and puts new
taxes on dividends and on ihe sale of real estate. Uuring the {inal six months of
the year, these reforms should vield an additionad ¢ . 13 million,

However, this, in itsclf, points ¢ o woakness of the present
tax system -~ i,e., its reiative inelasticity, Subiv i ang out this €110 million
"reform bonus'', 1976 current revenue would inciv -0 only 14 percent over the

1/ NOTE: This ratia js for Central Governmoer: lovenue ondy, I one looks
at general government tax revenue and Soeit: -ecurity piavments, the ratio
increases to 20 percent,
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1975 level. Also, the big revenue ineroises of 10735, 1074, and 1975w
to the introduction of new taxes and/or other bisie changes I the ©ix si
While such dramatic chinges in the tax structure ire unlixeiv in the futis,
the 1974 IBRD Report does suggest a number of possibic changes, It nowd
shortcomings in the taxation of individual and compiny incomes and in particulir
in the taxation of agricultural income. It pointed out that real property is
assessed unrealistically and taxed at low rates. 1/ Given the difficulties of
taxing land and the incomes of large farmers and the significant benefits they
receive from Government programs, the Report recommended that more ¢x-
tensive use be made of export taxes on major agriculmral exports. Costa Ri-
ca''s tax on coffee exports is one of the lowest in the world, However, it

should be noted that recent efforts to tax coffec exports were met with stron

g
protest and the Government dropped its plan. The Report ilso pointed out the
loss of revenue due to exemptions under the Industrial Incentives Lav -~ 3 liw
which has also contributed to the capital intensity of Costa Rican industry,

The GOCR will therefore need to face 18 growing budoeniny
resource probiems on both the revenue and expenditure sides of the wedaer, It
will need to reform further its tax system and it will necd to consider expen-
ditures more carefully, emphasizing “preventitive’ progrims, 1s opposed to
“"curative' ones -- c.g., development programs geared to providing emplov-
ment opportunities and improved incomes rather than sersvices alone,

2. Financial Svsiem
Following two vears of rapid credit expansion (7o in 2074 and
3~ in 1973), the GOCR has adopted more restrictive moneldry policies.  redds
ceilings have been set and the Central Baak has now ¢ COITmVeRTmenT L -

mereial sections of the banking system, 27 Interc sl riles were A180 moadiined o

1976 to discourige borrowing from the Centrad Bans, rediscount raies wore riised

1/ NOTE: The GOCR's low property (iNes v diso ineen=i3tent vith the oner
all Government ohicctive to redistribute income,

2/ NOTE: In 1975, investment banking scetions wcceountod for neariv onlf of
all bank credit, Thoy were limited in thoir lending only v the amount of
loanable funds 1ney had, and since they could offer
they vould artract Sreater avings,

- -

Digher interess mites,



to a range of 6 to 14 percent and the rate for credit 1o rumercial sections was
increased from 7 to 10 percent. Rate differentinis for d.mosits were smoothed
out by lowering those paid by the investment banking scetjons on time deposits,
although, the average level of interest rates in Cost Rui still remains high
relative to investment alfernatives in near-by countricvs

The finoneial system is strong and =1l sttracts substantial
foreign capital. It is also active in the country's devi Looment process and
provides investment capital t¢ all of the major sectoy-. As an example, at the
end of 1975, the national banking system had ourstandis v ioans of $119 million
in the agriculture sector, $135 million in the cattle in» stry, and $128 million
in the industrial sector. In recent years, the largest :nount of new credit has
gone into the agricultural sector., With credit expansisr now under control, we
sce only two significant problems in this sub-scetor: (13 the artificially low
interest rates for "small fzrmer" eredit and (2) the 10 »nility to channel credit
to the neediest,

As reported in the draft AID-IBRI:-1DB Tripartite Study, low
interest rates for agricultural credit were intended - i subsidy to small farm-
crs, reducing the cost of credit to them and therefore encouraging them to apply
for credit and invest in new technologies., Unfortur v iv, the stipulated interest
wte (3%) has been so low that bankers have hedged (oninst risk, thereby offer-
ing credit only to thosc with good security (most of whom are unlikely to be the
original farget group of small farmevrs),

This is just one part of the broad. ' issue of how to channel
credit to the neediest -~ ¢, 2.,  small farmers v 22 small industrial enter-
prises. While the issue is ndmitedly complex, the ©7>CR needs to consider new
wiays to bring the banking system more closely int. the development process and
to ensure that these funds are used most efficienti . Present interest rales are
lowest for loans to small firmers and small indux:ioos (8%, as opposed to 10
percent for medium sized industries, 129 for Livue wdustries, and 20 percent
for personal loans., As stated above, this tends v lower the target group's

access to the banking svstem. An alternate polic would be {o relax interest
rate policies: To quote:

"Smnll seale business benefits o both higher deposit and,
paradoxically, higher loan raw - iigher deposit rates which
regult in increased regources 10 he finaneial system mean that

small businessmen nre, ceteris carvibus, more likely to he



able to obtain institutionn] eredit, Not ondv are available
funds greater but denuind of big business which nornuiily
receive priority ave curbed by higher loan mtes, Heneo,
higher interest rtes on both deposits and loans tend to
promote greater income equality.” (Resouree Mobilization
and Finaneial Development by Maxwell Fry, 1974, p. =90,)

3, Balance of Pavments and Debt Servicing

As discussed in the previous section on "'Economic Dependence'’,
Cosm Rica suffers from chronic balance of trade deficits and has avoided
serious balance of pavments problems only because of substantial capital in-
flows., However, because of increasing capital outflows and debt repayment,
it is unclear how long Costa Rica can continue to depend upon these capiml in-
flows to finance its trade deficits.

It is, in fact, debt servicing which is of major interest,
During the five vear period 1965-72, debt service payments averaged $27.%
million. However, beginning in 1973, amortization and interest payments hive
increased significantly; 359,35 million in 1973; $65.4 million in 1974; and
273.0 miilion in 1973, Outstanding debt has similarly increased, more than
doubling between 1972 and 1975, 1/ During this same period, the debt service
ritio has also increased (from 11,9 percent in 1970 to 14.9 percent in 1973),
although it is still within the IMF's recommended ceiling of 15 percent.

During 1974 and 1973, debt service payments increased at
approximately 10 percent p.a. If servicing requirements continue to increasc
at approximatelv this level, the GOCR should not face serious problems in the
near future. However, if this rate were 1o increase and if the coffee ind banans
export industries were to hit a downswing, the debt service ratio could easily
rise to 20 percent of exports,

This possibility becomes more real when one looks ai the
composition of Costa Rica's present outstanding debt, 1 growing proportion of
which is at commercial terms: e.g., nearly 30 percent of tota] outstanding
credit is at commercial interest rates,

1/ Outstanding debt increased from $222 million in 12/31/72 to 3477 million
on 12/31/75.



Past ceonomie growth Fis boon fmpressives bowever  as recently stated
byt Government Ministors "ineguthity 1s perhaps preatoy ioday than it was 20~
S0 vears ago, We have jearrved it the inerease in the foces of per capita in-
come have no meaning as long ns development leaves bebid considernable see-
tors of the population.”  Even thouzh the middie class bax crown, tne reidtive
position of the lowest 20 percent o the population has worsened since 1961, The
GOCR's response has been fo shift zreater attention to na: rowing socic-economic
diffe rences, with its current obijectives and developmert @iorities best sum-
marized by the expression redistribution with growth, "

To look first at its recistiibution efforts and attenyus 10 narrow ti-e socio-
cceonomie gap, there has been d slight change of {focus during the past two vears,
Previous governments have cmphasized urban/ruril dit eences and. in an at-
tempt to narrow the differences. have concentrated resouwvees in the rural areas,
The present administration has. however. redefined its vojective as 'narrowing
of the socio-economic gap'' -- thereby calling for a traasfer of goods and serv-
ices to the country's poorest. regardless of where they live.

The Government has initiated a number of progroms 1o redistribute in-
come: e.g., high support prices for agricultural production, minimum wage
adiustiments favoring low-incore workers, and inclusios of previously uncovered
non-contributors in the Socinl Security System (primariiyv agricultural workers
and small far cers). Tt has also expanded services in venlth, nutrition, family
planning, education, potablc water supplies, and low-cest housing ~~ all of which
directly relate to the Congressional Mandate to *'(1) incve se agricultural produc-
tion through small-farm labor-intensive agriculturce, |7 ceduce infant mortalige.
(3) control populiation growin. (4) promote greater egua:ity of income distribu-
iion. and {5} reduce rates o unemplovment and undercmuiovment.

The hasic mechanism ior 1t1s redistribution ob soizve s the recently esiab-
lished Asignaciones Familiares v Desarrollo Social (“aoiily Assistance and So-
cial Development Program. This program focuses o1 the delivery of services
to marginal populations -- .., rural health, nutrivon aod feeding of children
and pregnant women, ruii housing. pomable waier suoulies, community de-
velopment, organization of cooperatives, and train:ng.  As an exampie of the
income distribution ¢ifect. it 1s estimated that « famiiv whose children receive
meals threugh the Nutrivion Progyam will save app o« nately €100 per week -~
with 2 concomitant increase i veal income. Specit: Lin revenues have been



'

catablisted (o fund Asizeaciones Taouliaves progras AL SGOCTeINC G

ceneral sales tax from 3 1o ~ pereent and a speeial pay redl ax whien wiil in-
crease from 2 pereent in 1975 to 5 percent in 107~ The 1975 Budaet touiiicd
C179 miilion (neariy 321 nullion) and was devoted primarily (o health and nuiri-
tion and to incoine transfers for non-COSS contribiting pensivners,

Tae GOCR has also shown its commitment 1o narrowing the counin 's
socio-economic gap through a number of other programs, Ay the most wucro
level. one can see this commitment in the 1973 Ceniral Budge:. Out of toad
expenditures of €2,929 million (3343 million), 2.0 pervent went for ¢ducation,
5.7 percent for health, and 3.5 percent for labor atfairs und social security --
or nearly 40 percent of tota]l expendiwures for these social services,

The National Social Security Svstem (CCSE) provides medical care. in-
surance, pensions, scholarsiips and training to & growing number of peopic. In
1673, 61 percent of the population was protected by heali™ insurance and =7 por-

cent by old-age and life insurance -- by 1975, these had increased to 70 percent

and 5% percent, respectivelv. The Ministry of Labor has ailso recently injtiated
child care centers in order to allow women to enter the official labor bree.

In the agriculture sector. the Ministry of Agriculture and a=sovized
agencies have concenirated many of their activities on small farmers: o, 2.0 the
production oriented Projecis-tnv-Campaign program: (he cooperdtive movement
which organizes and supporis groups of farmers; the nanonal bankin, svstem's
production credil program for small farmers; the Land Tenure angd Colonization
Institute's cadastral survey. land titling, and resettlement prosrams o0 andless
laborers and small farmers; and the National Production Council's program to
purchase basic grains at guaranteed minimum prices. As in cxample of the
small farmers' increased access to governmen:-sponsored services. the Cenirmii
Bank's loans to small farmers more than trebled between 1070 and 1674,

Cosm Rica has a low-cost rural heaith progran wihier nas exjended nesiin
services through the use of paramedical and auxiliury personnel, The program
is now providing coveruige to approximateiy 30 percent of the targel ruric popula-
tion of 630,000 persons in towns uf less than 50) inmabnanis. One eariv result
has been a dramatic decrease in the infant morality rate: from 60 in 1670 to
37 per thousand in 1974, The GOCR has also invested substantial resources o
family planning prosrams=. the result of which has been a reduction in the CBR
from 47.5 in 1660 to 25,3 in 1973,
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Phe GOCR his Odso dovoted o considembsde past o - onagel 1o the exosia-
ston of cduention opportanitices . cosulting 1o Hteraey nh s 90 poveont wad
approxinutely 70 poreent of cloloven intwe -1 age gvoe s encelled 1o scivol,
Thig has, 1 furn, resuited in o« copulition which is vecs dive To new idedas and
technologios and which is able oo narticipate fully an the o coopment process -
both by demanding services {rrough the democratic elein o srocess and by
being sufficiently educatled (o utiiize the services once rooc.oved,

s

Recognizing its growing wnemplovment problems, <o GOCOR has made
enmployment genceration a majur objective in its 1874~ Nononal Plan, One im-
portant step is the Governmeni®s new Law for the Deveosvmient of Rural Indus-
tries which aims ""to stimulate croductive and seorvice suiastries in the periphery
areas of the country, io inevise employment in said wrcss, 1o contribute 0 an
improved distribution of incouie, to promote a betrer viziizaiion of demestic
natural resources, and to elevate the lives of the rurai popuiation and diminisi
migration toward urban centers, "

The GOCR also receatly announced 1 new Urban Development Progriam
which will total €1, 200 million (8210 million) over the ~oxt {our years. The
program will include environmenial sanitation, water residafion, urban renewd:,
cradication of slums, improved rouads and transport, ficancial assistanece o smak
caterprises, healil and nutmition, and various urban scrvices,

Besides these progyanis which are to meet the contry' s longer term sociid
obiectives, the Nutional Planning Office recently drow oo sh
stratevies for the major productive secfors.

