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From : LAC/DR, Dwight 8. JOhné;;:Eivii 2% n (SO
IR

Subject: Costa Rica, Economic Stabilizdtion ?nd Recovery 111
Project {No. 515-0192), Amendient to Lsan Agreement

Action: Your Approval is required to amend two covenants of
the Loan Agreement for the Economic Stabilization and Recovery
I1I Project irm Costa Rica.

Background: Covenant 6.1.{e}) of the first amendment {dated
July 12, 1984) to the Loan Agreement provides for the
establishment of regulations defining a system whereby the
Central Bank of Costa Rica (BCCR) will discount the local
currency equivalent of $15,000,000 in credit funds directly to
private banks. The purpose of this Covenant, as amended, is to
establish an orderly system whereby funds can be channeled into
the private banking system and, thus, strengthen the
competitive position of private banks in Costa Rica.

The amended loan agreement added a new covenant (6.1.(k))} which
provides for the utiiization of $20,000,000 in local currency
tr support the BCCR's program of unsubsidized lending to the
private sector, through state commercial banks, for projects in
agro-industry, agriculture, and consiruction.

Discussion: The President of the Central Bank recently
approached the Mission with a regquest that A.I.D. provide
additional monies for the special credit line which discounts
funds directly to private sector banks. The President of the
BCCR advised ths Mission of "urgent funding neads™ for
agricultural and indusitrial projects which the sztate commercial
panks could not, "ov thelr awn inertia" handle alone. Rather
than increasing the amount of system credit to state entities,
the BCCR would rather funnel the additional monies through
private sector banks

To be able to respond to this initiative, the Mission would
like to reallocate project funds and amend the Loan Agreement
as follows:

1) Covenant 6.1.(e): Increase the amount thus
designated for support of the private banking system by
$10,000,000 from $15,000,000 to $25,000,0060.

2) Covenant 6.1.{k}: Decrease the amount of credit
avallahle for unsubsidized lending to the private sector
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Racommendation: That you apgrave the attauhaﬁ cable authaz&zing:fi
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&f%%m
THRU : AA/PPC, Richard Derham (Actifif)
FROM : AA/LAC, Victor M. Rivera ;' {fh
SUBJECT : Costa Rica Econonic Stabil{zation and Recovery III

PAAD Zmendment 3 (Project 515-0192} =il oS

Action: Your approval is reguired to authorize a $60.0 million
grant from Economic Suppeort Funds (ESF) to Costa Rica for the
Economic Stabilization and Recovery Program III,

Background: The Economic Stabilization andéd Recovery III
Program for FY 1584 was approved by you on 27 April 1984, The
original PAAD (Tab A) provided the background, rationale and
description for the overall $70.0 million cash transfer ESF
program for PY 1984 including details of conditionality and
utilization of local currency resources for the £35.0 million
loan portion of the assistance. A PAAD Suppiement f£or the
$35.0 million grant portion of the cash transfer, approved by
you on 31 July, added further conditionality to induce needed
fiscal and economic reforms. This ESR III PAAD Amendment 3
draws on beoth the original PAAD and amendments thereto,
provides the rationale for additional assistance up to $£100.0
million and reguests approval and authorization at this time of
$60 miliion in grant mories in BESF funds made available undser
the FY 1984 suppiemental appropriaticn. The essential
rationale and conditicnality for this additional support was
included in USAID/Costa Rica‘'s ESF Concepts Paper approved by
the LAC Bureau in January 1984 (Tab B).

‘*he purposes of the ESR III program are to provide balance of
payments support to Costa Rica and to promcote the chijectives of
econonic stabilization and USAID/Costa Rica‘'s Caribbean Basin
Implementation Plan by encouraging eccnomic policy changes and
structural reforms simed at re-establishing dynamic economic
growth through increased exports. The ianitial $70.0 million
prcovided to date has been disbursed as a cash transfer :o the
Central Bank of Costa Rica (BCCR) to provide balance of
pavyments support., The BCCR has made available from its own
resources an amount of foreign exchange eguivalent to the
assistance to finance imports from the United States of raw
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materials, intermediate goods, constiruction materials and spatre
parts needed by the private sector in Costa Rica. The local
surrency eguivalent of the $35.0 million loan, which was
deposited into a special credit line, has been used to finance
credit te the productive private sector. The local currency
equivalent of the $35.0 million grant is being used for social
and econcmic development purposes jointly agreed upon by AID
and the GOCR.

The purpose of this PAAD supplement is to provide continued
urgently needed balance of payments support to aid
stabilization efforts already underway in Cosia Rica within the
parameters of the E&R III Program. The grant will be signed
with the Government of Costa Rica (GOCR) and will be channeled
through the Central Bank of Costa Rica (BCCR}. The GOCR will
make available for sale to private preducers the foreign
exchange eguivalent of $60 million to allow for imports from
the U.S. of essential raw materials, intermediate goods,
construction materials and spare parts. Because of concerns
regarding the effects of domestic credit ceilings negotiated by
the GOCR and the IMF on the use of iccal currency, any local
currency generated pursuant to this action will be held in a
special blocked account at the BCCR. AID will examine the
implications cof any expenditure from the blocked account on
Costa Rica's stabilization program in consultation with the
IMF. AID will control release of funds from the blocked
account until a determination is made as to the most
appropriate use of these resources.

This PAAD (Tab C)} provides updated information on the country's
1984 econonmic performance, justifying this request for
additional assistance. The country's balance of payments gap
has increased substantially from projections made in early
1984, 2 premature reactivation of the economy from the second
half of 19832 and the lack of continuity in the GOCR's economic
team are the principal explanatory factors. Some progress has
been made by the GOCR; macroeconomic performance improved in
1982. Aggregate output grew by 1% as compared with a 9%
decline in 1982; inflationary pressure subsided te¢ about 11% as
compared with the 40% projected in the 1983 program and the
1982 year-—end rate of 82%; the overall public sector deficit
was in 1983 equivalent to approximately 3% of GDP as compared
with 9% in 1982 and 14% in 1981; and credit to the private
sector increased by 44% in real terms in 1983, Also in 1983,
private sector holdings of money and quasi-money grew by
approximately 20% in real terms; this unusually high growtih
rate was caused by a return flow of liquid financial assets
related to the emergence of positive real rates of interest in
Costa Rica andéd also to a mild appreciation of the free market
exchange rate,



In 1984, GOCR economic policymakers responded to widespread
dissatisfaction with declining real incomes by permitting
nominal credit expansion at annualized rates in excess of 30%
during the second half of 1983 and the first half of 13584, By
June 1984, imports were growing at an aanual rate of 20% while
exports were growing at a more modest rate of 13%. Thus, by
mid-1984, the Central Bank had growing foreign evchange
arrearages, GOCR authorities have undertaken me:asures to
tighten credit conditions, increase government revenues, aand
comply with the prior actions required to validate the April
IMF Letter of Intent. An IMF Mission arrived in San Jose on

3 September to revise the Letter of Intent and adiust
guantitative performance targets, and a revised Letter of
Intent is expected to be forwarded to the IMF's Board of
Directors by mid-October.

Even though the Standby Arrangement only provides modest
resources in November {approximately £25 miliion), it
constitutes an essential precondition for a $75 million

- commercial bank credit presently under negotiation and expected
in November, for subsequent Paris Club and commercial bhank
negotiations on the rescheduling of the external debt, and for
a prospective World Bank Structural Adijustment Loan. The $60
million ESF dgrant provides critically needed bridge resources
to the anticipated IMF/commercial bank disbursements in
November. Even with the disbursements, the Central Bank
foreign exchange arrearages are projected to increase from $73
million at the end of August to $105 millicn at the end of
October.

For 1984, present indications suggest GDP growth on the order
of 3-4% but accompanied by a significant expansion of the
balance of payments basic balance deficit, The Mission expects
a steadfast application of tightened credit conditions will
reduce imports absolutely by the early months of 1985, thereby
improving the situaticn.

Discussion: The Mission has achieved considerable success in
eliciting key economic policy reforms and actions from the GOCR
this year, most notably the passage in August of the long
debated and politically sensitive currency and banking law.

The GOCR has also succeeded earlier this year in gaining
approval by the IMF of a Letter of Intent., Therefore, the
Mission plans to obligate the $60 million grant within the
conditionality framework established for poliecy and structural
reforms under earlier loan and grant tranches to the 1984
program; thus no new conditionality is contemplated. Rather,




these ESF funds will provide emergency balance of payments
assistance to serve as a bridge to the anticipated
IMF/commercial bank disbursements dependent upon the signing of
the IMF Letter of Intent currently being renegctiated.

Pursuant to this approach, the Mission will continue to work
with the GOCP on carrving out reforms seot out as covenants in
prior Agreements while it prepares a Concepts Paper setting
forth its strategy for the use of FY 1985 ESF funding.

A ¢ongressional Notification is not required as the $60 million
in supplemental grant funds was included in the FY 1984
Congressicnal Presentation.

Recommendation: That you sign the Attached Program Assistance

Clearances: 7 ? ¢
| PBC/PDPR:ERullandedl J\,ﬂ;\{ pate /5|9

Approval Document (PAAD) authorizing $606.0 million in ESF grant
funds for Costa Rica for the Economic Stabilization ard
Recovery Program III.

Attachments

TAB A2 - Original PAAD -~ April 17, 1984
TAB B - Concepts Paper - January 1984
TAB C -~ PAAD Amendment No. 32
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AGENCY FOR INTERNATIONAL DEVELOPMENT

PROGRAM ASSISTANCE
APPROVAL DOGUMENT -

PAAD] -

Project No. 0192, Amendment No- 3

< Country
Costa Rica

3. Category

Cash Transfer

£ D
e September 10, 1984

. To
AJATID, M. Peter McPherson

6. OYB Change Number
N/A

, From (}”
A&JLACS Viector M. River;?B)

8.0YBInaease 466 (00,000

Tobe aken from: 5. ngmic Support Funds (ESF)

. Approval Reguested for Commitment of | -~
¢ 60,000,000

10. Appropriation Budget Flan Code

72-114/51037 LES 484-35~-513-KG-31

. Type Funding 12. Local Currency Arrangement 15. Estimated Delivery Period 14. Transaction Eagibiity Date
" 1oan (¥ Grane | Mintormal [ Format [ wone FY 1984/FY 1985 S

5, Commeodites Financed

N/A

.6, Permitted Source

17. Estimated Source

1.5, oniy vs $60,000,000

Limired F.W. Industrislized Countries

Free World Local )
Cash $60,000,006 Other

.8, Sammary Description

The purposes of the ESR III Program ave to provide balance of payments support to aid
stabilization efforts in Costa Rica, and to promote the objectives of USAID/Costa Rica's
Caribbear Basin Implementation Plan by encouraging policy and structural changes aimed

at re-establishing dynamic growth in the economy through increased exports.

The

$60,000,000 increment to the grant will be signed with the government of Costa Rica and

will comsist of balance of payments support through a cash trransfer to the Central -
The BCCR will make available for sale to private producers t

finance imports from the United States.of raw materials, interpediate geoods, construction

Bank of Costa Rica (BCCR).

materials and spare parts an amount of foreign exchange at least equal to the grant.
An equivalent amount in local currency will be deposited by che Central Bank .uto a

special account pending determination of the most appropriate uses 0f these funds.

bursements of local currency from the account will be made pursuant to AID implementa-

tion letters.

The $60,000,000 grant will be subject to the covenants and special

provisions of the $35,000,000 grant agreement signed August 1, 1984 between the GOCR -

O
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SaM 30 E54F% P OF &8 23:23EEY 1382
4. T&BLE OF CORVENTS
- SRAPTER & INTRODUSTION

- CRZEYER 17 ESONOmIL AKALYSIS

. CHAPTER 111 PROGEESS URSER PRiQR E3R
- AGREENERTY
- LHAPTEIR Iy MISSION STRRTEGY

- EHaPTER ¢ SORTITIONSLITY

. LHAPTER VI IMPLEDERTATION

%, BHAPTER 1 ~ IRTRODUCTION

THD pLONOMIS STEBILIZATIDY axd RECOVERY fi! PARD
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CONSUMPTION TAXES, PRYHERT OF (88 SALES TAX BY PURLIC
SECTOR ERTITIES, AHD DIFERRAL OF THE 20 PERIENT
REVALUATION OF ASTITS HRSLUDID )X THE TEERUARY LEY Df
EPERGENSIL FOR INSIMT TAX PURPSSES. K ADGITION, &
TAX PACKECE KES BESH SERT T4 THE LEGISLATIVE XSSEmEMY
WHICFE (NCLUDES DSI 0° THD HIGEEST (FGAL EXOnANGT RATE
FOR SUSTOMS CELLECTION, ARD SYPLAEEMERT OF & TaX ON

T PREVISUSLY EEOHERSTED IMPORTS.  ALSD RORTRIEUTING TS
ATRITVING FiSDAL BRLANIE ARE DELAYS IX CAPITAL
EXPENTITURES, TRENSTIRS OF ADDITIONAL TARES 70 THE
CENTRS, ZDMIRISTRAIIOM, aXD YHE YIELD OF & 3 PERCERT
TAX O FINRNZ AL RISTT CARNINGE.

- E.  MONETRRY

- THE SEXTRAL Bay'$ PMONETARY PROGRAM FUR 1584
YERGETEL & 14 PIRIERY INCRERSE 1¥ HET BOMESTIS LREMMTY
WEIL® 13 COWPRTIELE VITE CVEIR QUARTITATIVE PRCSRAR
TERGETS, 1.E. BARLING SYSTER RET QRELIT Y0 THE
KOoHeFINARC 1AL PUELSC SEOTOR, KET DUMESTIC RSSETS AND
NET IKTERBATIONAL FISERVES CF THE CERTRRL BaMe, TEIS
RETE OF GREDIT EXPERSION WAS CONSIDERED COMPATIBLE
WITH LOw RATES OF FRICE RED WAGE iMFLATIQR Adb
ALLOUED & MEBTIT RIAL INIREASE ik ELOWONMIC QUIPUT AND
IPPORTS. HOWEVER, M HiS AUGCST T IKTERWIEW, .VEE
PRESIDENT OF TEL CENTREL BARY ACNNOWLEDGED THAT THE
CREDIT PROGRANM FCR THE (STATT: COMMIRTIAL BAKKS HRD
ALREADY REACHED THE DECEMBER 21, 1581, JENLIKG OF
26,395 MILLICK SOLOMES.  TRE REASONY FOR THE HiGh
RATE OF CREDIT EXPaNSICN DURIKG TWE FIRST MRLF OF
1984 ERD A} TRE LACK OF LEILINGS ON RET DOMESTIO
CREDIT FOR THE TOYL BENKING SYSTEM WMiLs WDULD KAVE
COMPELLED & SLOWER EKD SMODTHIR EXPANSION OF (REDIT
IS THE PRIVATE SELTOR, &KD &7 THE FalT THaT PRELID
SELTOR EXTITIES DiD KOT PROMPILY REIMEURSE TRE
CENTRZ, BANK FOR 173 PAYMENT &F THEIR EXT{RNAL DET
SERWICE N LATD 1532,
- SHIESTED mORfTAR» YeRtehifs
SrolHEEE 1SS0 - Mar 3901

- DIC. 3t maY M1 DEC 31 mav 3
- 1o 1954 1631 1o54
. I FIQLIDAS O DuRKCNT O] omi T

COLE-DF  ARE-GE  L-E3

Shu JC @547% 83 OF g 23%3Qul 34313
BT DOMISTIE SREDMT 25,566 28,837 40,670 45,928
RET LREDITY 1D VHE
KOR-FIREKCIBL PUELEC 11,888 9,135 14,178} 13,543 )
SECTOR !
CR. 7O PRIVATE SECTOR 17,476 20,7%7 26,683  28,8&0

LIABILITIES 70

PEIVATE SECTOR 21,013 &5,545 32,618 §3,67%
MOEEY SUPPLY MU 15,562 16,763 22,481  I1,816
QULS1~MOREY 74,057 29,162 38,138 32,282
= {...PERCENTAGT CHANGE...!

- DEC. 1883 DII. 18T DEC. 1883
- PEL. 1883 BaY 1883 mnAY. 1984
NET BOMESTIC SRERMT i L.6 17.9
NET CRED!T 10 THE MON-

FIMSNGIRL PUBLIS SECTH. Q0 =41, 6 13.¢8
GREDIT TC PRIVATE SEETOR  82.% 158 12.5
LIABILITIES TC

PRIVATE SESTOR 28,3 12.9 2.8
MIRIY SUPPLY O} & T3 e
BURSY ~BONEY . 28,2 2.3 1.1

FOUTROTES:

2y ITES 1NN UNES EXCHANGE SUBSIDIES.

) AND 2 RLLUDES 5.7 RND £.F BilLICK COLOKES
EESPECTIVELY NN ACTOUKT OF EXTERNAL PRYMINT ARREARS
FOR WHalH O COLONES COUNTERPARY WAC RESEIVED BY
THE CEKTRAL E&NK. DATE FOR PRIVIQUS mOKTES DID ROV
EXIST AXL THEREFORD ANKUAL COMPARISON WOULE EE

UNCLASSIFIED

TELEGRAM

ARRSEST

<D
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TC SECSTATE WASKDD IMMEDIATE 6318

UNCLAS SECTION B4 OF G 32K JOIE pedYs
RIDRT

.0, 133%: /i
SUBJECT: FIONDMIT STABILISATION AND RECOVERY i

MISLERDING.

) ERNUR, COMPARISONS OMITTED FOR REASONS STATED
i B MDY,

- &3 UHOWR 1% THE NMONETARY TRELE, HET
SOMESTIS CREDIT EXPARDLL BY 312.% PERLERT N THE
FIRST FIVE RONTRS OF 1384, ¥ITH SRERIT T8 THE

AON=F IHANSIAL PUBLIZS SECTDR INSREASING EY 12.2
PEZSENT asf CREDIT TC THE PRIVATE SIOTOR BY 155

s PERCENT WHICH REPRESEKT AMNUAL IZED RATESZ 1IN EXCESS
SF At PERSEXT PER aNwWUM.  MulH OF THE IRSRESSE UK
CREDIT T4 THE PUBLIS SELTOR ®AS BEER DL 70 JENTRAL
BAMK FINAMIING OF LARGE LEFICITS &7 CNP SND SODESA.

- BY maRge, COKTRAL BANX STAFF WERD 2waRi oOF
THE RAPID EXPARSION OF BEWKING SYSTIN CREDMY.
KOMEVER, CORRESTIVE ACTION WAS KOT TEMEW UKTI{ LATE
JURE WMEK THE CERTRAL BANK PHT MEASGRES T0 REDHI
CRED!Y [XPAKSION AND IMPORTS IKTS EFFECT.-

- TRESE MEIRASURES IROLUBE () &K INCRELSE IN
THE IPPORTERS LOCAL SURRIEIY DEPOSIT REQUIREMEET 18
107 PSRIERT FRDE THE PREVIDUS LEVEL OF &0 PERCINT:
(B} THE REQUIRESERT IEAY LI TRARE WiTH CENTRAL
EYERICAN COURTRIES BE EFFECTED 18 U, 2. BOLLARS OR,
iF THROUGH THE CACY CLEARING MECHANISE, THE
EXPORTER ©OULD RECEIUE BXLY 50 PERCENY N CASH AND
THE REST IK A SIX NONTE ViME BEPOSIT; (8] AN -
INSREASE N THE COMMERCIAL MK LEGAL RISERVE
REQUIREMENT T0 & 5P PERSINT MARGINAL RAYTE ON DEMAND
SEPOSITS FROM & PREVIOUS 32 PERCEXT AVERAGE
REQUIRENENT:; ARD @) THE RICUIRENENT TEAY
COMMERCIAL BANKS LiMIYT CREDIT TG THE LEVELS
CRIGIRALLY CORTRINED fK TEL CENTRAL Baxk'f 1884
CREDIT PROGRAM. THESE HTASURES #PPLaR TO EE
WORRING, IK ADDITION, EY LATE JuLy PUBLSC SECTIR
ERTITIES MAl REPLIC THE CERTRAL BANK EPPROXIMATELY
.1 BILLION SOLONIS OF THD DT FRUTC CRED!T EXTIRDEL
SMER THE CSEKYRAL BaNk PRID YHE EXTERNAL DLEY OF
TRESE ENTITIES !X DECEMBER I923 ALYHOHGH SONE
ENTITIES RESPONDED OmiY WHEK THE CONTROLLEER GERERAL
ROTHSED TC APPROVE THEIR BUDGLT:. ’

- T BELAMED &7 PEYMEKTS

PRFIENT FVIDENGE SuGUERIS ThaY ODITS RiSa' 3
IEETI 3 WS T EREEL S P S E YT RN SCrIn S U T SO
BALIC GALANZE BUIDiY PROJICUID By THD CINTRRL EsRh
IR FIBRMERY, A5 OF 46y, FRYMINY aFPfell; §F 4Gk
MITEEON PLUZ MISEURSIMI ST Db aPPRDVIMARELY §3°
MILIOL 1K F P SeTPART (HTI M BAR EEEATID A4 oaf [
T ML EON MHICWH T DNPIOTIR 10 NORD thas POURiL

it

TELEGR

SEw J& pBATY DS OF D& Lsaafl jeey ARRS
EY THE ERD oF THT YERR.  USIRG YRE L&TEST AvRILABLE
DATR ¥ERE RISSION NOW ESTIMSVES THE G2% Will BE O
TEE GEDER OF $236% MILLION (SEE TRELE ETLOW WHilw,
SUDGING TROM RECENT UNPUBLISHED DAL, (5 LIRELY TO
B HIGHER, PERWAPS On TET GRDER OF I3B3 MILLIDN
F13, TR mISTeOn IS PREPARING A SEPARATE REGSAGE
PROVIBING EMORD DETRIL £ FLATIGN EXCRANGE CasM FLOW
PESITCTIONS WLk SHOULD Ef REVIEWED N SONJUNCTION
Witk THIS PamrD.  EKD FYIE.

