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PREFACE 

In the process of development, very few countries have suc
ceeded in going beyond a mere increase in per capita income and 
successfully combined growth with equity. The two, in inore cases 
than not. remained as objectives of developmernt planning for 
economists and in the voluminous development plans: but rarely 
were they put int) patlticey. 

Costa Rica is an except ion. For (ver two decaltWs tIh is tunt ry 
achieved not only a very respect able per capita imooine growth, but 
also made sure that the benefits of econnic (tevedoipnent did not 
elude the poorest otr the countrv. Further to its c(ldit- (CotaRica 
comliined growth and equitv within a setting that is trulv 
democratic. A rare achievement in this day and age, which Justly 
earns the country the nicknanme of the "Switzerland of the 
Americas. 

)espite its past success in combining growth wit h eqtity. ('osta 
Rica appears to be heading intoo problematic waters in the eighties. 
The growth rate is negative: many sect ors are sagging: and the 
economy has begun to show signs of inefficiency. ( )ne can detect 
several reasons for such a tendency. Some are typicallyN cyclical and 
totally beyond the control of the government and its policies. Others 
are precisely the result of public policies. li other words, the trade
off between equity and efficiency has clearlv come to the surface 
and seems to be inescapable. 

This study i'. a modest effort in analyzing the efficiency and 
equity problems within the context of (osta lRica's economy. It is 
divided into two parts. The first describes and analyzes the overall 
development of the economv duringt lhe Past IXV() decades. The 
second assesses critically the government development policies iind 
institutions. The general conclusion arrived at is that the economy 
suffers from serious inefficiencies which are now beginning to 
hamper the development efforts and eroding equity. 

My interest in Costa Rica was rekindled recently when I was 
invited by the Agency for International Development to join the 
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team to evaluate the foreign aid performance and the country's 

development. This studyN is a revised aid sonewhat expanded ver
sion of my report subinitted to the Baureau for Program and Policy 

Coordination of USAIL. It is puhlished hy the Institute of Carib
be n Stidis with Ohr perrlission ()f' ill, A,.vcy. 

I would like to thank Robert Pratt, lluml)erto Esteve, Eduardo 

Tuvendht, ('hristine Adaniczvk, 'all embers of the tearn, who 

read ai earlier version of the draft and nde ver ,.y xtaluale su;l-ges

tions. 1, however, renlain solelv responsible for errors and omissions. 

No doubt, without their assistance and interest these would have 

been more IIumnerous and grievorus. 

Fuat M. Andic 
San Juan, Puerto Rico 

August 1982 
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PART ONE
 



THE DEVELOPMENT OF THE ECONOMY 

('psta Rica. i (eIntral Amritican ('Hint I'. l)()lm(is' Nicaraguma 
a nd l taiaima, and has t( Ih Pacific it l :\t nlit Ic)asts. Its area is 
50,40(0 km ', olf which 42V is arahft+L]nd and pastur and 30",' fbrest. 
In tris (t nat ur"il snlnrccs, ('st 1i(t haiH> iract iwallv no nineral 

r cst~ IL;\ 1itilo i'iv,r- ticc t ces hmvtever supply: ;and It() \Vi. 'I 
almt 90 t o! ,l iis o'lccirit'it1%li e(tk . 

I. I)()I' I .A I()N 

In 19.tl, til totI jo J)(iLilin f ( 'it-,ta B ina wasistited+( to heo 

2.2S million. :\'ccirg to th l1961 and 197:1 cnslises and the pro
je(tion macd( v t i10 I nttUitvricalin I)tpuciF t Bank. the popula
t ion is (listriluited among the iiuintrVs seven provines as follows: 

TAiII.E I 

P OPIULATION 

tin tlhousandst 

Proinees 196:3 1973 190:M 

':oln 1J 488 695 863 
.\hillucl 241 :126 :191 
(I rat 155 205 239 
Iotiiv ; 85 1:1- 166 

( "a nacat; v 179 211I 14: 
I'i o ias 157 21S 27:3;lt 


linotia (is I 15 144 
T'[TA I. 1.336 !,S72 2,285 

i iii E 't puaihioz ( t... i;la v 96 and 1973 
a. Inrir Am rican )eveth)menti Hank projecti-n, froni I'opul.t;,tt tu Irban 

l"rti. in C"t',rat ..tm'riv' l dl/' 'iiahion ttn. I) C, Ititer-A teriiin Ivelop 
merit lank. 1977). 
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Costa Rica has a fairlv high rate of population increa-e. About 
ten years ago the growth rate fluctuated around 1 -.",.This figure 
represents a favorable decline compared vith the decade of the six
ties when the growth rate was .7- and with the second half' of the 
sixties when it was 3.1M''. The rate of ilcrease declined to 2..'Y, in 
1975, but rose again to.M by the end of the decade.' Th decline in 
the population gn)'th rate is mainly attributed to the decline in the 
birth rate. Two factors are predonirnant in explaining this 
phenomenon (On ie the relativelv hi _g rate of indLIstrialization 
and urbanization; and the other, the notable increase in the level., 
of education in gen-,ral, arid in the rural areas inpart icnla'. 

IUrbanization has been fair ,'rapid since I 9(6tt. IfiI,962., 3,.. of 
the poptlation were living inl urban areas: ill 1981l tile 1)ercerntagl( 
had increased to .1w'.. 'Uhe statistics on ecorn: activity t1l,,l s; 
that ('ostl Rica is not a tyVicaIll ','al rv in !79., 0n'co)unt ho' 
21 'of (I he econn)imrrIv ac!", (i)iuIatio)n wuirked in the 
agricultural sector, snd tile tertiar, .. ec.t or' eraln ved -tIi.6' . At lt 
70",, of' the pop0'lation live in tile ('entral Valle, vhi ch re)r'es.,nt 
7". of the total area of' the country. San J(;,Alaijrila. ('artagoi. ard 
Hferedia. cities in the Vallevy, iave ,Already lost their url (haracter 
and ire fast comning- typically urbal areas. ltInrrigrarloll fruool
 
,'ural to urban areas contributed to tire change in tile rural
 
character ouf(')sta tica of he fifties.
 

The nrtable incr(as(, in tire level f''tdilcation call he judged by
the fact that sch(ol ait tndillce rates are ver , high, Itrimary educa
tion ho' exalliple aiscendifg toi!)'" . Sill lit lletml'e,v. hetwee'l 19610 
and 1970 the percentage of' iopulation with secondarv education 
increased fr)m Y.1)",. t" I:T7'. ard t ho.e wit h tert iar Veducation rose 
from 2.) to respectlivel.v, while those without educati n dec
lined from 19.), to 13.6 .-


These dem(ographic changes have had importntrt n)seluences
 
for the age st r'ucttire. ii thit the oil)(po't)ion of' thre younger age
 
groups has been ileclining since 197(0. N exertheless. ('osta Hica's 
population cont in ues tib Ibebasicallv a young one with obvious 
resource rise inmplicatrins ini rUblic services, such as (ducation, 
training, enploryment genieration. housing, and the wide social 
arena. 

. Ppulaliii ct' ;I'tf,risll.an, ,i Blirh rote' 2,rr per" lhoit mnidi, ilhws 
dM Ati rate 5 " !h int';an r t alitv (7. )"ntho)I376 a dr' t' hir hs.u'h ,and, and til 

2 F:r'tA. Sutoiital Ye'trl,,,"fir Lat' '..iori,'wt. Washinvziin I'. F IA. 
1979K Tables 36 & 38. 
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II. OUTPUT AND (ENEi.-AI, F')N()M lc )EA? ()R N1 AN(,E 

Costa Rica's ()P) grew oin the whl(de it very sattisfactory 
aniual rates up to 1977 'the exceptlt was 1975 vhiIh mntrked Ihe 
crisis generated hy (OPE's dras Ic clitgi(, in Vt>pricuil. Illavior. 
The annual real tlft' ivt'rl'e. d Il t5h,' first hal f It he ,xies 
and ros( to 8. 1 in 192. lence. fvrall, ('itstt lRict'; fard lather 
well as ctlllar..d to manv of' its n'iihlnr, in the Sowh Western 
flentisphere. It ci)itl t 19701 prie (;I)' g'r(,w f'rm c ;.1hillion 
ill190 )o( 1l !19"'0. Il 1* 2' d,)ll r (It(- .r(' w t w as,I.2 hillion ill 
!'ronl 3-;; m illio)n 191(;() SI.9 h1 ,1i irn lhere, hils: aill 1() T!;1 heenl 

CO ICo)lultldI ChaI t l'l\
hutl SoI Il lilt'V('11 l l Inl 'I"T :lp~ita OllI j'Llt. 

E'xcluding., 1975 nill ( de.cli'led(Xwhln t er t-ioj)lt;1 ut Ihv ().-", 
tIIe ilIran a ,iI .( iII I(,()tf'g ,tIi (-; i ;tv r'alged :3.2",,Iea 1 t ro i t -,r iI)itI:;i)tu 

hetw ell 190I) anl 197 9. Illfact. it \'.ts ;lvo, 5 i 1972. 197: and in 
in -

I..,'' 
1977. But I9f11. on(c:atgi it t'eet/erd itdecline. this time of, 

1. (,ENI.'tR.\I 'I-IEN I' ': 1960 1971) 

'[lhe peftli',tnce f 0wt ('ista Ricati octinoixv dtring this 
decade lts I(eli dte''rmitt'd 1)it largt extertt l tilt pet'l'iFt'ltitlce otf 
its explorit ,.tIlt ('lutt fll e'et f]'ttl'd illextplt prices. and the 
develolluettts it Itit'tii )tt l Fttarkttlxwrt '.ilnte and price 
f'lIctuiIt titi s wer t' it t i it;cilCI 1tl 101 ptitlIdIc ( ' tildi ttr1 's. which 
stcc'eIdt tI tII niitiI t c i th 'IItt-c ii t i fairiy t','eIi kee l. Th1e 
decline in 'xpiir'ts was tlwa;t' .s citilt'l'(d witi ittt'rcthscs ill public 

ex)enditures. As it r'sitlt . tlie t'ctititiV tyv(lved )i i sustained 

growth Itpath witth price s iabtlit''. iiu tit tIle ex pellse of iudgetary 

and balince if' payients tirtblems. 

Oil tltte whoiiss ilmestic investnetnt expanded at the real 
annual t-ate (d d' IatIrose mIint 7.5' ot'( ;1)1 in i 960 t to 20.5'', in 
1970. The gtb r Ih it dol) tn fixed *a tijojx)v ir piiva Iit- s I( cai~t '('lflut l has 

been at it r tlhe'r stear' lite. hi pit lic c;ltilal l'Itnation stlmi ved a 
pl e lilint''(a.- lit 'i'.t ifii t te,w hict(X ilainsnlttttleti itt ' hal h' ld'c; 
301" o)ftlh(,total I l'(l-t ), t hed ,cade(1bt,wt,\',r. i1 .(lll 1iltwre 

has nott)('ent l tlpp't'ciat l' chini, in H it ( if gitiss fixed' kit wfi 

capital fotr'mat ion ltt.tw.entlit' t \' -i(ti's: liri'at fixed capital for

3 1h0. P19i h)1!"91 'r will t,,-Xla ~dh-id5 
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niat ion contit ted to coItIth , ai1pr()xiIItel h ree-fuvtrt its of, t Ie 
total. 

Iuring t he first five \Iears of the decade. invest m'tit increased 
ILIuch klf''. in llrti ''iVF:w!'or1t 1tan il IINV other :;,cctor. [Under. 
standahlv, t fis wa- tite Iti ('usial Rica's effective ent r\ to the 
('cnt ral American ('obfnn() MIaiktt A('AtM} and the resulting 
expansio() of the ni:tr et for ( 'osta Rican nttu'actirt.,. In I 96C, 
prices, va+tlue adtled in1 ttantita.( t tiring, rose I; 51.2' . nrom19(6( t o 
1965. wh ile in atricttlt nrc tilt, i itcre.tsc was un]Iv r I i.S-',. The situta
tion was rteve st . i l I 1,, e,,coltl l;t If t, it dt{ 'ii \w 1 t tlie expalt -
Sion of' t,1w agritilt oral 'lect(i'lhsorwhed it int'rt'astt+ilgf share of, 
aggt'e"It ie .tlilelttI. "'li wa., Inaittl1\ tI' t) detv lt't l en ts in1 

ltflrt, %;lt(' itt 
160.1" , T' rt . Ni~t, :I t i fi t inc+rei-t. {()Tee ( .12 2'L i itnd 
hamnait cult vatitti. iltddle 1 Pi( prices it te.,asefd v 

Ihcn in] 

sugatelt'Ile I,--1.21'Ie retttria wtil tIli cocoa. rice. teat.s 
eit her"sta ntte ,,r tdtt'linftld. T(,,at Ir(.t Ititle f' t he hilcale. invest
mettI 
 itt t'ons' itt'it ioo tttulitti sit lcit me rit IIllt )pr() t'iti1 t : inI no 

-Year l e\wt''t' 19( ;' titl ]I971 did ilh , slitre( , tl ith itv(esttinltent fall 
belov 52.5'- .' s eVxected, t le great ntij(frit' tY' tJili itve'st n nietts 
were itIhlcitted tI 11he hait c Iln t ructttt'f re' (11.11 lsp rt iti(I tn )pwe~r, 
C'llttitIf tit I torts Iat itd 4) ( i'l t io Itt s4w ia I s(tct' ttl , h0a It 1). Wit t ] 
sewVtI Iat£, t nd it lla~if ) ~ri fg t If, decaldeIm().inif h,\'t 1hpmentI I 
it.hL(l I t ()It'-1 t ' )it' ) 11tC 111ts ; l er't ;lI I()c(. t <)tic Cornli~ter 

it d Iv,' )'it Ift I t I ) sit-itl tIs cto '.ItI s h ,+m I d )<, 11it d( 11u1t e h ig h c.a ft t h;) I l r(el tt iv~l\ p it l fo r m a1i 
t ion vh ichI t (,t)k+ plhicet dutrill, Ift, ItrId I no)t I beenie ci )uh haIveabsor hi d I t I . t I t I ,i i {tI II it1) iItitt'It tI I)r If)rt ,pv it I sft i

cient kills Itu a telativeilIhigh Ieve If' edItIc iti () . \s a r('stlt,
G LI couIld ex1)ttt(l \%it1II t \ iheVi ing inucottie ldispa ti ties and the 
goverient was ahle t,) allocate a sutstantia] part of' its expen
ditutres t() Italtht anti education. This, in itirn. raised the social 
welfare indictt-ors and furtther increased the productive capacity of' 
the laor force. 

