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CDSS SUPPLEMENT

Part I: Irtroduction

USATD/Costa Rica's approved FY 1984 Country Development
Strategy Statement (CDSS) proposed a multi-element assistance strategy
to help stabilize amd reestablish the bases for liwg-term, broadly-based
dynamic growth in the Costa Rican economy Aﬁhievanent of this goal
reqﬁires that we move simultanecusly in a rmmber of different areas
which are responsive tcs the Mission's major strategic cobjectives. Throse
objectives include: (1} economic stabilization and re;:ovefy; (2)
strengthening of the fiz_uancial syster; (3) promoting exports and
investment; (4) improving  economic policy makng ard peblic
adninistration; amd | (5) improving coordination betwedn the public and

private sectars..

.’Ihe purpose of this CDSS Supplement is to elalorate further on
the means for delivering U.S. economic assistance to Costa Rica to
achieve the USAID's strategic cbjectives., As wiil be seen in Atta_éhment:
1, UsSAID's inwolvement in the BAgency's priority areas intensifies

significantly durirg the plamning pericd.
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Part II of this paper relates the Agency's priority areas to
USAID/CR's proposed program - interventions for attairment of its
objectives, Beéause the priority areas are inter-related and mutually
reirforcing, we believe that, when working together with the appropriate
mix and level of resources, they will function as a powerful motor for
Ccsta Rica's recovery .and development. At.ta‘c}ment 3 discﬁsses

irplications of USAID/CR's strategy and levels of assistance on staffing

- requirements.

PART II: The Mission Strategy

- Policy Reform

1. The MHeed for Policy Change: The structural nature

of Costa Rica's economic crisis has been fully documented in the FY 1984
I

CCSS, the (BI Implementation Plan and two recent PAAL's. Summarizing,

after several years of mismanagement, Costa Rica's econcmy buckled under

rhe welight of a fage et lic sector defizii Corour frcernel debt

cand a swudden,  adverse shift in the terms of trade. Decreased

production, precipitous devaluations, high iz}flation and unemployment
followed in tandem as the GDP plummeted. In previous years, the economy
had been buoyed up by a series of instruments de'signéd to bfirg in
investments, foreign financing and raw materials and to wérd off
imports. Imdustry amd the tax lLase expanded. And, in response to ever

incremsing demands for infrastructure, social services, and employment,
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the . puhlic sector grew like topsy. For two decades these policies
brought economic growth and social progress. Now, afier three years of
economic inétability and stagnation, ta Rica_ finds itself unable to
service its huge foreigh debt. Moreover, Costa Rica, with lﬁfge fisc_:al
deficits, an oversized, expensive and mscle bound public sector,
inefficient state owned banks ard industries, amd an imlustrial sector
which is overprotected and mostly ron—cmpetii:ive on the world market.
is mi-ed in an ambiguous policy environment which_ does not nurture
esxperts and  foreign investgzent. Finzlly, Josta Rica has lost the '
confidence of the international trade and banking commmnities. ‘Therein
lie both the structural problems and the disequilibria which threater. o

transform the economic ¢risis in Josta Rica into political troubles.

Over the next five to ten years, the_ industrial
sector will have to be converted from one excessively' protected by high
effective rates of tariffs, quotas and other mn-e;:onomic facilities
in‘.:o. an efficient, exyort-ﬂfiented business. Such a transition will
recuire cubstantial o onew invg:zstjr.ent. --f”b'-ﬁ'vuffl\é faw  nwestors  are
willing to comnit rescurces in an wmstable economic enviromment in which
tte cards are seen by mary to be stacked against the private sector. In
the shoft—term, therefore, the hidhest priorit:ies are to: a} bring about
_ecorbmic stahility vhile sha:ing the attendant sacrifices in ways which
protect these on the lower rungs of the economic ladder, and b) renew

the zonfidence of private sector entrepreneurs and investors.
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2. Mission Goals in Policy Reform: Over the five year

period covered by the (DSS, the Mission has formulated three major
inter~related goals which, if achieved, will allow the Mission to phase
cut its balarce of payments program and shift emphasis  to ldrg—term :
development before the end of the planning period. These are:,

o Tc  help reestablish dynamic growth ard

developre st in the Costa Rican economys;
o To w3sist recrient the ecoromy from its present
irdustrial import stbstitution bias to one in which industry contributes

tc export-led growthy; argd,

© To assist in the short term in brirging about

ecoromic stabilization and recovery which is the .sine qua rmon of

continued political, economic and social stability in Costa Rica.