- L0STs RICA'S BLLENSE OF PRYMEKTS

- RIELLIGNS OF 5.3, DOLLAKS)

- i 1583 1884 1584

- PREL.ALE FES/SE AuG/ 81
EXFORTS 3 x35 143

IMP RIS -551 =-185¢ «138%
FALRN T OF TRASE -121 -1 -85
NON-FRLTRR SERVICES 185 TE 73
JRTEREST PROFIT REMIT. =365 =368 =L16
BALRNGCE ©K ZERVICES 268 387 -33% -
TRAUSFERS 27 LY] 2% )
BALANCE Of CURREWNT ASSDURT 254 -1 483

PRIVAIS $APITAL AND DRRORS

NG ORESSIONE 117 148 88
NET OFFEGAL SR®ITAL ‘

EAZLUBIRG B/F SUBPORT

GRANTS; LREDITS L £:48 bbd 2 e
E2SIL BRALARSE DEFILIT -76 . w1k ~2E%
- SSVERK. FACTORS EXPLAIN THE EWLARGED BASIS

BALANCE DEFIZIY:  RJTME RISV RECENT L2-MOMTH DRIA

HART RCCietirn l\
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A1des

£.6. f23vs: s
SUBJECT: ECORIMIC STABILIZATION RNT RECQVERY it

BASIS (THRSUGE APRIL! BHOV EXPORTT $O5I RURKIZG 13
PERCENT WIGHER TERN 1IN 1982 ANG [WPORTS L4F,
THROUGH JUKE? RUKRIRG Q0 PERTENY RIGEIR; (B THE
LATEST CEXRTRAL BaN» PRGJEITION HAS (XTERISY
PEYRENTS AT £252 &L 0 YERSUS 5364 BiLlitm X
FEBRUARY VT TC THE RESENT :MTREQSE iR
(RTERNATICNAL INTEREST RETES; WITAARTFIRC #RE
BERGINALLY LOMER TH&M PROJECTED 1N FEERURRY &7 345
RILLIEN; ©ITel RIT INFLOV ON CFFISIAL CAFITAL MRS
BEEN SCALED BAIK EY THE CERTRAL 3amx %C 570
RILLION; GIEVEN THOUGH TEI KET INFLOV N PRIVATE
CEPITAL RNZ ERRORS &ND @MITTIONT N COSTE WICRTS
EfP ATIOURTING 1S FUKDRMERTALLY & REIIZURL WITHOUT
SUITRELE DRIZ CONFIRMRTION, INE DECLIMING RATY OF
ENLRERSE 1M MOKEY XD QUASI-MOWEY IR RECENT MANTES
SUGGESTS THAT & SUESTANTIA, NET REVORE LaPITAL
FLIGHT 15 K27 PRESEXV IN 1S3L.

- THE SOMPCSITION OF PRUSPECTIVE B/ SUPPORT
AISISTAKCE FOR INEL MRS X250 SRANGED SIASE
FEGRUARY, INFORPMATION OF B/P SUPPORT GRARTS A2
CREDITS CITED 1N TRE MAY LAT BURZAU REPORT ON £/P
FOR SELESTEC LAC SDUNTRIES wel AS FOLLOWS: & TOTAL
OF T151 MILLION SOMPRSED € B 2iLLibs FROM THi
ISEA IMF STRHLEY, SUL MILLION ESF TFv 18841, axd
56 MILLION FRIM THE 18$32-CREATED REVOLVER CREGIT
FATILITY BUT SiSBURSID IN 1984, PRISINT
IKFORNATION SUGGESTS Taf FOLLOWING LOMPOSITION OF
19848 E/P RETISTENCE: A TOTAL OF 2237 miLLIDN
CONPOSED OF 1t MLilifw FROM Tol PRISPECTIVE
19841925 1 STAKDEY, STL MILLEDR ESF GFY 19841,
0 MILLION EST (1638 SUPPLEMINTALY, ESI milLiOn
FROM THE ISZI-CREATED REVOLVER LREDIT FROULITY, 373
RILL 10K FROM & PROSPICTIVEG 1884 &f0-0% T4 THE
REVOLVER CREZIT FRIILTTY, TEI 530 #I111°4N DEPOSIY
1E THE CEXTRAL Banr FROM THI 8a8Cl DI MEXISE
PRI IOK Sua® FROM EURDPEAN COURTEELS 1D TH
BaNx.  THIZ RENEL OF E/P L5SISTANlE SUPPLRY RISILY
Ih AN DNFINANTED GAP OF AT LEASY £32,M4iL:10% FOR
1854,

= T, PRECIDSTION, IMPLOYNINT aNp RpAC HNQRNMD

- TR omMITT ETLOME QERIQIAL RPVDigH ST

K&TIONA! STTPeasl PECAPEYS & 1 2 PIRCINT HIRTLST

PRI Wi Lt Ye G CIDBRAT BRI 0 oRABUIE LD

FOLLOWS IPLATENT i PAFTRIRIZISY: AGRICULTURT - .
WoEY, mawtt LoTURIRG INBURYREY % [LECIRICITY

3,07, CraltReliagn s v ZOMMIREE W §e,

SRANPREY AN @ LanwTral qfier .t

Onife 0 3 GIWUEA) LOTISEMINT 0 $) | AND DISIS

UNCLASSIFIED V¢

SEX 3¢ TRATE 5 OF @ J3lian
SERVISES . @, ARGRICULTURE &NT MaNUFRDTURIRG ARE,
BY SIZ2E, THE LARGEST OF THD PROUSUSTIVE SECTIRS,
VITH THE MamUTRITURING INDUSTAY THE LEADING SECTOR
FOR 1554 TOOMIMIC EXPARSION.  ACUORGING T2 & SURVEY
QF SOME 00 MANUFALTURERS, TRD tnNCRIAST OF QUTPUT
DURENG THE FIRSY MALF OF 1583 VRS &.& PERIENT,
EXCLUDING TRE REFINING OF PETRSLEUM PRODUCTS. THE
BARCK-TOMARLY IKCREASE 1M CTIT4 RILE'S EMPLOYED
LABOR FORCE ANOUNTED TG 4.2 FIRCENT 1w 1584 RS
COUPARED WiTw 2.7 PERCENT INDASASE IN 1337 AND &
£.5 PERCIKY DETLIRE N 1833, FRORIOVER, THE
EXPRKSION OF EMPLOYRENT IN TEE PRIVATT SECTRR
AMOUKTED T4 3.3 PERCENT WIYE THE FISGL3T INIREARSE
BECKRG EN THE HIGMER SKILLED SRTEGURILI.  RERD WAGES
ALSU GORTINUED THE UPWAED MOVENINT weilH ZRAAN 1N
PiD-3%282.  THE AVERAGE REBL wasf NCREIASIC EBY £.8
PERCEKT ix TKE PERILL MARCH 1552-MARTM 1584, WITH 4
7.4 PERSERT IMLBEASE ik THE PRIVATE SECTOR AMD 2.3
PERSINT IRCREAST IK THE PUEL:L SELTOR. THE
AVERAGE REAL WAGE IR 7ARRCH 1384 MRS 3.2 PERCENT OF
THE LEVEL ©F MaROR 1831, RHD TRI RESPLTUTIVE
PERCENTAGES FOR TME PRIVATE AN PUELIL SETTORS MERE
93.% PERSEBT AKD 33,2 PERCENI,

3443

- L INFLATIOR

- TEE CENTRAL BRHK'S MIRITARY NAKAGEFEXT
POLICIZS HAVE NCT YET PROCUSED SIGNIFICANT
RECELERATION I8 THE PACE OF INFLATION. THE
12-00KTH RRTE OF IRCRERSE IK THE CPi was L.t
BERCERT IR JURD 1832 &5 LOMOXRIT WiTe 10.7 PERSINT
1K DELEMBER 1982, NONIVEK, THD MORTELY INFLATION
RATE WRE 1.3%F PERCERT JURING SICOMD QURRTER 1284 £S

TELEGRA!

BRE5ES
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TC STSIATE VASHOC IMMEDILTE 682C

UNSLRS SECTION D6 07 BE SAN JOST PE4YS
L1144

E.C 133%6: /A
FUEECT: ELOMOMIT STABILIZATION oKD RELOVERY i)

COMPARED WiITH 1.6} PERCENT DURINE FRURTH QUARTER
1533, ANC 1,28 PERUENT DURING FiRST QUARTER 13s4.

12 TREND SUSGESTS THAY S0ME SAIKS I8 REAL GROWTE
nay BT JEOPRRQILED.

7. GRRPYER 111 -~ PROSRESS UKDER PRIDR EiR
- RGREEMIRTS

= A ESR Tri FUNDS HRVE BA&D, RS & PRIGE ASTION,
THE GDTR PASSAGE 7 MODIFILATIONS TC 'TS CURREESY
L&Y, THS DETa1LS OF WRICH WERE SAELLED OUT Ix
SeTi0n W EL LA OF THE GRIGUINAL PARD. THESE
MIVITISATIONS REPRESERT NMAJOR PULICY GMANGES O% V4L
PFOET OF THE GOIR, IMOLUDING DIRELT CISCOUNTING OF
FUKDS BY THE BILR TO PRIVATE SECTOR SOMMERCIRL
BANKS, AND REMDVAL OF LEGISLATION WEICH PREVISUSLY
BLLCWED FORLIGN CURRENCY [ENDMINATED DEBTS T¢ EE
RE-PL10 18 COLOWES AT THE OFFIDILL EXCHANGE RATE ~-
APPRORITATELY RALF OF THE FREL BARE RATE, WITH THE
CORTINUTD SUPPCRT OF PRESIDENT HONGE, THE CUSTH
RICL LEGISLATIVE ASSENELY APPROVED THE CURRERSY LAV
MOCIFICATIONS -OF RUGUST 318, 3584, PRISIDERT IONGE
13 EXPECTED T® SIGN TEE Bitl INTD La¥ SHORTLY.
TEIS LEGISLATION 1% & MAJDE STEP FORVARD OF THZ
PAET OF COSTa RICA, &ND AN iNDISATION THAT &1D
CORDITIORAS 1TY CAR AND MAS BEEN EFFICTIVE 1K
PROMOVING STRUCTURAL AMD POLICY REFORMS.

= B, UEDER ESR 11, AND TRE ESR 13! LOAR 2KD
SREET RGREIMINTS K0V In EFFELLT, 0578 RigA
COVIRERTED MONERDUS ALTIONS FOE 1xIRERSING CREDIT
RYRILABILITY TO THE PRDDUCTIVE PRIVATE SECTOR,
STRERGYRENING TRE FINAMCIAL SYSTEN, EXPARDING
EXPOATS, IMPROVIRG PUBL1E~PRIVATE SECTCR
CODRDINLATION RES POLICY FORMULATIOR,

- {47 AZTIORE AOREED UPDH & THE 358 !
GRENT SICKED BUGUST 2, 1884, #RVE YET TD EE
IHPLEMERTYED,  THE MISSION 1S, MOWCVER, PROGRISSIRG
INTERRZILY WITH PREPERATION OF DOIUMIKTS BESIRIEINS
TRE PROCIDURLS aND REQUIREMENTS OF &OC

ENSTITUTIONS FOR SOCR LOCAL CURRENDY ACYIVITIED 23
ROAL MAIRTEXARCE, WATER EXTENSION, TEXTBOOM
PRINTIRG, ETL.

- 121 REGERGING ACTIGNS REGLISED OF 7THE EOCF
UEDFE YHE £S5 £10 LDEK AGEETMINT SIuNID M8y °,

$95¢, AKD THY AMEMOMENT IHERETD, ¥HE LONMTRAL SanX
NG THE MIS3I0W XAVE KGRIED 10 TiRCTABIE Cwawmul)
FOR RIPOTT PREFARZTION, ARD PRIITOMID INLI1&)
REPORTING YO SIFIEME{R 1. WO SH1uNFEICANT DIVIATION
FROM TRE LDaX SGRICMI MY COVERRNID i3 EAWPECTID. Y

UNCLASSIFIED 1%

TELEGRA

SRE D B®B4TT  £5 OF 85 23n3pa2 3643  RRRLE
SHOULT EL-NOTID TRAT UNDER LOVEXANT @) wwigs
COURBERNS PRIJT WERIFIGATISH AQTIONS, TEE ESCR ANZ .
THE #ESSI0R BAVE BEEX ACTIVELY ERSASER IN
STRUSTUR :Ke & PRICE CHZCRING URIT AT TME BLGR.
ASTVIVITIES THUSFRR INTLUDE ANALYSES BT THRE Figm o
PRICE WATEREDUSE, OF BLUR PROTEQURES; IMFCRRMATIONLL
VISITS BY BCLR BRI AID SONTROLLER BERIOUNEL T0 £
SALYRZOR TO REVIEW THL QPERATIONAL FORMRT &F &
SINILAR UNIT: AND A SIRILAR VISIY T0 COLOMEIA EY
BLCR PERSORNEL.

. COVEREXT £ OF THD LOOK GOREEMENT, RS
REVISED BY RMEEDUMENT MO.1 0 TME AGREEREET,

PROVIBIS FOR THE DCSR TC FUCREASE THD RESOUNSES
AVEILEBLE TO PRIVATE SOMHMIRUIAL BANES THRDUSH THE

£ID SPECIAL TREDSY LINE N THE EMJUNT OF

$15, 580, 602 UPOR AL 1D.* S SPFROVING & REVISION TO

TEE REGULATION GOVERKING PROSIDURES FOR ANS USE oF

THE CREDIT LIKE. THIS REVISION WILL, AMONG OTHER
THIKGS, PROVIDE FOR THE ECCR TO DISSSUNT THE Fumgs
DIRESTLY TO THE PRIVETE GANXS, END Will THUS mudip
FURTHER USE OF CODESE, THE STATE KSLDING COMGANY, .
AS RR INTERMESLARY, THE BICR DOULD NOT PROCEES

VIt REVISING THE CREDIT LN REGULATION UNT1L THE
WIETARY LAW WAS MOSIFIED TC PERMIT TEE BOSR YO
DISCOUNT BIRESTLY Y0 PRIVATE BANKS. WITH THET

PRSSEGE OF THE MORITARY LAV, ZCOF 24D MISSICH
REPRESENTATIVES MAVE RLREADY MET ¢ 5ISCUSS
APPROPEIATE CHANGES S0 THE REGULATION,

- REVIEW OF TME ESCRS STRTUS OF
COMPLIRNCE WITE THE REMAIN!ING COVEKZKTS UNDER TKE
ESR 17 LOAN RGREENMENT, SuCw &S DREDIT TQ ONP,
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PLSE 21 SEN JO PELIS BY OF P& 23TaEns JE4y AT2%653 SEN IO ERETS  E7 OF 4@ 132I;sL 3448 ARASS
STICK RID-DD LHE HILLION RULITIOM 30 TRE GRERT, AND S%Y FURTMER
- = == RSSISTANIE WHICK RMAY L SUZSEQUINTLY ALTHORIIZL
1KFQ FILE-83 %81 $a%-81 DOEN-Pl REG-20 [SeF /007 &3 YO UNDIR ESR fii, EASED On MEED ANT ON RADEIRINGE 10
EXISTING CONDIViDRALITY REQUIREMENTS K3 DITLAMINI
HFS OCT-PR  CIPY-Di CIRE-GE TR &s SUBE-B]  ARA-DE L83 EY THE MISSITH.
v
wrmseessneswn . ooneERITE I3I32LT £E3738 = B, TPE GOSE MAS KST KET TR TARGETS 5F 173
£ 32283 AuG 32 1984 BONCTARY PROGRA®. THE BULR MAS REOSUESTED THAT
it anEMBRSSY Sk ozt R1D BOLD E3R LOCAL CURRENCY ESUIVELENTS AT THE BOCR
TH SECSTATE Waskll NMEDIATE 6321 EMD, WHMERE RITIVITIES DETERMNED BY £i% TU B8
NESESSARY BRI V9 BI FUNDED, YO REIFRAIN FROM PLAZING
URSLAS SELTION £7 OF £5 SAN JOSE oot/ - SURRERIY N THE MARRETPLAZE (R LARGE, SURDEN
QUARTITIES EZCAUSE 15~40 PERCENT OF ava:iisfti
AIDRT SOLONES ARE LXPENDID FOR IDPUFTED COmPOniwthy. THE
185208 THERESSRE PROPOSES TO MAINTAIR ALL LOSL
E.$. 12286: N CURRENIY SCUIVALERY ©F THE S52 mrliify S8amy
SURECT: ELoMOMIL STREILIZATION KD KECOVERY 111 ENLRENIRT 18 & SPECIS&L RCLOURT AT THE ESLR wiTHOUT
PRESENTLY PROSRAMMIKG THT BSE OF SUSH FUNDS, ARE
IRDICATES TRAT TH#E BICR IS PREPRRING 2 STRATEGY #OR ) REQUESTS AUTHMURIZATION FOR CONTIHURD L23AL CURRENSY
IMPLERENRTATION &F THESE SERDITIVE agtions. PROGRARMING RUTHORITY AT THE RISSICN LEVE.. &5 I
- TEE PAST, ES# LOCAL TURRENCY ESUIVALERTS wili,
- ) THE BILR'S TRASZE RECORD ON ESA i) OTRER THAN N EXCEPTIONAL CASES SUCH RS mINEX, and
COEPLIRRCE, WMERT!® OMLY GOHE COVENART REMAINS ViT¥ LAC BUREAD CONSURKEMSE, NOT BE UStd FOR SOCR
URTILLED BECANSE ©F AN SNGMING ELCR/IRSURANTE BUDGET SUPPCRT. SOMD ADTIVITIES ®eY, 0N COCESION,
INSYITUTE STUDY, STRENGIMERS THE misSiduc% B PRPLEFENTED WiTH PUEL &S SECTOR ERTITIES,
ASSUMPYION TEAT THI BLSR will PRDPEIRLY EXERSISE (T8 HOWEVER, THESE WILL OF OF & LIMITED TIMDI FRAME ARC
ROLE AND LEIRD IN RESUCIES ARMIFICIAL CREDIT PF & DEVELOPRENTAL MWATURI, DISEURSEMERTS FROM THE
ALLOSETION DEVICES AXD 1% MONITORING THT COLOK'S RCSDLET WILL SOMTiUE T4 BE MADE PURSUART TO 21D

VELUL. IK INTERNLTIONAL COMMERCE.
L. CHRPTER 1V = BITSION STRAUIGY

Toe A TMD MESSIOK STRATEGY TO ENSURE COMPL 1ReSE
VITE BDNEYARY AKD CREDIT REFORNS, (S TO BALAKCE
CRIVISALLY HEEDED B/P SUPPORT DISEURSIMENTS Witk

LOE FROGKISS K ASHITVNG THE SORDITIONALITY GO4LS
£.REATY ESTRELIS» .. UKDER TEE CURRENT BILR Las
FLOW PREJEITIONS, SESITWELR and OCTAECE AR .
ERITICAL EINTES TR £OSTE BI04, THD miSSILN TRCS -
PROPESES TC CORTINUE T2 TRANCFT DISEURSEMIRYS, &5
UKDER PREVIOUS BSREEWENTS, IN ORDER T0 PROVIDE &
ERSIS FOR ENFORCING THE EXISTING CONDITIONALITY
WEILE MAIRTAININT LS0%T2 RILA°S ABILITY TS Zommy
WiTH GTHER DOMOR REQUIREMERTS SOKSIDIRED
BEREFICIAL, SUCK kS THE IMF TARGETS &KD COMMERCIAL
BAk CORSITIONSLITY. THE COCVEMANTS mSD SPRSiar
PROVISIONS OF TPE ORIGIKAL GRANT RGRIEPENT Wikl
EPPLY YO TED 20DiTIONAL FUMDS REQUESTED #ERT!E,
IRZLUDING ARTIQLE €.5 WMICH PERNMITS &1D 7L SUSPERD
DISEURSEFERTS IF IT DITERMIKIS THAT THE GOOR 13 KO
I8 SUESTAXTIAL L£20PL1aNSE WITE THE CONDITIONALITY
OF ESE 15! Loaw, ESR 17, OR Y AYENDAINTS T THESE
EGREEPENTS.

- £ DISBURSIMENT PLaK will EE COWTAINEID
TEL SMIRDRINT TC VKD GRANT ASREEMENT T EE SIGNEID .
WITE THE GIOR. LK MLLUSTRAT:VE VERSIDE LF TH)S
PLan, [OKNFORMING TO GOLF FORIGN DXUSANGE SRSk FLDW
WEEDS, wWiil EE FPECVIDED I0 &:ifsw BY SEFTIL
DISCUSSED ik PRt € C ABOVWD.' THE ORIGHNRL Pa2D,
SELTION Iv.C 2.4, RUTHORIZED THE MISTION QUOTE IC
VAXY THE DUSBURTIMINT SIETDULE &3 REGUIRFT TC
EATURE GO MaNaEI™MI KT &NT RLOW BR avaliagit Ty oF
FORU ALK §altamo! TCIOORIES. (XD QUOIL. WISSI0K
FLICITRIL 2Ty $B Tl Tipih, AND BageiTelE OF
DISERRZING TRIS ZMPFLEMERTIAL APFROFHIBTION 2575 £3
EOSOESTaKToal €0 rawdf LEVER PaJey IRBIRZIICND &Y
TRE RECR, WWICK T¢I EI0R Cak sl 30 30 I JUsitit
P2 AZTILET TRD megouON THTRTIORD QO SYG
BOMMPRITRTION TC VBSY MISERSIIMINTS O Te{ PROPOSID

UNCLASSIFIED Y
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E. . 12386: N/A
BUBJECT: ECONOMIC STABILIZATION AND RECOVERY III

IMBLEMEINTATION LETVERS.

