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I. TNTRODUCTIUN

This report provides three approaches to the search for new
export opporitunities for Costa Rica,

L. The first is a selection of product opportunities
based on comparative advantaqge of labor cost and freight cost in
comparison with 21 otLher Suppliers of labor intensive products to
the United States under Arlicles 80G/807 of the U.S. Tariff.

‘ 2. The sccond is a Tisting of supplier countries of 177
current high-tarift U.S. juposts which will enter under vero
tariff only from ~gy berneficiary countries. These were sclected
by us in an carlinor study. Our data show customns value, duty,
and freight costs against which Costa Rican costs cun be
conpared,

3. The third is a sourcing study of about 30
Agricultural prodnc: groups which can be produced in Costa Rica
to show U,5, iwports in 1982 {tom all sourcos by country, and by
district of aniading in the U, and costs of freight and
insvrance, duty, FAS price andé calculaled landed price, The
latter work is to be used as an inpuc into a major study by CINDE
of new opportunilics Cor cHXports of these agricnltural products.,

1. COMPETITIVE ANALYSIS OF d30¢c/807 TRADEH

Volume I of this report presents the resules of our
analysis of Costa Rica in competition with 21 otier leading
devcloping countrics as a supplier of labor-intensive goods to
the United States,

The ohiective was Uo £ind croducts/prodact qroups in which
Costa Rica has an apparent advantadge over the others with respect
to its overall labhor cost and transport cost Lo the U.S. market,
to estimate Lhe macnitule of the advantage, and to show the
relative size of cach narket oppartonity,

e uscd the catabase of The Plagotaff Insticute under
suhcontract Lo sunply comparisons of labor and Lransport cost for
praoducts entering the U.S. under articlas S06/807 of the U,S.
Taritf tvom the conveting nations as described in the Statement
of Wwork (Appendix 1),
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The work was carried DUt at Fluagstaflf during
septenber-tovenbor, PO33. Our field report of September Y, 1983
contains the information Peduested inorhe Statement of Work aboul
avarlability and roontal Costs of factory cpace in Cosla Rica, We
attempied teo learn “i,n Tdentitios of tho Costa Rican {irmns with
apparent. crcogs Carccily deseribed g Ourecarlicer report of July
12, 1983 to ROCAP/LAC /DR uncior Contract nNo, LAC-0619-C-00-3042~00
but were iniornea D ROCAR that ECOAGHO, the firm wnich provided
the list, had agrecd nol Lo tidentity respondents in its original
agreement wilth UsSatn, Accordingly we could not Lake inLto account
tLhe POssibility that some of these {irms might be able to export
1f given linited cechnical assistanco,

2, U.S. HIGH=TADRTFF OPPORTUNITIES UNDER Ty CBI

Volume IT presents a printout of the computer analysis of
U.S. inmport gata tapes for 108y shoving the relative amounts
imported {ron Source countries and the cstimated FAS price per
Eound of product as well as freiqght, insurance, and duty paid by
each,  The 177 product droups were selected from a ilsting of all
products ontering the oS0 in 1922 with offective ad valoren
tariffs of 162 or dwere, Dutvahle value of these Laports totalled
52151 wmildlian in L9822, The critoria ror cselection were as
follows:

ALY goods cucluded by CBI legislation wore exciuded,

. All goads currently entering the U.S. under ggp were

excluded on the basis hat they could be provided by

nany othor LDC's ab zoro aniy,

3. All nigh cecanology qonds typically nroduced in
advanced nations, such as dvestuff{s snd stainless
steels, which apnear Lo bo bevond the reach of
CBI countrics at bresont vere excluded,

4, The Ceiteining 177 qroups ar o those which only CBI

countrics will be anle to supply at zero duty,

Thezse are not too complex nor capital-hungry flor

CBI production and have individual import volumes

above 51 willion per year,

e

3. SELECTED AGRTZILTIRAL PRODUCTS

Volume I'iL contairs the brintouit of source countries and
districts of unlading in the U,8. {¢. (Lo major aygricultural
broducts seleatod for Tucther study by CINDRE,