1.1
wort and medium-iorm

The medium-ternsn siyategy in the ageicuitvre -0 0 cadls for caanges in
mnd tenure patterns; expanded use of new technclogn - cxpanded and diversified
agricultural exports; zoninyg of vrincipal agricuimril o tovities: and promotion of
employment~generating production.  In the short-ter. emphasis is being
to production needed {or do

~estie consumption -~L¢ . o direct consumption
(food grains) and for usc as ndustrial raw mitteriaw - ourtly through the
strengthening of extension, ¢redit, and marketiog z¢ voes for small and medium
farmers. Also, inorder o sell exporiablie surnluse- e Government is trying
10 develop new export markeis, e.g., Jamalcs (o5 Lot

In the industrial sccior, medium-term plans « ¢ ior & greater use of do-
mestic naturat resources: development of move oo . rensive technologies;
expansion and diversification of industeial exports ©0 cuniries oulside the CTACM



region: greater efficrency and hicher productivity in exdsting indusivies: and tin
decentralization of induztry. In the short-term. priority is being given e
strengthening the industrial planning system; improvement of market information
svatems: improvement of export incentives; guarantees of a steady supply of

raw materiils; and the development of agro-industries,

However, as stated throughout this documoent, many basic GOCR policies
are inconsistent with its broad over-all objectives. The prime example relates
to its emplovment objectives: the Government has a stated objective 1o develop
more labor-intensive technologies, but its basic economic policies subsidize
capital investment. Some of this inconsistency is due to recent changes in
Government objectives -- 1, e., towards a4 stronger redistribution emphasis --
and the time lags in changing policies. However, some is also due to & Govern-
ment propensity to attack problems with programs, rather thin policy chinges,
and the Jdifficulties of implementing some of the required policy reforms in a
democratic system, and within the context of the CACM, all of whose members
have similar policies of subsidizing capital intensive industrial technoiogy.



IV, OTHER DONOR ACTIVI Y

Foreign capital has histomcally played and contine: w0 play an imporiant

role in Cosia Rica's developimeni process. The AMay O 71 AN Report on Exter-

T

! Debt sbows total "active” hard currencey loans of #7040 miyltlion, of which
$574 million was undisbursed a2 of 12/31/75. 1/ Althor . cniy part of this

cuistanding credit can be properiy classified as “other conor activity', we fecd
thiti it is appropriate to discuss commereial erediz ators witn tradifonal foreign
economie assistance because of the substitutabilivs of ¢oodiiin Costa Rica.

Looking at the total undisbursed balance by souroe: nd by tvpe of loan
for the three major lenders), we sce the fellowing:

Inter-American Develgpment Bank 3143, 5 million
Roads ($12. %
Electric Power { 24.9)
Inuds, Dev. & Credit { 5.2
Rural Health ( 20,0

Sewage & Water Systems { 13.2
Education { 9.6
Agriculture { 11,35
Fisherices { 13.G}
Misc. ( L%

World Bank S114. 5 miilion

Roads and Tousnort (R34,
Electric Power { 41,0
Telccomn, (22,4
Agriculture Do,
Education oUalj
Central American Bunk for Econ. integ. S 61,1 malizon
Roads & Transnort {233,
Eleet, Power Y
Housing 15,0
Water Supply { 6.2
Agriculture { 2.5
Educution £ 2.9
Misc, { 5.9
l/ NOTE: This indindes 8200 madlion For toae - b are stadl be nevoliiigd
and/or have not v et beea finally approved by o GOCR. 3 is therefore

an over-estimate of Lol debp outstanda..
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Agency for Iinternational Development C4ovillion

5.~ million

ha
<
U

Venezuelan Oil Fund

IME Oil Fund

f
—
o

Lo~ millios

Government of Brimin 3.1 million

Foreien Ranks =00 omilidon

Other > .o omidlies
GRAND TOT.‘\L 257100 11110

As indicated in the above listing, a major portion of foreign credit mas Jong
inio traditional infrastructure projects, Looking at the towal undisbursed nalancy
of 5374.1 million, one finds that 20 percent is for tmansport; 20 percent Inr
cleetric power dand communication; 33 percent for misceilinecus infrastructure
and capital imports; 7.3 percent for asriculiure; 4.7 percent for heaith; 5 por-
cent for education; and 1.2 percent {or pre-investment survevs.

During the next two vears, boti the IBRD and IDR are plannins wnding
programs of approximately the same magnitude as recent vears, The (BRD is
currvntly analvzing three possible new loans: (1) Agricultural Credit Rura.
Development to finance livestock and crop deveiopment, a8 well as possitie
feeder roads and othey rural infrasiructure ~- proposcd 315 mitlion: (O Urian
Transport {o finance improvement of raffic and transit facilitivs -- amount
still to be determined; and (3) Borueca Power und Aluminum to findnce an nvdro-
eleetric project for an aluminum smelter -- amount stiii 1o be determined and
further project preparation delaved until a firm decision is made atour 2 compant
10 construct the smelter plant. Besides two procects {n the agriculinre and
cducation sectors which are still awaiting final approval by the GOCR and e
IDE, the IDB is currentilyv ardlvzing three possiide new proiecis: (1) Rural
Roads, Third Stage which would extend the Bank's current fecder road proe-
aram -- proposed 326 million; (2) Education to {finince 4 stren
technical and vocational education program -- proposed 300~ million; and (3
Pre-Investment Fund, IT to finance feasibility gtudies wnd training for OFIPLAN -~
proposed &4 million,

- R
Jnened GOCR



In reviewing other donor credit programs, 1t is also erestdng to note
the prevailing terms and interest rates, especiaily in lighi i the previous dis-
cussion of external debt servicing -- i, ¢., that 657 of Cusic Rica's Yactive!
hard currency loans have terms icss than or equal to 25 yei s and greater than
or equal to 5 percent and that 34 percent have terms less wnin or equal to 10
yeiars and greater than or equal 1o 6§ percent. The IBRD's —.age from 30 vears
and 71/4 percent to 25 years and =} percent; the IDR's riaye from the Speecial
Fund terms of 35 vears and 2 percent to 20 vears and 8 percent; CABEY s range
from 35 vears and 2 percent 1o 30 years and 8 pereent; and the British Govern-
ment's only active loan is for 25 vears and 6 percent. Tre bulk of the remain-
ing credit is at regular commerciil terms.

While foreign capital transtors are the most imporiart part of all donor
and commercial transactions, nere are also exiensive s¢onnical assistance
activites in Costa Rica -- both grant and ioan funded. 7T!.- iechnical assgist-
ance is provided by the UNDP and related UN agencies; v the OAS; and by
bilateral programs from Japan, Canada, West Germany, Mexico, Switzerland,
Spain, Brazil, and the United States.

Looking at various sectors, we see the following tvyx's of technical as-
sistance:

Transportation: TA from UNDP for the study of (ronsport in the Metro-
politan Area; from ICAO for civii aviation: {r~m UNCTAD for port
administration and systems; and from Japar {v— construction of
poTLs.

General Economy and Planning:  TA from UNDE 1 weneral planning;
from OAS for tax and budgetary policy; fror: ( NTPA for statistics
and census; from IDE for institutional devewiment-CODESA; and
from CEPAL for professional training.

Energy and Communications: TA from UNDP {o: «iccetrical fransmis-
sion; from ITU ior telecommunications; an. {rom UPU for the postal
service.

Meteorology: TA from UNDP/OMM and UNDP/WMO for hydrometeorology

Health: TA from WHO in heitdth planning, malirs contrel, sanitation, and
system developrent; from West Germany (o nospital assistance in



Nicoya and San Isidro; from UNFA for family planning services: and
from OAS for health insurance.

Agriculture:  TA from FAO in forestry development, animal health, irri-
gation, fisheries, plint pathology, agricuitural diversification, agr-
rian reform, conservation, and prevention of coffee plant rust; from
WEP for the GOCR feeding programs; from West Germany for fores-
try, bee-keeping, and agricultural education; from Switzerland {for
agricultural mechanization; from IDB for fisheries development;
from OAS for agricultural and rural development; and from ILO for

rural development.

Education: TA from UNESCO for education planring and audio-visuai
communications; from West Germany for technical and engineering
training; from Canada for administrative assistance to the Univer-
sity of Costa Rica; and from Mexico, Spain, Brazil, and Japan for
professional training.

Industriil Development: TA from UNDP for mining investigatior: irom
UNIDO for industrial development and training; and from OAS fer
pianning and production control,

Misceilaneous: TA from UNCTAD for export promoticn, customs improve-
ment, and Central American integration; from GATT for training;
from OAS for tourism development; and from ILO for employment
promotion,
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ROLE OF AIY AND PROGRAM STRAT oy

A, Rationale

As shown in the Developmen{ Overview Section, Cos. iiien has achieved
significant cconomic and social gains during the past 25 yeurs. This has resulied
in a relatively strong national economy, with high per caplia averages for pro-
duction and consumption, This, however, is not to say th:i Costa Riea no longer
fices development problems and that there is no future reoic for AID. Itis
rather that the role and rationaic for AID must change to ~oincide with Costa
Rica's changing economic status.

The first step in the changing AID-Costa Rica relanonship is to acknow-
ledge formally Costa Rica's past economic achievements; therefore, the U.S,
Mission to Costa Rica proposes that Costa Rica be considerad an Vintermediate™
AID country and that the new AID loan terms outlined in #'o.i¢y Directive #66
become effective beginning in ¥Y78. 1/

The Mission feels that o poverty-based development issistance program
is appropriate at this time for the following basic reasors: (1} the existence of
a poverty group which corresponds to AID criteria; (2) the presence of a Govern-
ment which shares in high degrec the objectives of the AlD Cengressional Man-
date; and {5) the presence of development problems, including changing policy
requirements, which AID can help the GOCR to address. ln addition, there is
the United States interesi in assisting 2 democratic gove rnment, which has an
cxemplary tradition of protection of human rights, to sclve its development
problems and reazch "graduate status.'

The first two of these reasons have been discussed thoroughly in this do-~
cument. First, according to our "moderate' definition ot the AID income
benchmark,the poverty group is nearly 42% of the totn] popuiation -~ or approx-
imately 800, 000 persons in both rural and urban areas. =ccondly, the GOCR's
genuine interest in helping the lower income groups and the closeness of the

1/ NOTE: Costa Rica's per capita GDP (1973 prices) is $655, or well above
the PD-66 benchmark of £500, Also, approximatcly 65% of Costa Rica's
active hard currency loans are at terms harder thui those proposed in
PbD-66, indicating a GOCR willingness and capahiiitv to borrow at harder
terms.



AID Congressional Mandate 1o GOCR objectives have vreated an environment
which is highly congenial to AID'=z criteria. This hag, in wurn, z2llowed for ke
development of innovative programs such s the Nutrition Loan signed in Spring
1976 -- and promises to provide further opportunities in such areas as ERTs
satellite technolegy and experimenta! land-use colomes which introduce new cisi
crop and marketing systems. Cox=ta Rica's receptivity to AID concerns and past
successes 1/ also provide an important learning ground for AID worldwide
through evaluations of past and on-going GOCR programs.

The presence of significant development problems wis 2iso discussed
carlier in the DAP, Several of these -- socio-economic disparity, rising un-
cmplovment, and poor land utilization -~ are direetly reiated to the existence of
a target poverty group. However, three problems -- financial constriints,
economic vulnerability, and institutional weaknesses -- form an independent
rationale for a development-based AID program. While the financial constrainia
facing Costa Ricaare not 2 serious problem at this time, there are pressure
points (growing budget deficits and chronic balance of trade deficits) which em-
phasize the vulnerability of he cconomy to external forces: especiailly to reduccd
prices for traditional agricultural exports, to reduced foreign capital inflows,
and to reduced prices for non-traditional exports, which given Costa Rica's
relatively high wage siructure makes Costa Rican production potentinily less
competitive. These financial constraints and the high degree of economic vul-
nerability weaken the over-all economy and the capacity of the Government o
help the target poverty group -- and, as such, form part of the AID rationaie.