- <. FYyI. AS MOTED IN SARAGRAPH 6. C ABOVYE, EVEN .
SF ALL DONOR AESISTANCE, INCZLUDING S8 MILLION

SUSPLEMENTAL 23 MADE AVAILABLE TO COSTa =ICA, AN

UNFINANCED SAP, ESTIMATED AT & MINIMUM OF 523

MILLION EXISYTS BY THE END DF 1t5Be. IF, AS THE

RESULT OF ANY END OF YEAR EOY)! REPROGRAMMING,

ADDITIONAL FUNDS BECOME AVAILABLE, YuE MISC*ON

RESUESTS AID/W TONSIDERATION OF ASOITIONAL,. FUNDING

TS *-csz THAT 1884 UNFINANCED GAE. ENDG EvYZ.

s, CHAPTER WV -~ CONDITIONALITY

THE COVENANTS AND SPECIAL PROVISIONS CONTALNED IN
THE GRANT AGREEMENT SIGNED AUGUST 1, 158« witL
APPLY ALSQ TO ‘HE $50 MILLION INCREMENT PROPOSED
HEREIN.

18, CHAPTER VI = IMPLEMENTATION

THE 562 MILLION SUPPLEMENTAL, ORCE AUTHDORIZED EY
AIDsw, wILlL BE CBLIGATED AS AMENDMENT NO. § TO THE
28 MILLION GRANT AGREEMENT SIGNED wITH THE SOCR IN
AUGUST 1, 18E4. THE DISBURSEMINT MECHANISM WILL BE
A CASH TRANSFER TO THME BCCR ON A TRANCMED BASIS.
AILD wILL CONTINUE TO RESERVE THE RIGHT, AL PROVIDED
FOR UNRDIDER ARTICLE 4.4 OF THE CRIGINAL ASREEMENT, T
ESTABLISH THE CALENDAR FOR THE P ANNED
DISBURSEMENTS, AND 7O NOTIFY THE CENTRAL BAMK WHEN
EACH DISBURSEMENT MAY EE REQUESTED. THE LOCAL
CURRENCY EQUIVALENT OF THE GRANT WwWILL BE PLACEQ IN
A SPECIAL ACCDUNT MAINTAINED AT THE BCCR, WZT
DISBURSEMENTS FROM THISE MADE PURSUANT TO A.:.o
IMSFLEMENTATION LETTERS.
WINSOR

e )

§
L v

UNCLASSIFI



ACTICH d HORAHDUE. FOR THEE ADEINISTRATCOR

TREG :  AA/PPT, Righard perham {Acting)
N . e s . .z C s a Biaws
FROE T ABA/LAC, Victey . livera ~-f.§3ﬁfw3*%w

LE

BUBJECT

PAMD Amendment 3 (Project 515-£192)  SVSEea” -

action: ?euf'aygroval is requireé te authorize a $60. ﬁkﬂiiiiéﬁ:
~grant from Econonigc Suppeort Funds {EEF) to Costa %1@& ﬁar the
- Econonic Sta Dliizatiﬁﬂ na Recaverv ?iﬂaram IIT.

askerounds erﬁcongnlc Stabilization and Recrva:y 11 5
yzﬁggan fer FV 1984 was approved by you on ??_&erl_i§84 The
coriginal PAAD (Tab A) provided the beckground, rationale and-

ﬁ&ﬁﬁt;gtxon for the overall $70.0 million casn transfer ESE
. progran for FY 1984 including details of conditionality and
utilization of local currency resources for the $35.0 ail&zvn
~pan peorticon of the assistance., A PAAD Supplement for the
< $35.,0 wmillion grant portion of the cash transfer, approved D}
vou on 31 July, addec furthes cﬁndztzanaizty toe induce needed _
Fzseal ané eccrnonic reforms, :is ESE III PAAD Anenduesit 3 . o
drawg un both the eriginal PAAD and anendnents thereto, i' ’
pravides the rationsle fﬁr aémltianaa as&l&tavae—np to $133iﬂ L
“milliion and Tequests arprev«; and avthorization at this tipe of.
- $60 millien in grant ronides in BSF funds nade ava;iahle-ﬁnae:
the FY 1984 suppleneital eppropriation, The essenfial
- ratiomale and cunditiconalicy for this addéivional. BUppOrt was
"y o ipeiuded in USBRIBSCosta Rica's ESF Concepts Paper awgraveé by
"”15tne LAC Bureau 1n,JaaLary 1*2% {Tak: B).

ﬁmrexgarposes of the ESR IIZ §rscram ars ta rrovidce Mulaﬂee af
- ¢§aymenaa support to Costa Rice.end to promote the objectlves of
- econonic stabilization and bQA?ﬁ/Cthu Rica’s Caribbean Basin
S Irplepentaticow Plan by sncouraging econcmic policy cvaﬂyes and
"._stxuatﬁz21 zafatrs aiped gt re-establisbing dynspic econonie.
growen Shrough incréased ®#xpores, The initial $70.0 millien .
,”Wgrxew1deﬁ fa’ ﬁ&t@ hae been disbursed as = Q&ah trarsfer t@ the
.. 7 Central Bank of Costa Rica (BCCH) teo provide balance of 7
fg-gaymeﬂts augnﬂxt. ThHe BCCR has nate ﬁ&4iﬁble from ite own
Curesources. an apcount of foreign exchange e~”lvaiant to the ;
‘"_aagistancﬁ tc finance ;ﬁgwrtﬁ fron the Un *“ﬁ States of raw

Costa Rica Peonomic Stabilization and Recovery IIL .



materials, intermediate goods, eonstruction materials and spare

' parts needed by the private sector in Costa Rica. The iocal =
.eurrensy” equxvalavt of the $35.0 million loan, which was
&egaaiteﬁ into a special credit iine, has been used to finance
credit to the productive private sector. ThHe local currency
eguivalent of the £35.0 million grant is being used for social
_and econcmic 6&?@1@@3 nt purcoses jointly agreed upon by AID
aﬁé the f;ﬁCE. .

ﬁ% yﬁxycse of thxs PAAD supglemenu is to provide continued
, %zg@ﬁtlw needed balance of payments support to aida .
stabilization efforts already underway in Costa Rica wlthin th@*i_--
parameters of the ESR I1I Program. The grant will be sxgneﬁ
with the Goverament of Costa Rica (GOCR) and will be chaﬁneleﬁ
through the Central Bank of Costa Rica (BCCR). ‘The GOCR wiil
make available for sale to private producers the foreign . -
L excharnge eguivalent of $646 million to allow for lmports fram
KR the U.5, of essential raw materlals, intermediate goods, o
S ' construction materials and spare parts, Because of concsras .
| ' regarding the effects of domestic aredit cellings ﬁegﬁtlﬂnéﬁ byy;”
2 the COCR and the IMF on the use of lecal currency, any local
currency generated pursuant to this action will be held in 'a
_special blocked account at the ECCR., AID will exanine the
fxmplicat;eﬁs of any expenditure from the blocked account on
_Costa Rica's stabilization program in consultation with the
0 .IMF. AID will control release of funds from the. blocked
- .- ‘account until a deterwipation is nade as to the m@ﬁt
T Tapproyrzate use of these E@sonrses.

‘-;Thas &ééﬁ-{mab c} preV1ﬁes uyd«te& lﬂ’CZm&tLGn on- fhe eo;ntry*s\,
7. 71984 econonic gexformance, 3astzfymng this reguest. f@r SRS SRR
| - adaivional agsistance. The country's balance of paynents. g&p'i
- .. . bas increased suhstantaally from yrogectxcrs nade in eagly o o
L 1984, - A premature reactivation of the economy from the secan&;;ﬂ‘?,;;f
=" balf of 1983 and the lack of continuity in thke GOCR's eegnﬁﬁic'ﬁ~*
. . team are the. principal explanatory. factors,  Some progress has - . .
. ‘been made by the GOCR; macroeconomic perfarnanse izproved ,v"~fJ‘W'
1983, 'Aggrmgate outpat grew by 1% as compared with a 9% :
- decline in 1982; . inflationsry. pr&ssure subsided to about 11% aa;
- compared with the 40%. ‘projected in the 1983 progran and the .'
ilsaz'yaqx-enﬁ rate of. 82%; the overall public sector &aﬁiezt
U was in-1%983 equivalent to apprex;maheiy 3% of GDP asg. c@mg&teﬁ
C 0 with 9% in 1982 and. 14% in 1981; and credit to-the private: a; o,
.. secter zﬁcxeﬁse&.by 44% in-real terms in 1983, Aalso in 1?83,_;:”iv-
T private sector hﬂl&lﬂgﬁ of money and quasi-noney grew by .
'fagprexmmateiy 26% in real terms; this unusually high growth'
- rate was caused by a return. fiouw of liguid finanecial assets
;‘Exelatsd to the emergence 0f positive rexrl rates of interest 1n
CCosta Rice and also to & mzi& 3§?£ﬁ¢&dt10n of the free maxket .
exchaﬁge xate,- ' : . : L




Loet . . _
- A
| . .l %Xl
- 7 -
? In I8%84, G0CR ecconomis 'ﬂ3‘*v—a cars rezeponded Lo widasproad
Adissatisfsction with derlining real incomas by narnitting B
noninal credit e¥cansion at arrcslizes rates in ewness of . 308
during the second half of 1983 aund the first 4“Wal® of 1984, oy
June 1%84, imporis were crowing a2t an annual rate of 20e while
exporis were growing a2l a nore .ﬁuen_'rate of 13%, . Thus, by
pid-14R4, tne Central Bank had erowing foreign srehanas
arsvesyages, OGOCR auth ties %av% pndeértaken “maasxés Lo

ighten oredit condix
o ponply with the prior ac ions Kﬂq&a“m* *a valvr%t» %e &mr¢
. - IRFP Letter nf Intent, An TET HMission arrived in San J@ﬁh an
S -3 Septenbor -t revise the Letter of Inteank and adinst
: mmartizative nerfornance Larwnts, and a revized Letter of
L intent ig suoected to be forvarded to the IYVF's Raard of
' Nirectors by mid-Cctoher,

! uven though the Standhy Arrangement only srevides medest
: ragounrces in Hovenbhay fapgr¢x1m taly $25 nillion), it
: constitutes an essential wrecondition for a $£7% niilion T

; sonmereial barnk credit presentiy uander necotiation aﬁd.ax@actaﬁf”-
iw MNovenher, for stnﬂ@aaent Pariz Club and commargial hank
5 negotistions on the xescg@ﬂu¥znu of the external debt, and for
P z progpective Torlad Bank Structural Adjustment Loan. Tha $60
T q¢3113” REF grant ﬂrmviﬁ%a critically needed hridge res SORTCRE

! _ to the antieipated INF/commercial bank Jisbursements in
L - . hiovapbar, Even 1ﬁ% the Aishursements, the Cenkral Bank

S foreign exchandge arrearadges are prolected to increase fren $??
L coomilliien at the end of August to 31935 nillion &t the and of

| lﬁctsber;f
For 1884, present . indications sugoest CPP grﬁwth“ on the order .
ef 3-4% Sut accompanied by & significant swpansion of the s
g : - . balancs of ?“fﬁaﬁt_ basic balance deficit, The #ission exzpects . -
L. & steadfast applicafion of tightened cradit caﬂézﬁien¢ will . -
’54

e reduge 1ﬁﬂwr%v-a%$clut@1v vy the gavl

_ nonths of 198%, thershy
<7 improving the situation. I .

- ﬁiﬁ”ﬁ%ﬁxﬁﬁi'_ The ﬁzaaian kas achieved considerable scecess in.
'-e‘zazt*nﬁ ¥ey ecouonic woli oy reforrns and actions fror the r@ga‘
this vear, nest. @@L&blv the passage in &ﬁauat of the enq
-éﬁh&ten snd politically seﬁﬁz%xva curr@nrv and bapkiﬁﬂ EQW“"
Y Thes “Qﬁg_%an alse gsuccseded afl*ar this vear in gai nﬁrg
. approval by the IRE af a Letker of Intant, mh@t@ﬁara, the L

#isaton plans €o obligat e'+%e'$”q‘**ilie rant within the
'Cﬁﬁﬁlhiﬂﬁ& ity Zranewori establishesd $¢v »ﬁliﬁw aﬁx‘ sE¥uatural
. reforme under %at;i»-_?&an and q;amt rranches Lo the 1584
predrany t“%& ne new sonditionality is cont nplated, Rather

7




. LAC/PReMShuganzaep:(19113):09/19/84s0xt, 294836

'_tvese_th fnnés Wwilil u.avﬁﬁe @”arm@ﬁv balance of ﬁaVﬁ&ﬁ*S
- IME/eonmercizl bank s tiebursenents depandant unpon t&@_“iﬁﬁi
‘the JHF Letter of &rt&wt cuy :ﬁntly %%iﬁﬂ ranegetiated,
I?armmant to thig _approach, the Mission will cmﬁr;n&e Lo vark

 prier Agreements while it praopares a Concepts 'dmor metting -
C B Ccngrwﬁﬁxanal Hmtxflcatasn is

nok
n supplasental arant fuads was incln
.P@n ressisnal Px 8 nhatian.“ : '

Ba
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agsistance Lo.gerve as 2 b*1@QQ t0o the zaticinatad

with the GOCR on carrving aut rﬁfar 5 set oyt as covenants’ in -

_“erth its 3trat@qv fnx tha use of E? 1888 58P funding,

required as tha $60 million
ded in the FY 1984

awnmanwa“iar- - a* vou axgm the At
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\ AGENCY FOR INTERNATIONAL DEVELOPMENYT fL
- - .

Proiect No. Ul%d, Amendment No. 3

- Aelao DTy
LY : - .
PROGRAM ASSISTANCE Costa Rica _
S. Category
APPROVAL DOCUMENT N
Cash Transfer
PAAD) : " Z Dare
_ E September 10, 1984
s ] 6. OYB Change Numbe
AfAID, M. Peter McPherson N/A
8. OYE Increase $60,000,000
From
AAJLAC/ Victor M. Rivera Tobe kenfrom: . omic Support Funds (ESF)
Approval Requested for Commitment of ~ 10. Appropriation Budget Plan Code
¢ 60,000,000 - 72-114/51037 LES 484-35~515-KC-31
Type Funging 12. Local Currency Arrangement 13. Estimated Delivery Peziod 14. Transaction EBbility Dav
K Lomﬁ Grant | Xlinformal U] Formal {1 None FY 1984/FY 1985 -
, Coramodities Financed
N/a
. Peritted Source 17, Estimated Source
L5 only vs 560,000,000
Limijted F.W, | Industrialized Countries
Fres Worid i Local
cash $60 5 000, GOO ! Other
' {

v S2mmzry Desciption

The purposes of the ESR III Program are to provide balance of payments support to aid

stabilization efforts in Costa Rica, and to promote the objectives of USAID/Costa Rica's

Caribbean Basin Implementation Plan by encouraging policy and structural changes aimed

gt re-establishing dynamic growth in the sconomy through increased exports. The
$60,000,000 increment to the grant will be signed with the government of Costa Rica and

will consist of balance of payments suppert through & cash transfer to the Central

Bank of Costa Rica (BCCR), The BCCR will make available for sale te private producers to
finance imports from the United States of raw materials, intermediate goods, construction

materials and spare parts an amount of foreign exchange at least equal to the grant.

An equivalent amount in local currency will be deposited by che Central Bank .uto a

special account pending determination of the most appropriate uses of these funds. Dis~ -

bursements of local currency from the account will be made pursuant to AID implementa-

tion letters. The $60,000,000 grant will be subject to the covenants and special

provisions of the $35,000,000 grant agreement signed August 1, 1984 between ths GOCR .

and AID.

DAAJLAC:M . D.Brown

, Clezrances ARA/ECP:R, Beckham 1 Date 20. Action —
LAC/DP:J.0leson ,

GC/LAC:R.Meighan ¥+ I [ﬁ APPROVED [ pisarrrOVED
LAC/CEYsP.Askin == P 13y ; }’O

AAA/PPU:R.Derham [\ i
HfFM:C.Christensen i L
TAC/DR:D.B.Johnson | Tite /57 ITAIRBTRIGEALY

"GCiH.Try i‘ 2eolgy 1

Authorized Signature Daze

A4




get out in prior agreements. In the ESF Concepts Paper for FY
1985, the Mission plans to Jiscuss the issue cof lengerute:n
restructuring of Costa Rica's external debt, :

A Coﬁgt@ssional Notification is not reguired as the $60 million

in supplerental grant funds was included in the FY 1984
Concressional Presentation.

Recormendation: That you sion the Attached Progran Assistance

Approval Document {(PAAD) amthori¢in§ $60.0 miliion in ESF grant |

fands for Costa Rica for the Econonic bt&blll&&tl@ﬂ and
'Recovery angram 111,

-&ttaﬁhnents .

TAR A - Original PARD - ﬁpr¢i 17, 1984
TAB B -~ Ceocncepts Paper — January 1984
TAER C ~ PAAD Akendment Mo. 3 '

Ciearances: o :
PPC/PDPR:ELRul landexr ' . cbate
GCIHEFLY . . -~ pate

LAC/DR:MSTugansaep: (19115):05/12/84sext, 29486

Clearances: )

LAC/DR:LKlassen {L - Bate %éﬁ
LAC/DR:ILevy 22  bate
LAC/DR:DBJohnson ' Date_
LAC/DP:JCleson . A Date M
- LAC/CE}zPaskin ‘g\ ) Date ?/,{S/.%i’
GC/LACRMeighan -~ 3 -

bate Sl
ARA/ECP:RBeckham - T Date .
P?C/PB N{‘iunamrﬁad ' pate




In 1984, GOCR ecvonomic policynakers responded to widespread
dissatisfaction with declining real incomes by permitting
nominal credit expansion at annualized rates in excess of 30% -
during the second half of 1983 and the first half of 1984. By
June 1584, imports were growing at an annual rate of 20% while
e¥Xports were growing at 2 nore modest rate of 13%. Thus,. hf
1nid-1%84, the Central Baak had growing foreign exchange _
arrearages., COCR autnorities have undertaken measures te
tighten credit conditiens, increase government revenues,; and.
conply with the prior actions reguireé to validate the hpril
IWF Letter of Intent., An IWF Mission arrived in &an Jose on

3 September to revise the Letter of Intent and adjust s
Tqaantitat;ve performance targets, and a revised Letter of

o intent is expected to be forwarded teo the IﬁF‘s goard of
Directors by mid-October.

mven thnugﬁ the Stanaby Arzangamen* chily provides modest
resources in lNovember (approximately $25 million), it
constitutes an essential precondition for a $75 nillion ;
compercial bank credit presently under negotiation and expected
in dovember, for subsequent Paris Club and comnmercial bank - -
negotiations on the ¥. .heduling of the external debt, and for
& prospective World Bamk Structural Adjustment Loan. The $68
‘million ESF grant provides critically needed bridge rescurces
to the anticipated INF/commercial bank disbursements in
lovember. Even with the disbursements, the Central Bank .
foraign exchaﬁge arrearages are projected te increase from $?3
‘pillicon at the end af August to 3105 mzliicn at tbe end of
-{}ctober . . _

For 1934, prescent zndzcataans suggest GDF grmwth on the order

of 3-4% but accompanied by a significant expansion of the =

. balance of payments basic balance d@flelt.f The Mission expeats
& steadfast applicaticn of tightened credit conditions will

- reduce inmports absclutely by the eagiy ﬁﬂnthﬁ of 1985, thereby

.zmpzoving the sitaatzon. :

. ”ﬁiSCﬁssxan~ The Mission p;ans to use these . ESF funﬁs ta'C*J*““*>?E
'aaazess asfbrcad &fxaﬁge 6f pcliey an&wstzactnzal requm-;aﬁmas-

*ﬂe“ﬁeP’gﬁﬂgﬁaﬁg ,ans*rﬁvvvaS*bathheaﬁ%*au&ngmefﬁazts
~;1n1tzateq¢§bsp:&.‘ﬂas Agreepents ‘as well as 1rpartant steps to '
~be taken in 1984.) The Hission has achisved success in
‘eliciting key ecohomic pelicy reforms from the GOCR this year,
most notably the passage in August of the long debated and
yclatzcallj sens-tive currency andé banking reforw iaw, The
inue te quk with the GGCR Gn furuher r&ﬁorns




SUDSNTUTE™T ALY S%Li7 En .pg,(_%g‘ swé«;m'*i}w_m.. SELHOIN i,
e Ackom Memo .

Discussion: The Mission has achieved considerable success in
eliciting key economic policy reforms and actions from the GOCR
this year, most notably the passage in August of the long
debated and politically sensitive currency and banking law.

The GOCR has alsc succeeded earlier this vear in gaining
approval by the IMF of a Letter of Intent. Therefore, the
Mission plans to obligate the $60 million grant within the
conditionality framework established for policy and structural
reforms under earlisr loan and grant tranches to the 1984
Progragéanﬂ§§%~hew conditonality is contemplated. Rather,
these EGF funds will provide emergency balance of payments
assistance to serve as a bridge to the anticipated
IMF/commercial bank disbursements depend@nt upon the signing of
the IMF Letter of Intent currently beindg renegotiated.

Pursuant to this approach, the Mission will continue to work
with the GOCR on carrying out reforms set ogut as covemants in
prior Agreements while it prepares a Concepts Paper setting
forth its strategy for the use of FY 1985 ESF funding.
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ALMINISTRATOR

ACTION MEMORANDUM FOR THE ADMINISTRATOR JUL 31 e84
THRU s AA/PPC, Richard Derham (gégfgégi;fé”*
FROM : AA/LAC, Marshall D. Brown (Acting&é&
SUBJECT : Costa Rica Economic Stabilization and Recovery I1II

Program (Project No. 515-01%2)

Acticn: Your approval is required to autherize a $35.0 million
grant from Economic Support Funds {(ESF) to Costa Rica for *the
Economic Stabilization and Recovery III Program.

Background: The Economic Stabilization and Recovery III
Program for FY 1984 was submitted March 2, 1984, reviewed by
the DAEC on March 16, and approved by you on April 27. The
original PAAD (copy attached) provided background, rationale
and description for the overall $70 million dollar ESF program
for FY 1984, as well as a detailed description of
cenditionality requirements and objectives for local currency
resources for the $35.0 million loan portion of assistance. At
that time, the PAAD requested authorization of the loan portion
of assistance only. The PAAD indicated that the $35.0 million
grant pcrtion of the cash transfer would be authorized based on
& PAARD Supplement, which is the topic of this memo.