- Polic, Lnalugue Uraice sy & Planned Efforts

a. Reirforcing the IMF Dialogue: Since the

reparation of the (DSS, President Morge's 2Adrministration, with IMF
assistarce,' has urdertaken an austere Eoonomic Stabilization and
Recovery Program.  The Mission has corditicned its Economic Support Fund
programs upon the execution of the GOCR/IMF Standby Arrangement and upon

the adherence to its targets. During the planning pericd, the Mission
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expects to conclude four ‘additional ESF programs which will pro_vide
badly needed foreign exchange to import raw materials, intermediate
goxds and spare parts. Local owrrency generated from these prograns
will, to the maximm extent practicable, be dﬁimeled to the private
sector to help meet working capital requirements and take advantage of
cpzcrtunities  to  increase  export | production  and  cmployment.
Maditionally, through a I[A project, the Mission proposes to assist the
GXR with tecdmnical assistance ard cther resources required to undertake
eo’;snomi‘: policy studies, improve the export and investment enviror.ment,
as well .as to inc:reése gox}ernment revenues and prodix:tivity ard to

‘decrease exmerditures through appropriate administrative reforms.

b. Strergthening the Fimancial System: Reaching

the private sector's needs more effectively requires, as one of the.
first priorities, a reliable, market-orientéd banking and financial

i .
sector. 'Ihe_Mission has engaged in policy dialogue on this issue to the
point that the GXXCR has agreed, as a condition precedent to disbursement
of ESF Furdc:; hevond March 1983, ro sronsor a legislative proposal which
world ailow private.lcanks to participate in all Central Bank (BCCR)
credit lines. Lines of credit from the BCCR are .currently rést.ricted to
the state owned commercial barks of the Naticnél Ranking System. USAID
will continue the thrust to stremgthen the private sector barks t'm'ough
intensive policy dieslogue and the wuse of ESF lecal  currercy
generations. The Mission also plans to use DA funds in FY 1985 and 1986

as the implementation of policies pave the way for a more productive
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private bhanking sector which, in turn, will increase export levels and

emgloyment opportunities.

c. Export and Investment Promotion: The Missic:

through its continuing policy dialogue, has been irs:nmént?l in the
GOCR's creation of the Office of Minister-Counselor for Fxports amd
Investment. This new office began operations on March 14, 1983,
Mission strategy is to provide assistance to the Minister to help
ciepare and  implement  an export praomotion and investment strategy.
Tentatively we pian to func: a local currercy grant of $2-3 million from
ESF local currerxy generations to finance a foreign trade developmént
efiort which wi_ll include a Cre-Stop Investment ard Export Promotion

Center, and assistance for Free Zone Development.

The Costa Rican Goalition for bevelqment
;

Initiatives (CINDE), which was also conceptualized anl initiated with
Mission assistarce, fepresents ancther important institutional
devalopment TN mroy dmg pratucers,s -ﬂ.:{gortcrs ane - investors with
ESF/CRI local»cwrerﬁy grant funds for feasibility anslyses, trainirg,
tecinical assistarnce and other "start up" costs .for new and expanded
cperaticns in Costa Rica. The Mission strat:egy calls for continuimg
‘support to CINDE, as required, through ESF local cufrehcy generations

for the full CDSS period.
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d. Improved Policy Formulation and Administrative

Reform: Toae Title I program has been used very effectively in the -
dialogue on agricultvral pricing policy. The last agreement contzined
self help measures wnich required freeing up the prices on hasic
.grains. This strategy was completely successful as prices ,fof basic
grains are now above world market prices. Presently, there are almost
no pricing disinceniives to increased agricultural produc:ion. Internal
consunption quotas do exist, on a series of products.; so that prices -
couid beccme a preblem. Over the long term,. the Mission's strategy is
to be watchful  for new opportunities to eliminate pricing amd
urvarranted quota  constraints whenever they may arise to irhibit
production.  In the agric’ultﬁral area USAID strategy row is to support
analyses of technical amd other existing or potential constraints to
production.

Arong other GOCR rol'cies which the Mission
seeg és most desirable are a commitment to a reduced public sector role
LT T S ' n"_r.ei-:e:w.e.mce of an exchange regime faoradle (o
exports, the reduction of export guotas and controls, decreasing
ircentives for"import substitution industries, ard a bréader carmi tment
to free markeﬁs in general in order to fostef more efficient resource |
allocation. A set of policies designed to foster greater internal
capital formation ard fiscal and other policies which have this aim are

al=o needed.
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Some of the above policy prescriptions will not
cane naturally to the GOCR, and it is 1likely that they will only be

partially attained. They are not totally compatible with those of the

PLLirg Liberacién Nacional party which, even though it has good
relations with the established industrial sector, is, after all, a
social democratic party. More furdamentally, however, through our
policy discni’ss.ions with them, the Mission has came to the conclusion
that rany high-level GOCR policymakers do 1ot share our view that the
basic causes of the (osta Rican economic crisis are structural. Rather,

they telieve, the causes are conjunctural. Many view the crisis as the

result of the comirg together of a very unfavorable shift in the terms

of

trade compounded by bad economic management of the outgoing Carazo
AMministration (the facts partially support this view); Costa Rica has
ha¢ to come through three other external adjustmehts' withi.n the last-
twenty vears. The policy tools traditionally us;:d to make the
adjustments have heen (1) multiple exchange rates and (2) public sector
austeritv. These tcols have been resorted to once ag:in by the Preaant

adrinistration, some of whose policymakers are not convinced that this

crisis differs furdamentally from those of the recent past.