The GOCR's institutional and management welknesscs are an additdonal
reason for continued AID assistance, both to heip the Government resolve
management-related problems and, perhaps more impormntly, to push for morv
favorable policies which will leave the GOCR more capable of dealing with poverny
without external assistance. As an example, in future emplovment generation
programs, AID would encourage the GOCR to make poliev reforms which will
alter the relative prices of labor and capital and therefore promote greater
labor utilization.

_1_/ For example, decrease in the Infant Mortality Rate from nearly 70 1n
1963 to 37 in 1974 and decrease in the Crude Birth Rate from 47.5 in
1960 to 25,3 in 1973,



B. USAID Strategy

The Mission strategy «itl be based on the deveisis o nt problems described
in Section 1T of the Development Overview:  i.e,, socic . ronomie disparitics,
including increased migrision und growing urlken pover . Sconomic dependenced;

rising unemplovment; institutiona! welknesses: poor i atilization; and financiind
constraints. Each of these ureoblems ix related to others:  e.g., poor land
utilization leads to unemployment which leads to low inovmes which leads to
socio-cconomic disparity; similarly, high unemploymes: and low incomes reduce
{ax revenue and inerease government welfare expenditurcs, thereby leading fo
financial imbalances.

AID's major objective will be to narrow the soci: -conomic gap and to
help Costa Rica move toward i "graduate status' in wiviob the country will be
able to deal with poverty to .. greater extent with its ows resources. AlD pro-
grams will address the inteimediate problems suggestoo wn the previous pari-
graph and will be directed toward the entire poverty ioip identified in Part 1
(Poverty Profile)., However, increased attention wil. o given to the rural nan-
farming poor and the highly concentrated poverty locaicd in the San José Urban
Agglomeration and its surrounding Outer Ring where some 55% of the country's
total poverty group is located.

First, with regard to Costa Rica's high degree of ¢conomic dependence
and vulnerability to externai forces, AID will assist tho GOCR to diversity its
agricultural production and exports. Besides diversifying the country's de-
pendence on traditional agricultural exports, this would hive immediste emplov-
ment and income effects -~ 1. ., many of the potentinl ¢rops are labor intensive
and high value and, given proper marketing channels, could be produced by
small farmers, Similarly, to the extent that small-scnie, labor-intensive ex-
port industries can be promoted in the San José Metropoiitan Area, AID will be
addressing simultaneousliy Costa Rica's need to diversily exports at the same
time as employment opportunities are increased.

With regard to the probiem of rising unemployront, and as stated above,
part of the solution for rural areas lies in agriculturs: diversification and the
increased production of high value, labor-intensive crops. However, becausc
non-farmers comprise the largest rural poverty group and because the agricui-
tural sector cannot provide a:l of the additional labor oaportunities required,

ATD will work with the GOCR in the promotion of smuii-scale rural and agro-
industries, as well as small enterprises in the San J.:={ Metropolitan urban arca,




This mix of urban and rural emplovment generition will boe crucil if neSitive
migration effects ave to be avoided.  AID will also assist the GOCR in instituting
more labor intensive investment policies.

Closely reiated to both of the above is the problem of poor Lind wtiliza-
tion -- in terms of production, income, and emplovment seneration,  USAID will
work with the GOCR to improve tand use planning, with the bnger term objectives
of increasing income and employment opportunities and halting the declining
fertility of small farms.

In addressing the above problems, there will be the two remaining cross-
sectoral constraints: financial and institutional. Because of potential financial
problems and a desire to permanently narrow the socio-ccoromic gap, AID wiil
direct its programs toward 'productive’’, rather than ex posi redistribution pro-
grams, many of which have already been initiated.

The remaining cross-sectoral constraint, institutional weaknesses, wiil
be addressed in all AID programs -- i.e., to improve coordinition, resource
allocation, and bureaucratic procedures. But, of perhaps greater importance,
AID will work with the GOCR (1) to develop new mechanisms to draw people into
the development process and to provide them with access to improved income-
varning opportnitics; (2} o make ¢cconomic policies more consistent with its
broader social objectives, and (3) to improve planning and coordination.

In terms of AID's logical framework, the program wili follow these illus-
trative guidelines:

PROGRAM GOAL: Toassist the GOCR in acudevement of  Zraduste smus.

e
'

incomes of the poor.

PROJECT PURPOSES: To provide increased rural empiovment opporiu-
nities through crop diversificution, improved wand use planning and
rural industries; to link small farmers to commercial markets =o
thev can increase production and therefore increaxse emplovment
opportunities and incomes; to re-orient agricultural research to
small farmers so thev can reduce produciion costs and therefore
increase real incomes; to provide inereised urban emplioyvment
through promeoetion of small enterprises and improved training: and



to improve insidivionst capabilities so thad s GUCH willl he able
to plin and imploment policies and progrms o reduce poverty on
a permanent bas:s,

The ultimate goal is for Cost Rics to achieve Mg auawe status, ' The
Mission defines this as o capacity 1o deal with poverty w.ii ut highly concession-
ai external resources from the 1.8, Governmenf -- 1, ¢, . 11 point at which
poverty is reduced to a mantgeable size and whoen institoieas and Governmoent
systems are able to respond etfcctively to poverty. It e oo
arget date for achievemoent of “graduate status ' and the «ad of @ poverty-bascd
justification for an AID progrmim. However, the Missior 11 this time estimates
that the rationale for o iraditionil development assistance program will terminate
by the end of FYS0.

nossible to sel a

This timeframe will allow the Mission and GOCR <o develop a purposeful
culmination strategy that is based on the principles owilied above, We will also
formulate criteria to deterrmine when "gradoate stitus’ .- achieved. Before the
end of FY80, the country wiii be evaluated against these criteria, such as:

-- the achievement of 'low inequality'' siatus, i... lowest 40% of popula-~
tion having at jeast 179 of total income ; 1/

-- the achievement of AlD's health benchmarks, wiih minimai population
living in areas of relatively high erude birth rayes and infant mortality
rates;

-- existence of effective national employiment ava veoduetion policies abie
1o reduce {further ¢obaa and rural poverty;

-~ existence of effcetive systems which provide o201, technical assist-
ance, training, tecanoclogy, and other inputs v fcereasing smali
farmer productivity and employment opporter 130F i rural and urban
hased industries/cnicrprises; and

-- reduction of economic dependence and/or sted ninened linancial posi-
tion.

1/ A distribution benchmurk used in Redistribution « .2 Growtn.




If these (und or other) eriterii iive been reachd, the juziification for a
developmeni-hased AID progmm will end.  However, there will still ia 1 vole
for U, 8, asaistaney, although this role will no longer e limited 1o concossionad
lending {or poveriv-based projects Rather, future UL S, assistince should
focus on guestions of concern to "middle income’ countries. ., 2., ceoloo
and conserviation, science and technological tmansfor; export and trde promoe-
tion; industrial sector management; and, to the extent required, imnowvittive
puverty-based programs,

The Mission recognizes that neither AID nor the U. >, Goverrmeni ~ive
vet developed 2 firm strategy for "'middle income' countries. Therefore, we
can only re-iterate our belief that there should be a continuing U. 5, roie in
countries which have reached ''graduate status’™ and that Costu Rica should
qualify for any such contiruing assistance., Also, USAID ancd tne GOCR wouid
like to participate with AID/W in the development of any new sirategy dealing
with "'middle income' countrics.

C. Proposcd Resouree Requirements

Looking a3 resource requirements and more specific project dirvcions,
the Mission sees the following over the next four vears, 1/

FY77: Resource reguiremenis are as siated in the ¥ Y7T» Annud: Budges
Submission. The vear will be devoted to sector assessments (Rural Develop-
ment/Agriculture and Urban Environment) and project development. Proect
development will aiso include rationalization of our two-pronged attack on
poverty in both rural and urban areas, especially as these relate to one another
through migration. A grant Project Paper on Small Farmer Incomes, Jocusing
on the production and marketing of high-value cash crops, will also be submitwed,

-y -

A new family planning grant proiect will also begin in FY77.

FY7s: Resource requirements will be as follows for two new prujecis
proposed in the FY7~ ABS:

1/ These requiremenis and project directions may, however, ¢hinge as the
GOCR and USAID dovelon " sraduate criterin’ and a firm zraduaie stra-
tedy,



(1 Urban Favironmoent 213, 303,000
Developmoent Loans (% 6,474, 000)
Housing Guarntoe (% 9,325, 000)

(2 Land Productivily w-0 Rural Emplovmoet =5 abo, 000

Developmoent oo {35, 000, 0003

In addition, there will be continuing grant fund regairements for the
“amily Planning and Small Farmer Income projects,

FY79: Resource requuremoenis will be approximet =i 35 million for a
loan in the agricultural scetos whienh will aim (o consoliciiae onst programs (es-
pecially leans 022 and 025 wnich should be fully dishursc. nv FY79) and 10 up-
crade agricultural planning and coordination, including v celevance of re-
search to small farmer needs and the dissemination of thesc research results.

In addition, there wili be continuing grant fund requirements for the Family
PPlanning Project.

FYsd: Resource requivements will be approsimtic:r 35 million for a
long-term technical assistance oan which will address Cesta Rica's over-all
management, plaming, and policy-relited needs, rvegnrdicss of seetor. Inaddi-
tion, the Mission anticiputes o lousing Investment Guava-iee of approximately
510-15 million to expand urban shelter infrastructure sucovssfully demonstrited
in the FY73 Uvban Environment Loan. The objeciive «f Iis TA project will be to
provide Costa Rica witn the means to reach 'graduate s.aies, ' i.e., the capacity
to deal with poverty without concessional U.S, assistancy

The Family Planning grant project will terminate o) he end of FY79., A
this time, a foliow-on project is not anticipated but limuwed funds shouid he avaii-
able, either through AID/W or the broader TA loan, 1o :ssist the GOCR develop-
ment an effective long-term population policy.

D, Proposed Manpower Reguirements

The Mission anticipates that manpower requirem: s will remain at or
near the present level. Excluding international Develo ment Interns, the UL S,
direct-hire staffing pattern should be as follows over tr. woxt four years:




Y77 FY7s YT Y~

ALID Affairs Officer X X X N
Seoretary N \ N \
Capital Development Officer N X \ AN
Program Economist X X X
Controller X X X X
i'rhan & Regional Development

Officer X X X X
Population Off icer X X X
Rural Development Officer X X X X
Assistant Rurml Development

Officer X N X X
Agricultural Economist X X N
Agricultural and Rural Industry

Credit Advisor X X
General Services Officer (JAO) X X X N

11 12 iz -

In addition, there will be contract emplovees funded under individunl
loans.
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PART 1il

TPOR DISCUSSIONS

AGRICULTURE/RURAL DEVELOPME N

1. introduction

Between 1966 and 1975 Cosm Rica had the fastest grovwing agricultural

LR VA

sector in the Western Hemisphere, both in terms of fota! and per capita value
product. Most of this expansion had been in export commoaities (coffee, bananas,
sugar, and beef) until recent years, when dramatic produciion increases occurred
in domestically-consumed basic grains (rice, beans, anc <orn) and dairy pro-
ducts. In both the export and domestic sectors the inere:sed value product has
resulted from a combination of strong prices, increased viclds, and expanded
acreages.

Though this aggregate performance has been excel:ent, closer analysis
reveals a large group of impoverished farmers and landiess agricultural laborers
who have not shared in the overail growth., Preiiminary rrsults on an analytical
study of the rural poor, biscd upon the 1972-73 nationa!l conses, reveals that
more than 400, 000 rural people had per capita incomes neiow the AID poverty
linc of $150, with nearly half of these falling below $65 {1069 prices). Seventv-
five pereent of this group of rurid poor are reported as a0t being farmers, with
the vast majority dependent upon agricultural work as their source of income.
Nearly all the small farmers inciuded in the poverty group aiso reported that
they worked off-farm as agricultural laborers.

II. Sector Goals

AlD's Target Group and Target Group Goals

These poor rural families who depend upon agricaitire for their livelihood
comprise AID's rural sector iarget group, and AID's bisse vural sector goal has
been and continues to be to improve their quality of life. Through programs in
health, nutrition, family planning, sanitation, ete, the USATD is attempting {o
have a direct impact on rural welfare. In agriculiural oo velopment the path is
less direct, with the ultimate goal of improving weliave [ receded by several
levels of intermediate goals, the first being to increcsc e incomes of the rurdi



poar, Given their cconomic sifuaiion, incomes improvenment {or the ueid poor
will derive from:

a. Increasing the long-term profitability of the small farm enierpris.
and
b. Generating rural employment opportunitics,

These then are the basic objectives of our rural deveiopment program.