The purpose of the PAAD Supplement is to provide additional
balance of payments support to AID stabilization efforts in
Costa Rica, and tou promote the objectives of USAID/Costa Rica's
Caribbean Basin Implementation Plan by encouraging policy and
structural reforms aimed at re-establishing dynamic growth in
the economy through private sector export-led growth. The
grant will be signed with the Government of Costa Rica (GOCR)
and will provide balance of payments support via the Central
Bank of Cesta Rica. The GOCR will make an eguivalent amount of
dollars available for sale to private producers to allow for
imports from the U.S. of raw materials, intermediate goods,
construction materials, and spare parts. An eguivalent amount
of local currency will be deposited by the Central Rank in a
special account. These funds will be used for development
activities jointly agreed upon by the GOCR and AID.

fA14RES /(u{"

A d
A



Since the signing cf the December 1982 one-vear IMF Standby
Arrangewment, the Costa Rican economy has evidenced several
important accomplishments.

These include successful rescheduling of the external debt in
1983 with commercial banks and bilateral donors at the Paris
Club; a decrease in the public sector deficit from its peak of
14.5% of GDP in 1981 to less than 5% in 1983; achievement of
exchange rate stability (by the end of 1983 the Central Bank
unified and stabilized the flexible rate, currently at 44.25
colones to the dollar); achievement of relative price stability
as evidenced by a reduction in the rate of inflation from 81.8%
in 1982 to 10.7% in 1983; an increase of 42% in real terms of
credit provided to the private sector by the National Banking
System; the creation of the Program for Investmenits and EXports
within MINEX tc promote exports and to attract new investments;
and a bottoming out of the recession (real GDP grew by 0.8% in
1983 and the official forecast for GDP growth in 1984 is 2%).

These accomplishments have moved Costa Rica towards economic
stability. 1If, however, Costa Rica is to begin and sustain an
economic recovery led by an export growth strategy, the GOCR
will have to adopt and adhere to a new set of policies which
have been cutlined in both the PAAD and the Mission's CDSS for
FY 1986.

Discussion: The Mission strategy for ESF funds is to address
as proad a range of policy and structural reforms as is deened
feasible to achieve the overall long-term objectives of the ESF
Program. This involves both continuing efforts begun under
previous Adreements, and seeing that important steps are taken
in 1984,

The strategy has thus shifted away from an emphasis on
short-term stabilization and towards longer-term conditionality
and activities pertaining to, in particular, improved policy
formation and administrative reform, strengthening of the
financial system, and administrative and operational support
for expansion of exports and investment.

There is also a political factor involved in the Mission's
strategy: 1986 is an election year in Costa Rica. Delay in
initiating movement towards necessary policy and structural
reforms beyond 1984 could result in these being postponed and
not reconsidered until 1987. The Mission, therefore, has
congidered it important to attack these issues on a broad froat
before the end of CY 1984.



There are three prior actions to A.I.D. obligation of the $35
million grant. Meeting of the first prior action,{ which was
also a prior action to the $35 million loan portion of our ESF
Program}, took place in April 1984 when IMP management sent a
message to the GOCR indicating acceptance of the GOCR's Letter
of Intent. The GOCR has achieved some success in reaching IMF
macroeconomic targets; the process, however, is continuing and
approval of the Letter of Intent by the IMP Board of Directors
is still pending.

Meeting of the second prior action tcok place in Mav, 1984,
when President Monge formally issued a document titled
"Econcomic Policy: Strategy and Actions 1984~86," which outlined
the GOCR's export and investment policy strategy.

Meeting of the third prior action, which was also a prior
action to the $£35 million loan portion of our ESF Program,
requires modifications of the monetary law {Ley de la Moneda).
Reforms to the monetary law which will make external borrowing
in dollars feasible and a chance in Article 62 of the Banking
Act, a provision of Costa Rica's monetary legislation, is also
reguired in ordey to allow the Central Rank toc lend dollars
directly to private banks are required. The bill to meet these
important conditions has passed out of committee and is
currently being debated by the Costa Rican assembly. The
#Mission expects the legislation to be approved by mid-August;
however, the exact date of passage cznnot be predicted with
certainty.

In addition to the three prior actions and in accordance with
its "broad front" strategy, the Mission propcses 22
covenants/activities to be worked on throughout the tine period
envisaged for the ESP Program. The covenants iaclude, among
other things, provision of funds for activities as well as
approval and/or publication of a number of action plans related
to policy and structural reform. Funds will be provided to
increase operating capital for the Free Z%cne Corporation, to
improve Central Bank statistical and price verification
capacities, and for Ministry of Planning studies and other
contracting reguirements. Action plans will be published with
respect to divesting or reorientating the majority of the Costa
Rican Development Corporation's current holdings to the private
sector, reducing distortions in the pricing system, zand
modifying the Free Zone Law to make it more responsive to
export and investment promotion policies. In line with the
Mission's ESF strategy, these covenants/actions will be the
subject of on-going A.I.D. conditionality.
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Finally, the $35 million grant attaches two special provisions
for suspending AID disbursements: (1) GOCR failure fo remain
in substantial compliance with the IMF Stand-by Arrangement; or
(2) GOCR failure to substantially comply with the Covenants in
this Grant Agreement or in the Loan Adreement signed on May 7,
1984, or in the Agreement signed between AID and “he Central
Bank on December 13, 1982 or any of the amendments thereto.

The Mission's conditionality for the $35 million grant sets the

stage for a coordinated donor action program. The remaining
$23 million from the $35 million loan funds was obligated on
July 12, 1984. A portion of the grant funds is expected to be
obligated and disbursed by the end of July or early August.
This will assist the GOCR to maintain net domestic assets at a
level sufficient to obktain approval by the IMF Board of
Directors of the 1%84 Standby Arrangement with the GOCR for SDR
50 million. The 1984 Standpy Arrangement is in turn a
condition required by the World Bank for a series of Structural
Adjustment Loans planned to begin at the end of this calendar
year.

The need for A.I.D. monies to foment a coordinated donor action
program is pertinent given the GOCR's immediate cash crunch,
brought on mainly by the huge debt service obligation.

Payments on cutstanding debt have increased from $276.5 million
in 13982 (a debt-service ratio of 32%) to a forecasted $480
million in 1984 {(a debt-service ratic of 53%). The GOCR faces
a foreign exchange shortage of approximately $38 miliion at
present; this fiqure is expected to rise (net of ESF and other
disbursements)to $87.5 million by end-July, and to $150 million
by end-December.

An Advice of Program Chance along with a new Congressional
Notification was sent to Congress on June 7th as this PAAD
Supplement reguests grant funding and only loan funding was
included in the FY 1984 Congressional Presentation. The waiting
period expired on June 22nd.

In light of Costa Rica's urcent balance of payments crisis P
may be necessary to postpone or eliminate the remaining prior
requirement to permit immediate oblication and disbursement of
the first tranche of grant funds. Further, given the fluid
nature of the political andé economic situation, it may be
necessary to modify some of the covenants/activities during the
course of negotiation and implementation.
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Hence, it is requested that vou: {1) authorize the Mission
director in consultation with the Acting Assistant
Administrator {(LAC) to postpons or eliminate the remaining
prior regquirement if necessary; and (2) authorize the Acting
Assistant Administrator (LAC) to approve any chandes in the
covenants which may be requested by the Mission.

Recommendatjion: (1) That you sign the attached Program

Assistance Approval Document (PRAD) authorizing $35.0 million
in ESF grant funds for Costa Rica for the Economic

Stabilization and Recovery Progran. - N 2
APPROVE /i¥§3>:¥i——JLL&;/
v

DISAPPROVE

paTE -3} "8"1

(2) That you authorize the Mission Director in consultation
with the Acting Assistant Administrator, (LAC) to nssipone or
eliminate the remaining prior reguirement to this $35.0 million
grant tranche, should it become necessary. ~
F 4 A1
APPROVE | W2

4

DISAPPROVE

oare_ 1-3V-3Y

{3) That you authorize the Acting Assistant Administrator,
(LAC) to approve changes in the covenants to this $35.0 miilion
granl trancne, snould they become necessary.

¥ £ i(} '
APPROVE QEM
i

ISAPFROVE

DATE ':1.‘5\@!




Clagsification:

. TAAD HND.

e v : Project No. 0192  515-K-604
AGENEY FOR 3. COMMTRY
* INTERNATIONAL DEVELOPRENT Costa Rica
P CATEGORY
PLAD PROGCRAM ASSISTANCE .
APPROVAL DOCUMENT Cash Transfer
% CATE
- June 20, 1984
3 TO: G OVYE CraAnNGE NO.
N/A
B/MD; M. Peter McPherson B CTB INCWEASE
ERET 1™ - ‘[ NONE
AR SLAC, Victor M. Rivera@si; e) TC 9T TaxEN FROM:
' Economic Support Fundg (ESF)
t. ArPREQVAL REQUEETED FOR SOowMMITHMENT OF: 1. APPROPMIATION = .
s 35&3@0;000 Bu&get Plan Code LESA-84-35515-KG31
9 THRE FUsDing | 1Y, LOCAL CSUNMAEKEY AARANCEMENT 1713 ESTMATED DELIVERY FEMIOD § 14 ;:;:n.c‘nonn CLICrwibITY
Fawvan THomant [Chwromuar Tirommar CTinous FY 1584
b COWMOINTICS FINANCTD
N/A
6. PEMMITTED SOURCE 13, CSTIMATED SOUNER
15.5. enly: . wS.:  £35,000,.000
Limited F W - tndustriglized Countriaa:
Free World: Local:
Cosh:  $35, 0G0 ,000 - Other:

“w.

SmmaRy DESCRIFTION

The purpose of this PAAD Supplement is to provide additional balancs of pavients
sgpport to AID stabilizaticn efforts in Costa Rica, and to promote the chiectives

of USAID/Costa Rica's Caribbean Sasin Implementation Plan by encouraging policy

and structural reforms aimed at re-establishing dynemic growth in the economy

through private sector investment-led growth. The grant will be signed with the
Government of Costa Rica (GOCR) and will grovide balance of payments suppnrt via

the Central Bank of Costa Rica. The GOCR will make an equivalent amount of

doliars available for sale to private producers to allow for imports from the

U.S. of raw materials, intermediate goods, construction materials, and spare

parts. An equivalent amount of local currency will be deposited by the Central Bank ...
in a special account. 'These funds will be used for develcpment activities jointly ..
agresdd upor by the GOCR and AID. '

- "

0.
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ACTION MEMORANDUM FOR THEZ ACTING ASSISTANT ADMINISTRATOR (LAC)
From : LAC/DR, Dwight B. Johnsag%

Subject : Costa Rica Ecomomic Stabilizatiocan and Recovery III
Program (No. 515-0192) -~ Anendment :o Coveaant

Action: Your approval is requested to amend a Covenant approved in
conjunction with the FY 1984 $35.0 million ESF Loan which was authorized
by the Admimistrator om April 17, 1984,

Discussion: As part of the conditionality package zpproved by the
Administrator for the subject Program, the A.I.D. Mission in Costa Rica
negotiated a Covenant with the Covermment of Costa Rica {GOCR) which
called for the GOCR to make new local currency resources equivaleant to
$20.0 pillion available for use by state commercial banks for lending teo
the private sector. The same Covenant requivred the GOCR tc increase
local curreacy credit resources availabie to the private sectox through
private commercizl banks by an amount equivalent to $15.0 =millien.

The GOCR now has become concermed that net domestic asset levels, which
include funds lent by the Central Bank of Costa Rica (BCCR), wiil exceed
limits agreed upon by the GOCR and the Internationmal Monetary Fund (IMF)
as 2 requisite for a 1984 Strandby Arrangement. After discussion with the
GOCR, the Mission has proposed that the Covenant on local curreney usage
(shown as Covenant V in the PAAD approved on April 17; see Tab A) be
revised to be shown as two Covenants zs discussed in the Mission's
incoming cable (7zb B).

Covenant (E} in Tab B now requires the establisiment of a reglamento
which defines a3 system whereby the BOLCR directly discounts the local
currency equivalent of $15,000,000 in credit funds to the private
commerciai banks. Local currency credit to the private sector banks is
now being channeled vig CODESA, a state owned holding company, in
accordance with the Currency Control Law {lLey de la Muneda) which
presently prohibiis the direct passage of credit funds from the BCCR to
the private banks. COBRESA charges a fee for passing eredit funde to the
banks, so totai flows to ths sector suffer accordingly. The proposed
Covenant is designed to deal with this problem.

It is important to note, however, that the proposed Cowvenant's
effectiveness is dependent upon passage of a bill reforming the Ley de la
Moneda, which is currentiy under consideratrion In the Costa Rican
Congress. Were the reform bill not to pass {or at least thsi portion of
it dealing with transfers of cradit to priwvate banks), the amended
Covenant as worded would be invalid and would have to amended once again,

The new Covenant (M) in Tah B gives the GOUR the flexibiliry needed to
«llew iy te program credit resources available in such a way as to
maintain net domestic assets at levels accepitable to the IMF and =cill
provide maxizmur credit support to the productive private sector.




Delegations of Authority: In accordance with an ac-ion taken
by the Acting Administrator in authorizing the $35.( million
Loan increment to the subject Program on April 17, you have the
authority to approve changes in Covenants related to the
aforementionad Lean (Tab C),.

Recommendation: That you approve the proposed chaages to the
Loan Covenants as set out im Tab B,

. ]
S s E

DISAPPROVE

DATE ‘%{E’Z ){H

ATTACHMENT

TAB A - Pg 28 from PAAD approved April 17, 1984
TAB B ~ San Jose Cable 04913

TAB C - Action Memorandum signed April 17, 1984
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- will be made to the Ceptral Baek of Costa Rics (BCCR) for
tramsfer. Within CY 1584, the BCCR will make available throu

- L&an'ta-fiﬁenc&-imp@rts”frem th&;E.S?zQfﬂtaﬁﬂmﬁtﬁtﬁ&1$meLu_n
iiﬁte:ﬁﬁﬁiateﬂgs&ﬁsﬁ_spare_yazts&~améanggtxag;i@hvmataxigzs.g

. the:;&cai-currencyyeqﬁiv&ient'5£~$3§,@ million be uged to - |

- through the private éom%exciaiﬁhanks, §ﬁ§u$2ﬁ@9ﬂmiliianjtﬁtQ&g%f
f&ﬁé.&sSisé*ia'eﬁﬁéﬁlis&igg‘gg@yi&t&eﬁs iﬁf,ﬁ%é_ﬁ&é.gf,i&é‘
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 losn to the Central Bank. Tﬁe.%ﬁﬁ@iﬁh_@i@ihﬁgesant;a-?&4§pfar
. the balopece {2 grant te the Centrsl Cevernment) lster in the
 FY. This $33.0 miliion will be lent by the Micsion op Eerme
wkich reguire repayment in 44 years; with a ten yeer grece. . . o
- period, Intﬂrast-zatﬁggwiil.b& 2L during the grsce period, emd i

L
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ACIION HEMORARDUM FOR THE ADEINISIRATOR
THRY |

L]

A4/PBC, Richard Dethem (Actinmg)

LY}

AASLAC, Marshsll D. Brows {&a-ting}igﬁ Masghal) ?;..
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Action: Your approval is required to aﬁthﬁrize;a $3$.§'ﬁ§13iénﬁ[_
icen trom Eccnomic Support Fundés {ESF) to Costs Rica for the T
Economic Stabilizetion and Recevery Frogram. B ool

talance ¢f payments support to gic stabilization efiorts {m .
Costes Rice, and to promste the chjedtives of ﬁSA;Efﬁaséafaégafﬁg“; 
Caribbean Basi&_1m§1em&ﬁta&iaa*?ian'by eﬁcﬁaragingﬂpslﬁcygggﬁ;;;?Q[
structural refcorms which belp to re-establish dynamic growth in

Liscugsiop: %The purpoges of thie Program are to provide |
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balance of payments support; and will be disburged ag @ cash
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8¢ Advice of Program Chsnge is reguirsd, ss this fending was
inciuvces in the FY 1984 Coppressionsel Pregerntstion.

lhere sre tvo Conoitions Frecedent to A.I.D. obligation of

these mwonies: 1} submissics by tbe Government oi Costs Rica
{GUCR) of e Letter of Intent, whichk is aceeptable to Mansgement
cf the IMF, indicating agreement has heen reacked on an INE
Stand-by Arrangement; and (2} & revision of the Curtency Law to.
tacilizate doller-dencminated lending by Costa Ricsr credir .
institutions and access by private banks te BCCR funds of
external origin. One other Corditicn Precedent, which was

- otiginzlily contemplated by the Fissicn and approved by AID/W in

ite recent review of USAID/Costa Rica's ESF Strategy FPaper,
reigtes to modification of the PFree Zoneg Lew. The GCCR has
elready complied with this conditicn. ' :

Bith tegaré to the second Ecsdition Preceéenc for this Loarn,
the ES¥ Concepts Paper, presentec by the Mission in JETUATY,

. Proposed that this Conciticon state that the private banks have

access te all Lentrel Bank credit. However, we Fsve accepted
the revised lenguage suggested by the Hission which perwmits

 8CCeBS by private sector banks to Central Eank credit oniy

where the origin of funds is external. While the compromize
agreed te by A,1.0./Weshingter would engble the private banks
tc be sble to utilize 2 lsrge percentage of BCCR funds, the
lack ¢f access to all centrel bank crecit operations places the -

v private banking sector at a disadvantage. It is, in fsct, one-

of the fundamental structural problems of the Coste Ricem .
economy, which the Mission intended to belp correct through the
covenant as crigimally written. .Thereforeé, because thisz. is'a |

kighly sersitive pelitical issue whick csenmnot be fully resclved
at this time, the Bureay requested that the Misgicn continue to '

prese on this problem with the GOCR and provide a progress -

report in the proposed PAAD amendment for tké‘$3§;ﬁ_millia§_-ﬁw$hr

Grant.

Several covenarts arc alsc te be included in this dsveement
whichk require policy sné structurzl veforme ir the following
ereas: (1) credit and interest rate pelicy; {z) ezxchange rate
pelicy;: (3) improved date relsting tc external debt, foreign
comzerce ane. cother internatiomel trensacticns, and ecopomic:
indicstars; and {4) credit resources for the private sector. .

 The Mission haé requested guidance on: ope covenant which would

gliou the KRatiopzl Bapking System to provide credit funds up to

& totsl of 4.8 Lillion colones st interest rates lower thap the

six-month certificate of deposit (CB) rete. The decision of

. the Burest was that this was t6o bhigh & level, given that the

amount cf subsidized credit made availablébthe previcus year
was 3.0 billice ceolones (or 161 of total credit in real =

_*’Ehmﬁgﬁﬁwﬂtf”
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terms}. The Hission, therefore, was instructed to slter the
coverant to requivre that the smount ¢f credit proviced st
interest rstes iower than the six-mopth (D rete oot exceed 1€%
ef total ciredit during CY 1984, :

Given the highly dynemic situstion in Loste Rice, apd in light.
of the urgent balance of payments crisis end the fact that the
exact terms of the IXF artangements eve not known, it may be
necessary to wodify some of these covenants during the ccurse
.¢f negetistion and implementaticn. Hence, it is tequested thet
-~ you authorize the Acting Assistant Administrator {LAC) to
approve any charges in the covepents. -

Recommendation: (1} That you sign the attacked Frogras -
Aggistance Approval Document (FAAD) suthorizing $35.0 million
ir ESF loan tunds for Cests Rica for the gconomic Stsbilizationm
anG Recovery Progrem., S L

{(2) Thet you suthorize the acting Assistent Admiﬁist#acar,' o
(L&C) to 2pprove changes in the cevenents to this §35.0 million
lcar tramcbe, should they become necessary. ' o N

AEPROVE.
DISAPPROVE o
N T 7 “v s o

pate_— " B4

. ATTACEHENT :
.. TAE A - PRAD Fzce Steet

j;f: . 39“Ciearances: - '_ /4 ".',
L e _E’PPEf"?EPR :EEL%@&'&& %Eaﬁe 7 ‘
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Project FHo. 0192 - Loan 515-K-0&43 _
AGENCY FOR INTERNATIONAL DEVELOPMENT T Counny
Costa Rica
PROGRAM ASSISTANCE -
3. Category
APPROVAL DOCUMENT Cash Sramefes
PAAD} 4. Date
¥Mareh 2, 1984 )
3. To 6. OYB Change Number
. . N/A
AfAID, M. Peter McPherson S OVE T
7, From None
ENE To be taken from:
LAC, Marzhall D. Brown Y.\
AA/LAC, Marshal o 5 Feonomic Support Funds (ESF)
8. Approval Requested for Commitment of 10. Appropriation Budget Plan Code
$ 35,000,000 Rudget Plan Code _ |
Zi. Type Funding 12. Local Currency Asrangement 13, Estimated Delivery Penod 14. Transaction Eligibility Dat
-y 1
Htoan {3 Geare | Tltaformat [ Formal ] None FT 1984
»3. Commodities Financed
N/A
16, Pemmitred Source 17. Esumated Source
U.S, ooty US. $35.000.000
_Limited F.W. Industriglized Countries
Free World o Local
Cash 35 , 000 , 000 Qthker
18, Sazmary Description

The purposes of the program are io provide balance of payments support to aid stabilization
efforts in Costa Rica, and to promote the objectives of USAID/Costa Rica's Caribbesh Basin
Implementation Plan through encourcging policy and structural changes which help to re-
establish dynemie growth in the economy through increased exports. The $35 miilion loan
will consist of B/P support through a cash transfer to the Central Bank of Costa Rica,

- Which,with its own funds, will mske availsble an equivalent -amount of dollars for sale to
private producers. Imports from the U.S. of raw materials, intermediate gocds, construction
‘materials and spare parts in an amount at least equal to the Loan will be required. The
local currency equiva.ent of $15,000,000 of the loan will be used to finance credit to the
productive private sector through a special credit line from the Central Bank to the

- private commercial banks; the equivalent of $26,000,000 of the loan will Ye used through
the same special credit line for similar credit operations conducted through the State
Commercial Banks,

The loan will be for 40 years, with a ten year grace period during which interest will be
2% and 3% thereafter. The $35 million program will be subject to the prior actions,
Conditions and Covenants specified in Section V.E.1 of this PAAD,

“15.Qlearances  ARAJECP:R. Bash \4raft) Date 3729 |20 AcGos -
LAC/DP: J. Oleson (draft) 3/29
| GC/LAC:R. Meighan (dra 3/39, {ﬁ APPROVED [T} DISAPPROVED
PPC/PDPR:R. Hullander 4—/‘:{;’/ A T —

PPC: R, Derham , UIhOnZEG Signature | e
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PROGRAM ASSISTANCE APPROVAL DOCUMENT

QOSTA RICA: BOONMIC STABILIZATION AND RECOVERY PROGRAM III

I. SOMMARY AND FECOMMENDATION

A. Economic Background

Ashasmenwelldmmmteainthepasttmyears;};/, Costa
Rica's economy contimies to detericrate ard will experience further
- decline before necessary structural adjustments are in place. Although
the Costa Rican econanmy has reached a temporary, tenuous degree of
stability within the last six months, with a revaluation of the
cuwrrency in the “free" market and a significant drop in the internal
rate of inflation, the analysis in this PAAD indicates that this
stability is not ased on fimdamental factors. The sconomy ien 1983
will contimie to be plagued by continving GIP decline and an
urmanageable public debt. For many vears to come Costz Rica will
contimie to experience sizeable balance of payments deficits due
principaily to high levels of debt service and because of projected
slow export growth. The updated balarwe of pavments analysis for 1963
contained in this PAAD indicates that even after including $241 million
of compensatory financing from AID, the IMF, and the miltilateral
develcpment barks, and assuming that $938 million of commercial barnk
principal and interest <an be rolled~over, as well as, taking into
account Paris CQub refimancing, that there will remain an unfinanced

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

" of Macro-Economic Corditions, with Projections to 1985, Eeptember
12, 1981; Academia de Centroamerica, Costa Rica: Una Foonomia en
Crisis, December 1981; Clark Joel's macroc—economic assessments of
February 1982 (for CDSS) and Cctocber 19, 1982, as well as his
update of the October, 1982 assessment which is Section 11 of this
PAAD. Academia de Centroamérica, Costa Rica: Prcoblemas Foondmicos
para la Década de los 80, December 1980; IBRD, Costa Rica: Current
Economic Positicn and Prospects, November 1980; IBRD, Costa Ricas:
Trade Incentives and Pxport Diversification, November 1980;
University of Costa Rica, Ewolucion de la Industria en Costa Rica
durante el afp 198l v Perspectivas para 1982, December 1981, Costa
Rica: Country Develooment OStrategy Statements, FY 1983 and FY
1984; and (osta Rica Privake Sector Study, 1962.