This GOCR administration like that of nost
‘democratic countries has policy concerns which may not be totally
comoatible., We are convinced that a deep commitment exists within the
GOCR to the reestablishing of economic stability. There ié also a clear

desire ‘to produce more and export more, but insufficient attention is
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‘teing given on how to achieve the latter. Similarly, although greater
foreign private investmént is also welcamed, it is not being as actively
pursued as it ‘should be. There is an appreciation of the reguirement
for even greater econcmic sacrifice; however, concern about equity in
e distribution of that sacrifice is also very muwh present and that
ooncern often apoears to policymakers to conflict with the need to give
greater incentives to production ard export. It will be very difficult,
for example, given high rates of unemployment, for the GICR to lower the
nigh levels of protection that Costa Rica‘s inefficient import

substitution oriented industrial sector enjovs. Yet, if exports are to

éi-:pa:'.-a, imMlustrialists must find it as profitable to pfoduce for export

as for the interral market. Greater competitiorn would also enooirage

the development of the greater efficiercy and higher quality that are

required to éxport successfully.

¥
t

In summary, in democratic Costa Rica it is
difficult to form and abide by consistent, cocherent ecoromic policies,
cavacially molicies vhich reaquire widosproad - ’ © We must be
wjllihg tc accept certain contradictions, slowness, and policymaking
clumsiress -—all irherer. in the democratic process. We believe that

tte objective factors ocoerating in the Costa Rican situation will make

irmossible an expanded public sector role in the ~~onomy and that the

desire for ecoromic stability and the basic pragmatism of Liberacidn

Nacional will prevail over its tendercy to try to £ind public sector

sclutions to all problems. It is ot reasonable, however, to expect
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Lileracién Macional to lovingly embrace "the magic of the marketplace."

Still, Costa Rica offers an enviromment t‘nat is basically hospitable ‘to
privete initiative and with careful placement and skillful conditioning
of AID resources, as well as an ongoirg polic_:y dialogue, a potential
exists o énharx:e that environment and to aid the transition of Costa

Rica into the first werld, that of free, developed nations.

4. R.esoprc:es: During the pericd FY 1984 to 1989, the
Mizmsion estimates tﬁat a total of $20 mitlion ir L‘A,. $100 millien in PL
tl.étl Title t, $40 miliion in HIG, and $450 miliion in Fcoromic Support
Furds will be required to achieve ﬂ'lé goals described above., If other
doror irputs are not as generous or as forthooming as we expect or if
the turmoil in Central Amériga increases further, thén greater amounts
of ESF may well be reguired. In amny event, because of Cosfa Rica's debt
prcblems, the Mission will soon commission an aralysis, for AID/W

: i .

review, which we expect will lay the basis for a policy decision that to
tre greatest extent possible ESF shculd be provided on-a grant basis ard

that terms for PLOARO ghet' 2 Y —adured.

B. Private Sector Development

1. The Need for Revitalization of the Private Sector:

The Mission's CBI Implementation Plan for Private Sector Development for

Costa Rica, FY 1982-1984, =along with the AID/W-financed Costa Rica

Private Sector Study and other analyses have provided USAID with a hasic
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urder standirg of the condition of the (psta Rican p i1vate sector, the
rc:ot.s and aonseqﬁences of its problems, the relationsiiips between public
licies and‘ private productivity ard future private sector prospects.

Briefly, the private sector iy Costa Rica is faced
with a limited damestic market, regional politicai instability amd heavy
protecticnism within an ill—ftmctioning Central American Common Market
(CAM)., taving exhausted the potential benefits of import substitution
policies, the country must s2ek to proaduce for and successfully enter

extra-regional export rmarkets if growth is “o resume.

Tack of timely and adequate credit, both in foreign
excharge and local cwrrercy, has constrained private sector activity in
Costa Rica for a number of years. Tnhis, of cowrse, is inextricably
related to GOCR éolicies whicdn: (1) support 2 goverrment roncpoly  on
most banking activity; (2) administer prices rather then allowing them
to be determined by product, factor, and financial markets; (3) motilize
savings for public sector consunptic;n. while keepina interest rates too
low, thus sta;rving the private sector of credit,-. ard  (4) accomodate
eschange rate systems, export quotas, taxes and onerous bureaucratic
controls in ways which lead to widespread ' inefficiency and inhibit

investment in new export ventures.

In addition to the above, the experience with the

protected CAM has left Costa Rican industry seriously handicapped in
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xcmpetitive markets. While professiocnal managérial talent is an cbvicus
asset in Costa Rica, specialized kmrwledge in areas of production
techniques, export procedures, markets, and firi_ancing is mticeaﬁly

lacking.