GOCR Rural Sector Goals

The most basic goal of the GOCR's rural sector strategy is to improve
the quality of life in the rural areas and thus avert large-scale rural-urhan misra-
tion, a goal which is quite consistent with the USAID's, The GOCR implements
this strategy through a broad range of programs affecting neariv every aspect i
rural life. Seventy percent of total public investment for 1877 is planned rer
rural areas, with approximately USS$300 million planned for roads, rurai eice-
trification, potable water systems and health service infrastructure,

Agricultural policy is one of the tools with which the government can fasnion
this overall strategy. However, goals for the agricultural sector are brodder
than those which focus on the rural poor, i.c., income distribution and empioyv-
ment generation. Given its basic role in the nation's economy, planners expect
agriculture to continue expanding its contribution to the expori and domestic
markets. A specific agricultural sector goal determined by the incumbent Govern-
ment is self-sufficiency in basic grain production by 13350,

These separite goals of equity, empliovment, and aggregmte performance
should be consonant, and in a global sense probably are. Hewever, the presen:
situation of the agricultural sector in Costa Rica anc the policies emploved
indicate that these goals may conflict in some specific and important cases, i.c.
that which may be necessary to ensure expanded output in a certain subsecior
miy prove to be a serious constraint on small farmer participation and emplo~v-
ment generation. Or that which may be highly ¢ffective in the short run 1o im-
prove smali-farmer incomes may in the long run eliminate presently profimable
small farm activities. These phenomena are illusirated below,

In the following sections we shall discuss some major elements of the
agricultural sector, insofar as they affect and possibly constraint achievemens



of AID target crowp goals,  Agnin these aee () inereasc e profitability of
smalf farm (‘nmz‘pnbcs, and oy generating rural emypios voent opportunilics,

Commentary on cach oi wese points will be briet. wath detailed elabora-
tign forihicoming in the agricuitural sector assessmen » cicn shall be completod

in Decemner

I,  Description of the Agriculturai Sector

Cropping and Land-Usc Pafterns
Discussions of Latii American agriculture oficr. v volve around any or
all of the following binary axes:
1. Size Large © Small
z. Market: Export Vs Domestic
3. Technology: Modern - Traditiona!
1, Land Usc: I'xtensive e Intensive
Rich Ve Poor

a. Income:

ictivities or subsectors us being in one column or
ajor agricultural procut-

el
o

with the intent of classifving .
the other, Such generalizations cannot be made for the m
as ihe following analysis aemonstrates,

tion activities in Costa Rica,

The Export Crops

‘oducis accounted for 645

baninns, and beef. These four
©597.0 million, 348.2

Coffee, sugar,
ige earnings in 1575, wiv

of Costa Rica's foreign excivin
million, 3134.6 million, S32.1 million respectively. -

!

Coffee

Traditionally one of the major foreign exchany: curners, and sure {o reidin
that position for several years due 1o record interrs: o | coffee prices, coffes
is a labor-intensive, smali-farmer 2/ high technoio;y (Costa Rica has one of the

1/ Source: Department of Staiistics, Boaneo Conte o Costi Riex {‘%C(‘H)

2/ Of the 32, 3538 1'(‘;)433';:'(? colfee plintings 0 1970 <50 wore smitles fhaa

heotares,  These soudl plantings proauecd P60 o} e fofal crop. Souree:
Aadfsticn v Consos.

1973 A griculmr:u Census, Direecidn Gonost,

N

s
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highest yvields in the world), and highlv-profitable crop. Az with the other maijor
export crops, i strong growers/exporters federation provides members with
technicit] assistinee, inputs, and highly developed processing and marketing svs-
tem linked to foreign markets. Acrveage has been expainding slowliyv; the govern-
nent ingtead encourages (through subsidized credity the renovation of old plant-
ings and the increascd use of agrochemicitls. Possible problems: harvest kbov
is becoming increasingly expensive and difficult to find; much of the good coffee
land is near expanding urban populations with competing land-use priorities;
long-term price prospects are weak,

Bananas

Along with coffee, it is a major foreign exchange eamer with nearly all
export production contrelied by two foreign companies, United Brands and
Standard Brands on large holdings in both the Atlantic and the Pacific coastal
zones. Between them they produced 65% of the 1975 export crop. 1/ In the list
decade they have been buying export-quality fruit from an association of smalier-
sciale national banana producers (ASBANA), This crop is land and labor inten-
sive and is generally grown under a high level of wechnology. Poasibie problems:
politics, world prices, plant pests.

Sugar

Mainlv produced on large farms or plinttions connected to sugar milis,
there still existed in 1973 6, 500 holdings under 20 has. producing 207 of the
cane crop. Grown under 2 wide range of technologies (637 of the acreage fer-
tilized in 1972), it is often viewed by smatl-scale farmers whe hive access (o
a mill as securce and steady source of income. Labor intensive, about one hilf of
the production is exported and one half consumced domestically. 2/ Constraings:
uncertain international prices.

Beof

A recent addition w the major export commodities, beef has in recem
vears moved ahead of sugar in total earnings, Most beef cattle are rajsed on

1/ Source: Comercio Exterior, Banco Central de Costa Rica.

2/ Sources: 1973 Agricultural Census, Report of Agriculture Artachd,
AMEMB, San José



extensive, ninimum-tectoions v cntlie vanchos 1w sae pravines g e
port prices, reasceuibe docess
(BID 320 million) spurred the orowih of these ranches | o+ eh were purehased
from numercus smali-holder- whe eleaved the fovest anu planted a few crops

of basic grains before selling out at o profit and movins 1. On the Atlaniic
Littoral some progressive rasenes have been expd rimesang with improved
breeds and intensively-managed pastures. 1f significt owontities of the poten-
winily productive agriculfural land now in cattie produci.i arve transfoerred [o
crop production, such technicdl intensification of beed i aluction wiil have o be
practiced on a wider seale to maintain production on 1n remiaining pastures,

tothe VoNsmuivkot, aad soaadant cheap cvedid

The Traditional Expor: Sector and the Targer Crow

Given the small-farmor and/or libor-infensive cnericreristies of cotiee,
sugar cane, and bananas, past and future growth in thd = - ¢xpori crops has been
and will be good for our mrgel group. It is estimated (hy. thie coffee harvest
alone vielded €145 million i wiges in 19753, most of waich wecrued to {avget
group families, ineluding somc of the urban poor., 1/ .wwever, further expan-
sien in this sector wiil be Iimiied. The area planted iv coffee will not expand
much, as the cost of establishing new plantations ana ‘ne long-term price
prospects make new plantings unattractive investment=. With the sharp drop in
world prices and weak long-iterm price prospecls, suetir piantings will increase
slowly, if at all. Banana production is highly dependent on world prices, with
production decisions lnrgeiv controlled by the two interantional firms. In shord,
the {raditional export scetor way continve to expand 1o & siow but steady vute,
but will not provide the Tirge nimber of jobs necded in the rural sector.

Beef production had (L siort-werm positive cile.. oo e farget groug in the
production zones when land clearing and fence buildins syoviding a short-term
emplovment boom. Small furmers were able to seil o {or cash as the cattle-
men accumulated land holdings., After the shori-lived ihad and labor hoom, the
cattie raising areas became zones of out-migration andd jow employment.

Non-Traditionii Aoricwstural Export Commodit: v

—

Among these are ornamentals plants, flower =cci, tresh frozen vege-
tables, frozen yuca, spices and {food colorings, plarnt:rs, and wood products.

1_/ Based upon information [rom the Oficina de Culr



Although at prezent they account for only o small fraction of domeuitn s on-
ports, these products are precisely the areas in which Coste Ricd mu=t
hardest to stimuiite producton, for it is in these areas that ihor-intensive,
high-value, profitable small farm activities will be found.

Production for the Domestic Market

Rasic Graiains

Rice, corn, beans, and (recently) sorghum. It is on these four crops that
the efferts of the GOCR's Basic Grains Program have focused. Largely due 1o
high support prices, production and ares planted have expanded in a1l four pro-
ducts. XNew planting areas have come from both converted caistle mstuires and
cleared new lands.

Rice

Grown in several areas on the Pacific side of the country, acreage and
production have expanded rapidly under the stimulation of support prices 2 1o
3 times 1970-71 levels, 1/ Most produet comes from large-scale, technologiv-
ally advanced farms, although several thousand smatl farmers have plantings
under two hectires. The number of small farmers srowing rice his increasced
in recent years, due to priceg and special credit programs.

Corn and Beans

The traditional small firmer subsistence crops, Srown geneldiiy on
small plots with low levels of wehnology and corrvesponaingiy low viewds, Pro-
duction has been rising rapidiy since support prices were raised, though it is
uncertain what pordon of the record 1975 bean harvest wias produced in Cosg
Rica and what proportion was unregistered imporis roa other Central Amentionn
Republies., The {ixed higher prices have begun to atiract large-sciie produce s,
who now find it profitable to plant these traditonally amali-farmer crops on 1
large scale with mechanization and modern technologies, 2

The support price paid in 1975 by the CNP for ¢ 103 pound =ack of dricd
rice grain (100 lbs. milled) in San José was €132, or $15.35 U.&,
Average vields for cormn and beans were 1,011 kgs/ha, and 413 kgs ha
respectively in 1972, The 1075 suppert prices for corm and beans wory
C75 (88,75 UL8.y and €225 (326, 35 U, 8.) respeetively for 100 pound sacas
of dried, clean grain in San José., Sourves: 1973 Agricultunmii Census
Conzejo Nacional de Produceidn (CNP).

|
~
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dorghum

A relatively new crop, 11 apreiars most appropriaice cooromically {for
nrge-seale prains (vice) produceya. TUsed in mited ques tics for human

consumpiion, sorghum's gredtos: sotentinl is in repliein, - e of the animal
{feed imports on which Costa Hice sresently spends wore 100 210 million U, 8,

in foreign oxchange.

summary:  Basic Grains

With fixed high prices, large areas of cleared, high ity land in catile
pastures, and capital readily avaiiible from subsidized <ot and profits from
heef cattle, it has been relatively easy for large-scale pi- <tuzers {o move into
mechanized grain production, Ii this persists in corn anc eian production the

marginal small-seale producers will be displacec from 1o
torically occurred in most modernizing grains cconomics,

market, as has his-

Horticultural Crops

Vegetables are grown for the national market by thousands of small-secale
producers concentrated in and near the Meseta Central, »roduction technology
is fairly high, and a2 wide varien of quality produce reacor the market. Prices
and availability exhibit wide seasonal fluctuations dependins on the product.
Marketing efficiency and technolozy is very low, and wiil o discussed helow as
i mitjor constraint to Wrget group goals, Tree fruit produciion is seattered in
backyards and in dispersed plantings all over the country. Very few plantings
are large cnough to be termed evchards, with technology in many cases no more
than picking the ripe fruit. In ihe last few vears some crioe prenuers with Gecess
to capital, have planted macadamia cashew, citrus, and vaoava with an eve to the
long~term market.

As mentioned, fresh frozen export of fruits and vecoiabies has begun on a
small seale in recent vears., DPackers are relying largei sn grower contracts
with progressive local farmers “o supply their needs, 00 Fave long-term: con-
irnets with well-known U, S, firms for the producis.

Meat and Dairy Products for the Domesiic Market

Beel

Beef for the domestic muivket comes irom the sarn o maduction systens as
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the export trade, A proportion is hept back by 1aw tor the domestic markey;
retail prices are fixed and carefuily contrelled.

Pork
Hog production is located with a large number of small-scale producers
who are not able to micet domestic demuand, resuliing in several million dollairs

in pork imports annually. Technology is crude. 1/

Dairy Production

Milk is produced by several thousand small-and mediuri-sc.le producers,
Two cooperiative dairics lave controlled the processed milk marke:, with their
associated producers concentrated in and around the Meseta Central. Recently,
a third dairy started operations and has begun to purchase milk, especiaiily from
producers outside the Meseta.

Production technology is high, leading one anaivst to wirn that over-cmuls -
tion of temperate zone production techuolowmies (especiaily in feeding concen-
trates) reduces profit margins., 2/ Though labor requirements are not as high
a8 for horticulturtl crops, an even distribution of lubor demand, expenses, and
income fiows over the vear, and profitability at small scale, makes this an at-
tractive target group achvity,

Summary: Cropping and Land-Use Patwrns

which, excepi for two nowble cases, provide good income and empioy mont oppar-
tunities for the rural poor.

These two cases are beef cattle and mechanized grain produciion, ac-
fivities which use little labor for area planted ang have dispiaced small farmoers
in certain zones, Though undeniable that more equitable distribution of such

1/ 29,000 hogs were imported from Nicaragua in 1975, Source; FAS, U3,

Embassy, Costa Rica.