IT. SUMMARY

Seme 143 product groups (as defined by 7-digit TSUSA number)
show an overall positive margin for labor cost and freight in
favor of Costa Rica in comparison to 2] conpaeting Developing
Countrics in serving Lhe 4, 5. macket for 806/307 imports in 1982
according to Lhe computer od01 developed by The Flagstaff
Institute,

About 87 of thesoe product opportunities lie in the general

fields of electrical and elout[onic Joods,  Apparel accounts for

27; WQCCNCS/CJOCKS/iHStYUMVHtS, 110 games/dnlls/toys, 8;

transport cquUiprient, 7. and fOLtwﬂJY/luvfa<c/uunHia<u/ ackets, 5,
l i i ’

Costa Rica alrcad: nartx(Juqfn° in 26 of the categories,
Y J

Witthin t+
0.34% (58 mi:
countrics in

1 opportunity qgroup, Costa Rica accounted for about
icn) of total value added by the 22 competiag
1282 of $24%6 million,

T is evident that Costa Riea competes most stronglv with
the newly induscrialized countries of Asia for the U.S, 80G6/807
market wmong the 143 product opportunities. Dpdutiable value for
Taiwan, leong heng, Korea, Malaysia, and S5ingapore totalled $1577
million, or 64" of totail U.S. imports of the opportunity group,
The overall net margins in favor of Cosita Rica are $10 per pound
or morc, end the total MaLgin as per cent of dutiablo value ig5 in
the range of 159 - 502 vhich indicates that a significant share
of dutiable valuc can be accounted for hy tLhe Costa Rican
advantage

The data show, hewever, that Costa Rica faces competition in
the future from smaller and lower-cost LDC's in the Caribhean
Beésin where its overall net margin is negative. Also, the
larger, hut less developed, Asian countries, sinch as the
Philippines, Thailand, and Indonesia, can provide competition in
the future if thojr present advantage helds as they grow in
eXporey,

Furtiner analvsis of the data indicates that about $) .6
Lllien of proesant Costa Kica value~adﬁed under 806/807 is
vulicrable bocavse of hiaghcr costs tnan compelting countries. The
41 products are mostly in tho a}pu ) category, although
mocassins, artificial bai! and flice, and nounted piezoelectric
crysials are also includen. (See details in Appendix 3),



(8]

Our analysis of Sensitivity of 306/307 trade to Costa Rican
entry-level yagog 5hovs that the L9332 waqge of uss 9.7 per hour
actunaliy worked ineluding a) fringe benefits permitted access to
about 604 of e oS0 total markot for dutiable valye from all
LDC . Reduction to SO0 wonuld allow access to 75%, while
Incroaces Lo SULHO A 1,10 would reduce Costg Rica!' advantage
Lo 34d% and 26% of the market . phe bosirtion of Costa 2jcq in cach
Case 1n 623 induery categories (out of the 120 ecxamined) is

shown,
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ITT. APPROACH

Convnntually, our-approach is to use the highly detailed
Import statislics of the United Statos under Articles B806/807 to
pProvide a measure of Lho relative competitive vositions of
varions doveloning countrios Lor some 3000 pProduct groups.  This
15 an extension ol reqular work of The rlagstaff Institute to
measure coupotition ona Less peveloped Countrios (LDC's) to
sapply 1ator Inputs under Tariff Articles 806/807 and Gsp as
shown by the recent article in its Journal (Appendiz 2).