1



¢ap of $101 million. OQurrent intersst aléme due on the extermal public
debt in 1983 will total some 54427 million, or 49% of anticipated
merchandise exportsprivate external debt service will also require foreign
exchange. It mekes no sense to even discuss amortization of principel or
arrearages. Costa Rica is in a ™black hole® of debt, and debt
renegotiations with commercial lenders remain a difficult piece of the
overall stabilization puzzle which iz not vet in place.
There are rrighter sides to the Costa Rica picture, however.
supported stabilization program was approved on
December 20, 1983. The IWF omditicms are tough, but Costa Rican
authorities have informed RID officisls that the GOCR has every intent to
meet them. The Central Bank is omfident that it will be able to meet the
March 31, 1982 tests and haz supmitted data sh%r@ that as of February
28, 1983, they were well within the iimitsl/. “Secondly, the recent
naming of a new, dynamic Minister for Export and Investment who will
develop ard implement the GIXC(R's strategy and program in these areas.
Finrlly, e Costa Rican popmlance, in general, hzs so far respaced
withour major civil strife to a forced and drastic redustion in thejr
standard of living.

This Economic Support Furnd program is designed to provide Costa
Rica with critical balance of payment support, and to assist the GOCR in
carrying cut the changes in fiscal, monetary ard foreign exchange policies
contained in its Agreement with the IMF. In addition, this Frogram
cantimies suppart of the cbjectives of the Costa Rica CBI Implementation
Plan for Private Sector Develcpment. In this program particular emphasis
will be placed on the attairment of the Export and Investment Expansicn
objectives of the plan. The program also supports key socio-political
cbijectives of the GOCR.

B, Program Summary

The mropesed $50 million program will consist of a cash transfer
to the Central Bank of Costa Rica (BCCR), of which £30,515,000 will be
lean and $19,485,000 million will be grant.

Grant funding is desirable because of Costa Rica's overall debt
situvation and is reguired because of the increase in GOCR expenditures
induced by recently approved higher levels of ESF and PI, 480 local
axrency-financed public sector expenditures vhich were not anticipated by
the IMF Agreement. The general nature of these high social impact
experditures were agreed upon by Presidents Monge ard Reagan. If these
expenditures were to be loan-financed, they would constitute 23.8% of the
QOCR fiscal deficit allowed urder the IMF program and would endarger Costa
Rica's ability to meet IMP targets.

1/ See San José 1666 (classified)



sormeist of the program ares

1. Dollar Pesources {$80.0 millign) - Within three months of
the termination of 1933 Casn transier disoursements, the ROCR will make
available to sriveis lmporters an ammrt of foreign excharnge not less than
that disthursed undsr 1983 cash transfers from the United States Goverrment
foxr the isport of raw materials, interpediate goods, and spare parts from
the United Fiates. "he R will sell the dollares it sakes available
through the public and private btarks of the Netionzl Barnking System, as
well ag dhrough private fimancisras, in accordance with the priovities and
systems established by the BICR, which fawor the imperts of such itess.
The BCCR will doomment isports of eligible commodities Wy the private
sector and provide the Mission with s report of these itransactions.

Dishursepsnts to the BXCR may not exceed the following

schedule:
{(Milliom of U.S. Dollars)

Ican Grant Total
Initital Distursement = 10.0 10.0
Second Disbursment - 4.0 4.0
Third Disbursement 4,515 5.485 10.0
Fourth Disbursement 1C.0 - 10.0
Fifth Disbursement 16.6 - 1C.0
Sixth Distarsement 6.0 - 6.0

30.515 15.485 50.0

Disbursements are scheduled and conditioned in such &
manner as to gnccurage and support continued GOCR adherernce to its
Standby Agreement with the TMF as well as to assure the formal adeption
by the GOCR of a coherant export and investment strategy. The first
dishursement, expected to take place in April, will have no special
conditiorality attached and will replace a scheduled dishursement under
Eorsomic Stablizetion and Recovery II (ESR II). Subsequent disburse-
ments will depend on the formal adoption by the GOCR of an export and
investrment expansion strategy and work plan which is acceptable to
A.I.D.

The econcmic armalysis performed for ESR II indicates that
no problem shonld exist on the demand side with respect to the amoont

%,f



of foreign exchange to be made available to the private sector by the
BOCR within the specified time pericd.

2. local Carency Rescurces

a. The colon equivalent cf the $30,515,000 generated by
the loan portion of the cash transfer will be used to support the KR
credit program for the private sector in three ways: (a;} the colon
equivalent of $17,515,000 will be used to increase the liquidity of the
unsubsidized credit programs kudigeted for the productive private sector
through the Netional Barking System (SEN); (b) the colim equivalent of
$10.0 miilion will be used to establish a quarantee Fand in the Central
Bark, to which btoth public and private benke will have access, and
which will guarantee an estimated $50.0 million of industrial ard
agro-industrial loans; {(c) the colon equivalent of £3.0 million will be
used to continve a modified form of the highly successful industry
credit program established under AID Ioan 028 (Urban Employment and
Commmity Improvement), accessible to both private and public banks.

b. "The colon equivalent of §19,485,000 generated by the
grant portion of the cash transfer will be used as follows: (a) the
equivalent of $5.0 million will be used to finance priority housing
projects for low income grows: (b) $6.1 millicn equivalent will be
used to finance investment production credit for a land redistribution
program, involving United Brards, which will increase the production of
palm oil for domestic consumption; {¢) the equivalent of $7.385 million
will go to a GOCR trust fund for which A.I.D. will be trustee and which
A.I.D. will jointly program with the GOCR. These funds would provide
counterpart funding to A.I.D. projects and support other high pricrity
GOCR activities, especially the local costs of the new Office of the
Minister for Fxports and Investments and for the establistgent of a
one-stop Investment Center and for the strengthening of Free Trade
Zones; (d) the colon equivalent of $1.0 millicn would be placed by the
grantee in a trust fund for which A.I.D. would also be the trustee.
The grantee will agree that the proceeds of this trust fund would be
used by A.I.D. to reinforce the A.I.D. Mission's capability to handle
the dramatically expanded A.I.D. program in Costa Rica.

C. Beorrower/Grantee

The Borrower will be the Central Bank of Costa Rica (BCCR),
which will adeinister the loan and dollar portions of the program
through the National Banking System. The grant portion of the program
will be administered by varicus Costa Rican entities including the
Minister for Expcrt and Investments, the Maticnal Housirg Institute
(INVU), and variocus private bank and finance campanies.

Vg



. Conditicns and Covenants

The omditions anmd oovenants proposed for the loan are
discussed in Section V of the PRAD.

E, Pecoomendation

USAID/Costa Rica and the U.S. Embacsy recommend authorization
of an Economic Support Fund Loan of $30,515,000 and an Eccnomic Support
Fund Grant of $19,485,000. The dollar loan will be repaid in 40 years,
including a ten vear grace period., The interest rate will be 2% during
the grace period ard 3% thereafter.
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IT. CURRENT ECONCMIC SITUATION

Al Introducticon

An up-~date of the Costa Rican macro-economic situation
undertaken by ROCAP Regional Boomemic Advisor Joel with the assistance
of the Central Bank's FResearch Department revealed no major change
since the previous economic assessment (of Cctober 19, 1982), and
arrived at a balance of payments gap only slightly below that projected
by the IMF in its November 1982 report. The IMF found that, Costa Rica
would need $1,177 million in 1982 to finance interest and principal
payment in arrears, plus another $112 millien to re~finance payments on
principal falling due in 1983, a total of nearly $1.3 billien. The
current Joel/Central Bank projection indicates a total remaining
unfimanced balance of payments gap of $1,039 million after allowing for
$100 million in IMFP assistarce, the $50 million additicnal ESF
requested in this PAAD and a $30 million rescheduling of interest
arrears negotiated at the Jammary Paris Club meeting. Since the IMP
estimate (made last Octcber) excluded the latter of these amounts, the
two estimates are essentially consistent.

There can be no doukt that most of this remaining financial
requircment will have to take the form of rescheduling of both
principal and interest payments on the total debt cutstanding,
including all amortization payments and interest arrearages. Should
Costa Rica's commercial bank debt not be rescheduled, its debt service
charges would rise to the umsustainable level of 73% of exports.

Costa Rica's real GIP is estimated to have declined bty over 6%
in 1982, and is expected to fall bwv at least another 2% in 1983. This
will mean 2 cumulative per capita decline of 20% in real terms between
1972 and 1983. MNaticnal Income per capita has dropped even more
drastically; salaries, especially, have lagged.

A mejor point to be noted is the extent of the fiscal
readjustment to which the GOCR has committed itself in reaching
agreement with the IMF. The Central Goverrment's total expenditures
are projected to increase by only 27% after allowance has been made for
the projected oolon 3,200 million increase in total expenditures to
make partial allowance for inflation {expected to be about 50% in
1983). On the revenue side, a rumber of measures have been adopted to
ircrease tax collections (summerized in Part II-F).

The IMF corditions are tough, but Costa Rican authorities have
informed AID officials that the GOCR has every intent to meet them.
The Central Bank is confident that it will be able to meet the Mareh 31
tests, and has submitted data showing that, as of February 28, 1983,



they were well within the limital/. o prognosis can be made at this
point with respect to the Govermment's ability to comely with the
targets set for subsequent quarters.

The following sections summarize the major coxlusions of the
econonic analysis.,

B. The Balance of Pavments in 1982 and 1983

Corclusions of the balance of pavments analysis (presented in
Armex I, Table 1) are as follows:

l. 'The overall balance of payments deficit (the "basic
balance™) 1mreasedverysubstant1allybetween 1981 and 1983 — from
$278 million to $646 million in 1982 and $1,280 million in 1983. This
deficit was obtained by imncluding only official capital non—ccmpensa-
tory inflows in the capital accoumt. All "campensatory" loans cbtained
wore treated as ways of financing the deficit and placed “below the
line".

2. 'The main reascn for the cherp increase in the mlance of
payments deficit in recent years is the substantial ircrease in
interest and amartization payments. Debt service charges on unpaid
prior year deht servicing (excluding interest and amortization charges
aceruing during the awrent year) incxreased from zero in 1981 to $i.l
billion in 1983 (item V in Table 1, Armmex I). Other factors accounting
for the balance of paywent difficulties include:

o An adverse shifr in the terms of trade as coffee and
sugar prices have fallen arnd banana prices remained
depressed, while impors prices, particularly
petroleum, rose through 1981.

¢ Large public secter deficits in prior years covered
by foreign borrowing and credit expansion; these have
resulted in the unbearable debt servicing requirement.

© A sharp declinre in exports to the M due to the
depressed condition of the whole region.

o A cut—cff of foreign lines of credit from both banks
and suppliers.

3. 'There has been a substantial increase in compensatory
financing between 1982 and 1983 — from $32 million to $241 million.
In calemlating “"compensatcory" financing, we made full allowance for the

}_/ See San Jose 1666 (classified)



IMF stand-by {estimated at about $100 million in 1983) and for $127
million in ESF and PL 480 assgistance {the former inclides the $50
miliion requested under this PAAD). Even with this substantial
asgistarce, the GR will mot oniy be umable to repay any part: of the
principal sum on loans due, but will alss prove umable to meez interest
payments that fell due pricr to December 31, 1982, The GOCR will have
to reschedule principal payments estimated at $710 million; and will,
in additicn, require additional loans or rescheduling (of pricr-vear
interest pawvients) equal to about $329 million (Table 1)1/, Thus, it
will require a total of about $1.0 billionm to cover its debt servicing
after full allowerce has been made for all ESF2/ and IMF assistance
expected in 1983.

C. Net International Reserves

T™e trend in net internaticmal reserves of the consolidated
banking system since December 31, 1980 is as follows:

{Millicn of Dollars)

Decombey 31, 1980 $138.6
December 31, 1981 -185.3
June 30, 1982 -122.0
mcm 313 1982 "125n8

Note the detericration of $324 million ($139 plus $185
million) in 1981. Reserves recovered by $63 million in 1982 owing to
bank loans semured for that purpese. They are still sharply negative,
and they do not include the substantial accumulation of debt servicing
arrears that has oocourred since 1980.

D. Debt Service Charges

Debt service charges on the external public debt are
shown below. MNote that they have risen from $343 million in 1979 to an
estimated $659 million in 1983. As a proportion of merchandise
exports, the debt service ratic has gme up from 36% to 73%. Mo
coumtry can service a debt equal to three-fourths of its export
earnings. Moreover, these debt service charges refer to the external
public debt only. Private external debt is excluded.

1/ Of this amount the barks have oniy offered to finance $228 millien.

2/ Inclusive of the $50 million requested in this PAAD, but exclusive
of the $35 millien yet to be appropriated.



DEET SERVICE CHARGES O THE EXTERNAL PUBELIC DEST
{(Ir aillion of dollars)

{1} (2 {3) {4) (5)

Debt

Merchandise Service

Interest Principal Total Exports Ratio

(3) as 2 of (4)

1975 129.5 213.8 342.3 242.1 36.4

1980 159.0 253.7  412.7  1,000.9 41.2

1081 315.5 282.2  597.7  1,003.0 52.6
Provected

1982 365.0 325.0Y €90.0 875.0 78.9

1983 442.0 217.02/ 659.0 900.0 73.2

1/ Includes both short term debt and the “"presa" (urpaid Central Bank
foreign excharge obligations).

2/ Assumes rescheduling of public debt.

Source: Unofficial estimates of the Research Dept. of the Central Bank
as of March 11, 1983.

E. Feal GDP

In an estimate made in August of 1982, the Central Bank
projected the 1982 real GIP to decline by a 5.9%. The Central Bank now
expects the decline to have been even more severe. While the Angust
projection optimistically expected wvalue added v agriculture to
increase by 3.4% in real terms, the Central Bank now expects zero growth
in the agricultural secter as a result of low banana prices and the
drought which adversely affected rice and livestock production.

The GLP components which experienced the largest declines are
construction, (down by 40%), commerce (down by 18%) and manufacturing
irdustry {(down by 73%). Total gross capital formation (public and
private) is estimated to have declined by 38% and exports by 20%.

The cutlock for 1983 is nmot encouraging. The Central American
Cormon Market is seriously depressed, banama and coffee prices are low
and are not expected to recover significantly, the shortage of foreign
exchargge is likely to continue to hamper mamufacturing industry, and
internal inflation is discouraging exports and depressing real savings.
Imports are projected to increase by only 6% in current prices, which
means no increase in real terms. As a result of these variocus factors,
the Central BEank anticipates ancther decline in the real GP in 1983,

i
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perthaps in the order of 2 to 3 percent, and worse if anticipated
compensatory fimancing is not forthooming to finance the required levels
of imports.

F. Fiscal Situvatiom

The GOCR has comitted itself to a drastic reduction of the
public sector deficit as part of an overall package of targets and
policy changes agreed to with the IMF. Anzlysis of the fiscal program
hichlights the following points:

1. The tctal consolidated public sectar deficit which already
declined substantially in real terms in 1982, is projected to decline
even more drastically in 1983. ‘That year, the owerall public sector
deficit is projected to deciine from colon 9.6 Dbillion {in 1982) to
colon 6.7 billien, a2 decline of 30% in axrrent colomes. This means a
reduction of abocut 55% in real terms, given the projected rate of
inflation.

2. The Central Govermment's 1983 deficit (dnnex I, Table 2)
is projected to remain approximately comstant in 1983 in current
colones, even after addition of colon 3.2 billien in supplementary
budget funds (needed because the original budget did not make allowance
for inflation). Ourrent revenues are also projected to increase by
colon 3.2 billion {over the amount originally budgeted) as a result of
inflation. In real terms, the Central Government's budget deficit is
expected to decline by 30 to 35 pervent.

3. A particularly drastic reduction is projected in the
deficits of the state enterprises which are committed to raise the rates
for their services. The cambined deficit of the state enterprises are
expected to decline from colon 5.7 biilion to colon 2.6 billion between
1982 and 1983, a reduction of 54% in current colones and 70% in real
terms. Numerous rate increases have been realized over the past several
months in several key areas such as electricity, which has been raised
by 70% to date, with a further 45% raise plamned over the next few
months: gasoline, which has been raised by €9%; arnd water which was
raised by 20% in March 1982, with a further 109% raise planned over the
next sewveral wmonths. Railrcad, telephone, ©postage and public
transportaticn fees have also been raised substantially in recent months
with the prospect for additiomal hikes in the future. It has been
agreed with the IMF that cost increases in current state enterprises
will be passed automatically to the public.

4. The degree to which the overall public sector deficit is
expected to contract is best reflected in its proportion to the GIP.
Aocording to the IMF's projections, that proportion is projected to
dectline from 15% in 1981 &0 9.2% in 1982 ard 4.4% in 1983. For the
Central Goverrmment alone, the proportion is projected to decline from 8%
in 1980 to 3.6% in 1982 and 2.8% in 1983,
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5. A key festuxre in the mublic sector's austerity program is
the restraint that it must exercise in the area of salary increases and
in the adjustment of the prices of gasclire ard cother basic mblic
services. Govarmment salaries can be increased oniy in procortion to
the increase in living costs of the lowest income groups. ‘These are
expected to cbtain a salary increase of approximately 40%. Mo more than
the same increase in absclute terms can be granted to middle and upper
echelon goverrment officials. The latter will thus be getting salary
increases in the rarge of only 5-10%.

6. The Govemmment has adopted a series of tax reform measures
as part of its stabilization program. The mincipal ones include a
temporary surcharge of 15-30% on the corprrate incame tax; an increase
in the general sales tax from 8 to 10%, along with an increase of the
tax bage (to inciude services); a tripling of the vehicles license tax:
and higher taxes on selected consumer goods. A proposal to increase the
rates cf the property tax (agreed to with the IMF) is currently before
the Assenbly.

G. Monetary amd Price Situation

The monetary program for 1983 (see Annex I, Table 3) calls for
a significant slowdown in the rate of increase of money supply and for a
slight reduction in the total rate of Tank credit expansicn. The mcney
supply which increased by 78% in 1982, is projected to rise by only 37%
in 1983; while total credit extended by the consolidated banking system
increased by 39% in 1982, and is projected to increase by 34% in 1983.
Note, however, that a substantial redistribution of credit expansion is
to take place between the public and private sectors: credit to the
public sector, which increased by 35% in 1982, is scheduled to increase
by only 14% in 1983; while credit to the private sector, which increased
by 42% in 1982, is projected to increase by 49% in 1983 {Annex I, Table
3}. This redistribution of credit is the result of the various measures
adopted to reduce the deficits of the Central Govermment and the state
enterprises; and is designed to assist in reviving the private
productive sector.

The rate of inflation accelerated sharply between 1980 ard
1982, but there is evidence of a deceleration simnce last August. Thus,
the generzal consumer price index for lower and middle income groups of
the San José Metropolitan Area, increased by 18% during the twelve-month
pericd ending on December 31, 1980; by 652 in 198l; and bv 82% in 1982.
The general wholesale price irdex increased by 19% in 1980, 117% in 1981
ard 792 in 1982. A slowdown clearly coccurred in 1982: the wheolesale
ice index declined from an annual rate of increase of 81% during the
first semester to 55% during the second. The Central Bank expects a
further slowdown {to about 50%) in 1983.