¥

2/ AID-RID-IBRD 1976 Tripartite Report on the Costa Ricon Agricuiiural
Sector,
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lands under labor-intensive cuitivition would improve the ocil wrget group's
situation, it is not true thal thes-o land-use patterns are (50 anderlying constrainis
on target group goals., Land use and cropping patieins 100 responses Lo other
fictors; to cconomic  signals such as prices, crediy poilcrnes, and fiscil policies;
io availability of markets, technology, institutional suppci., capital and iabor;

to appraisals of long-term risks ind long-term investmoesi opportunities; and io
the quaiity and availability of physical resources and inlistreeture, A change

in Iand-use patterns towards smaller labor-intensive furais wouwld certainly

move us lowards the sectfor goais. The only way to effees ihese changes, however,
is to address the underlying consiraints, i.e. the conditions from which the land-
usc patterns derive.

Public Institutions and Public Policy in the Agriculiurai Sector

Agricultural Sector Institutions

One analyst has counted over 150 official or semi-«fficial o nizations
operating in Costa Rica's agricuitural sector. Though slightly exaggerated, this
figure does serve to highlight the institutional complexiiy of the qector A
current CARE/AID OPG project in soybean production .7 processing which is
relatively simple, requires the cooperative efforts of ieun distinel agencies,

AlID's hasic strategy in the agricultural sector ir past years has been to
develop the capabilities of sclecied sector institutions o service the needs of
the small farmer and rural poor. Partly as a result ol mese efforts, Costa Riea
can now count on a number of good publice institutions wiil varying but consider-
able abilitics in serving the target group, The three irsiiutions most directly
responsible for small farmer 45,_1cu1tura1 developmeri . re the Minisiry of
Agriculture (MAG), the Land and Colonization Institute STC0), and the Institute
for Cooperative Development ANFOCOOPY, They all suiier problems oft (&)
iack of internal program coordmation, {b) inter- and ini :'.z-msutuuonm isolation
of the planning function, (¢} iack of professional adminisirators in program exe-
cution and mid-Ilevel administrative positions.

MAG - (Ministry of Agriculture)

In recent years, with ALy assistance, the MAG s been able o improve
its services to the target groups. Under Loan 022 the Ministry's operations
were regionalized and agents were trained in technice:¢ of group education and
extension to small farmers. Under Loan 025, crop-» »«cidic "Projects-by-



- 6% -

Campaign’™ are being implemented in each region, with identif icd warzer Jrous
beneficiaries and participants. Through this experience the MAG is develop-
ing the capacity tv work with groups of small farmers all over the countin., A
sorious Hmiting fnctor faced by MAG personnel in this work s the fack of ade-
guate technieal information specifically adapted to small farmer needs, as most
technological information available for transfer (o small farmers is based upon
Inrge-scile production economies,

For the areas in which the Ministry works best (busic grains and livesiock
production) the technical recommendations from Lirge-scale experience are in
most cases scaled down to, but not structurally adapted to, the small farmers!
situation., Given this limitation, some of the technological packases offcred
small-scale producers may be less profitable and/or more risk-prone thin their
trditional production methods.

An operational problem confronting the MAG 13 i1s status as a regular
sovernment ministry. Financinl operations are governed by the inefficient and
cumbersome Leyv Financicra de Ia Repdblica, which severely limits the agility
and innovativeness of its programming. One Tri-partite Study analyst identified
this as 2 major constriint io improvement of public sect or activities, for 1 con-
commitant effect of these restrictions on regulav minisiry operations his been
the prolifermtion of semi-autonomous agencies whoe need not conform te the same
finincial procedures and therefore have greater frecdem of action, Witk freedoen,
however, comes independence, uncoordinated activity, overlipping responsibilities
and conflicting policics,

INFOCOOP - (Institute for Cooperative Development)

One of these semi-autonomeus agencies 18 INFOCOOP, un institution rvs-
ponsible for developing, chartering, and supporiing cooperitives of all
stripes. Since 1971, INFOCOOP nhas received substantial assistanee from AID,
both in capitai for re-lending to member cooperatives ind technical assismnce and
training to strengthen the institutions!' capabilities.

INFOCOOP's strengths lay in the areas of developing and chamering new
cooperatives and performing economic feasibility swudies on potential projecis,
Weaknesses are: (1) lack of personnel o train cooperative leaders in manige-
ment procedures, specifically accounting and booksedping, (b) lack of personnel
in technical production fields, agro-industry, administration, and cooperative
organization, (c¢) need for more work in the development of coope rative federarions
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and unions, and (@) dovelopment of manigervial sl fou coos o admintstrative
Tovels,

A serious constraint on 1he ceoperative movemen.  od farget group gotls
in seneral is fhe lack of a timined class of cooperaiive 1
ists at all levels., This class wouid range from young .y
school graduates working wifn sroups of up to fifey favric 3, to general manigers
of regional cooperative fedomitions servicing thousands of firmers.

o s and eNTension-

1TCO - (The Institute for Land Tenure and Coloni- ticn)

ITCO was formedin the early 1960's as the agrivi., reform agency, re-
sponsible for finding lands for qualifying groups of s i iirmers and settling
those farmers. It is also responsible for land titiing v registration, Former-
ly, duc to ideologieal prefereneces of the ITCO stafif, © cuive forms of cconomic
organization were imposed on the ITCO settlemenis, {ovns which were generally
resisted and found to be non-productive, Current peizes is {o allow farmers to
choose bhoth the form of setticmat organization and the crop mix. ITCO then
tries to provide technical assistance,

T

It is in the last area that ITCO is weak. Most o1 e settlements 1/ receive
little agricultural TA, anc those that do sometimes haoo cause to regret it.
Technical assistanee in this area for ITCO itself is cuo ooily being provided by
the OIT, but with little evideat improvement. In somo cuarters it is felt that
ITCO should leave the organization and TA for setticmort to farmer groups to the
aother agriculturi sector instiwurions and concenirate o vhiat it does hest, which
is land titling and settlemoent,

The National Production Ceuncil (CNP) and the N .iomil Banking System
SBN

Though not as spectficaily oriented towards assising he AID targel groups
as the MAG, INFOCOOP, and ITCO, these institutior= ¢ their policies ave
crueial to fargel group cconoiic activity.

1/ Asg of May 1976, theve were 42 ITOC-sponsorea covicultural setilements,
containing 3, 806 families on 74,998 hectarces.
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A powerful and multifarious semi-autonomous institution, the CNP domi-
nates the food-griins sub-sector of Costa Rican agriculiure. It does this through
its responsibility for fixing producers' support prices, its nationwide network of
grains buving stations, authority over exports and imports, active participation
in the seed and grains processing industry, and 2 nationwide chain of remil oui-
lets, With this degree of control the CNP's policies and programs effect every
producer and consumer of basic grains in Costh Rica. Specific effects on our
rural sector target group will be discussed under the Policy analvses helow,

N
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Comprised of four banks nationalized in 194%, the SNB provides over 735
of the production credit available to the small farmer target group, Operatng
indepondently as commercial banks, the four member institutions must comply
with national regulations conzcerning interest rates and svstems for aliocating
credit to various activities and between large-scale operators.  Credit policy
will be reviewed below, though at this point it bears mentdoening that some com-
mentators sce the Banks as providing the best services 1o the target group of 21l
scctor institutions, and sugyest the banks extend their responsibility and support
and expand operations with smali-scale producers,

The above discussion only touches on five of the many institutions parii-
cipating in agriculnural sector development. The remaining inciude educationai
institutions, a broad spectrum of public and private organizations with agricul-
turally-oriented projects, and the international agencies and bilateral develop-
ment missions operating in the country. The above five, however, have the
most direct responsibility for and/or effect on our target group's productive
potential,

The Nationul Acricultural Council {CAN)

A coordinating body which had primary counterpart impiementation res-
ponsibility for USAID's Agricultura!l Sector loan, the CAN has been re-siructured
to provide planning and coordination leadership to the entire scctor, The siream-
lined council holds regular monthly meetings, chaired by the Minister of Agri-
culture and attended by the President of the CNP, the Minister of the Presidency,
the Minister of Economy, the Minister of Planning, and the head of the Central
Bank, At these meetings , projects and questions presented 1o the members by the



stidT of the CAN's techniexl secretarint are reviewed diwd deeisions taken.,  Based
on these decisions the coorduviied eiforts of the particinu.ng institutions are di-
rected towards the approved programs.

Integrated with the CAN secveiariat is the Agricu:ml Seetor Plinning
Office (OSPA), the agriculiuri! arm of the Pianning misi-tvy {OFIPLAN). To-
gether, the staffs will analyze the agricultural sector anc Jormulate programs
{or CAN approval, work with the participating agencics ot implementation plans,
colleet baseline data and evaluate progress. In short, ey will provide coor-
dinated planning and programming TA to the whole secior,

Policy Formulation i he Rural Sector

As befits a democracy, policy in the agricultai. scctor is usually made
by consensus. The multitude of agencies and insiituticrs which must act in
concert to implement a giver. policy are independernt arv usually semi-autonomous.
Neither the Minister of Agriculfure, the Minister of Planring or any individual
save the President can command their actions, and tie Tresident must contend
with the coequal legislative and judicial powers as wei .3 special interest groups.
Even the coordinating role afforded 1o the CAN is based .miirely on persuasion;

il depends upon bringing the responsible individuals toreither in the same room and
then getting them to voluntardy agree, In the case of ~re Basic Grains Program,
general policy dirvection came down trom the Presiden. who stressed it as the
most important agricultural vrogram in his administ:tion, Even so, the de-
signated manager of the proicet, the Minister of Plarming, had {o coax and eajole
the policy-implementation, programming and coordinioon hetween the participat-
ing agencies.

That one individual or srganization cannol comre . i coordinated effort
necd not be a serious constriaint on the effcetive wmple:setiation of policy ana
usc of available institutional resources. But the ek oo regular communication
and coordination at the working levels within and betw o mstitutions resuits in
resources wasted through duiplication of efforts, throw st the dispersion of such

regources instead of their concentration, and through he conflicting and contra-
vening efforts of one institution's actions upon the ciiv:i= of another.

Price Policy

The most basic and powerful tool available to 1 TGCR o implement its
production and consumer straiegies, price podey is w- i at nearly all levels
of the basie grains economy, and at the retail level (v . range of other staple
food items.



In the food economy, support prices to farmers are fixed by the NP for
rice, corn, beans amd sorghum, while retail prices for thege and the other items
arce fixed by the Ministry of Economy, Industry and Commerce (MEICY.  Support
prices are maintained by CNP buving stations who purchase ail basic grains de-
livercd to them, payving the official San José price, minus discounts for debris,
moisture and transport., Retail prices are maintiined by government inspectors
and CNP retail stores (expendios) which sell a full range of consumer products
in poor urban and rural areas,

The two principal objectives stated officially by the CNP for its basic grains
price policy are: (a) to stabilize prices, and (b) to stimulate production. Ac-
cording to CNP planning officials, underlving both is the overall rural sector
strategy of maintaining attractive production and employment activities in the
rural areas and thereby discouraging rural-urban migration. It appears that
the primary objective of the two is to stimulate production and achieve the self-
sufficiency in basic grains production which all Central America governments
deem essential. What price stabilization there is has been usually at prices
higher than the world market.

The choice of which crops will be supported and the determination of ac-
iudl support prices ire made by the ONP Board of Directors, based upon recom-
mendations from the planning department. These recommendations derive from
cost-of -production estimates and are supposed to refleet 2 "air' price w
grains producers, based upon their costs. Unfortunately, there are few zood
current cost-of -production studies. But even if there were, setting support
prices without concern for the world price, comparative advantage, and alterna-
dve uses of funds is ill-advised.

In real terms, the support prices for rice, corn, and beans were more
than doubled hetween 1973 and 1975 Though at times these have been well over

the world market, at this moment they are very close,

Price Policy and Targetl Groups

Undoubtedly the generous producer support prices offered by the GOCR,
especially in corn and beans, hive heen economically beneficial to our arget
group. However, due to the mechanics of the price suppori procedure :md the
cconomic situation of small farmers, the small-scale basic grains producers
only receive a fraction of the subsidy implied by the hizh suppor price. Moest
CXNP grain buyving stations are located, logically enough, in the zones of greatest

1/ Current producer prices for rice, corn and beans are USR0.17/1b. USS0.09/1b.
and USS0.27/1b. respectively., Consumer prices per pound are: rice USR0,21/
b., corn US30,10/1b., and beans US80.32/1b. World market prices, delivered
to San José are rice USS80. 22, corn US$0. 09, and beans USS0. 31 per pound.
Source: Rural Development Office.
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production, the lavge secale rice growing regions of the oo eifie Coast, The
small-seale grains produce cs in these areas musi gel reis product to the buying
station in order to receive the iuil benefit of the support »rices,  So must the
Inrge-scale producers and, during the concentrated har.o st season, it is they
who cin command {(and often owi the transportation scv es of the region to
move their product from the farm, where it is concentr ivd in large volumes,

to the buying station. Small producers, with their scitiered small volumes of
product, must purchase the wemporarily scarce franspor. services on the open
market. At these times the market price for transportiiions is naturally high,
and the small farmers must pav it. In addition, the gereaily higher moisture
and debris content of small farmier rice production roceives an extra discount
{rom the trucker, who must tike into account that it wisn e discounted (oft en
nore severly than large producer's rice) at the buying =u-2ion. It has been re-
ported that in these cases the small farmer may receivis »o more than 7577 of the
support price.