4. 1It1). lDepto. de 1}stirrolo Fcondmico v Social. InfiGrne sttir im'(mim de
Costa jita.(Washinvt~on D.'.: 23 de Junit de 1976). plih. 14. 

5. Ibid. 
6. Ibid., Appendix Table AE-5. 
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2. GENFRAI. 'I'ENI)CIES: 1970-1975. 

The Cos-ta Rican econnomy was able to maintain its dynamism 
during the early part of the seventies when the real annual growth 
rate of the (G1)P averied 7.'. In 197., however, the rate fell to 
5.5% and in 1975 it plummete'd to 2n. which caused per capita out

put to decline. 
Severail factors 'ate contributied to t ,-turn ill growth: they 

have all affect'led !'e perfornance iii tilie external stector, and 
through the linkages, the Main itdit ritl. .. ttrs5 ot' tiet t(oliulnVv. 

First, is the increase in international nt!ninodity and raw material 

prices, including especially oil. As :i result, costs of tlie inputs ito 
agriculture, e;peciallv fertilizers. and industrv rose, and produtt ion 
in hoth sectors decelerated. Secondl',v, Int'clial problem;s began to 
surface in the (\(A'NI. This, colbined with world developmnents, 

fron which all ('A('NI menibers suffered, caused the regional trade 
to decline and (iota lica, who hi-'d seen its imanufacture exports 
expand into the region, had to fate itreduced deniand in the 
industrial sector. Thirdly. in I97(1 and 1971, when the rate of' 
growth in exports had declined rather significantly, the governient 
pursued an anticyclical policy to maintain ; )wth ill output and 

employmentt. This consisted ot' indirect f()'measures rel'i)gnizing 
incentives to r "ivate investment, of liberalizing credit to the pri
vate sector, and of direu'lv increasing p)uli c expenditures. ()nly 

after 1575 in contrast, did the governient adopt a stabilizing fiscal 
policy ,vhich was less expansionary: it restricted monetary and 
credit expansions and st rived t<lreduce the monet ized port ion of the 
budget deficit. 

Althoug,. as a resultt, the rate of increase in imlrts was con
tained and the haIance of paymen ts deficit som(ewhat reduced, 
structural difficulties in agriculture and ;ndudt could not be 
avoided. These ,.ere the resuts of the imprt sulstitution policies 
implemented in previous years and were brought to light with the 
crisis caused h),,world devehpments. Agriculture had been making 
use of production techniques extensive iii tlie use os land,and indus
try depended heavily on imports of ralw n aterials and semi-finished 
goods. The extensive use of 1, nd apparently came to a level of 

exhaustion, ard itdustry, which ha,ically flourished within the 
protection of import suhstitit inn policies, was adversely affected by 
the high cost of reduced imports and declining export earnings. 

7 



3. GENE RAL TEN1)EN'I ES I 71;19SI 

While 1974 and particularly 1975 were markedly problematic 
years for (osta Ri a. froin 1976 winar-ds, the ecoomv resumed the 
growth Ite of tIle sixtIes. )Ic :igain, the grovth solIrce was Imin
ly, but not exclusively. connected with Ile external sector: export 
prices, especially those for titfee. inlproved, thanks to the fam,,us 
coffee ooI. andi t ion ((nst ructiin, trade aid pUhl ic sec trs were 
revitalized, and to a lesser extent. industry nil public Utilities sec
tors. 

':xaminied [ruI lie -t;Iiipll iiit III leIIwt i. ties l,evelopments 
were relatively favorable. But less s() when it is noted that first, the 
budget deficit jumped from C :W(t.9 mill in i 1975 to C 2261f.6 mil
lion in 1979 ta six-.-old increase': lnd second, the balance of trade 
deficit alnmost tripled front C 217.6 ill 1 s o C 601.6 in 1979, despite
the imtrIovement in exports. The strain If inflation hegan to he 
observed very seriouslv in 1977 and eslpecially in 1978 as demand 
outpaced sUp)ply. 

In 1979. the tide beigan tol turn against ('osta Rica. For almost 
two dacides Costa Rica had pursued an eclwrnic policy tle central 
objectives (f"which included the inIprlvenleit ()I'the silcial services 
and primary education. This explains, in part, why the country's 
social indicators are, nmmli the highest in Latin America. Efforts to 
cunsolidate this consid,':rahle j;ogrv-ess in s lcial unimtters have been 
supplemented ill recent years by increases ill wages supplemented 
by a family allowanices policy, which undoubtedly help(d raise the 
average standard oIf living. 

But. the Miesulr-es iiad their iseqtlnces. l lc expendit ures 
rose very rapidly and the hudget eiciks coottinued to grow. The 
increase in Ieil wages a il t ite growth ocredit(i channelled towards 
Consulption gpenitied a greater demand for consumer good, . 
especially luxury articles. Faced withI inadequate (Ioiiest ic supply, 
imports rose steadil v and thelpressures to imtrt inpuls increased. 

The developimen ts in 1980 and 198 I deserve a rimore detailed 
analvsis, In 190S sIriuis imbalances occur-ted in t he domestic as 
well as the external sectors. Investmuienit illthe private sector con
tracted nmrkedl : hot h residerrt il const ret ion and machinery and 
equipment ril'chases were sharply curtaileil. These wre the major 

7, Thl, f-II,mwm!" tmr;wraph' draw h t\l from llM . d t m,(,,,.',m 


Progress ii Latin Anerica, 19.890-81 I Washington. I).G. I1DB 1982). 217-24 
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determinapts behind the 5.3", fill! in gross dmnestic investment. In 
addition grewth in exports 1. la gged WWhind that of the previous 
year (4.0O. As a result the real growth rate in Costa Rica's GDP 
decelerated sharply, faling to 1.21. the lowest in the past two 
decades. The def'icit in the public sector rose toi a height of 12 '.', of 
(1I)1; consumer prices rose by 18.1, , twice the rate of the previous 
year and a loss of $215 million was registered in the foreign 
reserv es. A standby credit agreement was signed in March 1980 
with the Internat ional Nionetar v lFund (I N F) to hack up a two-year 
stabilization program. which called for a reduction in public expen
diture, ani increase in fiscal resourcest and tile restriction of the 
external indebtedness of the public sector, as well as of domestic 
credit. 

The Costa Mican governient was unable to, comply with the 
linit r,,quirenients of the stabilization program. As a res ult the 
INIF igretelieit was l[lt p)it int( el'fect." By iiid-ear the interna
tional re.serves of the hanking system were exhausted; the Central 
Bank contracted emerge-ncy loans to meet overdue private foreign 
obligations. To curtail the demand for foreign exchange, one-half of 
the purchases of foreign exchange for imports and export earnings 

was allowed to he traiisacted in the free market; surcharges and 
advance deposit requirenients were imposed(l) the imports of 
Inant ulCtlred 'on/Sulner goods. capital good.;s of all types, and con
struction material. 

l)espite tile serious econiomiic l)robleiis. the government con
tinued its efforts to improve the living conditions of hwer inctr)e 
families. The family allowance prograni, for example, accounted for 
approximately 9.0', of the total government iudget to finance 
school meals, rural housing, and non-contributory pensions for 
indigent beneficiaries. 

The year I9() I proved o he the worst year of the two decades. In 
real terms (;l)lP declined t.(' . Manufacturing activities almost 
stagnated; and lcoist ruction activities declined very sharply. 
Meager increases in other sect ors were unable to stimulate the 
economy sufficient lv. (Cmpledwith a decline in exports (TI.M), wor
senirg of the ternis of trade, shrinking foreign reserves, Costa Rica 
acquired all the characteristics of' a strained economy. 

8. 'rhr nevotiations were reopened in -June 1982. 

9
 



111. SE", ORA DEl;\,iVEI,()PNIVNT 

The Costa Rican ecomomv experit'(l some drastic chang~es in 
the structure of its induorial sectors. Agriculture was the predomi
nant sector in I') 2o.2 of' its slare ojei li d to) 19'', if)
1981. In fact, the v'aue adfdtd of thi sector ad een declining since 
1979. MLnuf'acturing includiii l to otc cop,> tmdli t}he itoplir
tant position vo.in.:gradualx t'a ated h Ihe. prni'v -('tr and 
accotnted for I1 .i' (ilf ti (;it' i, i9i;u). hit in Il9Si22.1; The 
remaining s,'ct's •of' Ieticoil'll( I hai' tlallltnt iilw a rtenlat,;i'aihlstability over the yvear.,. (Cmistruction aclivlilet> hlmt, rn,,t liall. 
tained increasing ioniticallct, NIt} 'c t,, (h lten~rt In the 
aggrtelupt vat~ue addetd M)the vc'mtlimn\ . | t tfre (dt f i- ecw-,t r ()',ci] 

lated betweirt 5 , and TA) l ohli ill l lt ,.I ''r p '' t'tlt' (I ll '2ti.,0 
of, the (GDl)P. fia'atlciala I isIil 1it ahi l '2 t'il andaiiad 
comm oI1unicittimis a5",, aid puldic ad inittisli'atwtn aii d 12'_ 

( r vith ill tle i'iitil . 'i't i L ill 'i''V1ts '. il 'eveI. 
Agriculture alwivs stihje't h0l xit\ i'x)ti f[achro>. ['ron)
climatic conditions to interntl 'kf ,t tl(,ll.iotntal in; 'nllt maint ailed
 
a 4.3',, real at of inturlsi'tintif l7t 'leii xalio' ;leil 
 etlined in 
1971. Sinwe then the set'w aa l.l ''t' 'm p1 , tll.il .
 
although individiUal Cr')'i h veaxpt'vf'i'i , hv
itt'llmfirntiall'. aided 

tIeasirF(s takein h,. fhe gi()v 1llt' it!. i ite
llt a1e irg value added ini 
the secto'grxx it tnager rates .u inte 1975 til actuail\ ifeclirni in
 
1979 and 1980. Accelerating 'i' iipr- votii
t t pir' irin 1iv
 
distrihuting high yiehfinm variet it's; 
 t1o t'ff'tT' griwir'-: st reiigt hll
ing the "training and inspection" prf grani t r'iiiigh ,viil ti n
ech
nology is transmitted to proc(it'ers: itovidiing imopro\ed 
 seeis to
 
farmers, in particular rice. corn, ieans and cocoa: 
 expansion of 
programs for the control (f foot-and-nouth disease: all helped
coffee and rice Ut)ut to increase. But hanana produoct ion was 
affected by strikes: sugar ritluct ioo andtf'inIe. excessive 
slaughtering affected cattle hiteditog adversely'. rhu value added 
declined by 1.2" in 194(). 

Industrial value added enijoyed :1 ftiairlx' ratnid real growth p
until 1975 of aout)"t ,,' ixVearon the average. )eliberately pursued
policies of import substitution (high tariffl's on finished goods and 
exemption for ca|pital etuipmlient 1. the creatiiu (I'f the ('At'M, the 
generous fiscal iicentives offere aud tthe open-door policy adopted
vis-a-vis foreign investment. coupled with the initial economic 
expansions following the gradual dismantling of the intra-regional 
trade barriers, contributed significantly to the sector's accelerated 
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growth from 196(0 to 1975. Fl,+d ainid textiles. traditional consumer 
items, accounted for a large share of industriai production; but a 
certain (legie of diversi'icat ion took place wit h the estaldishment 
and growth of tile chenical. pharmacetutical, and tngireering 

industries. intdustrial exports to ('A('N rtiemher c'mrtries and 
lanInia c isi it tilted ( he it ulk ip1p)rxini telv o1', ) Of (':Sta Rica's 
total tnduitriul cxIm'ts. Hetncte it ste'trm s devtlopntert depended 
tot ortlyoOtt tivorahie ti'titnic ('(1olts itt the country hut also on 
reg ontal incinte growth. 

The 197-1- 1975 -,woi'l crisis drastically curtailed the expansion 
of the industrial sector. Irndustrial output continted to he con
strained hv traditit al strtictural prohltt. such as the limited size 
of the di'm+stic itarket. resultt;ig it. inefficient production of 
ntnai lines of comttnodities with itmplications which were not 
renie(die,(l hv tilet uncertaintV as to lt future of the ('At'M , and tile 
higl import nltsit v of tite sector • causedl ly iperations geared pri
marily towa'd tie final stages of' ('iitIstltler goods onIt the one hand, 
and to t he product ion (f chemlicalts, ptahrm;aceut icals, and metals on 
the other. Nevertheless, btecttuse special ;iceotives were received 
from the government in the form ef excniption from customs duties, 
elitination of' credit ceilings otl experts, and subsidized interest 
rates on expoIrt financing, the real vtlu t added of the sector con
tinuet to grow. 

There was i twairled slowdown ill t(e growth of' th sector in 
1979. 1980 itand 1981. wltet v'ilue added epNIMtded by 1.4".., 2.6",. 1.12i 
respect ivcl.y. The untfiv'dtv dllt was primarily due to thedevehlmlnteut 
depression in both dtmtestic and foreign dernand and to tile lack of 
credit. If' industrial activity rcivered slightly in 1180, this was 
mainiy due to the incrnute in regiomal demtntd. particularly in the 
case of Nicaragua. Industries destined for domestic consumption 
which use a hntrger share of national intinttis registered an extremely 
meager increase. 