2. Cbiectives of the Mission's Private  Sector

Strategy: Based on various assessments and analyses of the Costa Rican
econarry, it 1s our conclasion that current economic problems in Costa

Rica have deep structural rocts. The foregoing has led us to prooose a

strategy for this sector designed:
o To strergthen the private banking sector;

o To expand exports, investments and,

concommitantly, emplaoyment opportunities; ard :

o To create a more favorable environwent for

‘It is clear that thése obiectives canmt be
achieved without significant assistance to the ptmiic 'secfof to better
L‘.:rri‘erstand and irprove its policy-making capability, as well. as more
irect aid for the private sector, selected institution building, and a

significant increase in technology transfers and training.
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3. Ogoing and Planmned IZfforts to Revitalize the

- Private Sector: As discussed atove in Part II.A.3, the Mission has

developed ard is pursuing a conscientious strategyv of "policy dialcgue”
with the GOCR on be¢half of the private sector. The prircipal objective
of this dialogue has been to signal Mission concern over the need to
develop a pubiic sector environment which promte;:s rathesr than inhibits
private enterprise. Thus, the Mission conditioned the Ecorcmic .Support
Furds (ESF) on compliarnce with the IMF 2Agreement which should, if
adrered to, considerably improve the climete for private sector activity
in Costa Rica. USAID has also supported BANEX and COFISA, which are
private sector alternatives ..to__t‘ne state—owned National Banking System.
Additicmally, the local currency generated by recent ESF cash transfers
has been designated for lines of credit to private producers. In_ the
ensuing dialogue, the Central Bank agreed to imdirectly rediscount major
portions of this credit through the private banks. : |

The Mission plans to oontinue th'e_ flow of ESF

resources - aixd the stirenslhenivng »f the Sirancizl system at least thru

FY 1989. New targets of opportunity -—such as the recently created

Cooperative Bank-- will be explored and supported where feasible.

Other major initiatives of the Mission in support of

its private sector strategy through institutional development have been

discussed in Part II.A. Briefly these include:
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a. The oonceptualization, creation and continued
support for the Ministry for Exports and Investments and a One-Stop

Investment and Export Promotion Center.

b. The creation of CINDE for the channeling of
ESF/CBI local currency grant funds to PVO's and cooperatives working in
Costa Rica .o further the CBI objectives; providing privete producers
-ﬁith an effective forum to address important issues facing the public
an¢ private sectors; arnd financing feasibility studies and technical

assistance for new production vertures in Costa Rica.

c. The establishment, *hrough RANEX, of a trading
corparty servirg Costa Rican exporters which will assist them to

péretrate the U.S. market.

d. A program of administrative/technical support
and credit through a $600,000 OPG with the Natiomal Savings and Loan
Cocperative Federation (FEDEXFEDITO)} to strengthen its thirty-two mémber

cocperatives.

.Fir:ally, the Mission plans to continue to support
pv:_ivate ‘sector institutions which carry out more effectively certain
services that had been provided by the public sector. Exanples.. include
the new Family Planniﬁg Self Reliance project., the Private Sect_c&r

Low-Cost Shelter program. arnd rural/agriculture programs.
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Clearly, the creation,. transfer, adaptation,
dissemination and use of technologies that will raise the productivity
of Costa Rican workers, erhance the campetitiveness of products in the
world mrket.,redum costsv to consumers, make imvestments more
profitable, and increase erployment opportunities is r\eeded The

Mission strategy is to concentrate technology transfers in areas which

stpport  private sector development: public sector management,

production techrology ard export management.

Az a start in the public sector management area,. the
Mission has provided consultants to assist the GXCR to understand
current impediments. to investment and export expansion and to develop a
responsive remexdiial strategy. In the near future, it will also provide
assistance to CODESA to divest state owned industries. During FY 1984
and FY 1985, the Mission expects to advance the progress made in these
arzas through the Policy Planning amd Administrative Improvement (PPAI)

project.

The Mission's strategy also.oontemplates encouraging
proaduction  techrnology trénéfers to the private sector through such
programs as the Chamber of Commerce "Twinning" ?effort, the Internaticonal
Executive Service Corps and Peace Corps. CINDE will serve as a funding
pechanism for many of these efforts. Furthermore, by assisting in. the
development of vthe Ministry for Exports and Investment, the Mission
expects to generate demand for new techmology, some of which should be.

imported from the U.S. A fully operational BANEX trading company is
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expééted to help stimulate demand for new techrologies in the preduction
for non-traditional goods'. destined for the U.S. market. In addition, a
training program fof professors cf selected university faculties will
strengthen academic program areas which can contribute to the
develcpment of an indigenous research ard techrology develcpment
capabiiity. Finally, USATID expects to increise training opportunities
for local entrepreneurs and their employees.

-

C. Irstitutional Development

1. ‘The Need for Institutional Develcpment: In order to

achieve its overall goals, the Mission needs to support selected orivate
ard public institutions in critical development sectors of Costa Rica.
Or. the public sector side, institutions need to become more
cost-effective in delivering basic services to the public. The Social
Security System (0CSS}, for example, which is responsible for the
provision of health care services, operates inefficiéntly with an annual
deficic of L. waliion cosones. Public ;an!:ities also need to be able to
fcrmulate and implement strategies to increase revenues, dJdecrease
expenses as well as those which eliminate constraints to market and
export—oriented development. Private enterprises need to beccme more.
ccmpetitive in extra-regional markets, 2nd more effective in pushimg for
public macro—econamic policies which impfove the enviro;ment for private’

enterprise.
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2. Ongoing ard Plamned Activities: The cbjectives of
the Mission's program of institutional develcpment activities are: to
strengthen private sector production and financial institutions
especially those facilitating exports and employment opportmﬁties: .‘to
assist the Ministry of Finarnce increase revenues, and the CCSS to
decrease expenditures and became a more effective conduit for provisioﬁ
of social services; and finally to bring together entities in both the
publi\c and private sectors to work toward increasing the well beirg and
prosperity of the citizens of Costa Rica. Stated in ancther way, the‘
Mis;si.cr\l's strategqy is to support institutions which directly or
indlirectly provide the best opportunities to generate more empldyment:,

housing and more effe:tively delivered social services.