H. The IMF Acgreement

The IMF/GOCR agreemwent approved in  late November 1982,
contained the usual stiff conxditions to assure the success of the
stabilization program. Its main features include:

Q

$]

Heavy emphasis on reducing the overall public sector
budget deficit, which is to decline from 9-1/2% to 4-1/2%
of the GIP between 1982 and 1983 (down from a level of 15%
in 1981). Revermes are to be increased throwh the
various tax measures summarized zlove (Section F). n the
expenditire side, the Covermment will pursue a very
conservative salary policy and will carry out significant
adjustments in current transfers for social security and
higher education. Capital expenditures are projected to
drop by aboiz 73 in real terms and to be financed largely
by long-term foreign loans. The finances of state
enterprises will be strengthened by significant upward
adjustments in the prices and rates charged.

thanges in the use of foreign loans: inereasingly, foreign
credit is to be shifted from use in unproductive purposes
to productive investment grojects in the public sector and
in camplementing domestic financial resources to provide
credit to the private sector.

Discontinue the extension of exchange rate guarantees by
the monetary authcrities.

Achieve the gradual unification of the exchange rate (the
spread is not to exceed 2% by the end of 1983), and bring
about the decline of outstanding external payments
arrears, the bulk of which consists of delays in meeting
the public sector’s foreign debt service obligaticns. The
authorities will achieve this objective within the
framework of a flexible exchange rate system, which will
take account of the need to assure the competitiveness of
Costa Rican exports in foreign markets.

Refrain from intreducing new restrictions on payments and
transfers for current internationmal transactions.

Reschedule payments due on the primncipsl of foreign loans
both to oommercial bhanks and official bilateral
creditors. However, the authorities will resume current
contractual debt service payments on the public external
debt during 1983,



o Awid a further “decline in net intermationl reserves.

o Increase social security contributions by 4%: 2% for the
employer and 2% for the employee.

o Adjustment of interest rates: the rate on six-wonth
deposits is to rise to 253, while interest charged on
agriculture loans is aiso to rise to that level. iInterest
rates will continue to be adjusted to take intc accoount
the current and expected rate of inflation, interest rates
abroad and the demand for credit from the private sector,
in order to approach rates that are positive in real terms.

To achieve these variocus cbiectives, the Agreement specifies a
muaiber of targets or ceilings involving the Net Domestic Assets of the
Central Bank, the Net Domestic Assets of the Banking System, Net Credit
tc the Non-Financial Public Sector and the Net Intermational Reserve
position of the Central BRBank. It also sets limits on the amomt of
external locans that can be contracted by the public sector with
maturities of less than ten yvears, with ancther sub-ceiling set on loans
with maturities of less than five years.

Compliance with these terms will not be easy politically. It
will call for an wusuml degree cf self-discipline and for a significant
cut-back in living standards for many pecple, particularly public sector
employees. The goals are ambitious, particularly those related to the
tax reform package, the rate increases of essential public services amd
gasoline prices, and the restraint on salary increases for public sector
employees.

Central Bank cofficials and government authorities are
determined to comply with the conditions of the IMP Agreement and to
meet the varicus tests. According to data provided v the Central Bank
to the ROCAP Ecomomic Advisor (presented in Annex 1I, Table 4), the
Central Bank believes it is in a good position to pass the March 31
tests. They claim toe have a safety margin., Thus, the Net Intermal
Assets of the Central Bank stood at colon €4.8 billion at the end of
February, compared with the limit of c<olon €2.5 billion for March 31.
Total Net Credits by the national banking gystem to the Public Sector
stood at colon 9.9 billion at the end of February, compared with the
limit of colon 12.4 billion as of March 3l; while no additional extermal
loans with maturities of less than five or even 10 years have bheen
contracted since the end of 1982, as against permissible limits of $50
million and $100 million, respectively, for these two tvpes of loans
{see Annex I, Table 4).

A
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I11. RESULTS AND CURRENT STATUS OF PRIOR ESF PROGRAMS

Since the Monge Administration tock office in May of 1982 to
February 28, 19283, USAID/Costa Rica has disbursed over $94 million in
D.A., ESF, PL 480, and HIG resources. Qur assistance has been an
important element in helping Costa Rica to achieve the precarious
economic improvement it is now experiencing and has alsc been key to
significant policy redirection. The two prior ESP-funded Fooncmic
Stabilization and Recovery Programs are plaving an important overall
role in this, the initial stabilization rhase.

A. Econcmic Stabilization and Recovery I {ESR I)

This program for the amomt of $20 miilion cash transfer was
signed on July 14, 1982. All dollar resources under this pregram have
been dishursed. Of the local cwrency, $5.0 million were granted to
CINDE, a Costa Rican private asscciation, for relending to COFISA.
COFISA will not be able to relerd these rescurces wntil such time as a
definitive reschedulirng agreement is signed with its creditors and an
inter-creditex agreement is signed between AID and COFISA's other
craditors. The foregoing is now expected to occur during April of
1983. The $15.0 million of loan-generated local currency fed an
especially imnovative banking system credit line to non-traditiomal
exporters which for the first time permitted the financing of new stock
purchases to finance working capital for enterprises which were not
otherwise credit worthy. Those resources were quickly lent cut.

Two major policy objectives were met by ESR I. First, the
Central Bank agreed to negotiate and implement an IMF Standby. Such an
agreament wag accepted v the IMF on December 20, 1983 and is now being
implementedt’ . Secondly, an arrangement was made which, for the first
time since the 1948 bank nationalization, permitted private bank
participation, albeit indirectly, in a Central Bank credit program.
More specifically, private banks, using a public sector holding compary,
CODESA, as an intermediary, were able to place 35% of the $15 million
colon equivalent more guickly and efficiently than were state banks.

B. Economic Stabilization & Recovery IT {ESR IT)

This program which is being financed by the CBI supplemental
presently totals $70 million, of which $58 million is lcan funded and
$12 million is grant funded. On the dollar side, the entire $70 million
is in the form of a cash transfer to the Central Bank. Two
disbursements to date under the program total $24.5 million of which
$8.0 million is grant-financed. On December 13, 1982, $64.5 million of

.3:./ See San José 1666 {classified)

\J\\



the program was cobligated. During the month of March the Mission will
obligate the remainder of the CBI $70 million plus an additional $5
million of previocusly umallocated CBI loan rescurces.

There are three key oonditions and special provisions in the
pProgram. First, a codition precedent to the program'’s second
disbursement was the formalization of a standby by the IMF. 2 second,
related special provision is that AID reserves the right to suspend
scheduled monthly disbursements in the event that the CGOCR is not in
substantial campliance with the IMP program. As the discussion in the
previous section on the Qurent Economic Situation indicates, the GOCR
appears, at mresent, to be in substantial campliance with the IMF program
vwhich was formalized in last Decerber. Thirdly, a condition precedent to
distwrsements from the program after February 28, 1983 is that there be
submitted to the Costa Rican legislative Asserbly an amendment to the
Central Bank's law to permit the participation of private banks in the
Central Bank's rediscomt and cother lending programs on an equal basis
with public banks. The Central Bank has prepared and its Board of
Directcrs approved the necessary changes in the wording of Article 62 of
its law. The Central Bank has forwarded the amendment to the Executive,
vhich in turn will have to submit it to the legislative Assembly prior to
the end of March if the program's third disbursement is to proceed as
scheduled. Ve fully expect that this legislation will have been forwarded
pricr to the review of this PAAD.

Ch the local currency side, 1in additicn to supporting the
expansion of unsubsidized lending to productive private sector, ESR II has
three special features:

{1) Private Sector Export and Investment Promotion
argd Other PVO Activities ($12.0 million grant)

The primcipal camponent of this program is the private
sector activities to be funded by CINDE {see ESR IT PAAD for detailed
description of CINDE). CINDE is still corganizirg itself but is off to a
good start. It has hired as top meanagement twe of the country's most able
professionals, and two private organization propesals, those of the IESC
and the Chamber of Industries have already bheen approved. More
impertantly, CINDE has already had significant policy impactr for example,
it played a key role in getting President Morge to name a
Minister-Counselor for Exports and Investment.

Under this component the USAID is also making direct grants
to AIFID ($250,000) to assist Costa Ricans in promoting democratic labor
wnicns and to ACDI (8500,000) to provide technical assistance to the new
private cocoperative bark (BANCOOP S. A.).
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{2} Private Bank Credit Line Set Aside ($10 million)

Under the ESR II Assistance Agreement the BOCR agreed: "to
establish prior to January 31, 1983, in form and substance satisfactory to
A.I.D., with lccal anrrency generated from the sale of transferred
dollars, a gpecial credit line, similar to that established under AID Loan
No. S515-K-037 (ESR I), to be used exclusively by private banks through
wiich the colon eguivalent of at least ten million United States IDbllars
(u.8. $10,000,000) will be extended as credit to private moducers armd
marufacturers.” The Mission, with AID/W approval, changed the due date on
this covenart to March 31, 1983 because the BCCR tock considerable time in
submitting to USAID the requlations governing this credit line. We are
now in the process of reviewing those proposed regulations. It appears
that some differences exist between the A.I.D. and BOCR apprcaches to this
credit line and that negotiations will have to take place to overcame
those differemces. It seems probable that a further extension to Zpril
30, 1983 will be required for this covenant.

(3) Special Credit Line to the WP (85 million)

The ISR II program also called for the establishment
*...prior to Jernuary 31, 1983, in form and substance satisfactory to
A.I1.D., with local currency generated from the szie of transferred
dollarsg, a special credit line of the oolon equivalent of at least five
million United States Dollars (U.S. $5,000,000) to be utilized exclusively
for the mrovision of meortgage financing for families below or at the
median income level through the Sistema Nacional de Zhorre y Préstamo
(Mational Savings and Ioan System);”. As a result of the DREC review of
£SR II the Mission agreed to urdertake an update of the SNAP's fipancial
cordition. This study, which was sent to AID/W, concluded that the SNAP
was in worse cordition than had been previcusly recognized, that emergency
measures weve Justified, and that the below the median inrcome level
restriction was pertially at odds with perserving the private sector
nature of the SNAP. This Mission has requested AID/W approval to medify
the cowenant, and we are presently waiting for AID/W replv.

A
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IV, PROGRAM RATIONALE AND OBJECTIVES

A, U. S. Interests

Costa Rica's economic crisis poses seriocus chalienges to the
country's political and economic system, particularly when considered in
the context of the disnption affecting all of Central America. The new
Costa Rican administration vhich took office in May of 1982, will continue
to have to face the economic difficulties head-on. and undertake further
difficult and far-reaching measures. It will also have to comvince the
country that its severe economic proolems are being dealt with
effectively, that the austerity measuwres will pay off, and that the
necessary sacrifices will be shared eguitably. This is likely to be an
extremely difficult task. It is clear that a iong pericd of stringent
financial and fiscal discipline will be required of Costa Rica's
government and people, and that the economy must undeygo a far-reaching
structural adijustment. It is not certain how Costa Ricans will react to a
protracted pericd of high unemployment, ercded purchasing power, pericdic
food shortages, and cut-backs in public services.

Since the approval of Costa Rica's one vear stabilization program
by the IMF board on December 20, 1982, and the adoption of the current
foreign exchancge management regime in August 1982, the Costa Rican
economy has temporarily recovered a certain degree of stability. The free
rate of exchange had dropped from 63:1 to under 45:1 as of March 21, 1983,
and the interbank rate has remained coonstant at 40:1 since Octcber. A
mmber of factors account for the certain degree of stability which has
peen achieved. First, Costa Ricans perceive the current GOCR's commitment
to stabilization as a serious cne. This has resulted in a reversal of
earlier terdencies to capital flight; in fact, scme capital repatriation
apparently has taken place. Secorndly, a significant contraction in the
public sector deficit, the result of large rate increases for public
services, significant tax increases, and a retrenchment in public sector
experditure, has led to 2 lessening of internal inflatiom; from July 1982
to January, 1983 monthly inflation (wholesale price index) averaged 2.4
percent compared to a monthly average of 6.6 percent during the previous
six months. Thirdly, the successful bilateral (Paris Club) debt
renegotiations concluded on Jamary 11, 1983 have also given a temporary
respite. FRourthly, Costa Rica has not been fully servicing its massive
commercial htark debt nor the large arrears on it. Finally, and
importantly, disborsements of USG assistance have made a critical
difference; since the present GICR administration took office last year
these disbursements from Development Assistance, Economic Support Funds
and PL 480 have tcotalled in excess of $94 million.

The tercus stability, especially with regard to the exchange
rate, that the Costa Rican economy has regained is deceptive in that it is
not totally based on fundamental factors, and it is dangerous in that it
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igs iulling many Costa Ricans, especially the more afluent into the
illusion tha* the worst isov?arﬁﬂxat they can soon get back to
previcus levels of consumptiord/. The temporary stability is deceptive
because of two factors:

o Qosta Rica has only been naking tcken payments on its public debt
and becanse of accumlating arrearages that debt is growing
rapidly and will be more difficult to service in the future.

C Because of prior mismanagement, both the free excharge rate at
63:1 and the interbank exchange rate at 38:1 may have been
wdervalued in August of last vyear when the new excharge
nanagement regime came into effect.

Token debt service ard some slack in the exchange rates gave the
Monge Administration same breathing space-—a grace poericd. Now, Jjust as
public confidence is recovering, the fundamentals are much dJdifferent.
Substantial service on the public debt will increase the demand £or
dollars. More basically, the interbank excharge rate at 40:1, ooupled
with significant export taxes is mow, or will soon be, overvalued because
internal inflation continues to be much higher than world inflation. In
order to service its debt and to generate the foreism excharge that
renewed growth requires, Costa Rica's exports will have to increase
substantially. To achieve the foregoirng, amomy other things, export taxes
will have to be reduced or eliminated and the interbank exchange rat=
increased. If the GXR decreases export taxes, either other revermues will
have to be foumd, or public spending will have to be cut further., An
increasing interbank rate will result in frther increases in public
service rates ard in the prices of fuels and cother essentials as well as
increased taxes or cutbacks in public services. Significant new sacrifice
will be required Ly the Costa Rican people.

In short, the GCR will scon have to make some difficult choices,
the political costs of which will be high. Trade—-offs are involved, and
lorg-term and short-term coblectives will often conflict. B2As discussed
below, an enviromment which favors exports and investments must be
created. The measures which will have to be taken to do so will be in
partial conflict with facters affecting short-term political ard soxial
stability. All of the foregoing will have to take place in the seething
cauldron which is Central America today.

The U. S. interest is tc assist Costa Rica in carmying ocut the
required adjustment in a manner which preserves the baszic tenents of a

1/ This is of oourse only an illusion. In 197879, this Mission

T commissioned studies which indicated that only 25% of the population
could not afford s mindmm diet. The COCR mow estimates that figure
at somewhere near 75%.

L/
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democratic society and a free market econcmy. U. S. Economic Support Fund
assistarce can help (osta Rica ease the strain of the austerity measures
it must take over the next several veass. There is comsiderable risk that
Costa Bica's institutions might not survive the cwrrent crisis without the
substantial assistance proposed by A.I.D. and other demexrs. In addition,
A.I.D.'s assistance provides the GOCR with further incentives to undertake
difficult policy changes; and economic assistance is, perhaps, the
principal means by which the U.S. can attain its interests in Costa Rica.
The program proposed in this PAAD is part of that effort; it has balance
of paymerts, econcmic policy, and socio-political dbjectives.

B. Program Cbiectives

1. Owverall SR Chiectives

USAID/Costa Rica's overall program, of which this program,
2SR III, is a part, supports the goals and cbjectives presented in the
apgroved (BI Implementation Plan for Costa Rica. The goals of this plan
are as follows:

- to help reestablish dynauwic growth in the Costa Rican
econamy; and

- to assist in the recrientation of the Costa Rican
econcmy from its present industrial import substitution
bias, to cne in which the industrial sector contritutes
to export-led growth.

These goals, and the cbjectives which support them, are
based on the conclusion that the current Costs Rican economic problems
have deep structural roots. The overall USAID program ig desigaed to
address the varicus facets of the Costa Rican econcmy's structural
problems by pursuing the following five principal strategy objectives:

- Bcoromic Stabilization and Recovery - to relieve Costa
Rica's ecomomic crisis by improving its halance of
payrents situation by: alleviating the shortages of
imported gocds required for production; increasing
credit available to the productive private sector; and
restoring international confidence in Costa Rica and
its currency. The program will be coordinated with,
and support the economic stabilization and recovery
aims of the present IMF Standby Agreement, as well as,
a planned subseguent IMF EFF Program.

- Strengthening of the Financial System - to encowrage

the further develcpment of private banks ard other
private financial entities in Costa Rica, in order to
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expand and improve services to the productive private
sector beyond that currently awvailable through the

mationalized barnking system.

- Expension of Exports and Investment - Costa Rica will
needtoexmtatahi@er level, and on 2 more
divergified basis, if it is to recover its former
standard of living and reinitiate long term, dynamic
econcgic growth., The aim of this objective is to
increase exports, particularly non-traditiomal products
for non-traditional markets, and to increase foreign
and domestic investment in enterprises which engage in
such production.

- Improved Public-Private Sector Coordination -~ to
develop improved means of oollaboration between the
public and mrivate sectors in order to contain the
cxrent crigis, stabilize the economy, and establish a
baasfcrlcn;tememmgrmth&mexporta:ﬂ
investment.

- Improved Policy Formulation and Administrative Reform -
to help establish the attitudes, laws, procedures, and
practices which facilitate exports and investments and
a more stable and diversified esconomy. Among the
policies which the Mission seces as most desirable are a
commitment to 3 grester role for the private sector in
the econtmy, an excharge rate regime favorable to
exports, the reduction of export quoctas and ocontrols,
decreased incentives for import substitution
industries, a broader commitment to free markets in
general in order to foster more efficient resource
allocation, and monetary and fiscal policies Jdesigned
to encourage greater intermal capital formation.

The program described in this PAAD responds to some degree
to all of the above strategy objectives, but especially the objectives of
economic stabilization and recovery, and export and investment expansion
which merit fHurther discussion in this docment. In addition, the
program’s socio-political c¢bjectives, which respond to GOCR priorities and
to U.S. interests, also merit elaboration.

f F




2. Specific ESR III Chiectives

a. Econcmic Stabilization and Recovery

(1) Proyram Timing and Relaticnship to Overall
AID and other Donor Assistance

Section 1I, Qurent Economic Situation, analyzes
andd describes the acute nature of the balamce of payments problem which
Costa Rica faces in 1983, Dven coumting (B8I supplemental disbursements
during the year of $70 million and the $50 million of resources to be
provided under this program, as well as all expected multilateral bark
dishursements and assuming $228 in new commercial bank import financing
{partial interest average roll-over) an unfinanced gap of some hundred
million dollars still exists at a zero growth GDP target. Thus, an
important objective of this program, as is true for almost all of
USAID/(R's efforts, is its effect on the balance of pavment.

The disbursement schedule for the resources to be
provided under this program is presented in Section V. Except the
first $10 million disbursement which will be made in April or Mayl/, the
cash transfer is plammed to be dishursed monthly, from August to December
of 1983, Disbursements after the first one would ceommence after ESR Il
was fully distarsed.

Ir recognition of the gravity of the Costa Rican
balarce of payments proolem and in response to a gpecial request made by
President Monge (see Section IV.B.2.c¢, below), President Reagan recently
amourced the administration's intention to increase the allocation of
foreign assistance to Costa Rica in FY 83 by $60.1 million over the
plarmed continmving resclution level. This addition would bring our
overall assistance level for FY 83 (excluding $70 million of the CBI
supplemental) to $145.1 million, which is broken down as follows:

Development Assistance 27.1
Economic Support Funds 90.0
PL 480, Title I 28.0

Paditicmal ESF resources of $35.0 million will have to be
aprropriated by Congress to reach these levels. Assuming that these

1/ The reascns for the timing of the first disbursement are explained
in Sections IV.C. and IV.D. of this PRAD. This program's first
disbursement will replace the monthly scheduled dishursement under
ESR I.
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resources in fact materialize, the additiomal ESF could be dislwrsed in
the last guarter of 1983 to coppensate for multilateral shortfalls, which
at present appear probable.

The 950 million t© be provided uwder this program
will provide a significant and even flow of funds to help sugpport the
balarce of payments in the short-run. It will also have a positive impact
ot the balance of payments in the lomger run because of the economic
policy objectives which it will help support.

{2) Justification for Cash Transfer

The reasens for using the cash transfer mechanism
which were described at length in the PAAD's for ESR I and ESR II remzin
essentially unchanged, and the Mission has concluded that the cash
transfer mechanism is also the only means to achieve the objectives of
this program.

In addition to the cbovicusly fzaorable immediate
balance of payments effecis of an orderly cash trinsfer program, three of
the principal objectives of this program ars: (1) to encourage the GOCR
tec adhere to the IMF standby: (2) to enrourage the GOCR to develop and
implement a viable export and investment erpansion strategy: and (3) to
encourage the GOCR to maintain an excharge and export tax regime which
provides adeqquate ircentives to exporters. The Program Pgreement will
contain a subsequent Conditions Precedent and Special Provisions which
will permit A.I.D. to suspend scheduled dishwursements should the above
menticred principal policy cbjectives be in jecpardy. Furthermore, the
cash transfer dishwrsement schedule has been designed to mazimize the
probability of achieving success with regard to the program's cbiectives.
The “leverage"” of the rrogram's subsequent cordition precedent and having
the right to suspend scheduled disbursements, as well as, the support
iven of well-timed dollar inflows to the IMF program would be lost with a
commedity import program.

b. Expansion of Exports ard Investments

As a result of the MAEC review of the PRAD for ESR I
which had the A.D. Little Stwiy_y as an ANNEX, it was decided that prior
to authorizing this program, the GOCR should develop a ccherent export and
investment promotion strategy. The socio-political objectives of this
program, which are discussed below have made the full-blown development of
that strategy pricr to authorization and initial disbuarsement an
impossikle task. In spite of the foregoing, considerable progress has

1/ CENPRO: In the Context of an Export Development Strategy for Costa
Rica.