The constrt ion sect hr as most dy, am ic in the seventies, butm 
grew only modestly in tlie past f,%, vear; with aIlue added 
expanding by 1I.8'., twice the rate in 1979. The rise in 1980, 
however, was mainly due to puhlic infractructure projects, namely 
the hdro-electric dim at ('orohici aind other electricity netorks. 
Private resident ial const ruction in fact declined due to speculative 
ventures and flight of capital. In 1981 the growth in the construc
tion sector was markedly negative. 

Adx.erse economic conditions affected all other sectors and 
slowed down the growth rates during the past three to four years. 
Public administration was no exception. 
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IV. EXTERNAL SECTOR
 

The performance of the domestic sectors is to a large extent 
determined by the performance of the external sector. Exports of 
goods and services are more than one-third of the GDP and are the 
main source of economic growth. Imports represent about 40% of 
the GDP, and the breakdown reflects the high degree of the depen
dence of the economy in general, and of manufacturing in particu
lar, on imports of intermediate and capital goods. 

The high commodity concentration of exports makes the Costa 
Rican economy very vulnerable to world price fluctuations. 
Whenever world prices rise and export earnings increase, the 
domestic sector., are favorably affected and thus expand. On the 
contrary, contractions occur in the rest of the economn and govern
ment is forced to take cot, ter measures to mete out the cyclical 
fluctuations. Price swings combined with output fluctuations have 
resulted in significant revenue fluctuations. Although a certain 
amount of diversification has occurred in the structure theof 
exports over the past 20 years, in that manufactured products now 
occupy a significant share of the exports, four basic agricultura!
commodities continue to dominate the export structure, though
their importance has declined from 85; of total commodity exports
in 1960 to about 50',; in 1980. Nevertheless, the high commodity 
concentration prevails, and their importance in total export earn
ings rapidly transmits the swings in their prices to the domestic 
economy, thereby creating external payments difficulties. 

TABLE 2 

COMPOSITION OF EXPORTS (0) 

GOODS 1960 1970 1975 1980 

Coffee 52.3 29.4 19.6 24.2
Bananas 23.3 27.8 29.2 19.8 
Sugar 2.1 4.A 8.6 2.8 
Beef 4.9 7:9 6.6 6.9
Manufactured Goods 1.2 18.5 25.2 34.4
Other 15.2 11.6 10.8 9.9 

TOTAL 100.0 100.0 100.0 100.0 

SOURCE: Banco Central de Costa Rica. 
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The balance of payments has been consequently seriously
affected by the changes in the terms of trade which began to 
deteriorate during the sixties and significantly worsened during
the seventies, and with the exception of 1977 and 1978 has been 
consistently against Costa Rica, as can be observed from the follow
ing table. 

TABLE 3 

TERMS OF TRADE 

YEAR INDEX 

1960 101.1 
1965 107.6 
.1970 91.3
1971 90.3 
1972 87.5 
1973 90.5 
1974 76.6
1975 78.9 
1976 84.7 
1977 116.8 
1978 104.6
1979 91.4 
1980 89.4 
1981 81.4 

SOURCE: ECLA, Statistical Yearbook 1979, for the years 1960-78; OLJNSEL, Reper.
torio Econmico, (San Jos6, 1982) for the years, 1979.81. 

Over the 20-year period, exports grew at an annually com
pounded rate of 15.9%; while imports grew at f'-._, higher rate of 17%. 
This was in great part due to both the growing import intensity of 
the manufacturing sector encouraged by an import substitution 
policy, and the increase in consumer items resulting from overall 
economic growth. This has had important consequences for Costa 
Rica's external trade position. When in 1960 to 1962 industrial raw 
materials constituted 22% of total imports, that share had climbed 
to about 37% in the 1974 to 1981 peric .. Grantfid the ratio of this 
latter period was affected by the spec ,cular increase in oil prices,
nevertheless, the import needs of th , manufacturing sector to a 
great ext 'nt account for Costa Rica's trade deficits. The result was 
a rigidity in the balance of payments, since curtailing imp )rts to 
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reduce the external deficit necessarily reduces the level of economic 
activity. Moreover, given the demand structure and price volatility 
of agricultural crops, their export earnings fluctuate and by no 
means reach the level to satisfy the foreign exchange demands of' 
the industry. The result has been a chronic and ever-deepening 
deficit in the balance of current account which grew at the annual
ly compounded rate of 23.9. over the past 20 years. 

While during the earlier Years of the last two decades a con
siderable but varying part of the imbalance in the current account 
could be balanced with direct foreign investment, in the immediate 
past only a small portion of the deficit has been so covered. The 
strain on the country's reserves has increased and the colon, which 
had been maintained relatively stable over the years, had to be 
devalued.9 

TABLE 4 

DOLLAR VALUE OF COLON 
($1 = colons) 

YEAR VALUE 

1951-1972 5.635 
1973 6.650 
1974-1980 (Sept.) 8.570 
1980-1981 11.300-35.300 
1982 36.050.48.5" 

SOURCE: IM F, International Financial Statistics; and COUNSEL, Repertorio
Econ6mico (San Jos6, 1982). 
a. Figures as of 1 June 1982. 

The devaluation of the Colon was not a remedy adopted to 
redress the current account deficit, due to the inherent import
intensive industry structure, the slack of growth in regional income 
to encourage the export of manufactures, and the inelasticity of 
world demand for traditional exports, coupled with the decline in 
international market prices of some of' them, such as sugar. Since 
the flow of direct foreign investment and other external capital was 
inadequate to meet the deficit on current account", debt financing 

9. As of 1 June 1982. 
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began to play a more prominent role in paying the excess of imports 
over exports. As a result, the country's debt profile deteriorated 
fairly rapidly. Currently, it is estimated that the debt service alone 
amounts to approximately 25-30, of' the exports of goods and ser
vices. This makes the external sector and the balance of payments a 
very weak and highly vulnerable aspect of Costa Rica's economy in 
general. 

Costa Rica's flow of merchandise trade is governed by three 
market areas: the United States, industrial Western Europe 
(especially West Germany and Holland), and the CACM. The rela-

TABLE 5 

COSTA RICA, DIRECTION OF TRADE 

1963 1965 1970 1975 1980
 
(%of Total Exports) 

U.S.A. 56.0 51.1 41.2 35.8 34.7 
Ind. W. Europe 32.6 26.3 21.4 20.6 27.7 
Latin America 5.5 19.9 23.3 29.0 32.7 
Out of which CACM 4.1 16.3 19.9 22.2 26.7 

(%of Total Imports) 

U.S.A. 59.5 39.9 34.8 34.3 35.5 
Ind. W. Europe 28.6 28.2 23.0 16.9 12.8 
Latin America 8.5 14.0 26.0 23.3 26.0 
Out of which CACM 3.3 8.3 21.7 16.5 17.0 

SOURCE: IMF, Direction of Trade. Yearbooks. several issues 

tive importance of' the first two has fallen consistently over the 
years. The United States has seen its share in both exports and 
imports dwindle from about two-thirds in 1963 to about 35% in 
1980. Industrial Western Europe provides a market for about 28% of 
Costa Rica's exports but provides only 13',;, of its imports. The Latin 
American market has gained significantly in importance. When 
only 5.5% of Costa Rican products were destined to these markets in 
1963, about one-third of total exports are shipped there today. A 
similar development is observed in imports. Within Latin America, 
CACM provides and also obtains the lion's share of the exports to 
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and imports from latin America " lhwever. while expts to 
CACM have constituted S5.-F",. 76.6' and S1.7- ()f Costa Iica's 
exports to Latin America in 190h. 1975 and I98)) the 'Aiare id 
imports from the ('ACNI have decined frml :i.6". t .8" and 
65.4, respectively. Nevertheless, ('usla Ih'a's Itrade' with ('At'NM 
has been deficitarv ,ni the whole since 1963. with itle excelvitin 0it 
small surpluses in 1965, 198)). raTdetwith Ih, 'A('1977 and in TW 

has been the fastest gruwing arta (utiusta Pica's external trade.
 

V. EM t IA)YMFNT AN!) WA(IS 

Costa Rica has a relativelv small laI uitwirc, and l fairly low 
rate of unenlp)yoment . The size t&the lao- turce' was est i iated to 
be 796.000 in 1981, and tile participaltim rate wnlv 3.1.5",. l)uring 
the second half of the decade ut tlie seventies tniloliymevnt grew 
faster than the laubr ftrce, reducing even further the pressure of 
unemplovment especiallv until 197,8and 19-79. Tht part icipat ion () 
women in the labor force has increased at a rapid pace. 

The low rate t unempluonient hy nu leains implie t hatI here 
is no slack in overall lahbor supply'. A substantial degrt',f under
emplovnent is said to exist htth in rural as well as urhaii areas., 
Since agricultural wages ate luwer than indust rial wages and there 
is nore underenplovnyent ini agriculture than in indlstrv. tlit, 
agricultutal sector can he expected to cuiitin'ue to serve as ilthe net 
labor supplier to tlie sctmdaty and tertiarv industries. 

The major prt)hlens are however. tlit diftcrt'nct's between tit 
sectors in terms u& edctitunal and skill prufilhs and ti' inipedi

flw ul' 
secondary and tertiarv sectors. NearI v ume-t Ii ru the indust rial 
workers have secondary or ev en higher level educ-at ion as compared 
with 7'", in agriculture: SO''. of the industrial workers are classified 
as skilled/semi-skilled. whereas in agriculture. the ratin is 12',.. 

The redeployment o labr fr'm agriculture tot industry will 
therefore require substantial training. IHence. 'iista [ica's ptldeni. 

ment these cl'ea te fur a stut th (&lbtr I'ruii tlilte pritmarv t 

10. Costa Rica imports oil from Mexico and Venezuela. 
11. The unemployment rate began to increase after 1980i. It reached 8.8' in 

1981 and is expected to increase further during 1982. 
12. Victor Hugo Cospedes, Claudio Gonzalez, Ronulfo Jimenez y Eduardo 

Lizano, Costa Rica: Una econont'a en crisis (San Jos6, 1981), pags. 115-16. 
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TAHLE 6
 

.AB)R FORCE. E),iIIA)Y11 MENT. UNENPI.OYMENT
 

1963 1973 1977 1978 19801979 1981 

Labor Force I(0001 4 0S.1 5S-4.9 Gss..5 753.3726,7 76s.1 796.0 
Iabor Force 

of' pop. 2 .6. 31.3 :13.: :34.2 34.5 314.2 :34.5EImIphI men t 100M :3179.9 .542.2 656.s 693.3 7164 722.8 726.7 
ill pthhct sector 1:3.3 15:3 17.6 1S.7 18.5 19.7 19.6 
ofI;iabor force 
in iurh;Il llas 37.0 -:13.4 47. o 47.5 47.8 48.3 48.8

()pel utoem plovment 6.9 7.3 4.6 4.6 4.9 5.9 8.8 

S ol'H('n I espedvs. (honzilez.Victor Cluno (laudio RonulfO Jimnez. v EduardoL.izamn. (',!tz Hif: U na c',mcmma v, crisis (-an .J4s6. 1981 1. Tahla 49. 

TABLE 7 

SECTORIAL DISTRIBUTION OF EMPLOYMENT (%) 

SEcTORS 196:3 1973 1977 1978 1979 1980 1981 

Agriculture 49.7 38.2 :33.0 30.3 28.7 27.4 27.8 
Industry 11.7 12.9 15.S 15.2 16.3 16.3 15.6 
Construction 5.5 6.9 7.46.4 7.4 7.8 6.8 
Basic Services 4.8 5.5 5.5 6.1 5.7 6.6 5.7
Commerce 9.9 14.7 17.5 17.8 17.7 18.1 18.1 
Other 18.4 21.8 21.8 23.2 23.9 23.8 26.0 

SMit W' ('espedes et at.. Costa Ewa: IUna economi'a en crists.Tabla 53. 



i I-, Collt rast t(o ll nIr l.I )(', i - l(, ret.( I (I .\ iI1 I I I [ II I 1 111) I ( IvI I I . 

but one of sectoral shift. redcph)vl'nlent nk. I. , 'or'th tand tlaili It IIro 
ingt in til- context thatl public sector t' f(y e th ~,.n til., 

fastest between 1946 t) 197,s 2.1.4 aper um ;i.,;sopposd to G.A)
f'or t he whole ct.-miv\ : hutl 1111. tenidency Nppevlr to hmvccceasd ill 
recetl t vear t ,1nder It(, cirICuIIIIStI i IWC, I,th ' (di 1 )- Ii Che't WeVC thell 
edu~athi o f till entranlts- into "he labor"I'o'ce ind thle skill deniand 

by tI1e ec'Oll(o l aic(ui i.e's il IIt lie IllIole ice. ( 'onisidera t ioll ()ft I Ii1)It;111 

educat ional I 'prioriitits oaIld tihe i Ilpl lmellt1it h f effect ivt' planlning 

mechanisins. especialy in the Mir, strv of Education are indispen

sa 1)1e. 
\Wage levels Ire of special relevance. especially when viewed 

within the f'ramework of ('osta lica's export drive and balance of 
payments situation. \Vigbe levels, as such, are not terrihlv oilt of I ne 
in comparison to (Costa Rica's competitors 1long Kong, Singapore, 
Taiwan. etc., and are lower than those prevailing in Mexico. Irazil, 
and some Iatil Aillerican countrie's.' 

Important. however, are tile public policies relating to the 
determination of' the wage rate and labor costs, that is to say, 
mininilulll wage legislation and the payroll taxes. Costa Rica's 
minimul wa(' legislation (oes not appear to exert a great deal of' 

pressu re oil the wage rates, since the minimum wage rates are coil
sidered maxiiia rather than minima. The exceplion is banana 
cultivation. Evell tile Inanuf'acturing secttr is relatively free of 
regulator'v intlrusioi, Ir indices of llialui(,' auring salaries over a 
long period of time appear to behave independently from the sala
ries set annually by the National Council of Salaries. 