a. Public Sector Management: During the planning

pericd, technical assistance and training will be provided through the

Policy .Pia.ming and Administrative Improvement project ‘(PPAI )} as follows:

(1) To CODESA to develop a strategy and

schedule for divestiture of state owned industries,
(2) To the Ministry of Finance to:
o Reorganize the Tax Collection

Lepartment which will result in ircreased reverues from sales and excise

taxes, and from income and property taxes.
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o Improve the quality of the Tax Audit

Unit which will also result in increased revenues.

0 Increase the productivity of the
Office of Data Processing which should significently reduce operating

costs.

o Upgrade Custcms Office heciouarters
and r2form the tariff structure nomenclature from a regiocnal to a world
wide system which will facilitate trade beyorrd the Central Anerican

Common Market.,

o0 Improve systems in the Valuation Unit
of the customs sarvice which is estimated to increase revenues by over

52 million colones per year. i

(3) To the CCSS, to whom technical assistance
argd training funded under PPAI anxd a health sector loan will be made

available, to:

o Insti*ute a budget system which will

nermi: the analysis and planning required to control expenditures.

¢ Establish a collections department to

increase revenues from collection of payroll deductions as authorized by
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Costa Riczn law.

© Install a hospital cost accounting

system to increase efficiency of the hospital system.

L4

) o Design and implement a supplies

menagenent  system to improve plannirg, management and control of

medicines and other supplies and equipment.

(4) Public 2Agriculture Institutions: in

recent vyears USAID's institutional development assistarce to the
agriculture sector, a cornerstone of the Costa Rican cconcmy employing
30% of the labor force and producing 60% of the foreign exchange, has
been  directed .prima'rily to public sector management. Sowe fairly
saghisticated instituﬁions have emerged in the proc&ss}. USAID stratégy
therefore is to shift emphasis to the private sector while remaining
aﬁt:entive to possibilities to improve management of grain storage
facilities through PL 480 and ESF local currerncv aererations, and té_
imrove the Ministry of Agriculture's capability in agricultural policy

analysis and formulation through the DA program.

ATV
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b. Private Sector Institutions

(1) Agriculture: USAID's strategy is to
chanrnel increasing amounts of support from ESF and PL 480 local currency
geﬁerations, as well as Development Assistance for c:onsu]'.tants and
training to beef uvp the follmirx; privaté sector agriculture

institutions:

{a) The nrewly Ifowxed Cooperative Bank

through:

o training of financial amalysts
to staff a Credit Department which will evaluate and facilitate loans to

coxperatives;

¢ develcpment of a lendim
- facility of the local currency equivalent of $5 million for member
cooperatives which will generate hadlo  wedsd  Simis for product’on

inputs and marketing operaticns;

o training of @ staff for a
Co lectiors Control Unit, and Management Reporting Systems Unit which

will enable the Bank to perform its functions more efficiently.
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(b} Individual Cocperatives, throuwgh a

UsSAID funded@ local currency grant to INCAE, will benefit from training
programs in administration and financial management in order to improve
their ability to meke, manage and collect subloans and to assist the
membership in the develcpment of economically ard financially wiable

production and marketing endeavors.

(2) Industry: During the (DSS pericd the
Mission plans to aséist CINDE, an indigencus private woluntary
crganization with a charter to stimulate privace ernterprise, with ESF
doilar and lccal currerncy furds for tecimicﬁal resistance and trainirxg.
The: purpose is to create within CINDE a capanility to assist with
financing feasibility analyses of risk venture projects and market
st'xiies for the private sectaxr. At the same time, CINDE will acquire
the capacity t.o.administer lbcal currency grants to,i inter alia, U.S.
PVO's such as the International Executive Service Corps (IESC) which in
tuwn will provide direct assistarce to firms reeding to resolve
management, pr&:xiuction.or markecirg prc_)b;Lerrrs. 1he development of CINDE
~ as a business and industry oriented local private voluntary organization
is the centerpiece of USAID's institution develepment strategy.

c. Public/Private Sector Coordination: As irdica-

ted iy Part II, the Mission is convinced that a deep commitment exists

within the GOCR to bring about stability and to create corditions whid

YLALL Al

will result in more production and exports. USAID's strategy is te
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cap’itali_ze on its ongoing projects in Housing and the PL 480 program to
develop more rational linkages between the public and private sectors.
The Mission will also support certain new initi_atives such as the Office
of the Minister Counselor for Exports and Investments (which was
conceived by USAID and embraced by the GXR), and assist‘ develcp a
strategy for (DDESA to assume a more appmpri_ate role in the Economic
Re.covery : program. Finally, the Mission expects to examine the
poseinility .—ﬁ:’ supporting science and technolegy institutions with the
potertial to resolve production ard marketing problems or to create new
product or process opportunities for Costa  Rican  industry and
agro—-idiustry. ﬂjerefore during the plannirg period USAID assistance

strategy is to:

(1) Increase the Costa Rican Mational Housing

. : i .
Institute's ability to finance private sector ventures in the °’
construction of more affordable, more quickly produced, low—cost housing

solutions through the Trusirg Cuoarantee Progran and  local currency

generated from Econcmic Support Punds.