AL MEasupIng i MARGTH

We oxamin. soapelition by 7-digit product group (TSUSA),
d-digit ixuw,try qroau (s1c), J~d1q3t trade qroup (FITC), and by
country, nv>r~ms‘nq Liie competition in terms of the cost of
adding value in COUNTRY X compared to the cost of adding value in
Costa Rica, YAlling into account the actual fre ight costs, we then
dercjiva a foxa] Hargin for lahor ang freight differences in
dollars per pound of product delivered to Chicago, U.4.A,

B, SELRCTING OPPORTUNITIES

This providos an array ol products with positive and
negative narainsg.,  Thouse Wwith a positive margin for Costa Rica
and value added under 806/807 totalling more than a miilion
dollars in 1547 from o all supplicrs are rated as "opportunitiez®,
(A million “ollirs of value added Per year represents an
Coportunity or qbhont I00-200 Jobs depending on Lhe product), In
the sense thot the Labor/Treignt cost factor appears fevarabhle
they are, Lndood, onportnniticy - - 2specially whon compared Lo
ibens wibh Hl“i’ivv narging., But further antlysis and res search
nust he done ¢ determine Lhe cxtent to which funds for pronotion
are to be coamilted to ¢ach oppartunity,
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C. SENSITIVIUTY T0O CHANGES IN FHTRY-LEVEL WAGES

Leaving the entry-level vasges of the 21 competing countries
constant, we vary the Costa Rican entry-loevel waqe in Lhe
computer above and below its bresent cost ob USS0,76 per hour
actually worked including all fringe benefits., The levels chosen
were 50,50, 0,70, 0,90, and S1.10 par hour, (See Tables 3 and
3AL)

Analysis ol the impact of such wage chanaes by major product
group providen a measure of the sonsitivity of each group Lo such
changes and ie useful in deteruining promotion strategy, For
those product groups in which Costa Rica might compecte wilh the
other develaoninag countrics, the potential moarket share of the
total U.S. narket is shown al ean) waqge level -- using the total
value added abroad undor 806/507 by all developing countries in
1982 a5 100%.,

D, PRESEHTATION

The usefulness of the information derived from the above is
twofold: First, there is Lhe value of an overall susmary which
can help in tue general pranning for development, Sccond, there
is a ayriad of nroduoct dotail presented in accompanying tables
which can boe used in the practical everyday carrying out of
promotion,

We o have attrppted to prosent a useful surmary for planning
purposcs while not Ignoring the doarece of cxplanavory detail
regquired for cleor understanding of how to use the Lables. cach
set ol tabies 15 prefaced by a chart cxplaining the layout,
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IV. FINDINGS

T e e e e e e

A, FAVORARLE HARGIH PRODDCTSG UNDER B06/807

About 143 Psuga Product qroups show 4 net positive margin
for labor and transport costg Lavoring costa Rica at its current
entry-leve] wige of USS 0,76 per hour actually worked including
all frinqe benatfits, Details of tho competition for ecach product
Among tno 2] lems~doveloped countrijves (LdC'g) included in our
analysis are foundg in Appondiy 1r,

In developing the list, we used the following definitions.

Major Opportunity - Posivive Marqgin Product with more
than $1 million of Dutiable vzluc (value added) hy
all compoeti ng LhC's,

Minor Opportunity - Positive Maragin Product with less
than $1 million of DLV by all competing LpC's,

Hinor Problen - Negative Margin Product of less than
1 million of py by all competing LDC's, or of
negligibie barticipation Dy Costa Rica in
1982,

Significant Froblem - Neqative Margin Product of over
1 million of pv by all competing LDC's, with
harticipation by Costa Rica in 1982,

Details of the competitive position of Costa Rica with
respecl to Miaor OppOLtunitios, Minor Problems, and Problems are
providoed in Appoendiv 3.

Aosunnary of the overall Costa Rican Position is shown in
Table 1,



—.._._.........__.........._....._—._..._-_....-._..._-_-_._.—_.........._....._......._.._....__..—._._—...