Social charges, however, are quite a different matter. Social 
security contributions and payroll taxes amount to 26,. of' wages 
and salaries and raise labor costs to the eniployer and consequently 
have a dampening effect Oil labor demand. Ill the long rtillt,there is 
no doubt that they distort the relative ft'actor prices, make labor 
expensive relative to capital, and lead to overcapitalizat ion, hence 
to inefficiencies in terms of employment loss and import increases. 

1: . Within (CA(M however indii~irial w -1.jPfr ilhv hi!.!hv, in ('., la Il1wa 

Accordiing to I BRI) r ,v','v tl'tos/ Rliritraltin 1974 1he daily wage in (.'i ta 
ta Ria was $2.42, in El Salvador $1.63,.in Guatemala and Honduras $1.99. and in 
Nicaragua $2.16. Social charges were also highest in Costa Rica. 
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TABILE 8
 
STATUTORY PAYROLLTAX RATE AS


",.OF WAGES AND SAILARiIE.S 

Payroll Taxes 216.100t 
Ern ployer con t ri uI ions 18.50 

S01ial SecUrit v :\Utol. (sicknessl 6.75 
Social S't'lliitv -\dlll. (iOhiitv, Id agel 4.75 

iwnatl ,\ssisatce hnt. 0.5() 
Nat ional :\ipretnt icedtiti Ihst. 1.00 
(' nutn it v el n funk,t itl. 0.50 
1"'Ulllilv ,\ssist;Iltce P)I ' Mil 5.00 

l'mpioyve (',tIrt ri, .iims 7.50 
Soicial Sttlti v .\iln. ikntst 4.00 
Social Securit v Adra. (disability) 2.50 

wlit1t it , [)e\t l(,pmtntl B ik 1.00 

)n the tOt h1( ha +stcial charges finance the health and social 
security systems which benefit the worker and thereby improve the 
equity in the svstell. The question heconles one of' a trade-off he-

Meen equity and efficincy. where inefficiencies in terms of' 
employment loss themselves may' havet Unesirahle equity irllica
tions. The (elence can he made of tinancing hese services f'romi a 
general tax, for example income tax, which wonld maintain equity 
Without distorting factOr prices or s:tcrificing efficiency. 

VI. LABOR)I IMICtTIVITY 

Productiity is the relationshiI between Outputs of' goods and 
services and the inputs uof asic resources of' lahor. capital and land. 
The growt h in the rat tif futputs to inpluts is especially important 
to raise per capita outut. since resources usualy lgrow at a fliuch 
slower rate than poupulation. Moreover. prttductivity growth helps 
save scarce r'esUturces, nit igates inflat ion by offset tin resource 
price increases, and increases the international cormtpetitiveness of 
domestic production. (Granted productivity al ges alter the 
economic structure. cause the realhocation of resonrces and the is
placement of' labor and thereby raise policy issues as tot how to deal 
with the costs related to the ensuing change. Yet. these usually are 
a small fraction otf' real output increases caused by productivity. 

Increases in output per unit 0if input ref'lect not only the 
increased productive efficiency of' one single input but also the 
changes in the amount and quality of the other inputs combined 
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with the one whose productivitv is being assessed. Thus. bhe yield 
per acre may increase in agriculture because of nmore labor and/or 
capital per acre. Inci'r.sed labmr efficiency may also be due in the 
use of' more capital goods per worker and to I'ate. of utilizat ion of 
fixed plant and to( the iniprovenients ill tho. technology and 
organization of produclion. 

The measi reimien t (, product i\'it y iS Very co ipleX. tot h oilI puts 
and inputs need in he imeasured in physical terms. Moreover, a 
changre in product ivit proper is that part oft he chanuge which is not 
explained by changes in the inputs included in the outlpt/in 1pt, 

ratio lEf'ni-ts have heen made to narrow this residual. nevertheless 
the defence can be made of' tie easurenen t o f priductivity and its 
change w\ithout adj.ust illig tle inputs f'or changes in quality and effi
ciencv.''
 

ksing an extremely sitmpe device of' calculNting the rWtin of 
value added Iconstant pricesl by sectors toI the numeher f tmIply
ment inl each sector, without adjisting fror hours worked. shifts of' 
production. quality and quantity of inputs or any other qualifying 
characteristics, it is found that in all sectors, hut ote, lalbo' pr n c
tivity inreased between 1 963 and 1973. Total labor product ivity -
G)P divided by total employment - grew at the compounded 
annual ate of' 3.1".. Growt h has been highest in industr v and 
agriculture. The high rate of' productivity growth i ind iustry is 
attributable to the rapid formation of'capital. Increased niechaniza
tion, acreage, and tie iiiilementation (f advanced techniques. fer
tilizers, better seeds in agriculture, together with sustained labor 
emigration to the cities, have brought about the high rate of'Itlduc
tivity growth in agriculture. 

Fii' ('osta Rica's ecollomy, as it was fot' many ll)( 's withut oil 
resources. 1973 to 1974 was a crucial turning point as the impact tO' 
increased oil prices shwed dovii product ivit vg row't h. ()ver the 15 
year span of 1963 to 1978. rates fell to 2.2', for overall labor produc
tivity growth, and to 3.7". and 3.5".. in agriculture and industry, 
respectively. The slow rate was especially pronounced from 1978 to 
1978 when productivity declined in industry iW.3'11 and moe so in 
the public sector 1-4.2'7,. ()vetail lahor productivity grow t h was no 
more than 0.6'. during these five years. 

14. Edward F. D~enison..',ctamlg ,r the' I'mi'd St,'s A'rn, mic (;rt 't. 
1929.1.969, lWashingto , D).C'.: Brookitgs Inst itutir. 197.11. 
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TABLE 9 

GROWTH OF LABOR PRODUCTIVITY 

(Average Annual ('hange, 

Sectors 	 I 63:3-7: I960-7, 1973-78 
Agriculture 	 1.9 3.7 1.4 

5Induist ry ., :3.5 -0.3 
(onst ticI ion 0.3 0.9 2.2 
It ilities 4.4 :3.5 2.1 
( lt) u lertc, -2.8 -1.5 1.0 
Pullit Sect o,' 0.8 -0.9 -4.2 

T( )IT'A :.1 0.6I 	 2.2 

nc I ch 'osta ldo r,, 

I)l'S,'I1/1/E'11 S Ia.JSt : MItiL'('tr'al. 19791.
 

51t1('I ' Wa Ittr t'id Rica. Encti.stu A'iiooo il' I res. Empleo y 

a. tludes pe'rsonIal alid cotiunal Se'Vil'es. 

The general te nden(chvitusly has been one of declining pro
duct ivitv growth, which is Ihut one of the factors contributing to the 
current inflat ion. 

ItCll('VII. Ti'HE l FINANC'ES 

('osta Hica's public fi n_'nces can he characterized by the tax 
systent whit, s nitary y (tput(If' t hrespect tou changes 
and by ain expenditure syst(im which places heavy emiphasis on 
social set'vices whetin trtat'sr adtis sufsidies play a not unimpor
tant role. 

Taxes t(1ltstitute ahot 9W (If' overall government revenues., 
wit h taxes II) inconle accunt ing fhlr roughly, 17-20". (f total taxes, 
aind( taxI'- . o d(llest ic t I'allSact ions abohiut one-thihd. Taxes on inter
nat itil t rade Cist it tite all(lut 25'' of' tax re\enue. Over the years, 
taxes oil il fIPI tcoe play aIll' ,(h'ave to I'.latti'ilv lesser role (20.7",, in 
197 and MY(;.9 in 1979, in the tax structurt'. while that of social 
secutrity taxes has almost d(oufled I11' in 1973 to 27.3', in 1979). 

The growl h in thlie coluiit 'V5r ('+ol+lolit act ivity has not resulted 
Ill ii tHnltoe llltll trt(o)('tiite incliase ill overall tax teVetIie. which 
is itldicative rhe ft' tax s\stetn f''Ill(' ti 'iidity the resulting the 
se\'u-'l 'x(tllions rt'('gniz'(d within the f'ratwwork If' develop
mnrt e,fforts. the liherlizatiII tao'if'ts witflit) the regional trade(If' 

which lttlltttts t'mt' close tIo 2(1' ( f' ('osta ]ica's total merchandise 
impl)(ts. and frolml the stilt utorv strt'utre of' the indlividual taxes as 

2uch.
 



Alm ost 8f)'. oft the (Ceotritil - l.fii(t-t is ;iflhff ttelbi)\('ltrfli'Iit'l to 
health, ed ucatiii o \vielf'ire. l)efci'es tielicJih e iteini. Lduici
tiol aloIe aic tilit I ho tilfoit25- : socii II ttri Iv 0i(I welfar, 
I)rgliIii is iItcimtiiII f[orillot ir 25' , l'cil()iliI( t(.i\ii., ml(d SIIhidi(i 

r tnI It ( z15)I tfli t )it(t,-'olt 1 h- eXl) IndiItI re,. lhes)so lihtO) l iimsi halve 
Coril sistteIItIv hIV t l I ) V siii Iii r Il iIllt I tites )v(,-r lIt' iiist -eVet l 
Yeasl , which re-flects t ie siici'il lrioritit's ittlrihit'i t t eleili.
 

.(list init titH lli' ii
Tl iW t oll I&. 'Xf)( hiVl ( c Ci t,'gOiet AlSO 
shows t rclitiirlifllt 'ollstilcncv 'Il ll gtilii thehi last dtcad, two
third, 0[ tlt' Ctll'iit NXt)tIIilit ill's tolisisteiIfi, oo(Is an( st'r'ies,. 

M1)',of which anigf's si liicsit. Int'erest pave werewere d nllts 
abliout S", and tlie shlre ofl:tsi'ilis 'ose froenui 2.1 '. ill 1973 to 27'. in 
1979., aid tciiital expe),il(ittiirfs r iolivel stahte ait18-2W, of' totaliv 
expen(ittres. Fotir l'it .hsit' t h,('iipitill ex endit tires il f'or acquisi

olio of fixN(1 cap)itall iasts. eIStI,. t I *i I .S.The, ,ISC 
"ll' eItrrf'nt l)ti 't tOie (Ceot ill (,overllIntnl f)It the whole 

has li sir)luss thhevrlie, i' . which were utiliz(d to f'inance 
Capital exptenditiures. Ilowever. since 197,. the cu rreri, hUdgOt has 
ilso I)ecfille fef'icitilirv alta gillinpih rilte. aiidt lie deficit in the 
titll lti(tget has liilre thihlli houlitf1 1') liim 1 978 to 1 ,980).As percent of* 
tidal eX)enlitetlT. the jitihlic de'icit has vaiiied front'1..t 41.7'..
 
the latter heing the deficit ratio) reacheid it 19801.
 

TABLE 10 

CENTRAI. (G)VIEi MIENTIDEFI'IT 

(c nillion) 

Year Curr.Rev. (u rr E:x . Surp./I),f. ('i1.Exp Surp./)tef. 

1973 1,590.8 1,565.5 25.3 407.2 -:381.9 
1974 2,321.9 1,994.0 327.9 568.1 -240.2 
1975 2.913.0 2.748.0 59:.4165.0 -42H.4 
1976 :1,522.2 3,500.0 22.0 1,08O.8 -1,058.H 
1977 4,297.6 4,160.7 136.9 1,035.0 -898.1 
1978 5,647.7 5,987.6 -:339.9 1,277.8 -1,617.7 
1979 5.916.3 7,117.(i -1,201.3 1,581.6 -2,782.9 
1980 5,258.3 6,747.3 -1,489.0 2,28S.6 -3,771.6 

1"iIt E IMF. (m, rfrl', I'lI ,eftu',ilisli., YS (Wasiingt on, ).(C., 19811.' i 1E'Iiriwii/. 
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VI 1. N\10 N F. 1) I '. A N,)1 1Nt"I,ATI 0,N 

('ostlI l icaI erjit d rIIt tive price stalhilit ditrir I lIe :'ixt iCs 
:mid th lii'sit twt ,tar's (4, I lie stxtl it m. pttricle't'rot'it5f,rtse tt the 
anil llil Iivet inge rat' ( 2.:1 dt ifi lt ' sixtii'cs lx 2 .1), in 1971. lrid 
h.\.1.6- ill19 72. 1iitttit, in hi ti1 ;trv lr, i he ilta teitit,il 1 73Midl~ 1974 \%hIwt/ thew irld ,×.ium fped h\ 1,5,+:i Itttl:WAV., . ,.,ptccti .v. 
A\lthm~ iltl +i l't :; 111,t ill it,v : l :It ;I (~ h lhl ded,. 197T.). t, digit 
rate t&IT - .. A sliitrlj dtecl ie t .tcitred ill the rale (,I' price increases 

F Iin, 111t97ml il' at 'ttttlet I ', 17iir-& e tt ' i lt'Ll c rtt'm b+ to,t.l ri 

a tteie.ratt it'ldI s d tnia t ' , t ,tt'7. 'ri s.x
it 't t'u li it 

(tI'lt It,.l t ti ihes ttel ' t ,i' i r .lsil \li rits ctttc itit r' , ilit'l-


ris dmSttite <n. tt iix It t-t' i llt itiar'u litrIrsr'e ,-' h'Ili t ill hI ie xt t l 
-t'ttx r hic hi> % llitti t u)ti r; altiie 's 'Itl pricer ttelli'llct,t'ir; ttld ifh Ill ] ecl . tv wlthht,;tk II detpcil+ds< ()I inil rtt1 ln 

li 
teri 

d 
lI.( tl 

',icd olUi';ixi l .xertl t xnt r 'iIIt,.N 
 I e sh i l t I p,4< elivte of, 
iapiI it tFintli t ](It ,l nidCIil t was to h i trMIvi'i t'tl te l ae ite ila e 
i itn m .' , ' ,,. 