(2) Provide technical assistance and training
to increa_sé the Savims and Loan Association's ability to finance low
cost shelter solutions by instituting more appropriate financing

licies, ard developing a capacity to prepare plans and specifications

for lower cost multi units.
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| (3) Purd a Family Plarning Self Reliance
prozect designed to strengthen public sector support of popuiation
procrams and to increase the private sector's capac.jity. to participéte in

conrercial sales of contraceptives.

(4) Attempt, through a new project in Science
and Techrology, to strengt_h:en public and privately fimded technological
inst itutés, and +*o forge strornger linkages with the private sector in
order to assist the latter *o improve praduct _quality,_divei:sify, ard

take more advantage of opportunities especially in export markets.

w

{3} Ass3ist CODESA to transier state owned
industries to the private sector and to ratiomalize the administration

of its operations.

{6) Assist in the establishment of the Office
of the Ministry of FExports and Investment and in the design and

implementation of an Fxport and Investment Strategy through the

provision of short term consultants under the PPAT project.

(7) Aséist the Ministry of Exports and
Investment to create a One Stop Export and Investment Promotion Center
de:signed to streamline the camplicated pracedures reguired o inves;t and
to export products -frém Costa Rica. USAID expects to fund this effort
through a $2-3 million local currerncy grant with supplementary technical

assistance fram the PPAl project.
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D. Research and Technology Transfers _ -

1. The Need for Increased Research amd .Technology
Transfer: The GOCR has already made extensive investments in health,
education, communications and other types of hasic infrastructure which,
if utilized, will contribute to significant and short-term improvements

in national productivity. Because oI the rapidly = deteriorating

corditions in the (bsta Rican econcmy, the GOCR perceives a need to
protect the existing productive base and to explore opportunities in

‘non-traditiomal products with export potential., In both cases there is

a need to analyze technical constraints to more efficient production in
the agricultural and industrizl areas, and to better identify
opportunities in the export markets. Therefore, the Mission's strategy
is to promote ihe creation, transfer, adaptation, dissemimation, and

utilization of more appropriate techrologies and methodologies largely

Lt *
o

g e insoiontiowl developpent mechtand sms  described  in Paru
1I-C. Additicnally, however, USAID plans to support specific analytical

efforts leading to the use of improved technologies.

) 2. Ongoing and Planned Efforts in Technology Transfer:

In the area of agricultural research and technology transfer, the
Mission plans to undertake studies to identify the origin of
agricultural production and productivity constraimts for specific crops
including basic gfains. These studies will permit the Mission to assess

whether the constraints arise from agroromic/climatological corditions,



- 25 -~ _
lack of applicable research results, ard/or deficiencies' in the
agricultural extension system ard to direct future assistance efforts
accordingly. ‘The Mission also needs to carefully evaluate requested and
planied activities which are directed at improving the ressarch and
technology transfer systems such as: the wuse ' of J'.lmlovati;ve
mmicétioras techniques by the Ministry of Agriculture and Livesi-.ock's
extension service under the Northern Zone Infrastructure Develcpment
Proj=ct; and the strengthening of private sector controlled agricultural
prod xers associations to serve as technology transfer mechamsms o)
farmers in the éase of non-traditional export crops. The success 'of
thess analftical efforts may point the way in the outyears for an

expanded involvement in agi'icultural technology/extension activities.

In the area of industrial development, USAID's
strazegy is to utilize the CINDE mechanism (sele' Institutional
Development Part IX-C) to serwe as a conduit to finanre research and
develcoment. Daring the early part of the CDSS period, CINDE should
nrtais the ~7e 0 nd the ':z:_;;edzility to Fusess proponsals from Viui;:;u_ e
egpecially in the areas of ai:propriate praduction technology, quality -
contrrol, product diﬁersificatior_a, “and marketing analyses. CINDE in twrn
will receive and dishurse funds from ESF local. currency generations to
finance feasibility studies where warranted, and provide technical
aésié;tance consultants &rwgh such mechanisms as the Intermational
Executive Service Corps. In time, the industrial sector should benefit

also fror the research and techmology institutes in Costa Rica whose
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te:]ﬁblogical research capabilities are to be upgraded under the
proposed .Scia.anc'e and Techrnology II project. Fqually important from
industry's standpoint is the availability of credit to import te&mlogy
by way of licensing arrangements and purchases = of machinery and
eqiipment, which is being put at their disposal through USRID loan
projeéts to EAbE:(, QOFISA and the private banking sector from ESF local

currercy generations.

In the housing sector the. most wurgent need is for
new techrologies to lower construction costs, The Mission's strategy is
to finance experiments with low-cost, locally available materials amnd
new designs for self-help shelter construction. Technical assistance
will be provided to design ard promot2 new corcepts and financial
instruments to stimilate construction of and demand for low cost
beusing, as a part of the institution milding ocess;described in Part
I1--C. If successful this prbject should have a significant impact on
the reéolutioﬁ of the housing shortage problem, as well as upon the
\i’:.‘g‘-;—er;:-'-_q .con-jition of tne construction industry and attendant

unemployment .