For those scattered sinail-scale producers of covv ind beans who live far
from buying stations the situation is worse. In their coso. the competitive
support effect of the CAN's grain buving operations miyv w so distant as to have
little offect. The only certam beneficiaries of the CNV'e srice policy and buying
operations in recent years hive been the large-scale roo: producers, who can inke
{ull advantage of these policies and services,

Artifieinlly high prices {or corn and beans are aiso attracting large-seale
produccrs to these trnditioncily small farmer activities., The long-term offect
wili be to aceelerate the historically inevitable transioriiition of basic griins
production from being predosiinantly an  activity of traciftional, small-seale,
Inbor intensive producers to one of modern, large-sciw capilal-intensive
producers. It is ironic, but plausible, that a price poiiey intended to benefit the
target group may actually hasten the displacement of =ninll farmers from the
hasic grains sector.

But the transformation process will take some 1.7 2; how long is difficult
to determine, and there will aiwayvs be some small {7 ors growing corn and
heans. Though it appears tha{ these crops will in the forgz run not he a signifi-
cant source of new income or employment for the tarzel groups, there exist in
the short and medium term d:{inite possibilities for roducing costs and raising
net returns to small-scaie basie grains production. 77 'se possibilities include
intermediate technolosics, conctic improvement, disc..sv control, small-seale
drying and storage, and cocperative marketing, Tt is otirely appropriate that
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USAID resources focus in part on these opportunitics, for thev have direct in-
come implications for our target group and will to some degree extend the dmg
horizon for diversifving the agricultural sector and locating new production.

Credit Policy

General GOCR eredft policy in recent years has been expansionist, and
over the past five vears acricultural credit has more than doubled while credis
to small farmers has more than trebled.1/ This expansion represents increased
availability of funds from both national and externil securce. The increase in
small farmer credit is the result of specific policies designed to increase the
availability of SBN funds to the target group.

Interest rates are fixed depending on the categorv of borrower, (8 10
small farmers) and given the rate of inflation in past vears, subsidized to
negative or near-negative real rates. Allocation of loans to different activities
and different size farmers is made through a “‘tope’ system of required perceni-
ages. For small farmers organized under some form of credit supervision 2nd
using formal credit and modern inputs for the first time, there is the Incentive
Guaranty Program, begun under AID Agricultural Sector loan 022, which protects
the lending institutions aguinst default and insures the farmer from debt due to
unavoidable natural eatastrophe.

Credit Policy and the Target Group

The net effect of these policies has been to intreduce more small-farmers
1o the use of formal agriculural credit. It appears however, that even more
small farmers would be receiving credit were it not for the discouraging efiect
of some GOCR policies. In particular, the subs:idized interest rates (with small
farmers paying from 2 to 47 less than other farmers) change loan selection
criteria from reiative productivity of investment to relative risk, Individual bank
managers progress through their career system depending on the soundness of
their portfolio decisions and therefore have strong disincentives to extend anyv
more loans to small farmers than required. If small farmer interest rates

1/ Total agricultural credit in 1975 was C1,516,709, 91 distributed among
53,221 loansg., Small farmers as a group received 42, 016 loans totling
€352,540,92C for an average small-farm loan size of just under US
$1, 000,
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accurately reflected the costs and risks involved, bank oifcitls would make more
small farmer loans.

A related factor constriining expansion ol small £ 0o r ervedit is the Inek

ol sufficient eredit supervisors fov the nrmer groups.  he banks do not have
adequate staff to handle the Inrge number of clients inveleed, wad couldn™ cover
a staff expansion out of low existing interest eavning. Sevi ol Peace Corps

volunteers are now assigned to the Banco Nuacional de Costs Riea to supervise
farmers borrowing under the Incentive Guaranty Program,

Marketing Structure and Policy

In this broad area known collectively as "marketing’ lie some of the most
serious constraints to atfainment of target group goals.

Responsibility for agricultural marketing policy is Jispersed among
several institutions, with little or no inter-institutional cocrdination. PIMA,
the official agricultural marketing board, has proved to he an ineffective coor-
dinating or policy making nstitution and currently concemmites its efforts almost
centirely on promoting a new central wholesale market,

For the traditional export erops, marketing systems 1re controlled by the
cxport federations and operate efficiently to distribute ccosomic returns to
producers, handlers, processors, cxporters, ete. Key ¢lements in the success
of these systems are that thev include carefully defined anc agreed upon grades and
standards and achieve effective vertical integration.

In basic griins the market is dominated by the CNF, vwhich with its buying
operations, processing facilities, controi over exports and imports, and retail
stores controls the market almost completely. Howewve:r, is noted above, the
CNP's market control over producer prices does not necessarily extend to the
small farmer, who, because of his lecation and economiic situation, often re-
ceived far less than the support price. In fresh fruits and vegetables the mar-

k eting system is characterized as being inefficient and o s¢rious constraint on
increasing producer incomes, As is the case in most doveloping countrics, produce
is handled at several levels, siarting generally with pick-up at the farm by com-
mercial truckers. Goods are then passed through as many us six stages before
reaching the consumer. Af each stage methods of handling 2re generally primi-
tive, little sorting or grading is practiced,losses and damiiee due to spoilage
are high and very limited information is available to the n.irket participants.
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Though this i= 11ue for all Contnl Minevican Repubilics) 1 must be noted tig
this svstem is singularvly unable to efficiently handie now products, or teads
tional products coming from new production arcas, and therefore acts (o dis-
courage attempts at such production,

This last clement is crucial o our analysis, If new, high-value products
are the meang towards attaining the tirget group goals, the system must be abie
to handle such products, be they for the domestic or export market, New mar-
keting arrangements and structures must be devised simultaneously with the
introduction of new production activities, to be in place when the new mroducts
are ready for harvest.

land Tenure, Land Use, Land Availability

Costa Rica is still Iargely a rural economy: according to the 1373 census
53.39% of the population is rural. The 3,122,454 hectaresof farm land arc
divided into 76,993 units. A high degree of land concentration is demonsirated
by the fact that 45.747 of the farms represent oniv 1,353 of the hnd area and
have less than five hectares each. On the other hand, farms of over 100 hec-
turces represent 7. 35 of total farms but cover 66,99 of the towil farm area.
1t is neeworthy that a substantial medium-sized farmer group has emerged
whose farms of 10 o 200 hectares represent 3.6 of the unit= and covers
41,55% of the farm area.

The majoritv of the farns in Costa Rica are owner operated, and cor-
parisons of the 1963 and 1973 census data reveal thas

(1)  The areca in farms his grown by 454, 5~0 nectares and the number o
farms has increased by 12, 377,

(2  The majority of the new farms are less than 1 hectare. The numie v
of these small farms has grown by 10, 7352,

{(3) Land concentration hias increased somewhat in farms from 2w
1,000 hectares, At the same fime, Lind darve in 1 ie 20 hectares
has decreased.

Land use patterns have changed rather drastically since 1935 when agri-
culture was utilizing 26 ° of the tota] land are:x 2= compired to 1973 when 400
of the land area wasm use. Between 1935 and 19745 ine addition of 1, 2+3, 1068



hectares to the agricuitur:? Lood base showed ondners - oi oaly .49 in culti-
vafed erops and U In ermuinent crops wcomparisen - 515 inerease in
pastures and A4 o uneultiviieed fandse In 1973, 767 00 e area in production
(not including uncultivated tinds) was in pasture, conyyi -+ with 10% in per-

manenti crops and 147 in culnvited crops.

These changes have had significant effecis upon the rural economy. Al-
though the area in production has expanded greatiy, agy:rainural employment
his increased more slowly. Between 1927 and 1550, io agricuiture sector
zenerated 2, 040 new jobs per vear (while populafion increased from 471,524 to
800, 875) and between 1950 z2ad 1963, it gencrated 3, 3¢+ ~ew jobs per year
{while popuiation increased to 1,336,274), Howaover, wiween 1963 and 1973,
it generated only 1,890 new 0bs per year (while populil:on increased fo
1,871,7380). Consequently, the percentage of rural nogiasion employed in
agriculture dropped from 61. =7 of the labor forec in 127 w0 36.4% in 1973,
Excess labor has either migrated io the cities, coloni:vv, or remained as un-
cemployved or underemployved members of the rural 5o force.,

There exist in Cost Raca sufficient quantities o onused or under-used
land suitable for intensive agricultural production to rmect the land require-
ments for the target group in the medium, though not ibhe long term. In certain
densely populated areas of the Meseta Central and the {ortile inter-mont valleys
ithere are localized shortiges, while in the large-seaic cattle and field crop
production areas the ccononics of these activitics vis-i-vis others has resulted
in it concentration of land in extensive holdings and the consequent reduction in
the number of small fiurmers, Though the frontier f wcw lands avaiiable for
agriculture has been or will shortly be reached, the ;r3=sibilities for intensi-
fication arce such that Iancamai lability should not be consiaered @ major limiiing
factor to either overall or target group goals, excep; it the longer term,

Physical Resources

Soils. Costa Rica was hlessedwith superb agricuiiural soil in some parts
of the country, and in many areas has soils of low fertility but good siructure
and mechanical propertics, which respond well to feriiiization and good manage-
ment. However, indiscriminate deforestation and posr agronomie practices
have already seriously depleted soils in some region. tnd are cndangering others.
At this moment so0ils do not pose a serious constraint «n the agricultural sector,
but if the trends are not roversed it will become one o ¢ regeeable future,
Given their location, econcmic situation, and cultiviili.n wractices, small farm-
ers are morce endangered bv the crosion process thurn irge farmers.




Witer. The long dry season in many parts of the country places 3 oons-
iraint on agricultural development, and this condition has been exascerhied
by the sume practices that are depleting the topsoil. In some areas, ground
witter sources which mn year-round are now scasonaily dry, as the water-
retaining forest cover in the up-stream wiater sheds has been =tripped. These
streams could conceivably be used for small-seale irrigation of the feriile
bottom linds along their banks. A large-scale irrigation preject pianncua for
Guunacaste, will add forty-thousand irrigated heetares in the next 23 vears,

Physical Infrasiructure

Roads. Lack of year-round access, or high transportation costs vngond-
cred by poor roads, seriously limits the economic returns to agricuiture in
nificant areas of the country. Although the constraint is generl, it aiffecis
AlD's target group more because of their limited ability to find alwernate
meuns of transportation and their inherent disadvaniage and higher costs when
dealing with suppliers of marketing and transportation services.

AID loans to the Mumicipal Development Institute (IFAM) have been
directed in part towards the construction of agricultural access raads, as a7
a number of current and future projects financed by the IBRD and BID.

Electricity. Rural cleetrification is lacking in many areas of the coun-
trv, aithough GOCR programs with BID and CABFI will address this problem
over the next decade 1/, This lack constraints agriculture insofar s it Umils
the development of on or near-farm processing and storage and the deveiopment
of agru-industries in the rural areas. Again tie tarzel group 18 probibiy at
csreater disadvantage than others because of their =nitli sice 2nd (30K 0f Sapiiil
to provide alternite sources of energy for their upermitions,

r

Storage and Handling. The lack of adequate gimiin storage and randiing
facilities is a serious constraint on continued development of the basic grmiins
sub-sector. The National Production Courcil (CNP) has not been ahle to handle

1/ Less than 40 of the national area receives electricity, ICE's (Toe Institute
of Communication and Electricity) goal for 10=0 15 607 of tae nation:l arex,
Sourcve: Oficina de Estudios Ecoendmicos, ICE,



- ki) -

the record quantities of rice 11 is been buving snder (e roiee support low,

Alf available stornge @eilities i the country were Gille +ith st year's riec
¢rop, restricting ibe CNP from including new crops i i1+ price support progrim
beeause storage was not avgiliabie.,  The losses sustained on Jast vear's riee
crap beesuse of inadequate drving and storage must be s izocbed by the agricul-
turial sector and the tood consumer,

The lack of storage facilities on or near small furv s limits the economic
returns small-scale producers can realize from their i»us ¢ grain produetion,
15 it is one of the factors which force the small-scale priucer to sell just after

harvest.