'N lttr~ix iis rt'r tetlts ,Cilc ' it nwt~t llt'I>t~t l~it'l. ()lwt i:.- tirte ds,'elx i I&isri,-,(Illlipm-lte l iltl'ilation. Tlhe, 11;1,t'XJit heen'ts<tvverv

Ix.li r t ii , Ii il\ tI 1I lCan I -i Itit' ( )1, (I i I Ix'.quaiIIIr .Ii ,I-n I),I 

r'aIt'.t II tirI' Ii 197f! rmIt.e ti ttaIrd l'hv,h ir i Ia tccr rst eat 
I Ii t It'I-I 

ti 
IdIIi i 'it 

t 
lM it.r Iv-t t't'l it g 4.t cc.eI)leai t Iilverige'itettl' 7(1 uring h I Iulirt'i~ xxit'tes t+'ce ii~utri itlt'19h7It siti. 

-r'ie arild sitiiig-. artid l'itn cnr~~'r,'ec dertt.,;'lrhse: i t samelst, tt 


',c ntItt (I i II,tI thvi1 1 i s l 
 I~m
rs-1ist:I r .si"+I(d rly. I I cit s In 

I II'IIt'Itt N' tI .I"I ri ts thri rxI I s ihe I tI 'rtinrat r ctt) 
 s theIt 
ti
Nmezd supp itl icl~dlree i tt hren:f' hrl ,;t, 'tmi, r slt en 

ralite.
But~tl':r
ln+I97 1 ollwards nitll ly expans,-ion ac.celeralted alt 
h dot~lbl,hli. diogit ratevs, t're,,ltuntly exc'eedinlg 24",,. The ac'celera.tion. 

15. CA'Ltd,ht d (11 D~t-.C.ID.rlA-tto December base the inflation rate reaches,. the 
level otf(5' fr lit, f Iott jerittl tOI 9I81. 
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TABLE 11 

CONSUMER PRICE INDEX 
(1975 = 1001 

Year Index Annual Increase (%) 

1960 41.9 2.1 
1965 46.5 
1970 52.7 2.6 
1971 54.3 3.0 
1972 56.8 4.6 
1973 65.5 15.3 
1974 85.2 30.0 
1975 100.0 17.4 
1976 103.5 :3.5 
1977 107.8 4.2
 
1978 114.3 6.0
 
1979 124.8 9.2
 
1980 147.4 18.1
 
1981 202.0 :37.0
 

S()UIRC'E INMF. )( nt Price tINtaInternationa liin alc Statistics. supphe tistcs (Sup
plement Series No.2I, (Washington. l).C.: INIF . 1981 1:and IMF, II teratiotmalFiinali 
cia I Statistics 35, no. 4 A pri 19821 

'I'ABLE 12 

MONEY SUPPLY ANDI) OMESTIC CREDIT 

(Annual Rates of lncrea.se, ",, 

Year Money" Quasi-Money b Domestic Credit 

1971 29.0 80.7 33.6 
1972 14.1 :32.2 16.2 
1973 24.3 15.9 10.5 
1974 19.2 66.5 50.6 
1975 24.1 61.7 40.7 
1976 30.3 48.1 22.3 
1977 25.2 30.1 26.3 
1978 24.0 30.2 29.2 
1979 10.4 57.0 41.6 
1980 17.1 15.4 2-1.2 
1981.1 29.3 25.6 19.6 
:1981.11 24.7 43.4 16.0 
1981.111 35.9 :35.5 6.6 

•(.)URE: Computed Irom IMF. Internaiti Financial Statistics Yearbook 
(Washington, I).C.: IMF. 1981) and IFS :35. no. .1 'April 19821. 
a Currency outside banks and demand deposits,
b. Time and savings and foreign currency deposits. 
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became especially acute in the third quarter of 1981 when both 
money supply and quasi-money expanded at 36', compared to the 
same period of tI' previous year. 

IX. V"QIT'I'Y AN) lA'FII('INCY: A FIRST (LANCE 

1. INJW)MH l)IIWI ltION 

Costa Rica compares fairl v favorabl v wit h the rest of' Latin 
America in the (list rihut ion o' incomes. as well as in the formation 
of a middle classa verv important factor in the maintenance of 
socio-politiial stahilitv. Althlotu h a sgilifh.anli ilprov ivent can
not he ohserved in te r .Llt , pow."itil ft,I 'illies letween 1961 
and 197-1. ;1f[lirly sol i(llilhle inriorire gririp i rieverrh(less evident. 

ltnlik- m ri v IlI( s., per rnil i'1nrm - ldistriblition stalist rcs and 
stiilijes on in tertl'l i .r;I chllng . are :- va i rlife in ('.st a ica. The 
data refer- to 1961, 1971 ;ir((l 197.1. In the 1t v,,es ill beltween, those 
f(anlilies thar foii the 2n!. :31d,. aid ,1i quinties increased their 
share ill the iicrrlies from :Itil.r) J(.): while the sart ofthe top 
decile (heclirid from I.." to :1.5 . Thu.. tl,,;e has been a swelling 
in the middle iurl(-orie grl(i.ji hut ext ro.-ml pivert still exists as evi
dericed bv the low ;Ihare (if the hot to dlecile." 

TAIIIE 13 

INC(OME I)ISTI{ IBUTION 

Family Groups '.. Income of Income %of Income.of I 
1961 1971 1974 

Bottom 20 6.0 5.4 4.6 
2nd 20 7.8 9.3 8.9 
3rd 201 9.8 13.7 13.7 
4th 20 16.4 21.0 21.0 
Top 20 60.0 50.6 51.8 
Top 10 44.0 34.6 35.8 
Top 5 :35.0 22.F 22.1 

-I l. t1'nrv. f (dosta Iica. Em lita / r hi ua.trihi'oin h l-uc.rcs (San Jos6: 
11.. and It.A)/Ministerio dcl irabapo , Seguridad Socutal, /i distribiuc;n de h,, 

iii.i'i.s pi'le-isiiu s/ ,(IIt l . (h,' (I/ ,lost'li-cS dtI /, .1. Sa 197S). 

16. Univqrsidad de Costa Rica. Envuesta sohre la distribu-jon del ingreso (San
ios,. 1973). A sligni inequaity increase is observable between 1971 and 1974.
However income distribution studies are seldom st irt ty conparable; hence the dis
crepanicies may very well he due to sone definit imal ant statist ical prohlerns. 

25
 

http:grl(i.ji


The swelling of the middle income groups has been at the 
expense of the top decile. for in 1974 tle ratio of the share of the 
lowest incomes t') that of the top decile continued to be about one
tenth, while the ratio of the share of middle incomes to that of the 
top decile rose frum 57.0",. to 85.0" 

Several factors are responsible for the hea vy weight middle 
incomes have come to ocCtL pN in the overall distrib, lion. First. the 
public employment and upward n,obility opportunities created hy 
the expansion of industrial activities. Second, there is sufficient 
evidence which suggests that industrial property is not concen
trated in the hands of an oligarchic class, as seems to he the case in 
some Latin American countries. Thirdly, the land tenure pattern 
clearly indicates that middle size farns are of' i iportance t ,e 
overall land distribution, which more often than not is not the norm 
in Latin America. 17 ,'ourthly,industrialization has brought about a 
shift in occupational categories to the extent that middle level 
employees have increased in importance in the economic activities, 
that is to say from 15", in 1950 to 24". in 1971. lifthlv, the popula
tion growth rate has declined, and the decline has been more pro
nounced in middle income groups. Finally, it is indeed possible that 
middle income groups have been able to take greater advantage of 
the educational services provided than the lower income groups. 
This is quite plausible considering that the majority of the poor live 
in the rural areas, whereas superior educational service:; in terms; of' 
quantity and quality are likely to be provided toia greater extent in 
the relatively industrialized areas. 

Despite limitations on the degree of' e(tu i tV achieved during the 
10 years in question, the reduction in income disparities appears to 

17. The percentage distibut ion of*land holdings in (Costa Rica remained stable 
during the period of 1955 te 197:3 as observed from the following ti :e. 

1955 1973 
Farm Size ha. Farms Surface Farms Surface 

1-20 66.1 5.1 61.8 7.7 
20-200 31.1 38.4 :33.8 :37.7 
200- 1000 2.4 21.5 3.9 29.4 
1000 and more 0.4 29.7 0.5 25.2 

Concentration ratio measured by Gini coefficient for both periods: are 0.752 andi 
0.758 respectively. See Manuel J. Carvajal. Report on Inconie Distrihution and Po'er
ty in Costa Rica. USAID/Rural Development Division. (Washington, D.C.: tISAII). 
1979). 
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be much more significant in Costa Rica than in most Latin 
American countries. 

TABLE 14 

INCOME DISPARITY COMPARISONS 

Income Share of Income Share of 
Bottom 40".. Top 20". Gini Index 

COSTA RI(CA 1:3.5 51.8 0,416 
Argen (ina 16.6 50.9 0.437 
Chile 13.0 55.8 0.506 
Venez.uehI 8.2 65.4 0.622 
('olom bia 10.1 60.1 0.557 
ltrazil 9.2 61.5 0.574 
Mexico 11.2 56.9 0.524 
l'anama 9.8 59.A 0.557 
El Salvador 10.1 58.1 (1539 
b'cuanmr 14.7 46.9 0.,126 

S)UV('E: N.C Kakwani, Income Inequality and Pocertv (Washington, ).C.: IBRD, 
1980). 

2. INDUSTIIAl, ('ON('EN'I'?ATI( )N 

Costa Rica's industrial struicture is fairl yNhighly concentrated, 
a few establishments generated the major share in emplovnent and 
output. The tendency towards higher i.oncentration has increased 
from the sixties to the seventies, and under present conditions it 
can tentatively be conc'uded that it is likely to increase in the 
future.
 

TABLE 15 

EMPLOYMENT CONCENTRATION 

(%of employment in establishments with) 

1 -4 5-9 10 -19 50 or more 
persons persons ptrsons persons TOTAL 

1963 :31.9 11.9 28.3 27.9 100 
1975 6.4 6.4 20.9 66.4 100 

Yewtbini /o, Itilm A,.mcriiaSOIitI'I>: E(IA. *'tahttoal r 1979 (Washington, ).C.:
E('L.A, I979, Tlabh (is. 
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TABLE 16
 

VALUE ADDED CONCENTIATION
 

% of value added in estal)lishments with 

!979'. Tahle 68. 

1 -4 5 -9 10 - -19 5()or more 
persons persons persons persons TT()AIL 

1963 12.01 9.1 2S 
1975 2.1 3.9 1-1.9 

50.1 
79.1 

10) 
100 

S(OUI(E: E I.A.Statistial YeIurbok /;r Latin Amcrwi, IWashington I).('.: ECLA. 

a. Including establi.hnw cnls with ilt rt-unsrittd ; lers lt not classified 
eisvNtiverv. 

From 1963 to 1975. there wa'ns a rtemarlkable increase in both 
ellplovillel alid value added concentration. In bothi are;is t here 
w raadrasti' lde i i ithemiportan.e of" mainly sma firms, wie 
large firms hecane nore prom intent. 'ThIts firti.s with 50 or more 
emlployt,es now domin atetd 'nltpI inlti aiidti put "etierai tit. 

T industrial sudseclors which 4t-('e t'aie titt le t'titst value 
added and ctiltnplo itrlt are ill h c'I (lo, Itaii d h% m m." twio i i s. 
BltlI t h re i s les e ie ce I I ti t , tex)r( t -. t'tu is o.ith)tit e hv 
l'rge firms. Medittit si.c firmis tendt( t) exl rt a r aicr proportiot 
of'their produtit t thl woltarkeis. while !aret'r firs' expor'ts, 
are ct 't atoted ini the regiolnal tiaiket. ()n the wtole.lhowever. 
nanufIattlritlI ati xp(rt actixit\ ate (lnill;uttq lith few large 
firms, hut with encouragin, ltioa itpi rtici ,tf' Inteditn -sizte firis. 

Asa result. (osta i aii ttt iR are ritedic't i it. ttartt 
hv oligotpolistit tndentt ites. inlt lile italhet is i utral to. if not 
biased against. the (hevehqpltent of itediui-sit. firnts. Givetn the 
limited size of tht dolltci it ntd re!iolltl ttarkltts t he policy sitil(i 
be to dtsct,au r lg ol')io list it rla.t ices. if' ,c)lott ( it ill is to iest iln l
lated. ef'fitiettv itcrteasctl. use Ittade of' exis inti excess cattacity. 
prices redllc., atlnd exlmilts to world titats etttourlaged. 
Silultanleosly. it is also ite'e:satv an iit iert t ve thait tlltotlitage
ment be given to sntdl firms, especially those involved in textiles, 
who are unable to tapt tle tatrket,, nd Ailso fate sulply difficult its, 
so that they can. SLI'eed itt at1 ratting for'eign htxers. 

The increase in inlu.trial ufficittncv is all lt( m 'toredesit'ahle 
when it is noted that indtlstr earns les foteign extlta/ge t fhaln 

agriculture. but its export tiat'nings are far motre stahle than 

28 



agriculture. In addition, protected under the umbrella of import 
substitution policies, the foreign exchange demand of the import
intensive industry surpasses that of agriculture." Hence efforts to 
improve efficiency will have to be coupled with the orientation of its 
products towards exports. Volatile agricultural prices, on tile one 
hand, rapid growth in industry's foreign exchange demand, on the 
other, are the prime causes responsible for tie chronic balance of 
payments problems plaguing the country. 

The import substitution policy of the past two decades is large
ly responsible for the foreign exchange crises as well as the ineffi
ciencies in the market structure. Entrepreneurs have been 
encouraged to install excess capacity. Low interest rates have sub
sidized the purchase of capital goods; duty exemptions on imports of 
machinery and equipment, tax exemptions on reinvested profits, 
generous capital consumption allowances have in effect lowered the 
price of capital below its social opportunity cost. All this, coupled 
with high payroll charges, has distorted relative factor prices in 
favor of capital and has effectively reduced the demand for labor. 

As a result, manufacturing has become ccipital intensive, 
manifesting itself today as excess capacity, that is, inefficiency. 
Manifestations of excess capacity can be found in the low intensity 
of utilization. About two-thirds of the industrial firms are reported 
to work one shift, 10',, two shifts, and only about 20", three shifts.' 
Obviously, in the presence of economies of scale, protected and 
limited domestic markets tend to develop oligopolistic structures. 