N\



been made lwy the GCCR towards the develooment of an export and investment
strategy. After an in-depth briefing on the results of the A. D. Little
study at the highest levels of the Costa Rican Covernment, many of the
teport ‘s mator thrusts have been a2dcpted as policy. The repart's most
important recommendation, that the GOCR name an authority at the highest
level te develop and implement a ooordinated export and investment
strategy has been fully impiemented. On March 9, 1983, after a careful
process of consultation will key advisors and cabinet mewbers, President
Morge named Dr. Mario Carvajal H. as Minister (without portfolio) for
Expxxrts and Investments. Minister Carvajal has already become an
effective advocate both within the councils of government and in public
for charge in the export policy enviromment. Minister Carvajal has set
for himself as his first task the develcpment a ccherent export and
investment strategy and detailed work plan within ninety days., Grant
local owrency resources from this program's first disbursement will
assist Minister Carvajal in the fulier develcpment of the strategy, the
formal adoption of which we propose to make a subsequent ooedition
precedent beyond the initial disbursement.

At the present time the Mission is unable to demonstrate
that the existirg Costa Rican exchamge rate and export tax regime are
maxing Costa Rican exports uncompetitive in foreign marketsl/. However,
there are strong indications thot if the interbank exchange rate is not
e effectively overvaliued, it soen will be. To provide a basis for
future policy dialcgue on this question the Mission proposes that a
covenant be inclided in the program in which the Central Bank agrees to
maintain an excharge rate system which will keep Costa Rican exports
corpetive in foreign markets.

C. Socio-Political Cbijectives

On XNovember 4, 1982, President Morge wrote a letter to
President Reagan in which he reguested that: {1) that this $50 million
program be a grant and not a lear, and (2) that an additional $30 million
dollars be made aveilable to finance an "aggressive social compensation
and development plan" tc complement the structural adjustment to the
econcmy .

It was in part in order to be responsive to President
Monge's request that President Reagan recently announced an increase,
subject to Comgressional approval, of $80.1 million in USAID/Costa Rica's
coverall assistarce package. This increase consists of a mixture of DA,

1/ Bs one of the first activities to be funded urder the PPAI, the
Missicn is snonsoring 2 study to be urdertaken by Production Sharing,
Ltd. on the competitiveness of Costa Rica for assembly industries.
Other competitiveness analyses will also be supported either by the
PPAI project or CINDE.
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ESF, and PL 480 resamces. In President Reagan's reply to President
Morge's request for increased assistance he stated that he was coamitted
to "providing substantial U.S. ecoromic assistance, part of it on a grant
basis and the rest on highly conressicnal temms.™

Given President Monge's comcern, it is necessary that
portions of the increased assistance be directed to areas of priority
social concern such 3s housing and land redistribution. In order for
these experditures to have their desired effects it is also necessary that
they be quickly and effectively spent.

The foregoing has had certain comsequences for the
programming of DA resources ($10 millienm health loan), PL 480: Title I
local aurrency generations ($8 million increment, in part for rapid land
purchases in the Northern Zone) and for the local currency uses of this
program as well as its lcan/grant split amd disbursement schedule. ‘The
increased pblic sechtor experditures which will be induced also has
camplications for the IMF program which are discussed in the following
secticn.

C. RBationale for Grant Fazﬂmg ard Loan Terms

i. The Ixtermal Debt

Costa Rica's crushing debt service burden, which requires
the rescheduling of both its private and public debt, has been amply
documented in this and other documents. At present, this debt is
estimated to total some $4.0 billion. BAs has been peinted out previously,
current intrest on the external public debt alone totals some 49% of
merchandisze exports; and amortization in the next ten y=ars of commercial
bark dett will prove impossible. Therefore, although the infusion of new
concessional multilateral and bilateral resources will improve the
term-structure of Josta Rica's public debt. that debt can still be
expected to increase massively and could easily be in the $6-8 billion
rarge five years from now. Although bulk of this new debt can be expected
tc be on "concessional" terms, the multilaterals are charging 8-10%
interest and their policies do not permit rescheduling. Although this
Missicn does not er?. of studies of the long-term consequences of Costa
Rica's indebtednessl/, debt service ratiocs in excess of 50% for the next
decade or two are easily envisioned as is a "black hole* of debt
rheromenon. Admittedly, these considerations do not support a specific
grant target wmder this program. They do, however, justify the conclusion
that every effort mist be made to provide Costa Rica with econcmic
azssistance on the most concessionary terms possible.

1/ It is for this reason that a study of this tcpic will be shortly
urdlertaken wwder PPAI.



2. 'The IMF Agreement

A secord and more specific reason for grant financimg
relates to the correspondence between presidents discussed in Section IV.
Even the partial implementation of a social program of the type erwvisioned
by President Monge, and partially financed v the grant assistance to be
pro"nded under this program involves additiomal government expenditures
i.e., expenditures over and zbove the amount contemplated at the time the
IMF agreement was negotiated. President Reagan has respended favorably to
President Mornge's reguest, thus oommiting additional U.S. assistance to
finance expandad public expenditures. It behooves us to provide the GOCR
with the means ic do so without violating the IMF Agreement which was
negotiated before this expansion was approved and the external financing
secured. The Pron provision of the additional resources in the form of a loan
would fail to keep the GOCR's budget deficit from rising. A loan, even
one on the most camessmmry terms, would not prevent the deficit from
increasirg because a loan is not treated as a "reverue” in standard budget
acoounting. n the other hand, a grant would be treated as ordinary
revenue, Thus, a grant-financed expenditure would not expand the
budgetary deficit.

The IMF Kreement regarded U.S.G. ESF dishursements as
“compensatory financing” and the acrrement specifically provides that
ceilings on domestic banking system credit to the non-financial public
sector "will be reduced by the amount of any U.S5. econcmic support loans
directly disbursed to the non—financial public sector” (see P.70, Table 2
of IMF Document FBS/82/214).

If it is the position of the United States CGovernment that
Cozta Rica's ccmplaime with the IMP agreement should be encouraged, and
if this posz.tlcn is beingy backed wp by provisions in program agreements
that allow for the suspensicn of ESF zssistare in the event of
norr-campliance, then it would be incomsistent and counterproductive to
contribute to non~compliance by adding further to the GOCR deficit.

The increase in the GOCR deficit, were there not $19.5
milliem of grant funding in this package, is accounted for by the
following:

- The $5.0 millior. colon squivalert increase in public

experditures resnlting from the local currency housing
program, which is described in Section Vi

-  The $6.1 million colon eguivalent land redistribution
program, also described in Section V, which would have
to be channelled through the GXCR if lcan—-finded;
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- The $8.0 million colon equivelent increase in 1982 PL
480 local currency expenditures which resuit from the
recently aprroved ircrease in that program.

- Expenditures in 1983, estimated at the eguivalent of
$300-400 thousand for activities which are to be
undertaken by the new Minister of Exports and
Investments and cther local currency expenditures of
$400-500 thousand also related to the PPAI project.

3. ‘The local Qurrency Program

Finally, but not unisportantly, it should be noted that the
local currency program asscociated with the grant component would require
approval cf the legislative Assembly if the source of the generaticong were
fram the loan rather than the grant. This would most likely result in
considerable delays in any activities plamed requiring early financing.
In addition, activities such as the export and investment program would
become more difficult to carryout due to legal and/or bureaucratic
restrictions that would apply if the socurce of the local auxrerncy
generations were loan funds.

:~'\
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V. PROGRAM DESCRIPTION
A. Program Components
The components of the proposed program are as follows:

1. A $50.0 million cash transfer to the Central Bank of Costa
Kca, of which $§30,515,000 million will be a loan and $19,485,000, a grant.

2. A local currercy program equivalent to the $50.0 million
cash transfer with the folliowing sub-components:

a. The local currency equivalent of the loan portion of
the cash transfer will provide productive credit to the mivate sector
through the banking system and establish a Central Bank credit guarantee
fund

b. The local arrency equivalent of the grant portion of
the cash transfer will finance social impact projects and the local cost
of A.1.D. projects and activities.

B. U. §. xllar Rescurces

1. Dishursement of U. S, Dollar Resources

Cash transfer dishwrsements will be made in monthly tranches
starting with the month of authorization and ending in December 1983. A
three month gap will oocur between the first disbursement and the second
dishursement, during vwhich time the ESR II {loan 515-K-040) funds will
contimie to be disbursed. 7This will allow for a fairly even flow of ESF
rescurces. As in the case of Loan ESR IT, A.I.D. could suspend
disbursement in case of non-campliance with the IMF agreement.
Disbursement would be held up if A.I.D. determines that non-compliance
resulted primerily from factars within the control of +the GOCR.
Disbursements fram ESR III, after the first disbursement, will also be
conditioned won the satisfactory completion of an expert develcpment
strategy. The plamned pericd between the first and second dishursements
is considered to be sufficient to complete the strategy.

The following schedule shows the estimated disbursement
calendar for ESR II and BESR IIT during 1983.

T
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National Banking System, as well as through private financieras, in
acoordance with the pricrities amd systems established by the BCCR.
Assuming that the planned cash transfer disbursement schedule ies adhered
to, the BCCR would have to make available an average of approximately $10
million a2 month for such imports. ©Data provided by the Central Bank show
that in 1980, the last "normal" year, Costa Rica's imports of raw
materiale and intermediate goods from the U.S. alcne totalled $251
million, or approximately $20 million per month. Moreover, the BCCR's
present foreign exchange allocation system and priorities favor the import
of raw materials, intermediate gocds, and spare parts. No problem should
therefore exist on the demand side with respect to the BCCR meeting this
requirement.

3. Menagement of U. S. Dollar Rescurces

Dollar disbursements of the cash transfer will be made
identically for both the loan and grant portion of the Program.
Disbursements will be made intc a BOCR account, in accordance with its
instructions. t is anticipated that electronic transfer of furds to a
U.S. Bank will be employed. However, because of the possibility of
emoargo of such an acoount by GOCR creditors, other mechanisms may also be

employed.
C. [Local Carrency Resources

1. Iocal CQurrency Emivaleni of the Ioan (%30,515,000)

The colon equivalent of the loan portion of the cash
transfer will: 1) support the BCCR's program of credit expansion to the
private sector in line with the IMF agreement; 2) improve the flow of
credit to productive enterprises throuwgh the establishment of a furd to
guarantee such credit; and 3) ensure the contimued provision of credit to
the small irndustry secter.

a. The BUCCR Credit Program

The BCCR will utilize the colon equivalent of at least
$17 million to permit an increase in 1983 over the 1982 levels of
unsubsidized lending by the public commercial banks to the private sector
for industry, agro-inrdustry, agriculture, and construction. In 1982,
credit allocations by the BCCR for these programs totalled nearly 12.4
billion colones. The cash transfer will permit an increase in these
credit allocations in 1983 by the colon equivalent of at least
$64,485,000, of which a $47,485,000 increase was permitted because of ESR
II.

Documentation of the increased credit aveilability will
be satisfied by BCCR reports of the Naticnal Banking System unsubsidized

.
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lending for industries, agro-industry, agriculture and construction
through the BCCR Credit Program. The A.I.D. reguirement that the credit
be extended exclusively to the private sector will be satisfied by virtue
of the ™F program prchibition on increases in bankirg system credit to
public {CODESA) enterprises.

b. Credit Guarantee Program

As a result of ecaxmic ucertainties, and because of
exchange losses, many Costa Rican enterprises are not bankable given
traditional accommting and banking criteria. As a result, mogt banks are
seeking guarantees from these enterprises in excess of their capabilities
to offer them. The guarantee: that are being requested by the benking
system from private productive enterprises are comstraining the flow of
credit to even financially sound enterprises. Thus ircreases in liquidity
in the banking system do not translate into re=l improved credit
availability for firms that canmot provide the types or amounts of
guarantees demanded by the banks. To help address this problem, the BCCR
will establish a guarantee fund for credit provided by the banking system
to industrial, agro-industrial, and construction enterprises, arnd,
particularly, to firms inwlved in export activities. The oolon
equivalent of up to $10 million will be held in a BOCR account for this
popose. The users of this fund would pay a commission swhich will cover
the fund's administrative costs and expected losses. The BCCR estimates
that the fund can guarantee a portfelio at least five times the size of
the fund. If further analysis indicates that appropriate restrictions on
the application of the guarantee would warrant a smaller gquarantee fund,
the balance nct required for this purpose would be used as in section (2)
above. The gquarantee program would be arproved btw A.I.D. The Central
Bank will agree, that this fund will absord the cperation of the existing
delinguency-ridden POGP program ard portfolico (about colanes 19,000,000),

as well as A.J.D.'s exposure in that program and that the new program will .

receive adequate staffing within the BCCR.
c. Smell Industry Credit Fund

The Small Industry Credit Program, a BCCR discount
line, established under the Urkan Emplovment and Commmity Improvement
Loan (028} has fully disbursed the $3.25% million allocated to it under
Ican 028. The program after some initial start-up problems is a
resourding success arnd has resulted in the creation of many 3cbs for
pecple uho might othexrwisze be unemploysd. Many new enterprises have been
assisted by the fund, some of which export non—traditional products.
Feflows from the A.I.D. loan are inadequate to meet present demand.
Interest rates to fimal borrower through the program have been 12%, In
order to satisfy the umet credit demand of this group of small~scale,
dynamic entreprenewrs, to help create jobs in this sector, and to do so at
interest rates which more nearly reflect commercial interest rates ip
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Costa Rica, the colon equivalent of $32.0 million will be made available by
the BOCR for discounting small industry lcans through car—ercial banks.
The Small Industry Credit Program will wddergo two major wodifications:
{1} the proposed interest rate for these new finds, as well as, the
reficws of other SEN small industyy loans will be increased from 128 to
three points below the deposit rate paid on © *711 ths certificates by the
public banks of the SEN which is presently 25%81/; (2) private commercial
banks will be permitted to perticipate in the discourt line, either
directly if the legal reform progpers, or through other financial
intermediaries such as (ODESA should the pending reform to Article 62 of
the BCCR law be delaved.

2. local Currency Bguivalent of the Grant ($19,485,000)

The local currency equivalent of the grant will ke used to
support hich priority social programs of the GOCR and the local costs
associated with selected A.I.D. activities in Costa Rica. An Illustrative
breakiwn of the uses of these furds is provided below.

a. Urban Low-income Housing

Drastically reduced real wages in Costa Rica ard
continued austerity measures have destroyed the hopes of homeownership for
large segments of the population that previcusly c<ould have aspired to
eventual by acquire a housing solution, especially Costa Rica's lower
middle class, for meny of whom HG-financed solutions are not accessible
because tneir incomes exceed the median. Presently, affordable housing
sclutions do not exist for this target group from any source. It is
precisely this group of wage earners who have been most adversely affected
by the decreased value of their earnings. Sensing that this target growp
is ripe for leftist extremist organization around the housing issue,
President Monge has specifically requested a special housing program for
this target group during, this, the worst part of the economic crisis.

To address this problem, INVU will receive $5.0 million
of lnocal currency as a contribution to its capital. In order to have the
quick impact that President Monge desires, the housing will have to be
made available quickly. INVU's recent adoption of a new reglamento

1/ Note: “The banking system at this time is not issuing 6 wonth

T Certificates of Deposit, but rather 1 and 2 month instruments which
vield 21-22%, the rate at which this <redit line would move. Because
this change has not been fully negotiated at the level of the Central
Bank's Board of Directors, substantial difficulty may exist in getting
this policy charge. The Mission believes that we will be iole to get
scme movement on thP rates governing this line. However, if we are
unsuccessful, we will be back tc AID/W with an alternate formularion.

e
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permits it to finance "turn-kev"™ housing projects planmed and built by the
private sector in accordance with INVU specifications. fThese furds will
provide INWVU with its first coportunity to test the “turn-key” approach
which pramises to be a mechanism which will provide the rapid response
President Morge desires.

The houses that INVU will finarnce with these resources
will be fully serviced, expandable core units. It is anticipated that the
mortgages to be acquired by IWU with these resources will be of the
variable rate variety made at merket interest rates. It is not
anticipated that subsidies will be required to make these solutions
afforable; in any case, such subsidies as might be reguired would be
selective throuch the lowering of mortgage principal and to those who
really need them and not through an articifial lowering of coustruction
costs or throudh indiscriminate subsidies through the interest rate.

. iand Distribution

Just as the GOCR is faced with the need to respond to
housirng demands in urban areas, in the rural areas the pressure is for
lard ownership. Contrary to generally held beliefs, Costa Rica's
democracy and eqﬁlitarianism has not extended to the ownership of
agricultural land . The high degree of political organization in rural
areas makes it difficult for the GOCR to ignore this issue. Accordingly,
the colon equivalent of approximately &6.1 million will be allocated to
permit the GOXCR to respond to this problem.

A proposal is under discussion between USAID Costa
Rica, the GOR, and United Brands which would involve the transfer of
ownership of 2,000 hectares of African Palm plantation to United Brards
agricultural workers. United Brands would finarnce the land and some
existing infrastructure, amd local currency from the cash transfer would
finance the three year investment costs of rerovating the plantation lands
with new African Palm. The loans would have a fifteen year period.
United Brards would alsc sign a purchasing contract to guarantee the
rrecessing of the fruit and the marketing of the palm oil in the domestic
market. As Costa Rica is 2 net importer of vegetable c¢ils, the proposal
would have a positive impact on the foreign exchange situation while alsc
providing a highly visible response to those pressuring the government in
favor of land distribution; it would also be a non-public sector solution
to the land tenure problem.

1/ See p.7 of Zgrarian Settlement and Productivity PP. Costa Rica

T actually ranks 13th among 16 latin American republics for which data
exist in degree of inequmlity of land cwnership. Even pre-reform El
Salvador had a more equal larnd tenure distribution than does Costa
Rica.

\'x

AN



It is presently occntemplated that local currency grants
would be made to BANDOCP for relending to a grouwp of potential producers
organized into a cocperative and to COFISA for two groups organized into
producer associations. Both BANCOOP and QOFISA would berefit from the
eventual nurturing of their capital by refiows which through a trust
arTargement they would agree to utilize to finance similar land
redistribution cperations for the next twenty vears.

Feasibiltly cuestions exist regarding the use of
agricultural market interest rates (26.5%) in this activity which requires
four years until cash flow starts and fifteen vear financing, especially
at a time vwhen world market prices for palm oil are depressed. But
progmmofthistypes?mﬂdbeplarmeﬁfnrﬂmverylm—manﬂsuch
arrangements as a variable interest rate related to world market prices
and capitalization of interest durimg a four yvear grace period have to be
examined. Crant funding through BANCOOP and COFISA could make such
arrangements workable if the project is fméamentally ecormxcally sound
in the long-run, a question the USAID will examine prior to finalizing
this activity.

The Commorwealth Develcpment Corporation (CDC) is also
exzmining a ecimilar United Brande proposal that would involve 1,800
hectares. 'The results of feasibility studies to be corducted by CIC palm
0il experts beginning in April will determine whether the allotted $6.1
million in local currercy equivalent from this program will be used to
support this palw oil project. An altermative activity to address the
land issue will be funded in the event the results of the feasibility
study are not fawvorable.

c. Economic Stabilization and Recovery Trust Fund

The colon equivalent of $7,385,000 will be deposited by
the BCCR into this trust fund. A.I.D. will be the trustee and
administrator for these GO R-cwned furds, and the use of these furds will
be jointly programmed by the GOCR and A.I.D. to provide counterpart
funding for A.I.D. projects amd support for other high priority GOCR
activities.

During CY 1983 it is expected that the only
disbursements from this fimd will be to finance the local costs of the
Development — Assistarve-furded Policy Planning and 2dministrative
Improvement (PPAI) project, which has been prepared concurrently with this
PARD. This three year project will require approximately $2.5 million in
local currency financing, of vhich approximately $1.0 million will be
expended in CY 1983. The first priority of the PPAI project is the
develcmment of an export and investment strategy, which is a condition
precedent to the second dishursement of this cash transfer {see Part
IV.R.2.b.}. The newly appointed Minister of Exports and Investment has
been dcharged by President Monge with the preparation and subsequent

A,
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implementation of the export amd investpent strategy. By freeing the
Minister of Exports and Investment from dependence upon &XOCR appropriated
furds, the export and investment programs that he will oversee will rot be
subject to the salary, contracting and other bureaucratic restrictions
that are the common cause of failures of similar programs in Costa Rics
and elsewhere.

in crder to reliewe both the Mission amd the new
Minister of the administrative burden of financial management of the trust
fund monies used in the export program, an independent maragement agent,
such as a CPA firm, will be contracted to carry out this fimction.
Whether this model would be used for other programs or activities
utilizing trust fund monies would depend upon the particulars of each case.

d. A.I.D. Program Suppcrt Trust Fund

The colon equivalent of $1.0 millicn will be deposited
by the BUCR in a second trust furnd for which A.I.D. will be trustee and
administrator but which will not be subject to joint programming with the
GOCR. The principal puwrpose of this trust fund will be to reinforee the
A.I.D. Mission's cepability to handle the dramaticelly expanded A.I.D.
program in Obsta Rica and to provide for contingencies for which A.I.D.
appropriated project or operating furds are not available. BAs is required
for all A.I.D. trust agreements, A.I.D. will provide the GOCR and AID/W
with pericdic repcrts to show that expenditures of both trust funds are in
acccrdance with the A.I.D.-GOCR trust agreement. The Mission is reviewing
the cption of simply adding to or modifying its existing trust fund with
the GOCR. This trust fund which was established in 1968 in conjunction
with Program Ioan 018 still supplies this Mission with z small ammunt
(about oolenes 350,000) of resources armually. Among the problems we have
experienced with this trust fund are that its source is the GOCR treasury
vwhich often has cash flow probelms and that therefore payrents to the
Mission are often erratic or late. A new trust fund might have to be
estabiished to overcome these problems.
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VI. CONOITIONS, COVENANTS AND SPEUIAL PROVISIONS

The proposed program has been discussed with officials of the BCCR.
With the poseible exception rnoted in the footncte on P. 31 on Covenant 3,
we expect no difficulties in negotiating this program quickly. The
Mission believes that the program, as described in the PRAD, responds to
the needs of Costa Rica.