Summary: Analysis of Targe: Group Situation

The dynamics of a modernizing agricultural sector work against the long-
term profitability of basic grains production for smali tvimers. Just when in-
creasing income and e mplovment opportunities are needed 1o absorb the expand-
ing rural work force, this important basic grains scctor wili become less smali-
farmer oriented and less labor intensive. Similarly, the traditional export sec-
tor cannol be expected to expand emplovment generation sufficiently to meet
the demand for rural jobs. The solution for both the siaiii-farmer and rural
worker farget groups is & shift to non-traditional, high-vaiue, labor-intensive
yroduction activities with definite commercial and/or ayro-industrial potential,
Such produets and activities include {ruits and vegetahles iree crops, spices,
intensive dairyving, labor intensive fiber crops, small unimal production, trec
farming, etc.

It is perhaps disconcerting to find that the long-i. v solution to target
agroup problems is not the neatl and relatively simple = sicm that many pianners
had imagined; a2 solution in which the transfer of techaci2yv and its application
to traditional grain crops provides increasing incomes  small-scale profitability,
and employvment generation. Om the contrary, it may he the case that it is this
modernization of traditional acrivities which accentuates the problem. Rather
than technified basic grains production as a unitary soiution to target group
needs, the solution for Costs Rica at this stage in its covcelopment may be a
fragmented, heterogeneous mix of dozens of different prroducts, individually
risky, but as a group the only secure long-term soluti~n. Each aetivity may
provide ncome and/or emplovment for several hundred ©.rmers and workers,
with no one product or type of product being the answo - v all, and no single
product expected to provide consistent profits indefini-o s



The constraints 1o achieving such a solution (or sclutions) are as much off
the farm as one. The proper strtegy is a diversified appraich to land-use
planning, {from the farm up o the national level, and an integrated, vertical
marketing/production approach applied to each production activity. This type
of approach to small-farmer and ruril employment problems will require new
initiatives on the part of sector institutions and international agencies such as
AID,



POPULATION

I. Demographic Perspective

During the past 15 years there has been 2 dramitic roduetion in Cosm
Rica's birth rates: i,e., the Crude Birth Rate 1/ {CBY; 4.5 dropped from 47.5
in 1960 Lo 28,3 in 1973 and the over-all fertility rate 1/ ‘o 7.2 in 1960 to 3.9
in 1973, This success, however, does not imply that Cost: Rica has sclved its
problem of rapid population growth, The 1973 fertility iaie (3, 9) is nearly
twice what is required for stabilizavion of the population. Furthermore, even
if the Net Reproduction Rate {NRR} were 1o reach the Vreoiacement level, " the
population would double before siabilizing., Thus, evern if Uosta Rica were to
attain an NRR of 1.0 by 1985, tne total population woulc =siiii reach 3 miliion by
the year 2000 and would not stabilize at 3.9 million until w2 year 2030.

—

The Population Council has developed five populatio;: projeetions for Costa
Rica, each different depending upon various assumptions cancerning when the
net reproduction rate will equal the replacement rate of 1.4, These projections
assume a constint mortality rate and that once the NRE reaches unity it will re-
main at one. The complete projections are aftnched as Annex 2, However, in
summary, we ¢an sce that if the NRR were to fall io 1.0 »otween 1980-85, the
population in 2030 would be 3. 8 million; if it fell {o unity wiween 2000-2005, the
2030 populiation would be 5.2 million; and if it fell to urdiv vetween 2020-2025,
the 2030 population would be €. 8 million,

The age structure of the population is also imporuiiv in projecting future
growth rates: e.g., an increasing number of women of reproductive age leads
to an increased number of births., Professor Marcos Dogr has projected that
the number of women between 135 and 49 years of age wili increase by more than
10¢, 000 during the next five vears., Therefore, it is unlicelv that gradual changes
in fertility will be perceptible in terms of overn i Crude Tirth Rates or Net
Reproduction Rates during the next 20 years, The over-ii: rates will change
only if there arc dramatic reductions in fertility ratfes.

i/ NOTE: The CBR is detired as the anpnul wmber o iive births per 1,000
persons and the feriililv tate as the average numbeyr of living children that
a woman wouid have during her potential child-beiim 2 vears,



II. Nationa: Penulntion Poiiey

Pri\—.nu concern over Cost Hiea™s raptd populss oogrowth fermin oving
the 1000's, The first organized family planning acthvivios bogan in 19052 wion
Clinicn Blﬂli(_‘.“x, i m'iw.tv Raspital in San José, begnn o distribute contmicer
tives and when Goodwill Caravans, 2 private Prowstart Zroup, bemin to provids
medical cure and community education in the rurni areas,

By 1966, the GOCR also became concerned 1bou: the probloms associated

with rapid populition growili, The Cosia Rican Demogsrmanhic Associaton uCRD Ay,
an affiliate of he Intemational Planned Prrenthood Toderation IPPFY, wos

esmblished 1o 'iv\'vlop an awireness o {npnhtia‘-n srablems and 1o eneouiige
public =upport of fnmily planning prograves, In 1907, 3 {amily plianing policy

vwis formulited by the Office of the Presidency and an Office of Population created
within the Ministry of Henld, Famiv pb

TS were initiated in ninc
health clinics in 106=, Also. in 18-, Family Plamning Comnuiites
{CONAPO), convw=ed of feveral intercsted govermen: &nd priviie orgiriianons,
was organized to previde & forum [or the exchinge of populadon/family planning
informaton.

The Minisiry of Health hos intoorated family planning services with basic
health servicex and the 8oeiid Seevriny institae (O59 bemn o provide family
pitnning fervices in its larger hospiials and dispensaries  in 1970, In 1970, dw
Minisiry of Fducation alse crented the Genermal Supervisory Office for Sex Bdu-
cation and initinted o sex cdietion »reocmm in the secondary schools, Tne
Cenpter of v iy Orvientaiion (COFY and the Center of Family Integrzion (J1
Riave tlsc hooon o N mazor roles n osex educdtion ind responsible parenthood

Dy providing couvses o pro-ruariind uo;;piw:, marit] couples, ana schou.

tcachers,

oite of s successinl tamiy planning wnd sex educdtion progrims,
3 s 7] . TR N T A - TR MRS TR SN
the countmy =il lacks oo omnrehensivg _-J"_‘I.,}Lll‘,ir‘."_ ooy woich anks dems

cment. CONAPO

N

fa0tors 1 over-ii au\'v_‘lopmem Tlinn

he activities al the Whirtuus orginiaag '.'.jlt“. porulation progra:

1
N
UHa

theTe 12 no government Sody witieh ookrs 1t ponulitlon anc demogmap
tors s they et to the countrv's socizd, conpormie, and pelitical pelicies,

lh¢ GOCR needs to dovelop a pouliniion policy which relates the princin .k_, vl
iectives, and implementation of virtons publie sector prosrams dealing itk
family planning, internal ana external migration, hezith, emplovment, {neome

distribution, etc.




ACSErOng comprene e oot polioy o U esda Rica wotdd need o
ovalve out of a2 Prosic s doevee vy ban, PR - i it {he form of

public institution -- o2 Divecods Notwonnl 0 b lneidn -- wit

responsible for reeoniendmyg poliey and Lov sporeoving anG an

Sy and economnie el
re*ia.tionq betweoen hote ) ang nuimiion aad famise rening and nopulation
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handled 127, 000 fa

Lo

s hos . |

in the countrv. "Fho :
L:n*ffest group of PEORic -+ neariy 0 percent of oo cons lia'*ions TCnder
existing Liw, the COsy wili evenpaaldy wke over o0 S0 hospitals, with t
Muuqtr'f determining wescy and the COS2 provic, s, zervices. The CCSS 18
of the
ine COSS will he »'.-e-:l'}::-nsible for all FP serv-

beqnning 10 assume oo reaponsioiiiny foy il ¢lin s oL headih “cwice
MOH in urban areas. 3 L°

rCes in the urban woenoe Ve MOT hoving o oo vesponsibility in oo
arens,  The SORS hos nrimariiy 1o o Rible fur Lraming nurses

as Women's Hosin 0
nlinning services in
medical personnel is
in showing that added v
auxilinry nurses., B
hecn trained as Wom
154 auxiliary nuvses

vATna e i
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riiecootive fechnigues,
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family plannivg nd o cocommend various
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The COY is o non -religious private organ: oo which organives courses
and specinl prograims on
Iy with the MO, OO0 i ‘m‘ concentrating ‘Eaf: cierts on family planning couvscs,

cox cducaiion and Dimos ciamang. Working more ologe-

radio hroadeast, ana .\';.,u af v planmng/s v coiaiion courses for workers
in large industrial or aomeuiiuras firms,



The ClI7 1s o Catholde orgunization Aponsored b the Chrstion Fanah
Movement., Duning 1975, CIT offered 175 cources of 175 scssions cacnh fov over
29,000 couples, marital and pre-marital., The Catholic Church of Costa Rien
now reguires cach couple planning (o marry 1o attend such a course wiieh Hs-
cusses all family planning mcihods, In fis courses, CIF emphasizes ropurid
methods of contriception, but it does refer people to the MCH and CC8s for
other contraceptive information,

In its eariy years, the CRDA deveted much of 115 atenti oo promodonal
work -- i.e., tocredate an awareness of populition nroblems,  Ar presen:, iis
major roles are the distribution of comiricoptives and the doselipment and Q-
seminaiion of communication materuils in support of the nntion:l rrogram. In

addition, CRDA assits in the administration of 2 UNFPA zranie Cos@ Rics

Fsiimates bazed on date from SDESCO snow that, a8 of Decemiter 51,
1975, apuvoxamsicly 7O, 000 oy 22 pereent of all wormen of derale age we s boing
providea coptracentive ooteeidon thioush the above orgunications, In aadinog,

there are an estisated 20-00 Soreent of woim en provided with contricepiive

methods throuss (oe Hrivitie scctor,  Phere are, howevor, serious reporiing
problems in the cver-all provrmimy,  There dre no good data on numbers of dccep-

tOTS; on woolen vho abanden the progrim; on numboers of accepiors using different

methods of contrieepiion; on changes in methods; nor on the rural-urban break-
down of zceceptors,

Avaiinbio ais tor 1670 show that some 30 pereeat of @il births wore to

WO less (man 20 o mose thay 54 vears of age, ages at which the risk w
mMOhe Y Gned CnEiG Gre Sroatest, ata dlso show thiut 27 percent of all births in
1975 were (o women with more jnan S5 children and thas the Qpical users of
the program are marricd woinen detween 20 to 29 vears of age with 2 0
cehildren. Gredics offoris saust pe made 1o redch inese 1wo groups of women --
i.e., those of Tduyn-risk’ doe who are bearing children and those who ziready

have more thain 5 chiwiren.

Aldthoueh TOF 4

5

and communic .rea progrumes sad have tecogniseds the aecd Lo otrain ac

w1 CLE Rayve (3&'\'(-}0}‘;9(1 4

WTIOTLEL

WOTKOTS, Loe:c warkers hnwve ool alwavs been given 2aeguite buck-up =unpor:,
An additiopnl problem for the entive family planring program has been inadeguate

coordination belween institutions within the umbrelin crginizaton CONADO,



IV. Role of AID

USAID has contribuded o Costi Rica's porn i prowramey =inc 1565,
The history of AtD's sepport Lo the fanuly sfanris Soozrams m Josta Bes sun
be divided into three 3ifferene phases. The son o
an awareness of poouins
planning progiams.
and CCSS to provide fnm
hogpitals n urban aroens

- First phase was o deveion
public support of »wal"
cond phase USATD ¢ o+ - kd funds to enable the MOB
ing services in . (a0 Major health centers und
o the country.,  The diro on! nssis@ance of AID aise
enablea the Costa Ricry Demographic Associsty o "H5A:r, the Cenwer for

sk

1 pronlems and 10 2ace,

i
S

Family Orientation {€ . vhe Tonter fon P o Tuiegration f JITY to curry
out the caocational conronents of the progran. c-inirG phase, which we arc
entering now, COnSists o1 4 CORCEried enom o o L LppropTiiie means o

achieve, as soon 4s 7

, RO TV owEGe
of family planning semioos

S COVETLEe

The counterpnot ooonniraiions wreosentdy coin 0 esisted with Thie X Junds
(CRDA, CCSS, CoF 0 :z;‘;:_'z MO l‘; clearly unas oot AID's intent to focus on
the rural areas. Tho o oerience wooh these ar v 00a8 kas beer highly sugis-

[ R

-

factory and the results v hoen oxeetlent, i been one of the
leaders in promoting i uae ol auviid T80 (o deliver health services

in rural areas, ipl_.z'm.,n 1t steps have bu n iz 1o alleviate the demographic
situation, striving . the s iime Lo improve he “"‘u and nutrition for the genceral

populiation.

e UBATD Missios 1o et recerts DosUied i P‘;GJBU'{ Paper in-

east anadiws L oree
ntanil plooooos

tended to extend the oo

The project wiil
S Major efforts
1o aoor with family planning
oo sonnel, Over half of ATD's
fertiie age women by

.
WHS

PR § FIR P ‘HLIL 5

urilize the moest awdncs
wiil D made 1o redcs 0 s
services through nuri-r Aioandg non-rn
inputs will be used o -~ To reach
the end of CY'79 a8 2o iunued aceentors,
COT, CIF and CCRS o rpk
contraceptives, anaG - o vd
cxpertise.

assist the MOH RDA,
s, dnereased distribution of
ational progra:ie . LTeds with technical

Loiraaning |

USAID docs not aniicipate continuced projeet @ssistance following comple-
tion of the now Family Planning Scervices Projes . 0 19760 However, there wili
he need for Himited ad Loc technieal asd staace o ~won areds as data coliecuon

ymplementing a populction wocn, I the GOCKR develops

and processing and ir



4new preciiingEn woantogrile popreistion poliey wath the connioy s over ! socing

and ceonomic developiaent progeams=, USAID nuny De cdled upon to presade addy
tional technicnl assistance and {inancing tor creoss-sectar? studic

S reaiting
pornulation growth to the overail cconomy.