The policies affecting the market mechanism are discussed in 
the subsequent part. 

18. Well informed so,rces maintain that for every $ioo exported manufactured 
goods. $80 worth of intermediary products must he imported. 

19. Daniel M. Schydlowsky, Capital Itilization.Growth and Employment, Boston 
University Discussion Paper. No. 22 fBoston: Boston University. 1976). 
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PART TWO
 

PUBLIC POLICIES FOR DEVELOPMENT 

1. I NII I (I) Nt'() 


ttatif
lttit 


itng ics tIItII] I dI. ht V li 


r ig t( it'itrlvi .ixt it h(i t !il',i l )t1 tiltd titinward look
ilv % it in) lltilt' It t'vtlt nt nltti ' 

it l iw I('lit i,4, t itd >t't. lltp 	 ct'.tit It('xi l t i 'I'i'"0till I ill t.If 
t tt.i ; 1t's t illv int" li ti th,, Te pIt . (l f'pi srnitcI l inte t ast 	It'l 


it , I 1ttur w il ;It i lit 1th11 11i.+m (,I.;li i ; lw) . Roads w ere
 
con t lniute 
 , ii it
tilttli txvit hS t. I(1 tlt Iii It, %ithitill I cn I
Ialld to ritde (It'le n;l imtt't l lis ttrt'r' ti l it'llIti ir n eide "tritil 

ig esntivn ill ('(itt I nt' t (tit t ite,; tI itis I m dti. l ( in ruratl 

.lec'riit ittoIs . h ,\\.;itrk t"tnI-,t'\ , ,. L lttt' t)/ t)oti'' 	 s '' itablthe, tlh;I 1 p! ) ri. I h I -ll'", I'llc it'l :111dltdtveh.I[n etnt w~;Is 
I ]t./I/l/,, mlCtll0 ) t'1;111,( .I |l( I(Ih .\' l dcll 1i'1l em'l+]l V 'l'lb(amlsmo( 

ietliful ,lpihllip: Irzlll ' ill + itdr'.t', li l ll [i t is + il n a~~ 

th(lin xi!) 	 ' l ,it r ittI ( . A l re ,,.;'i~nlim , IIl, ri (,l i tl~r t 
Ih lIS'illv 'udI(IlI i',i IIIltI I(.\ 5 i lllU . er+ hell1)( )1(I 	 it+ h lit rieson t 

Ll)(i's II k.I I.IItf I.!iol !j'llleve l ,dI.tiF ,.'ra I In ).IIIl Ild ,setpIIIlic 


" 
'VbVt('NiV/RIrM-	 llCMt ';iq diff'(9-CuICC.S ht~th,\t'tn t;l ;Ut decreeidn wag~es 
laei'	t ) +i n f'it';tit. 

:\cc'mn );iI e,t IInit'h Ist rill ;tniio l in1 .196(0toib\ :I i i 1n1inIlu IetX l 
197il. t liese pi+ll v( ll listi~rtlnl(illn:1 11llihniic'inn lin1 equitlii'iv,> liml+ 

bh ,f-1-r i 1lt ;I H it';i I<(,\ idliit''d hI dit, ribnl ionin <ll ls< lhe'l inc' l(Iun 
f+i-II-t i le l~in It'arl (ih (l ()I,i I ;- li l tlt ln inI u I\ i, iprovememti 

1. olr details seel.tP. . Hluurk, E'quitable Gnrowth: The Caise of Costa Roca 
lI,ilhitig!'lol.J).C'+ 1979I). :i(;tT i, . 52.
 



equity, espPcifll otf'"l, tk!,, mid--:eventie.s. has been at the expense 
v1t bn 

(l ii tit fit 1175 : dnndt1w o;,itf ired with hard data. But it is an 
I I) ro nt Igital dcI 'It ioI, f'rom I II I t ihatoverall the goverment 
has lnot basicall v It( rof its1 ( iN t,) N,'tIrds redist rihut)in and 
equityI' The dvclioo int ofi( Ir, r.v on Iheat hr hnd. is evident fromr 

of efficioY. Th (t l ullnmintained or improved suhse. 

to iv Out it fis If ' 
Iii ~ ~ ~~ '. I V w'' of!'t'labhor i it ,N deti ~ ' WI ' f product 


fh uwd ft~w i ll 
 * 1o(11uf"; ( owvt 11initi Ile )verIllI 
,'i"'le'I .V . 'o f t11(.( lid ineoployrnent increased.'d N. '(I .'"t ( 
lnc'reased iniiust; . . .. i:, . ,ivercapitaliz tion an(d excess 

(Cal' (ity 0i1 i dld ,i, thli i )l' IaclyV inlltici, n'v hats begun to 
('h raut riz, orst (' !.I {a,'i , '1ilf'itliols. 

Ali i priori ('0't( (til ih iowdi' tl,,it the government, through its 
p ;, oIf (CC ' 'Iii ,1Ifill,ti, and protective measures,Ce,> V', 
tlls ir 't(t. (Iii- lu ,i, ,t ',v. -ilip Iv it:,blances exist; growth
,iowevd iowil, ,, ' r,,, a,w , lioive e ome ineffectual in 
eli ltl Ow I ii , tq, (I iit t,' lfi lli t;jilinq at reasonable rate of 
w'iwttl. IIts I 1.); 1t.; . ... ,s :nd aiiss ses four 1,eparate 
but interrih lted 41 tt. 01 a,,,at action: trade and industrial 
policy; fiacml xlpiicv, ci,'Wit lbou'. , at-'I public investment and 

' 1! 1 I;[ .. I i.\l, aIt(tI'l, 

l11i'ff: laua)e hc',l- tL, iw. flalitlia4'.ii svilh which tile import 
suihi t it tel iut ,(ili('' hi a, iiasleh ,,,lld. I:or alitost two decades, 
th hi ifI policy li.; ,i'tli'd ;i : ,,: ia:s of charges to imports from out
sid' tHe:i.r-';i,,n, oot, , I ;' ,l'td rin '.,e or all charges imports of 
I w Oit 'Ti l,, inti - , ' lii l!. tal caupital equipment required
fur dottri,.i ic'. imirf.c o.: aiug wtivilyv. Th, net result has been a high 
hevid ,of o'ffr.tivw , ,io)l (it the final goods, an overvalued 
4',%(ihFiunf. rot'', ,,'!,f'l trIlgl.l(mlit of industries competing with 
imptrDlt, and discoiir,,vp!-,nt ,of o,.port activities. 

'lhir' fir,, foul I ,,' ,t hmii,,rt elarges: 
ii)Y I ho c - u:itt l, II OIIc ad ta:o'it Lxternal Tariff (CET) of' 

the CA. M, 
b). surcharges ,m th, toiitfs under the San Josl protocol of 

1970; 
c). chitrges on selectio cenommption items; 
d). tenupoinry ilua,oil t suHa,rges. 

'4 

http:flalitlia4'.ii


The CET was instituted rig-ht at the very inception of the 
('ACM and consisted of ad valorem and specific duties. The San ,os6 
protocol, signed at the time when ('A('M members were facing 
serious halance of payments difficulties, instit uted a 3t, surcharge 
on specific and ad valorem(ullties. The taxes On selehctive consump
tion items were in troduced in 1972 and applied both to intra- and 
extra-regional tradle. The rates were higher on the latter and fre
(uentlv the difference margin rat her high. Temporary import 
surcharges apply to 15(; products imported t'rom outside the region 
with rates ranging front 10t"to 50'',. 

The duties administered in a cascaoling fashion, cause a hidden 
hut important element o fprotectioinsm. It i. estimated, for exam
pie. that lariffs on noanif'actured it lo)rts nominally amount to 
I ()t('. 

2. IX MI'TIONS 

Based on the infanl industry argument of' protectionism, 
'A('NI countries, exem pt from duties imports of' raw materials, 

intermeliate inputs and capital goods from Outside the region of the 
integrated market. In addition, the (Conmon Market Agreement 
provides incomle tax exe lot ions and deduct ions f'or certain types of' 
capital expendit ures. 

The principal lenef'iciaries under the Agr'eement are: 
at 	 Group I - Producers of' industrial raw materials, 

caipital goods, and producer goods or semi -manufac
tured products whose Output is destined to the 
CACM members. Installed capacity must be at least 
50,i of the regional demand. 

b)	Group 11 - Producers of consumer goods who gener
ate significant foreign exchange benefits and have a 
high domestic value added content. 

c) 	Group III - Packing, canning, and mixing indus
tries and those that are specially listed in the Agree
ment. 

The exeniltitns from customs vary from 50"', to 100",. and are 
granted for 3 - 10 years depending upon the classification of the 
indtstries as new or existing and into which Group they fall. Group 
I enjoys a 1)0t"t,. exemption on imports of raw materials, fuels and 
lubricants arid senti-noornuifactured plroducts for :3- 5 years and a 
50''. exemption for an additional period d'5 years. (Group 11 enjoys a 
5W,'. exemption f'or 5 years. Both grops are exempt from income 
taxes, the first for 8 years. and the sec ond for (Gyears. They are also 
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100% exempt from the tax on net worth for periods ranging from 4 
to 10 years depending upon whether the industry is new or already 
in existence when exemption was granted. 

According to the law the exemptions are supposed to cease at 
the end of the prescribed periods. But extensions have become t lie 
rule rather than the exception, and hardly any extension request 
has been denied. The net result of the tariffs, combined with exemp
tions, has been a revenue loss for the fisc on the one hand, and a 
strong effective protection for manufacturing industries, on the 
other. 

3. EXPORT INCENTIVES 

There are three distinct types of export incentives: 
a). Certificados(if AbonoT7ritutario (CAT). 
b). Certificadosde Incremento de las Exportacionis (CIEX). 
c). Duty-free import provisions (drawbacks). 

The CATs were instituted in 1973 and are awarded to firms 
exporting non-traditional exports to countries outside the CACM. 
They provide a tax credit of 15'": of the f.o.b, value oftbe exports and 
are negotiable in the open market. The ('AT awards have grown 
substantially. During the decade of the seventies they increased 50
fold, a sign of the Treasury's premium to inefficiency and an indica
tor of artificially sustained exports. 

The CIEX system of export incentive is of much less impor
tance. It is a scheme which provides a tax credit to those firms that 
increase their exports from one year to the next.. This is a new provi
sion, and therefore it is too early to evaluate. 

The drawback scheme provides import duty exemptions to 
those firms using imported inputs in the products they export. It 
applies to intermediate inputs as well as to capital equipment. The 
system is very complicated and cumbersome, and considered to be 
ineffective. 

A further export promotion policy is that of financial incen
tives which take the form of cheap credits to a variety of productive 
activities. The mechanism to implement the incentives is extremely 
complicated and involved, differentiating the interest rates accord
ing to sub-sectors, size of loans, firm size etc. The policy has led to 
unnecessary accumulation of fixed capital and high leveraging in 
firms' financial structures, without particularly promoting exports. 
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Side 1 side witi export promotion policies, which are ineffec
tive and misleading the Government of' (osta Rica levies export 
(dut'iswhich are clear cut disincentives. Major traditional exports 
are levied at the highest rate 19.25", on coffee and 18". on sugar, for 
example . All other exports pay I Ti e original purpose oF the 
dlties was to secunre revenue to the goveroiment, however, it is 
rather uneconomical to sugLest that a levy on Cos-ta Rican exports 
would algntlt thel foreign exchange earnings of the coontryv. 

It is very difficult to calculate the effective protective rates and 
pinpoint wvit h exact ness tlie pro or t he ant biases embedded in the 
systenm. Ilowever. certaill con1clusions Can be drawnY1. 

a). 	 Overall, the effective tariff rates are very high. 
Estimates vary from 164(,, lBrookings) to 101.4% 
(SIECA), but they indicate that Costa Rica has the 
hiighest effect ive rate inr t he region.-' 

b). 	 If the effective rates of protection of the domestic 
industry are combined with the effective rates of 
subsidy for exp'orts, an anti-export bias appears 
against especially efficient firms. 

c). 	 The incentives for industrial development clearly 
favor import substitution activities to the detri
ment of tile ability to take advantage of export 
opport un ities. 

4. EXCHANGE IRATE POI('IES 

Many economists view exchange rates as a more effective 
policy instrument in promoting exports. Such a view has been -on
sistently disregarded in Costa Rica and the use of subsidies has 
been preferred, with far from satisfactory results. Costa Rica so far 
has not implemented an exchange rate policy with the specific 
objective of promoting exports. Its history of exchange rates, 
devaluations and multiple vs. single exchange rates clearly shows 
that the measures were not taken with the intention of expanding 
exports. 

2. W.R. Cline and E. Delgado, Economic Integration in Central America 
(Washington, D.C.: Brookings Institution, 1978,) pp. 702-703; and SIECA, 
Anteproyveto tiel sstemtl tori/arto unifirne (Guatemala, 1978). 
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Costa Rica has experimented several times with multiple 
exchange rates: 1960 to 1961. 1967 to 1969, 1971 to 197:i and once 
again since 198i. l)uring these periods exports were consistently 
granted the less favorabhe lower tlicial iate. which assisted the 
substitution of imports to the detriment oft exports. \Vhen the 
devaluations took place, the ('onimon Market partners brouglit 
pressure on Costa Pica to recogri ize the official rate of exclhange for 
its imports from the ('ACM. Granted ('osta Nia's membership in 
the CACM imposes certain ii.rigidities on its exchange Iate policies.
nevertheless, all other polin, failing. o'sta Rica had no other 
recnur,;c but !,) reckon with the liheralization of exchainet' rate,-. 