A. Conditions

Proposed conditions precedent to the initial disbursemert of the
lcan and grant are:

1. An opinion of counsel zcceptable to A.I.D. stating that this
Agreement has been duly authorized, and/or ratified by, and executed on
behalf of the Central Bank, which pursuant to the Iaws of Costa Rica
enjoys the ooeplete cooperation and guarantee of the Costa Rican State,
anxi that the Agreement constitutes a valid and legally binding obligation
of the Centyal Bank in accordance with all of its terms; and

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

There is one proposed cordition precedent to subsegquent
dishursesent of the loan and grant:

o The formal adeption by the Government of Costa Rica of a
strategy and work plan, acceptable to A.I.D., which will
promote exports from and investment in Costa Rica.

B, Connarnts

In addition to these conditions, the Mission proposes that the
Assistance Agreement include varicus covenants relating to the
implementaticn of the program and to policy changes which are necessary
for the comtry's econcmic recovery effort to be successful: several of
these covenants were alsc included in ESR II. Except as A.I.D. may
ctherwise agree in writing, the Central Bank shall agree to the following
covenantss

1. To provide during 1983 foreign excharge resources to the
National Banking System and other authorized agents, the total amount of
which shall be no less than the amount of all cash transfers received from
the United States Govermment during 1983 under this or other Assistance
Aoreements, in order to permit the importation from the United States of
raw materials, intermediate goods, construction materials and spare parts
neseded by private enmterprises in Costa Rica, ard to report to USAID/Costa

w}z



Rica within three menths of the tarmination of 1983 cash transfers that
such imports were made; in the event that not all of this program's cash
transfer disbursements are campleted in 1983, the BCCR will make awvailable
within three months of the termination of such disbursements no less than
the amount of such cash transfer dishursements for the importation from
the United States of raw materials, intemediate goods, construction
materials, ard spare parts needed by private enterprises in Costa Rica and
report to USAID/Costa Rica within six months after the termination of such
disbursements that such imports were made;

2. To exchange far colones at the free excharge rate all
disharsements of the $19,485,000 ron-lcan portion of the cash transfer ard
promptly deposit the proceeds, in accordance with instructions provided by
A.I.D. in conjunction with each dislarsement, into one or mre, of the
trust funds and special accounts established pursuant to the subsidiary
maemorandum of agreement governing this article;

3. To establish within six months after the signing of this
Agreement, establish using the colon equivalent of $3.0 million of the
loan portion of the cash transfer, or fram the loan resources provided
urdder AID Ioan 515-K-040, a small industry credit discount line, similar
in cperations and purposes to that established under AID Ioan 515-%028,
but oven te private banks and with sub-lending terms and procedures to be
established under the subsidiary memorandum of agreement governing this
article; to imorporate reflows from the Isoan 028 Smell Industry Credit
Program into the discount iine; and to fix the lending rate to the final
borrower of all BCCR small industry credit lines at a level which is not
more than three points below the six month deposit rate paid by public
comnercial banks;

4. To promptly establish a new credit guarantee program within
the BOCR, which is acceptable to A.I.D., and which guarantees lcans to be
made by member banks of the National Banking System and authorized finance
campanies for industry, agro—industry, export activities amd related
services, and construction; to promptly deposit the colon equivalent of
$10 million of the loan portion of the cash transfer, or from resources
provided under AID Ioan 515-X-040, into the credit quarantee fund to be
administered under this program; to establish an adwministrative unit for
the program within the BCCR which is adequately and appropriately staffed;
to incorporate the cgperations and guaranteed portfolic of the Productive
Credit Guarantee Program (POGP) imto the new guarantee program; and to
assume under the new program such contingent liabilities as A.I.D. may
have urder the PCGP Agreement executed on February 26, 1979;

5. To utilize the colon equivalent of that loan portion of the
cash transfer not dJdesignated for other purposes, to support the Central
Bank’s Credit Program’s unsubsidized lending through the commercial banks
to the private sector for industry, agro-industry, agricultuwre and
construction:
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6. To submit to A.I.D. 3 report on the execution of the
Certral BRank's 1982 Credit Program, which campares actval results with an
analysis of actual as compared to planned targets: and to submit to A.ILD.
similax evaluations of the 1983 credit program as these became availabie.

7. To move progressively, in the course of 1983, towards the
unification of the inter-bank and free exchamge rates, and to unify these
rates by Decexber 31, 1983;

8. To maintain an excharge rate which will keep Costa Rican
exports oompetitive in foreign markets;

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

i0. To not reguest the scheduled monthly disbursement under AID
ican 515-K~040 in the month that the initial disbursement urder this
program is made; and to not request dishursements wunder this program,
after the initial disbursement, until loan 5i5-K-040 is entirely disbursed.

C. Special Provisions

Two special provisions pertainirg to dishursements are also
proposed:

1. A.I.D. reserves the right to susperd scheduled monthly
disbursements in the event that the GOCR is mot in substantial campliance
with the IMF Agreement as determined by A.I.D.

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

{(Milions of U.S. Dollars)

Loan Grant Total
Initial Disbursement - 1¢.0 10.0
Second Disbursement - 4.0 4.0
Third Disbursement 4.515 5.485 10.G
Fourth Disbursepent 10.0 - 10.0
M fth Dishursement iC.0 - 10.0
Sixth Disbursement 6.0 - 6.0

TOTAL 30.315 19.485 50.0



ANNEX I . TAHLE 1

COSTA RICA: EBATANCE OF PAYMENTS

{In miliions of dollars)

1. Current Acooamt

1. Exports X8
2. Importsg CIF
3. Services, Net
Tourism
Transportation
Intersst & Dividends
Interest on Public Debtl
Other, Net
Ccher Services
4. Unilateral Transfers

I11. Official Capital Non Compensatory2/

1. Dish:rsmts.%/

2. hmortization Payments, Qurrent
{exclusive of amcrt. of prior
year debt & of short-term debt)

III. Private Capital, Net

IV. Adjustment of Reserve Valuation &
Other short—term official capital
movements, net

V. Interest & Amortization on
Pricr Year Debt=/

1. Interest
2. Amortization of all debt
{(including short-term & "Presa”)

VI. Overall Deficit

VII. Financing of Deficit

1. Compensatory Financing
AID/ESF
PL 480

(%)

188l 1582 1933
~402 =230 ~329
1003 875 900
-1211 -875 -930
- ~264 ~337
47 80 85
26 31 34
-304 -380 -462
(=293) {~365) {-442)
( -11) { -15} { ~20)
4 3 e
27 34 38
148 -88 100
274 130 317
~126 -218 ~217
-48 -15 o
30 23 10
0 -336  -1061
- - ~3454/
- -336 -716
=273 —846 -1280
121 32 241
- 15 107
- 17 20

"
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ANNEX I, TRELE 2

{In miilion of colones)

_1o81l/ _19e2l/ _10832/
Total Expenditures 2.om1 16.399 17,714
Qurrent Expenditures 7,938 12,188 14,360
Capital Expenditures 1,973 4,211 3,354
Grrent Revenues 7,453 12,943 13,382
Deficit (Total) -2,458 ~3,451 -3,332
Pinancing
External, net g7 1,3%4 442
Internal, net 1,571 2,097 3,890

1/ Preliminary estimates of actual (or realized} situation.

2/ Budgeted and amounts exclusive of supplementary budget which is
expected to add 3.2 billion colones to both total experditures ard
current revenues, thus leaving projected deficit unchanged.

Source: Informal and preliminary estimates of Central Bank's Research
Pepartment as of March 11, 1883,
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Reservas wmonetarias
fnterna cionales netas
Cr&dite Total

Al Gobiorno {mneto)
Fntidades Oficiajes
Sector privado

Al exterior

Dtros Activos Helos
T AL
Liguldez Toial
Haedio Circulante
fHumerario en pnder
del pblico

Depbsites cuenta
oorriente

Cuas idinaro

Bodedudamiento exierno
TOTAL

* Estimado
k% Programado

Sources

A

-

KEY MONRTARY VARJABLES FOR 1981 -82, AND AMOUNTS PROGRAMMED FOR 1983

D1 ctembre
1981

9 .420,0
24.010,9
B LT, T
4.162,8
13.249,6
131,4

54.499,2

!

ANNEX

1, TABLE 3

Baldos en millonue de olones

(Tipo de cambio 50 colenes por dblar)

M clembre
1982%

4,420,0
33.297,1

14.323,2
18,842,5%
131,4

57.034,6
§5.911,5

gj oiiz ,E
19.138,0

6.300,0

12.4598,0
27.916,13

38.797,2
83.011,5

___VARJACIGHES B
DA ciembre 1987 7 1981 1983 / 1982
128354 Absoluka Porcantual Abaoluts Por cea tual
4,420 5,000,0 53,1 - -
44,546 ,1 9.286,2 38,7 $1.249,0 33,8
16.323,2 3.693,3 34,7 2.000,0 14,0
26,091.9 5.592,9 42,2 9,249,0 49,1
68.424,0 2.533,.4 4,6 11.389,4 15,5
108,550 .1 6:851,5 28,3 35,5966 Y&k
T60.317,9 13.%97,0 3,7 13.203,6 28,0
OE.288,0 69890 TLE 7.0%0,0 36,9
8.630,0 2.799,1 19,9 2,330, 37,0
17.658,0 5.590,0 76,5 A 766,0 6,9
34.,029,9 5.007,9 21,9 $.136,6 21,9
48.232,2 3.424,5 9,7 9.435,0 24,3
108.530,1 16.021,5 75,3 72.638,6 6,4

Excerpiad from Cenirel Bank/ DIF MOnetary Progra, for 1983



ANNEX I, IARIE 4

CEILINGS IN IMF/GOCR AGREEMENT AND ACTURAL GOCR
POSITION AS OF FEBRIRRY 28, 1983

{Miliion of colones)
(50 colomes = 31)

Situacidn
al PROGRAMADO
28/2/83 3/1/85 6€/30/83 9/30/83 12/31/83

2etivos internos netos del

B3nco Central €9.470 &9,610 71,3110 72,910
timite 69,470

Situaciin actual 64, 783

Misponibdiidad

{ scbregiro} 4,687

Crédito neto del Sistema
Barwario Nacional al Sactor

Privado 13,200 13,70C 14,700 15,200
Linite 13,400
Situacién actual 5,932
Disponibilidad o
{ scoregiro) 3,468
Préstamos extermos contra-

tados por el sector publi-
comnvezmmattedela

21 de dlmanhre ée }

Limite $100 $100 $100 $100 $100
Situacidn actual

Disponibilidad o

{scbregiro)

Préstamos externos contra-
tadog por el sector pabli-
o cm vencimento de 1 a
5 anos tacmlam dm el
Z1 de diciembre de 1982)

Limite $ 50 $ 50 $ 50 $§ 50 $ 50
Situacién actual
Digponibilidad o (So-

bregiro)

Source: Research Department of Central Bank, (Seccidn Programacién Finan—' 4
ciera).
¥




iogl 1982 1983

Multibanco/Mexico 50 - -

BID (Export Financing) - - 4

BIRF (Export Finmancing) ) - - 4

BISF {Structural Adjust. loan} - - 6

IMp 03 - 100

Banco de America for Basic Grain 8 - -
2. Bescheduling or non—payment of

Interest due on Loans Outstanding 121 254 -
3. Fescheduling or non-payment of

Principal due on 1ocans Qutstanding - 49&-?_/ 710

VIII. Bemeining Unfinanced Gap (-) -37 138 ~3208/ 4/

For 198z and 1983, imncludes only interest due in these year. Excludes
irterest due on prior vear debt, bat includes interest on this
interest.

Excludes all campensatery balance of payments financing which is
entered "below the line" (under VII). Also excludes all Central Bank
short—term loans (less than one year).

Interest and amortization payment on prior year debt. Those on the
current debt are included under I-2.

Includes adjustment of past interest due to goverments agreed in
recent Paris Club negotiations.

Amount is $336 million for 1981 plus $162 million that ocoured in 1982,

To be financed in part by $228 millicn in commercial bank credits
{under negotiaticn) and in part by rescheduling of interest due.

Source: ROCAP Foonomic Advisor and Central Bank (projection as of March

91 19&) -

w3
LUAAY



34{2) - NONPROJELT ASSISTANCE CHECKLIST

The criteria 1isted in Part A are applicable generaily to FAA funds, and should be used
irraspective of the program's funding source. In Part B a distinction {5 made between the
criteria applicable to Security Supporting Assistance and the criteria applicable to Development

Assistance. Selaction of the appropriate criteria will depend on the funding source for the program.

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP TC DATE?

IDERTIFY. HAS STANDARD ITEM CHECKLIST BEEN

REVIEWED? Except as noted below country ckecklist in

AID/IAC/P-123 is up to date;*

A. GENERAL CRITERIA FUR NONPROJECT ASSISTANCE

1. App. Unnumbereds; FAA Sec 653{b}

{a) Describe how Committees on Appropria-
tions of Senate and House have been or
wiill be notified concerning the nomproject
assistance;

{b} is sssistance within {Operztional

Year Budget} country or intarnational
organization allocation reported to the
Congress {or not more than $1 miiiion
gver that figure plus 10%)?

2. FAA Sec. 611{2}(2}. If further iegis-
Tative action is required within recipient
country, what is basis for reasonable
expectation that such action wili be
completed in time top permit orderiy
accomplishment of purpose of the
assistance?

3. FAA Sec. 209, 618. 1Is assistance more
-efficientiy and effectively given through
regional or multilateral organizations?
I¥ so why is assistance not s0 given?
Information and conclusion whether assist-
ance will encourage regional development
programs. If assistance is for newiy
independent country, is it furnished
through myitilateral organizations or in
accordance with multilatera) plans to
the maximum extent appropriate?

4, FAA Sec. 601(a): {and Sec. 201{f) for
deveiooment joans). intormation and
ctonclusicns whether assistance will
encourage efforts of the country to:
{2} Tncrease the flow of international
trade; {b)} foster private initiative
and competition; (¢} encourage develop-
ment znd use of cooperatives, credit
unions, and savings and lean associations;
{4} discourage monopoiistic practices;
{2} improve technical efficiency of
industry, agriculture,and commerce; and
{f) strengthen free laber unions.

Yes

CN will be forwarded 15
days prior to cbligation.

Yes.

No such action is reguired

Nc,

of
The objectivesathe assistance
provided include increasing
the flow of international
trade, fostering private ini-
tiative and competition ; im-
proving the technical effi-
ciency of industry, agricul-
ture and commerce;

*

As of March 18, 1983, Costa Rica was in violation of 620 ¢ of the

FAA; the Secretary of State has made an exception.

A

4L




c. FAA Sec. 2075 Sec. 113. Extent to N/A
which assistance refiects appropriate
emphasis on: {1} encouraging development
of demecratic, economic, political, and
secial institutions: (2) saif-heip in
meeting the country's foud needs; {3)
{wproving availability of trained
worker-power in the couniry; (4) programs
designed to meet the country’s health
needs; (5) other important areas of
sconomic, political, and social develop-
ment, including industry; free Tabor
unions, cooperatives, and Voluntary
Agencies; transportation and communication;
planning and public administration; urban
development, and modernization of existing
Taws: or {6} integrating women into the
recipient country's national economy.

d. FEBAA Sec. 281(b). Descrite extent to N/a
which program recognizes the particular

needs, desfres, and capacities of the

people of the country; utiiizes the

country's Intellectual resourges to

encourage institutional deveiopment; and

supports civic education and training in

skil1ls required for effective participa-

tion in governmental and political

processes essential to seif-government.

e, FAﬁfSec. 201(b}{2}~{4)
Sec. 201{e): Sec. 211(a}(1 .
Does the activity give reasonabie prem1se
of contributing to the development of
economic resocurces, or to the increase of
productive capacities and self-sustaining
economic growth; or of educational or
other institutions directed toward sociai
progress? Is it related to and coasistent
with other deve!opment activities, and
will it contrxbute realizable long-
range chjectives?

f. FAA Sec. 201{bj{6); Sec. 211{3}(5}, N/n
{6). information and concliusion on

possinie effects of the assistance on U.S.

economy, with special reference to areas

of substantial iabor surplus, and extent

to which 4.5, commedities and assistance

are furnished in a manner consistent with

improving or safeguarding the U.S.

balance-of-payments position.

N/A

3. Nonproject Criteria for Development
Essistance {ioans cnlyj

a. FRA Sec. 201{b}{1). Infermation and N/&
concTusien on avaiiability of financing

from other fres-world sources, including

private sources within the United States.




Fu

FAR Sec. E01{b}. Information and con-
ciusion on how assistance will encourage
U.5. private trade and Investment abroad
and entourage private U.S. sarticipation
in foreign assistance programs {including
use of private trade channels and the
services of U5, private enterprise).

FAR Sec. 612(b); Sec €36{h). Describe
steps laken ity assure that, to the

maximum extent pessible, the country is
contributing Tecal curvencies to meet

the cost of contractuel and other services,
and foreign currencies owned by the United
States sre utilized to meet the cost of
contractual and other services,

FRA Sec. 61214). Does the United States
twn excess foreign currency and, .f so,
what arrangements have been mads, for its
refezse?

WOING CRITERIA FOR NONPROJECT ASSISTANCE

7.

Nunproiect Lriteria for Security
Suzporting Assistance

a. FARA Sec. B31. How will this assistance
SURPOTLT prosote economic or poiitical
si2bility? Is the country among the 12
ctuniries in which Supgerting Assistance
mzy be provided in this fiscal year?

wenproiect Criteria for Development
feeistance

&. FAA Sec. 18Z{c); Sec. 1il: Sec. 281a.
Extent to wnich activity wiil (1] effec-
tively involve the poor in development, by
extencing access to economy at local level,
increzsing izbor-iniensive production,
spreading invesimeni out from cities to
sm21l towns and rural arszas; and {2) help
dzveiop cogperalives, assist rural and
urbsn poor to help themselves toward
terter life, end otherwise encourage
de-zcratic private and local government
institutions?

b, TFib Sep. 103, 1034, 104, 105, 105,
187, It essistence being made availabie:
Tincluce only applicedie pzragraph --
£.0., 2, b, etc. -- which corresponds

wc scurces of funds used. If more than
cre Tund source is used for assistance,
irclude relevant paragraph for each fund
source. ]

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

N/A

The U.S. does not own excess foreign
currency.

See PAAD Section IV; N/A

N/R

N/A

>
ng\u

A
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(3

{2}

)

{5)

{103] for agriculture, rural develope
ment or nutrition; i so, extent to
which activity is specificailly designed
te increase sroductivity and income of
rural poor; [TG3A] if for agricuitural
research, is full account taken of
needs of small farmers:

[1047 for pepuiaticn planning or
healths 1 so, extent to which activity
extends low-gost, integrated delivery
systems to provide health and family
planning services, especially to rural
areas and poor; extent to which assist-
ance gives attention to interrelation-
ship between {A} population growth and
{8} developoent and overall improvement
in 1iving standards in developing
countries., Is activity designed to
build motivation for small familjes in
programs such as education in and out
of school, maternai and child health
services, agriculture productien,

rural development, 2%d assistance to
urban poor?

{105] for education, public administra-
tion, or human resources deveiopment;
if so, extent to which activity
strengthens nonformal education, makes
formal education more reievant,
especially for rura? familias and

urban poor, or strengthens management
capabiiity of instituticns enabling
the poor %c participate in develooment;

(1061 for technical assistance, energy,
research, reconstruction, and selected
development problems; if so, extent
activity is:

(a) to help alleviate energy problem;

{p} reconstruction after natural or
manmade disaster;

{¢} For special development probiem,
and to enable proper utilization of
earlder U.5. infrastructure, etc.,
assistance;

{d} for programs of urban development,
especially small labor-intensive
enterprises, marketing systems, and
financial or other institutions to
nrelp urban pocr participate in
economic and social development.

{1077 by grants for cosrdinated pri-
vate effort to develop and disseninate
intermediate technologies apzropriate
for developing countries.

NSA

N/A

R/A

N/2

N/A




3. FAA Sec. 201{b}(2): 20i{d). N/A
Information and conclusion on (1) capac-

ity of the country 0 repzy the lean,

including reasonableness of repayment

prospects, and {Z) reasonableness and

Tegality {under laws of country and

United States) of Tending and relending

terms of the lean.

c. FAA Sec, 201{e}. If Voan is not made N/A
pursuant to a multilateral plan, and the

amount of the 1oan exceeds $7100,000, has

country submitted ¢o AID an 2pplicatien

for such funds together with assyrances

to indicate that funds will be used in an
economically and technically sound manner?

d. FAA See. 202{a). Total amount of N/A

money under (oan which is going directly
to private enterprise, is going to
intermediate credit institutions or other
barrgwers for use by private enterorise,
is teing used to finance imports from
privete sources, or is otherwise being
used io finance procurements from private

sources?
Additional Crizeria for Alljance for Title VI of the FAA was
Progress repealed in 1978,

[Note: Aliiance for Progress assistance
should add the following two items to a
nonproject checklist.]

a. FAA Sec. 251{5)}(1)-{8), Does
assistance take into account principles
of the Act of Bogotz and Charter of Punta
del Este; and to what extent will the
activity contribute to the eccnomic or
pelitical integration of Latin America?

b. FAA Sec. 251(b)}(8): 251(h). Fer loans,
has there been taken into account the
effort made by recipient maticn to repa-
triate capital invested in othar countries
by their own citizens? Is loan consistent
with the findings and recommendations of
the Inter-American Committee for the
Alliance for Progress {now "CEPCIES," the
Permanent Executive Committee of the 0AS)
in its a2nnual review of national
development activities?