E.  Participant Training

1. The Need for Increased Participant Training: Prior
to the econcmic crisis, the Mission's training activities were limited

to a few gxoject—specific cpportunities. The structural nature of the



- 27 -

crisis has heightened the need for both projectized and nonprojectized
training assistance, with special attention beirg given to private
sector training needs. In carrying out its expanded short-—term_ and
lorg-tem training éro;ram, USAID/CR plans to finance —through loan and
grznt projects, LAC Trainina Initiative allocations and CBT resocurces —
acedemic, para -profess:'.onai, management and on-the-job training fdr both
purliic and private <ector-sponsored participants. The focus of the
glcbal USAID program will be areas important to Costa Rica's economic,
social and technological development, including the private sector,

institutional development, and techrology transfer.

2. bjectives and Planned Efforts in Participant

_'Ila_,'g_a__i_rg: The Mission plans to use the bulk of the CBI resources
earmarked for training for Costa Rica ir ways which support .and
reinforce the economic adjustment  taking placé in industry.
Mon-projectized training will be funded through CINDE to this sector, of-.
which illustrative examples -—both short and long term — inciuvde: (1)
-dm.gemm sKilig training for _p}:ivate producers; (2) technical training
for middle~level production éupervisors; {3) seminars, with particular
emphasis on agroindustry; (4) on-the-job ‘vocational tfain:'mg in
conjuction with private producers/manufacturers; and (5} export
:'éine:gement training for personnel of the trading company created through _
the AID locan to BANEX, as well as for key employees of producers/

mant facturers of non-traditional gocds.
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In addition to the trainiz;g programs for the private
sectoar described abowve, the Mission plans to fimd trainipg programs
which are supportive of the productive private sectors through public
sectaor institutions. One of these will be a training program, using. ESF
resources and funds from the proposed PPAI project, for GDCR persormel
for the develcpnent ard managenent of the new Export and Investment
Ministry and its One-Stop Investment and Export Center. Amother will
continue to be a post-graduate training program, funded through the LAC
Training Initiative .rr_-ject, for uvotr. public ard private Costa Rican
universities in order to create and/or strergthen an institutional
expertise in priority development areas, including .Fx:x:ammics,
International Trade, Industrial Engineerirg, Business Administration,

and Sciernce and ’I-‘echmlogy.

By its very nature. the Mission's training program
will constitute a valuable wvehicle for transferr;rg knowledge and
tachnology which (osta Ricans can apply to the country's productive
processes. Varicus loan-firded trainirgy proarams, throuagh the Natural
Rzsources Conservation I ard II locans ard .the_- Energy grants, for
example, will help increase the country's capacity to manage effe:_:tively
its natural resources and epergy sources. :Othe.r project assistance
{2.g9. the ongoing Science and Technology ioan, the future possible loan
i1 agricultural technology extension) will support activities which link
academic ‘research findings with the producers needing that information._

The strengthening of key university dqsartmnts will also provide the.
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means for technology transfers in years to come. The Mission's
short—term training program, consisting of observation visits,
on-the-job training, specialized seminars and courses, will give
_pric:rity to opportunities which afford both the public and pri§ate

sectors with significant possibilities for tedmolégy transfers,
F. Food Aid

1. The Current Program: The P.L.480 Title I F.ogram.

began in Costa Rica in 1982 with the signing of two Sales Agreements
correspondirrg to Fiscal Years 1982 and 1983 for a total of $37.2
million. In addition to supplementing local production, f::eeting
unsatisfied demand, aml iu@rovirxg the country's food reserves, food
resources (wheat, feedgrains, edible oil and rice) under thic Program
: i

have also contributed towards easing the country's balamce of payments

problems.

The Title I Agreements are being used effectivel_y. in
bri~ging about policy changes through self—help measures directed at
elininating price subsidies ard disiwentives :to production. Likewise_,
local currency generations re financing other self-help measures such
as: a) caéitalizirg the Cooperative Bank to provide cocperatives with a
viabie and corpetitive alternative to the nationalized barks;  b)
- providing needed capital to create crop specific éroducers associations;

¢} firancing increases in the 'ccy.mtri,r‘s grain and pulse storage
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capacity; and d) providing credit to farmers at market rates of interest.

Local currency generations are also being chamneled
to: a) provide counterpart to the USAID agricultural and rural
development loans; b) ITDB and Werld Bank loans for maintenance of
farm-to-market roads and irrigation projects; and 3) a Food for vbrk

prcgram.