This assistance will, however, tw
provided through specinl rescarch funds and not through a large-scale bi-iatw:
AlID project.
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DART IV

1
STATISTICAL ANNEXEX

1. Summary of Basie docio-Economic indicaty: =

1. National Accounts

AL Gross Domestic Produci by Sector of izl

B. Structure of Canital Formation, 1985-107
C. Financing of Gross Capital ¥

CIRATION .

I, Population, mploviment, and income Disiv

A, Mid-Year Population Totals, 1950-147

B, Population Jrruiections

C. i. Secrormid Drsiribution of Employvinent
At Sintus, 1973

1ion Profile, 1961 and 1071

T s Tas T st e 1077
LRI ARCOme, LU .

2. Eavsioy

D, Incorme Dhisn

nl Ty gt 3oyt ~oa
IJ. LJlb\I iy O

IV, Prices and Wuzss

A, San José Consumer Price Index for Low nind Middle Income Groups,

1866-2972

. Minimum W 3 Seiected Industmes, 1872-1975

v, Trade ard Bulanee of Pavments

. Balance of Tvwents, 1965-1975
Exports o secios of Origin, 1oa5-107
Imooris v hes of Goods, 1965-157 0
Indusirvin. imports, 1961-1975

. Dircciion oi 1 raae

rdtirjpj:'»-

Vi. Pubiic Finunce

AL GOCR Expenditures and Revenues, T47 21075
B. Central Goveramoent Expenditures, 1870-1975
C. Central Covernment Tax Revenue, 1676 1675
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V11, Health Indicitors

AL Average Annuad Mertality Rates per 1,000, 1952-1073
. Infant Mortality Rates, by leqon, 1969-73

. Crude Birth Rates, by Reglon 1070-1973
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ANNEX I A,

MID-YEAR POPULATION Tir7s [=

Year Population Year Population

1650 66, 008 1964 1,445, 962
1951 W6, 317 1965 1,494, 657
1952 937,243 1968 1,543,172

1953 369, 426 1967 1,591,478

1954 L 001,480 1568 1,639,720
1955 1L UEG, B804 1569 1,688,093

1956 1,072,940 1976 1,738, 83

b E)
1957 1,115,554 1971 1,736,166
1955 1, 156, 95+ 1972 1,536, 334
1959 L, 70 1973 1,887, 548
1950 S, 230,104 1974 1,921,572
1961 L, 626 1975 1,968,438
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1,993,754

Source: University of Costa Rica.
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Agriculture

Industry & Mines

Construction

Basic Services 1/
Banking/Comm,

Other Services

Provinces
COSTA RICA

San José
Alajuela
Cartago
Heredia
Guanacaste
Puntarenas

Limén

1/ Electricity,
1963 and 197

Sources:

SECTORA L DISTRIBUTION OF KMo 0 Y
(000 and Percentiages:

46 1977 1963735
Numbur = Number Annual Growth Rate
190 19,5 207 : G
45 PR Iy b 4. 3%
21 3.9 7 : S, 1%
1?‘ Iy i- ;;)'v -5‘ E(H
RS Y = i T
TU in.3 It BT J.
n 1.5 =4 P oo
ol Lul, s Ve 34 FRIRNNY IR
EMPLOYMEST STATUS, 1.7,
{300 's)
Gredter Econ. A Lnempl,
112 Years Pop. Employed Rate
1,210 535 542 7.3%
L 209 Rt ieoC
470 224 214 6.5
204 97 89 7,87
1 6o 37 8,25
51 44 40 8. 94
104 S0 46 §.2%
1533 Hd 60 7.4
72 G 33 5. 0%
JAs . wharr, commurications, snd v port.

Jopiation Ceonsuses,



ANNEX IO D,

INCOME DISTRIBUTION PROFILE, 1961 AND 1871

" of Familv Income Avg, Monthiv Ratio of Avg. Income
1961 1971 Famiiv Income to Nat'l Ave, (1971)

Lowest 20 6.0 5.47 C 316 27

Second 207 7.8 9,37 C 6 1T

Third 20% 9.8 13,7+ ¢ =06 TO

Fourth 20% 16.4° 21,07 C1l,232 1057

Top 20 60, 0 0. 6° 3,000 2557

Top 10 4407 R C, 104 3407

Top 37 353.0°. 22,0 C5,476 437

Top 1% 16.0° S50 C9,x07 32

Source: Costa Ricu, Tne Distribution of Income .nd Consumption of Food,
Victor Hugo Céspedes and 1974 IBRD Report,




ANNEN L

COSTA RICA: DISTRIBUTION OF 103 1Y INCOME

According 1 All Sources of Incon.
Ry Zones and Deciles

+ ot Income
Urban 1/ Rural

Percentapge of Familics Country

Lowest 10'% 2.1 ' 205 2.3
Second 10% 3.3 5.0 4.1
Third 107 §.2 c RN 3.1
Fourth 107 3.1 3.7 6.1
Fifth 107 G,z ] 5.6 7.2

Sixth 109 7.0 A 5. S

T

Seventh 109 G0 g 9.6 14.

[

Eighth 10 1.7 11 G 12.5 12.3
Ninth 107 16,2 PR 17.2 13,5
Highest 107 34,4 29,1 2s.2

TOTAL 100.0 IHAT 100,

G 106G.0

Lowest 207

o, . 6.2 G, O
Next 307 15.5 = 17.3 1%,
Lowest 507 20,0 R 23.4 25,2

Highest 20% a0, 6 E 16,35 14,0

o

Highest 5% 220K 7

[
ot
-l

1/ Excluding the Sar o0 <& Moropolitan Aresn,
Source: Costa Rien, W Dr=iribution of Incons
Hugo Céspedo- ol 1571 IRBRD Report,

~—

Lnsumpiien of Food, Vietor
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Industryv

Coffee

Banana 1/

Cattle

Sugar Cane

Other Agriculture
Mining

Meat Processing
Cundy

Coffee Processing
Brewery
Textiles
Tutloring

Printing
Cement

Motor Vekhicle Repair

Plastics
Construction

MINIMUN W G

Occupation

laberer

Laborev

Laborer

Laborer

laborev

Laborer

Machine Opermitor
Machine Operter
Laborer

Machine Operator
Unskilicd Operes
Machioe Operag. o
In=killed Operator
Cuiters
Un=Kili-d
Uskalblesd
skalied Ly
Skalied raborer
Machine Overitor

patarer
Lanorer

Drer

Heawvy Macoine o
skitied Daborer
Helpovr

Lasore:s

_Ikaly Mininmum

Aprij Dec. e,

1472 1974 1674 vy
Cl12 4t Cl-.20  C20.20 J2i,
LT UL g 25570 31,50
PRI i, 00 22,00 26,0
13, A0 16,15 22,00 RSN
12,-0 1~.05 29,20 J4.00
19. 00 2470 2322 31,0
a, : 21,00 d4, 40
17.35 2oL 4 20083 RELINTE
.... 1. . 25,75 20,18
25,00 2005 Sl.h0 Vo 2D
1L, U SN LR RTINS Y
17,07 : 2005 2 i
24,25 Jin L 250 R
il.‘:i it 15 s S —'::.‘*U
1,2 2Ll 22,350 25,0
105 _ 25 2250 25,05
26,240 D 32,50 3,00
26, o A1.55 G, e 3,13
: 1 25,4 o= T
-, A5 SN = B
2a, 50 L 3T SR
JRTIRI PR RN 2ok
P a2 25,00 ERTIEE
o Coest Rica or Crivigl? Lane o

i/ Does not include workers witk Banana Co.

Source:

12 53774, and Gurotie =237

Dept. of State Adromn: (A -4

ettt 4

duted 12715775,

. P P L=
1- v, s Tetle T
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INDUSTRIAL IMPORTS
(Millions of Dallirs)

Primary Capitil ©of Tewl
Year Materials Goods Towl _imports
1961 2200 7.6 RETI e
1965 TSN 15, a7 T 0
1970 02,2 2307 1276 20, %
1971 111, 4 25,4 136, ~ 39,17
1972 12+, 4 26,7 135.1 1.8
1973 170.9 Ty 213,35 A5,
1974 295, 5 Y Gt 9.5
1975 7701 5301 RIVINL 37.2

1976 (1<t halh 112.3 0,6 JUBINY RN

Source: Central Bank of Cosia Rica.
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TOTAL

Legisintive Assembiy
Controller General
Min, of
oL
of
of
of
Min. of
Min. of
omy &
Min. of
Public
Min, of
Min, of
AMin. of
Social

AMin.

the Prosideacy
Min.
Min.
Min,
Min,

Foreign Afinirs
Pubiic Security
Fipance
Agriculture
Industry,
Comnicice
Transport &
Works
Edueatior
Healvh
tabor
Sccurity
of Juiture,
& Hports

Yoth

s
¢ oLourt

s Jommissior

1 Works
(cadiusiments
Currcenl Teansters o/
Ca }im‘i Trunsicers 1/
P eln 1/

1/ Coveroed

Sourcoe:

privai

s

the Government

Koo

Controlicy Gor

EF R

¥

i

Lustry

ol Report,

]

iGs,

2o

31
al, >
{.
3
IR

AR TR
NaLA
AR

ol Finan

1475,

b

s

1972 73 974 1975
1,413, SUG.6 2,268,082, 869.7
10, 11,1 i4. 8 19,3
[ 4.4 13,5 14,48
ig. 5 2.3 21.6 34.5
56,0 uR, G 120, 4 169.1
i n 12,1 ig. 22.98
50,7 Gn, 0 49,0 T0.5
33, - 6.4 483,45 368, 4
32, 35,6 Gs, 7 54,1
G 1.7 14,5 2,2
RN 25109 40, 0 A87.3
31 91,1 612, 2 S50, 6
35, 37,2 141, 7 160, 5
0 7.4 117,01 162,22
5 i, 22,6 22,3
52 61,5 5.0 101,96
1o, A6, 4 16, 15,2
- - g4
.2:" _)\"U.{) ’"‘.,‘?t
T 239.Z2 43,3
....2‘1 312. - -
ceoboo
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Awge Groups i

Less than 1 Year
1104 Years 9.1
5108 Yeurs

10 10 14 Years

ANNEX VLA, L.

ANNEX VIi, A2,
ANNEX VIL A AL

Lo AVERY:

15 Years + g

Year

1968

IR VEY

107z

R ]

IR

Souree:

vy

MORTA I

T

COuaLry
{ 4 [
(S +.7 65,1
. . -
e, 2 IR P
Y -
RN i e,
1 ] — e f .
Lo

IR iH6a-07

Depuartment oo Suddstics, Ministry of 1.

INDICAT

40 1S PER 1, 000

136K8-72 A8T8

6.4 a9 =

6.2 3.9 RNy
1.2 0.9 oy
g7 G.¢ 3. o
EJU [,.6 i

Atldntica DPaciffico
Region Sur

o S5 76,3
=5 3.8 SR
; Y58 I

o .
. STEIS Do, U
L
- Bl - i
0 Avkinvies Haeiico

i, 1975 Bulletins.