'riTe disparities between the official rates of exchange and the 
"various" free market rates too!, a (lrairnat ic turn during the period 
of 1979 to 1981. Until Septetber 98,,, the tonietarv authorities 
sought to Maintain an artififI( lllv low exchange rate through exter
nal brrtwing and use of r."serves. whil the free market was 
already beginrin i, 'litI rum the . per I 'S$ which prevailed 

19 "' in 1978 and .00, official rate in 19S 0.hert ) to 9.)0 ,Julv 
14.4,1 in Decenb,,r 198MV 17 29 .\lart+ 1981 to a high of 37.79 I-v 
December 198(0 when the itlciat rate was finallv devaluedt to C20 
per US$. Throughout tlis period the actitIs of tihe m(tonetary anl 
other governmental Kinrlttdiog the l.eg::liture authorities cal be 
interpreted as basicillv ,cni , itu(l -, intertal Ito (ista Rical woti
siderations on price, and inflnt ion and the ilntr 'v's ability to repay 
its foreign debt, tath,. Ki= t, the need to create new exports. 

It is of' imporia ( 't t to e x:rti' exachft ,e Iittes itta VaCuItI. 
but to place thern wit I it) the ,ru-per cuilttext ot' local csts and price 
movements. This i.w,h im,.in a cotnl rv like Custa Rica, where the 
inflation rate is faster than the trading partners. the fixed or 
official exchange rat,-, create f'rt lr havoc t(mexports. If prices 
rr~e mro rapidly~ i,W oixptrting, country - as was the case in ('os
ta Rica - exporte's toucd to their dtsnniv that costs are rising and 
that they a'- lia.ing Ihir tt-adit itnal markets. They can remain in 
business, as it '''em, it' their nu''itil eatritgs increase when the 
value of' the na! ' ":t! currency is reduced VisN--Vis the stroing cur
rencis ir the dc,. ::r 

Costa Rica's cast, was totall: contrary to this premise. The 
three devaluations hetween 196 1 and 1979 were far from being 
policies to adjust the natimnal currenc v is-a-vis the dollar in m'der 
to hell) exports whici were losirig ground hecause of inflationar* 
pressures in the eu(inorny: rather they stem med from the inten
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tions, explicit or implicit, to curtail imports. A-; a result, w'hile 
exports did not benefit rom the rneitger exchange rate policy, 
further distortions were injected into, the :v:tem. 

The ciriclusion to he drawn from the dliscti -nion of' the foreign 
trade and exchaige rate plWic i I hat they have slowly, hut sure
ly, distorted the market: overcapitalization inhalanced the r-lative 
factor prices and st ifled exports. Thte econlonv locame, inefficient. It 
is very difficult, if not inpossib le. to derive I he equity implications 
of these policies. One can only suggest in passing that in every 
likelihood consumer welfare tdeclned (ile to the higher market 
prices and to the possibly lower quality of consumer goods-

Ill. FISCAL. POLICY 

The public sector has played in the past and continues today to 
play an important role ini( osta Hica's deveoptaent process. Public 
expenditures have bee'n : deterinining fa'ito" in shaping the coun
tr'vs physical infrastrtcture and htnian capital hrn-ation. This is 
accepted almost axioniaticall, all. t should not lead one to sus
tain UHe(luivOcal)ly that the budget is necessarily conducive to 
equity and efficiency. To assess 1)olh reqipres a carefrul >crutiny of 
taxes and public expenditur,-e. 

The following discussion rel'ers to the overall equit y and effi
ciency iml)licationis of the tw) sides of the budget, but exclude con
siderations of the efficiency in fiscal administration as such or the 
cost effectiveness of each g(vernment outlay. 

1.TAXES 

About fifteen years ago the tax structure characteristics of the 
ID)(s could have been expressed by the blanket statement that 

indirect taxes constitute the major portion of their total tax 
revenue, indirect taxes referring to taxes on foreign trade, domestic 

:i.tK('1lll( lieratr t I:;aihUnduillt in A stsVsig HI (t'(ilisis 111ii1111iinC i'01n 
f(Irt-9MIC~ Mtl{tt ('l.' TV l'lSU'Stt and hen ~fitavs idscarc:eid ' ll s iiv, fortig(n tVXChllngf
 

-

hvt11 t.
anid dh.%,lp11 n I fid sraia in of'pr'OtLctted tndu.,t riahizaliui. See for 

exaiple. F. %rdic. S. Andic, and 1). t)osser, .41T'erv o Eitn nici!n igrtiln fir 
)et ,/p,, ('liQ, ri's (l,ondon Allen & t'nwin. 1971 1:13.Balassa. tt al.. Th,,Structure 
,i 'ri,ttction in Ik'rv'lnping ('ountries itialtirnor, Ihhns ltoI Press,pkins University 
1971 ; and J. 13.Nugent, , 'c;ttl ,nt'rirwMBaltimore: JohnsEM'nnnmni Ithrntiuh 
Hopkins University Press. 197-. foir rnerety tree ents. 
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production and internal transact 'ns. Yet after two "developient 
decade.', the ratios of taxes to dorest it pro(d(ut are basically still as 
low as they were 20 years ago. The average ratio now stands at 15"; 
direct taxes are between 2-3'., and indirect tiaxe4 12-13'.. Indirect 
taxes continue to weigh heavily within thioverall t.x collection.I 

'I'A IE 17 

SHARES OF TAX I{IVENIJE 

(Selected yvars 

1971 1972 1975 1980
 

Total Taxes/GDP 12.1 12,0 13.2 12.0 
Direct Taxes/GI)P 1.4 3.0 3,0 2.8 
Indirect Taxes/GI)P 9.4 9.10 10.2 8.8 
Direct Taxes/Tot.T 24.1 25.1 22.9 21.3 
Indirect Taxes/Tot.T 75.7 74.9 77.1 73.0 

SOUREt't Hanco (Central di tsta Rica. 

Costa Rica is no exception to this rule. The ratio of total taxes 
to output continued to he around 15. and the ratio of direct taxes 
only 3,j. 5 

Costa Rica reformed its archaic taxes in early 1972 when 
changes were made in the general sales tax, the selective consump
tion taxes, as well as in taxes on income.The general sales tax now 
distinguished between essential and non-essential goods. A general 
rate of 5)i was established and supplementary rates of 10 - 50li. were 
added. Although the income tax was made progressive, larger 
deductions were allowed. Taxes on profits were also made 
progressive. 

,. For details see I". Audi and S. Andic, "'ulc liance, I)ewhopi,,n' a~nd Whe 
Third World," in.so-cular "l'rends ,q/t I',h, t, ., .( (Pnj t, tu,, Ii . Reckt a I Paris: 
Editio ; Cujas, 1978), pp. 3,1ff. 

5. If export taxes were includid. tims ratio woUld itcirea1se to a lile o1Vr 5".. 
Wt'cther or not export taxes are in ta(t direct taxis is tcontrovi'rsy iot resolved in 
th, literature. 
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TABLE'18 

IMPORTANCE OF TAX REVENUES 
(Selected years' 

1971 1972 1975 1980
 

Total Taxes/GDP 11.6 13.6 20.1 12.0 
Direct 	Taxes/GI)P" 2.3 2.7 2.7 2.9
t
Indirect Taxes/C I)GP 8.9 8.61 8.(C6 8.8
 
Direct Taxes/Total iev 23.0 19.9 16.1 24.0
 
Indirect Taxes/rotal Rev. 77.0 63.1 59.2 73.3
 
St i'ttw l+art.'i ('untral di 'osta Rica.
 

a. 't'axi.. 011 ItltCrr'. profits, capital gainsr'.

1). Taxes on domestic consumrjptiont tnd Intl trade.
 

The system was reformed once again in June 1976. The corpor
ate income tax rate was raised, a 3", tax on net assets of bearer 
shares of corporations was introduced, and sales of real etato 
values a)ove C 2,0)0,00)(0 \vere sub.jected to a progressive tax of 1-4".. 
The almost exclusive ptrpoise of the reform wais to increase current 
resources t'o" higher educrtitm. Although the resulting revenue 
increase was totally earmarked for this expenditure item. the 
refolmnl law also earllarked additiotall v 30'. (f t lhe proctceds of' the 
income tax to higher education. It is worth noting in passim that 
earmarking creates a cetain anont of rigidity in exptenditures 
and tends to decreatse 1)u1ic sect or savings. 

One verv striking element in ('osta Rica's tax structure is the 
higher yield consumption taxes t)roduce for the fisc. This is partly
due to inflation and partly to rate increases. Direct taxes, tin the 
other hand, never really gained any significant importance. The 
reaction of the overall tax system to economic growth is basically 
neutral. The tax elasticit v has been unitarv, because of preferential 
exemptions to a variety of activities and of the specific nature of 
some of the indirect taxes. 

The distributive effects of the tax system (as well as those of 
the public expenditures) can fortunately be quantified thanks to an 
incidence study carried out using the 1974 income distribution 
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data. The study reveals that both taxes and expenditure change 
the distribution towards more equity, public expenditure being 
more effective than taxes. 

TABLE 19 

INCIDENCE OF THE BUDGET 

INCOME GROUPS' TAXES EXPENDITURES 

Low 27.0 56.0 
Middle 
High 

41.0 
32.0 

27.0 
10.0 

SOURE': Banco Central de Costa lica. 
a. Low: 52.3".. Middle: 39.2''., Htigh:8.4", of families. 

The data indicate that while low income groups were paying 
27". of taxes, they were receiving 56(,, of public expenditure 
benefits. On the other hand high income groups were paying 35% of 
taxes but. receiving 16", of public expenditure benefits. 

From the point of view of the efficient allocation of resources 
the picture may be altogether di"ferent. In this context it should be 
kept in mind that exemptions, though part of the tax system, can be 
considered as tax expenditures. The immediately preceding sections 
, ave already discussed the resource misallocation such exemptions 
give rise to. Let us now look at the allocative effect of particular 
taxes. 

It is generally recognized that allocative efficiency is better 
served when the consumption of goods to be discouraged are taxed, 
irrespective of national origin. To begin with, import substitution 
policies do not adhere to this premise. Moreover, higher taxes on 
imported goods - import duties combined with sales taxes -- no 
doubt add to the pressure towards inefficient import substitution 
exerted through the tariff and the exemption system. 

Low tariffs, exemptions, overvalued exchange rates, and 
relatively easy financihg terms have led the economy to over

6. E('lA/Ministerio de Ilaciprida (it- (osta Hica. In, 'lclU li'msal v distribur.i6n 
del tigreso En ('osta Rich tSan.Jos: Minist'rio dv lacienda. 1.977). 
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capitalization. The income tax system is far from remedying the 
situation. Rather, the incentives the system contains, as such, favor 
capital intensive technology. Although, as judged by statutory 
rates, business taxes appear to he fairly high, a series of measures in 
fact reduce their effectiveness to minimal levels. 

This is not a plhenn n peculiar to ('o'sta Rica alone. Studies 
on many other countries have shown that the formulation of tax 
policy has paid very little attention to the kind of capital invest
ment fostered or to the proportions in which it is combined with 
other inputs. As a result, the tax policies of' many LDCs have 
widened rather than narrowed the divergence between actual and 
shadow factor prices,. making capital less and labor more expen
sive., 

A policy of this nature may not have had ap)[preciable effects 
on the ('osta Rican economy simply becau:;e open unemployment 
Vwas not a major problem, since in the final analysis the public sec
tor absorbed much of the unemployed, and underernployment is 
always conject ural. However, since the tax system as such appears 
to be conducive to misallocating the resources between the sectors 
and in determining the calpital-lahor ratios utilized, a close look into 
the system hecomes imperative. 

2. EXPENI)TUIRES 

Public administration in Costa Rica is separated into three 
levels: The Central Government, the Municipal Governments, and 
the autonomous agencies. 

a). The ('ntrul(;oernment 
The main source of Central Government revenue are the taxes 

(about 95",,). However. with a substantial share of the revenues ear
marked for specific outlays, a high and rapidly increasing propor
tion of public current revenues does not accrue to the Central 
Government. For example, virtually all the proceeds of excise taxes 
are earmarked to local governments and autonoraous agencies, and 
over one-third of all direct tax revenue is earmarked for higher 
education. 

7. See R. Bird, Thxation and Development (Cambridge: Harvard University
Press, 1970', pp 126.27; and S. Andic, Some Aspects of Taxation in Less Developed
Countries (Baden Baden: Nomosverlag, 1982), pp 44-45. 
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The natural outcome of this procedure is first th ielimitation of 
the role the Central Government budget plays as fiscal policy 
instrument, especially from the efficiency standpoint. Secondly, it 
reduces the possihilit y of public savings. Thirdly, it tends to 
increase bureaucracy and inflate the public sector. The enomous 
increase in current expenditu re; (has icall'y wages and salaries) 
should, therefore, come as no) suriprise. In 1971. for- example, the 
Central Government emploved 34,90 persons, while in 1975 the 
figure stood at 45.300. In 1981 it was (..900. Productivit v,as dis
cussed earlier, declined. This was a natu ral Outcom of' the rapid 
expansion of the government's hiring an increasing number of civil 
servant,; to accommodate the growth in the provision of' social ser
vices. The public sector may have increasinglv become an employer 
of last resort for university students who are unable to find jobs in 
the private sector. 

TABLE 20 

CENTRAL GOVERNMENT EXPENDITURES 0.) 

1971 1975 1980 

Current Expenditures 76.2 80.8 76.5 
Wages & Salaries 44.4 43.5 45.4 
Goods & Services 6.5 8.2 3.9 
Interest 7.8 6.5 10.2 
Transfers to Pub.See. 10.6 14.9 27.4
 
Transfers to Private Sec. 6.9 7.7 27.4
 

Capital Expenditures 28.8 19.2 23.4
 
Fixed Cap. Formation 16.6 14.1 13.7
 
Other Cap. exp. 7.2 5.1 9.7
 

SOtLIE: Banco (entral de Costa Rica. 

The functional distribution of central government expenditure 
has been undergoing some significant changes. While expenditures 
on social and community services have been basically increasing 
their shares, economic services and the gross debt service have been 
declining. 

It would not be wrong to state that the Central Government has 
been quite successful in promoting equity. The increase in social 
services is a case in point. Moreover, acting as the employer of last 
resort, it further enhances equity by reducing unemployment. As 
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will he seen subsequently, other government agencies have also 
contributed to equit y. That government expenditures are the pri me 
movers of equity is a fairly common phenomenon among the Ll)('s.' 