2. Plamed Uses of PL 480: Fuoture Title I Agreements

will provide a continuing opportunity for dialogue with host country
officials. Policy initiatives will continue to be designed into Title I
. Prcgrams as self—help neasures and activities which will qeek to: (a)
reduce constraints to the expansion of _private agricultural production
(market access, pricing policy as required, availability of credit, ard
increased amd improved technical assistance, zmong others) ard, (b)
imprqve. food production ({specifically vegetakrle oils for domestic

consutption, basic grains, amd non—traditiona]l products) for domestic

and foreign marketrs,

In this effort, Title I ‘local currency resources
will continue to provide GOCR counterpart for on-going and future USAID
and IDB Loans which support improvements in the agricultural sector.
These resources will be focused on prciects to: (a) increase production
and productivity; (b) perform research and resolve marketiryg problems

for non-traditional crops; (c) improve commrication techniques; (d)
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improve watershed management; and (e) achieve greater private sector.
involiement in the provision of crop-specific technical assistance to

producers.
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Attachment 3

Mission Staffing Priorities

There is no doubt that the sharp increases in U.S. Foreign
Asgistarce and the extraordimrily staff-intensive efforts required to
engage sucéessfully in policy dizlogue and create new privat;e sectcf
programs have taxed this Mission's_ staff almost to the point of
diminishing returns. Two yvears ago, when the AID program amourted to
$13 million, the Mission was staffed by 18 USTH employees. This year s
OrogT am wi_i_l be in the &$145 million range plus a portfolio o1
approximately $65 million and with only 14 USIH on board. BAs a result,
the typical officer anci most of the Mission local professionals average
5560 hours per week. Clearly the .mrkload, including the bui'den
brought abxut by wh_éf‘ should but is not being done, strain the staff
beyord reasonable limits. The stress is constant. Unless sorething is
done soon to remedy the situation, it seems inevitable that the quality
of USAID's  management, programming and implementation efforts will
suffe-, morale will falter amd individuals on the sta.ff.will begin to

lcok for opportunities to bail out.
The Mission's needs in order of priority are:

1. Deputy Controller

2. Assistant Trade and Development Officer
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3. Igricultural Economist/Project Manager
4, Program Economist/Analyst
A De2puty (ontroller is the highest priority. Disbursements handled

by the Tontroller's Office have increased from $3 willion in FY 1981 to

$41 million in FY 1982 and are expected to exceed $150 million in FY

pd

0as, Even though  these numbers include ESF and PL 480, DA
dishursaments have tripled from $3 million in FY 138l to $9 nillion in
FY 1982, the mzber ot vouchers processed increased by 50%, the number
- of emergercy _payments' almost doubled, and the Mission's cperating
tadget, which the C‘ontr‘oller manages, increased by 44%. Because of the.
ircreass in the Controller's work load, the reconciliation of GOCR loan
repayme:nts with AID/W‘ records ¢he implementation of. AID project
account ing sysfems H arnd the finalization of thysical

invertory/certification of non expendable property have been delayed.

- Crnhwrc gmpertant stxilies have also een delayed amd  interrupted;
amorg them, an analysis of project advances vs. expenditures and the
establisment of individual project c'iisbufsement procedures and
advances. The Oontroller's Office input into the; financial analysis
aspeats of new project development is, because of time constraints,

exyremely limited, A USDH Deputy Controller is a must.
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The Mission's new Private Sector Office has the responsibility for
managing the Mission’':s loans ($20 miilion) to BANEX and OOFISA (high
risk projects requiring close monitoringi, CINDE's policy and privatg
sector promotion activities, ESF-generated local currency credit lines
to the private sector ($30 million), and the implementation of the
al-l—importént GOCR investment and export promotion strategy and action
program. ‘The activities to be managed by this new Office are central to
the Mission's program ard will recquire at least one additional USIH to

asaist the rew Office Chief.

The Mission's Rural Development Office {RDO) has beaq operating in
an essential fire-fightiig male. BRecause of staff lim_itations RO was
forced to postpone one projecc .plarmex:'i fcr FY 1983 to FY 1984; field
trips, an integral part of effective project management, have been

almost totally curtiiled, and contact with local agricultural sector

counterparts have beccme much less frequent. Most importantly, the RO

¥

staff has found it difficult to devote the time to properly analyze
agricultural data and stay on top of the changing agricultural sector
sitimtion. The foregoing has made significant policy discussions in
this important sector difficult arnd has resulted in less than optimal
formulation of PL 480 self-help measures and local ouwrrency

progaming. The addition of an Agricultural Fconomist to the RDO staff

“would greatly enharce the Mission's policy positicn and the

effectiveress of the Mission ag. sector and PL 480 programs.
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Costa Rica's principal pfobleans are macro—eccnomic. In order for
the Mission to do its job well all major aspects of the fast-breaking
Costa Rican macro-economic situation must be carefully tracked, analyzed
and evalua.f.:ed. The Mission must closely monitor and understand the
impacts of such matters as excharge policy and management; monetary,
trade, and fiscal policy; the impact of the CACM; and IMF and IBRD.
programs. . Although Embassy economic reporting has .been very geod, more
in-depth analvses have had to be performed by ROCAP and AID/W
ecoromists.  The Jquality or this economic analysis has been good, but it
has not teen sufficiently frequent nor continuous enough to.stay' fully
on top of‘ ;md Ehoroughly understard an extremely complex ard quickly
chanying economic envilronment. The Costa Rican Mission needs a Program
"Ecompmist, or alternatively, fully one-half time of a ROCAP economist

stationed in Costa Riga.
i