TYPE COSTA RICA 21 COMPETING LNDC'S TOTALS
HAJOR OPPORTUNITIES 8 ’ , 2448 2456
HINOR OPPORTUNITIRS 2 53 55
HINOR PROBLENS 1 11 12
SIGUIRICANT PROBLENS <1l 10 10
UNCLASSIFIED . 1011 1011

SUBTOTAL 12 3532 3544
OTHER LDhC's 442 442

TOTAL ALL LDC'S 12 3974 3986
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COUNTRY

1. Barbadogs
2, Belize
3. Brazil
4, Taiwan

Lol B GUREN B O'S
e e e

FOR COSTA

Colombia

Dominican Rep,

Guabemala
Hairi
Hong Kong
Honduras
Indonesia
Jamaica
horea
Malaysia
Mewien
Panama

Philippines

St, Lucia
Bl Salvador
Singapore
Thailand

DUTIARBLE
VALUE, 1982
S MILLION

N
) ) W — ™o
DU LWL | »

(9%
D

w
[o) W @)

144
428
436

23¢€
31

402
34

OVERALL
NET MARGIN
S/POUND

15,61

(4.84)

22.89
0.23

0.80

(1.32)

216,49

(2.81)
(49.25)
.26
.52
.78
.68

W ~Jwr

(3.62)
(0.24)
- 3.49
33.07
(2.76)

11

APPROXIMATE
MARGIN AS
OF DV MARGIN

%
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E. SENSITIVITY TO INCREASES TN THE ENTRY-LEVEL WAGE

Table 3 shows {or each selected level of Costa Rican
entrv-level wage, 15 neasured in U.S. Dollars per hour actually
worked including il Lringe honefits, the available market share
of U.S. 3006/407 imports from all (not jus: the 21) LDC's in 1982.

Markolts are deflined as ranages of TSUSA numbors representing
broad product groups.  Wages of USS0.56G, 0.70, 0.90, and $1.10
per hour arc usea,  The current entry-level wage s USSO.76 per
hour worked including [ringes (see Table 3A),

The Dutiable vValue in each case is that for which Costa Rica
has a total pogitive margin basced on labor and freight cost over

.

the rest of Lhe LDC's for 606/307 goods delivered to Chicaqgo,
EXANMPLLE

Comparc the high sensitivity to wage changes of
C3USA 3760000 - 3779999 -~ Garters, Susnenders, and Body Support
Garments (Bragsieres) -- which drops from an 80% market share at
50,70 per hour wage to 30,49 share at $0.90 per hour with the low
sensitivity of TSUSA 6760000 - §779999 —— Office Machines —-
which drone from 98,5%% market chare at $0.50 por hour wage to 66%
chare at $1.10 per hour.,
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vV ATTRACTING NEW HIGH TARIFF PRODUCTS
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THE SITUATION

Current draft CBI legislation calls for the elimination of
all tariffs on U.5. imports from benericiary countries of those items
nct exciuded by .the legislation itsel{. <ertain nontraditional
exports currently entering the U.S., from other countries under high
tariffs might be produced efficiently in CB countries, especially
given the extra margin created by elimin=ting the tariff.

ANALYSIS

U.S. import data for 1982 show that about $21 Rillion of
~itron=aollar hign tariff goods with duties charged at 10% ad valorem
qui.alent or more entered from all sources during the vear. A
preakdown of entries by major product area is shown in Table 4,

Our analysis of this list was based on the following:

1. Eliminate all goods excluded by CBI legislation
-including goods under quotas.

2. Eliminate all goods currently entering under the

GSP program at zero duty rate, The argument for this
is that other countries w.ll continue to supply tas
U.S. market with GSP goods in competiton with CB
countrlies, hence the cpportunity preovi.led by tariff
eliminaticn vill pot be as great. A second argument

is that GS? opportunities *have been around sirce 1974,
and if goods are not already supplied from CB countries
under GSP, there may be good competitive reascns.

3. Fliminate all high technolegy goods requiriag
complex or capital-intensive integrated industries for
successful operation, Ia this way, we eliminated
organic chemical intermediates, dyestuffs, alloy steel,
complex metal products such as ball bearings, and
motor vehicles -- all of which appear bevond the reach
of Central America at this time. This is not to say
that there will not be opportunities in these items,
only that it is unlikely that funds invested in the
attraction cf these industries will be productive in*
the short term. '
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