Efficiency,. however, is likelv to have suffered both within and 
without tile pulic sector. (rowing putlic empuloVIent and declin
irg productivitV inldicate that the (enltral (,overnmenL o iLut cost 
eftective. Nl reover, there is a strong need to control tile hiring of 
school teachers and allow a reallocation of resources to other see
toi's. such as ;t-rricUItlre. This stlrOnglV suggests that the Central 
(overniment's hudgzvt tends to misal!Icate human resources, hence 
creates inefficiencies. 

h). .Gwi'l t c;'rtl/uen Is 

Nunin'ipaliti(s in (osta Hica have been losing very rapidly 
their relative import ance as a result of the expansion of nation-wide 
Utilities. ttol)(MOUs agencies, and the family assistance program. 
The revenue sources of the municipal governments are limited. 
Real estate taxes and fees constitute the bulk. Since they are of 
negligible imnportance within tlhe econo 'overall vythey will not be 
discussed Ifut her. This does not mean, however, that local taxes and 
expendit ore decisi(Jns have no iMplicat ions bo' equity and efficiency 
Within and without tile houndaries of the nuinicipalities. 

0'. Al11 ollII¢I.ow A.Lenc' s 

i. The F"t mi'y Assisaticc Program initiated in 1974 was 
designed to improve the living conditions of the poorest 20' of the 
population in rural areas. The em phasis is on health, nutrition,
rural hotsing anld land settlements, education and training and 
also on providing direct cash benefits. 

The progran0 operates in a very sui generis manner. 'Tile opera
tion (f all sub-progra ils is entrusted to established public entities, 
such as various mil'istries and tile Social Securit v Administration. 
The prograin derives its revenues f'rom earmarked taxes and l)ayroll 
taxes.
 

The prograim def'initely has an important equit y impact. It is 
estimated, for example, that as a result 1.4". of' the GDP was 

8. See, for example, F. Andic, "iPvert 'yand Tax Incidence in Malavsia," Public
Finance Quo rt'rlY 5. no.3 (19771. This is also a prime finding in R. Bird and Luc de
Wutf, "Taxation and Income )istribution in Latin America," IMF Staff Papers 20, 
no.; (1979). 
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transferred from other segments to the lowest 20',. The efficisncv 
implication of the program lies in its financing by payroll taxes 
which tend to increase the price of labor and lead to further 
capitalization. This is not desirable within the context of the Costa 
Rican economy. 

ii. The Social Security Fund (CCSS) is the most important 
autonomous entity in Costa Rica. CCSS has been increasing its 
coverage and today includes independent workers. In the early six
ties it covered about 30"' of the workers: today the coveiage reaches 
approximately 80'.,,. The bulk of the Fund's income is derived from 
payroll contributiuns with which it finances two programs: the 
health and maternity insurance program and the old age and dis
ability program. The former has been almost always deficitary, 
while the latter yields substantial savings. Te deficit in the health 
program is basically attributed to the Central Government's failure 
to make its full coitribution. 

Undoubtedly, a wide coverage of social security benefits helps 
to enhance equity. Several aspects must be considered in judging its 
efficiency impli'ations. First of all, the old-age and disability 
program is currently generating considerable savings 55'-, of' all 
non-financial savings), but this saving is not fIll ' utili zed fro the 
internal capital formation of the country. This may not be con
sidered totally healthy, especiallyN since the country still relies on 
external financing. Secondly, to the extent that the population 
grows older, the demand on old age pension funds will also grow. 
This could lead to an overall squeeze of government finances. 

iii. Higher Learning Institutions. There are basically three 
higher learning institutions in Costa Rica:' The University of Costa 
Rica, the National Universit v, and the Technological Institute. 
These institutions have expanded rapidly during the mid and late 
seventies as a result of the intended expansions in secondary educa
tion. Higher education is almost totally financed out of'the general 
budget. In the mid seventies, the current transfer to the two univer
sities amounted to C167 million or 7.5'!i, of the revenues of the 
Central Government. 

9. There are also some private higher learning institutions and remedial 
schools. 
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Again, from the efficiency and equity points of view several 
points can be made. PrimaI[icie,one can conceive of free (or negligi
ble tuition) education as enhancing equity, especially since the bulk 
of the students receive scholarships. However, a close scrutiny indi
cates that high income family students also benefit from the 
scholarships and pay very low tuition. Seventy percent of the stu
dents with scholarships were members of families in the top 40% of 
the income scale. Hence, by however small a degree it may be, the 
general budget is subsidizing the rich, leading to a loss in equity 
which the government tries so hard to maintain. It. is also common 
knowledge that many of the graduates are unable to find jobs in the 
private sector, and it is the public sector that ends up employing 
them, whether their services are needed or not. This is not an effi
cient utilization of human resources. Several ways of avoiding the 
inefficiency may be devised. One would he restructuring the fees 
and putting an end to the indirect subsidization of the rich. Another 
would be trimming down the educational expansion to size; a third 
would he to design the education program in conformity with the 
skill demands of' the various economic sectors. 

iv. The Costa Rican Electricity Institute (ICE) is responsible 
for the electrification of the country, as well as for its telecom
munications system. ICE's capital expansion programs were not 
solely financed from the public budget, but relied considerably on 
external loans. ICE also relies on user fees. 

v. The National Production Council (CNP) is responsible for 
the execution of price stabilization and agricultural promotion 
policies through market interventions. It also operates a national 
liquor factory. The Council's budget has always been deficitary. 
Part of this deficit is covered from the profits from the liquor 
monopoly and part from the profits of the state oil refinery. The 
remainder has been met by the Central Bank. 

It has been argued that erroneous pricing policies coupled with 
mismanagement are responsible for the Council's large deficit. 
Although agricultural price supports could be considered as con
tributing to the overall equity in the country, the practice whereby 
its deficit can be financed by the government via the Central Bank, 
where the Council is authorized to make unlimited drawings, cer
tainly leads to serious misallocation of the public sector resources. 
This is not an efficient way to run any autonomous agency. 
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vi. Corporaci6n Costarricensede Desarrollo (CODESA) is a 
public investment agency involved in major productive investments 
in the areas such as ,ement, alcohol, aluminium and transport. The 
operations are mostly financed directly by the Central Bank and the 
Corporaciin's deficit represents about 15' of the public sector 
deficit. The enterprises initiated by CODESA were originally 
intended to be sold to the private sector irt due course. However this 
intent has never materialized. 

vii. Refnadora Costarricensede Petr6leo (RECOPE) is the 
government owned refinery with exclusive rights to import, refine 
and distribute oil. In the past, RECOPE generated important finan
cial surpluses through higher than international prices which were 
transfered to the public sector. The present operations however are 
deficitary, and responsible for 25", of the public deficit. 

viii. The National Water and Sewerage Service (ICAA), 
FECOSA and JAPI)EVA are three other autonomous institutions 
worthy of mention: The latter two are responsible for the railways 
and the ports. The railways are chronically deficitary, while the 
ports make some profit. The sewerage service also runs at deficit,
which, as usual, is covered from the budget of the Central Govern
ment. The institution is beleaguered by managerial problems, as 
well as by the inadequacy of rates and tariffs. 

As in most LDCs, Costa Rica's autonomous agencies are defici
tary; they are employment padded and inefficient. They are of para
mount importance in -terms of' resource and investment allocation, 
but under these circumstances cause misallocations. If the original 
intent of generating growth with equity is to succeed, these agen
cies must be reorganized into efficient entities. Otherwise, in the 
final analysis, it will be equity that will suffer. 

On the whole, therefore, earmarking on the one hand, budge
tary deficits on the other, inefficiently operating autonomous agen
cies on the third, combined with overemployment in the public sec
tor spell out a poor performance for the Costa Rican Government. 

IV. CREDIT POLICY 

Credit and monetary policies in Costa Rica basically acommo
date the fiscal deficit. In the early sixties, fairly restrictive credit 
policies were followed due to balance of payments difficulties. As of 
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TABLE 21 

PUBLIC SECTOR PERFORMANCE 

(%of GDP) 

1965-70 1976-80 

Tax Revenue 14.8 8.1 
of' which Central gov't (11.4) (12.9) 

Public Savings 2.4 3.6 
of which Central gov't (-0.1) (1.1) 

Capital Revenues 1.1 0.4 
Capital Expenditures 5.8 8.0 
Overall Deficit -2.3 -4.0 

StURt: Banco Central de Costa Rica. 

1970, the measures were relaxed when the ceilings on certain loans 
were raised, and agricultural and manufacturing credit, and to a 
certain extent livestock credits, rose fairly rapidly. During that 
year credit expanded by i1.3' and money supply grew by 11%. The 
increase in the ioney supply originated mainly from internal 
sources. More liberal bank credits led to pressure on existing real 
sources which the increase in domestic supply was unable to offset. 

From the early seventies until today the Costa Rican Govern
ment has followed, by and large, an expansionist policy. Faced with 
the dilemma of forestalling the creation of excessive liquidity or of 
maintaining the level of financial suppcrt, the monetary 
authorities opted for the latter. By and large, more than two-thirds 
of the credit expansion in the mid-seventies was the result of the 
increase in loans which the banking system granted to the private 
sector. During the latter part of the decade these proportions ,vere 
reserved.
 

Although the absolute magnitude of the credit to the public 
sector was less important than that to the private sector, the rate of 
growth of the former was much faster. During the years 1977 to 
1979, the Central Bank credit to the public sector increased at an 
annual rate of 28%. Since the rate of interest on time deposits was 5 
percentage points higher than that of government bonds, the 
demand for government bonds declined. On the other hand, having 
approached close to the legal limits set on public borrowing, the 
government had no other recourse than to seek finance from the 
banking system. 
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The excess demand for the credit on the one hand, the ineffi
ciencies and distortions created by the long established norm of 
maintaining savings and lending rates at low levels, on the other, 
finally forced tile government to undertake a major reform in 1978. 
The interest rates were raised and tile lending rates of the financial 
institutions were ijeralized LIB()R plus a correction factor). The 
immediate effect of' these policies was positive in that tinle deposits 
increased. But inflationary expectations and devaluat ions caused 
the positive effect to be of short duration. In addition, tiniformity 
could not be maintained in the str-UCture of' tile lending rates. 
Several subsidized credit lines hegan to operate. 

From tile point of' view (f'resource allcation several perverse
results ensued. There are two najor financial institutiion groups in 
Costa Rica: Commercial hanks 'nationalized and IFinanicrs(pri
vate). The lending base for' the former are deniand and savings 
deposits, and for tile htt er time deposits. Tl'he,change in tihe interest 
rates was such that tile deposits in the J'im 'wirosincreased and 
the commercial banks starved, and Net. subsidized credits were sup
posed to be financed through conitmerciai hanks. ()n tile one hand, 
the demand for subsidized credit increased. as mightte expected. on 
the other the lending sources of' the comniercial banks declined. 
This was the first distortion. 

The second distort ion came as;r result of iNnreise(h lintqueocy 
rates. Since farmers feared tbat a new credit bad to he fi nanced 
with higher rates, they became very lax in repaying their debt. In 
the final analysis the governni'nt aIgreed to extend credit to the far
mers at the 8.,,rate of interest. who in tirn (at least some of them)
deposited the sums in higher Yielding tirme deposits. Pressure 
mounted from other stb sectors for the recognition of preferential 
credit to them as well. 

The credits did not reallv go to where t hey' were destined.While 
some sectors starved for credit. others had an albUndance of it. All in 
all, the policy ied to the misallocation of resources. thus decreasing 
the efficiency in the 'conorny. 

V. PJITB!'l(' INVESTM ENT ANI)
 
INVESTMENT MANAGEMENT
 

Public sector investment performance is one sure way of 
assessing the public policy strategies towards economic develop
ment. In Costa Rica the strategy has been to provide the necessary 
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economic infrastructure in order to facilitate the rapid increase of 
private investment on the one hand, and to provide the social 
infrastructure of the social welfare services, on the other. 

Puhlic investment increased quite rapidly over the past years, 
from 4.4' , of t he G)P in 1967 to 7.5',, in 1981. A large portion of this 
investment (63''. in the period 1967 to 1970 and 56.1', in 1975 to 
1978 and 71.2'. in 1979) was for i nfrast ruct tire and the rest for 
social services and productive sectors. It is interesting to note that 
prior to the creation of COFIFSA '1974 investment for industrial 
activities represented less than 2", of' total public investment and 
thereafter this share has alwaVs been aho'e 10"';..Public investment 
in the agricuItural sector on the other hand has fluctuated rather 
widely within the range of I to 16'. 

UndouIt edl' basic investments in infrastruct tire not only con
tritute(d to e(Conn) ic development in term;s of communications, 
tritnsp(irtation ;id rnarket integration, hit at the same time 

he it indirectl, rr 
basic entities and by allhwing higher labor niobilitv. 

On the other hind several critici.sms have been made of the 
public sect or investment. It is generall v recognized that mainte
nance is rather puor. hence efficiencv declines rather rapidly. In 
111)11 cases than not econonic criteria have been sUtIhervient to 
technical criteria. Technicall v designM projects are seldom 

enhanced equit, . by ia l electrification and other 

well 1 d 
su.jeCted to cost ef'fficiencv considera ions. (ODESA for example 
has never heen profitable. A gasohol production facility (CATSA) 
which is technicall y a most modern one (purchased from Brazil) is 
economically a losing pr,)pisition since it cannot utilize more than 
25''. of its capacity. a limitation imposed by the cane production in 
the country. 

VI. COSTA RICA AND THE CENTRAL AMERICAN 
('OMMON MARKET 

The implications of the ec lic policies implemented by the 
Costa Rican government cani be fullv assessed unless such 
policies are related to the overall policies of the Central American 
Common Market ) of' which Costa Rica is a('A('NI member. 

(A('M is tlhe culiinat ion of sustained efforts involving a series 
of treaty negotiations beginnirg in the fifties, The first integration 
agreement - the Multilateral Free Trade Treaty - was signed in 
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1958. This was replaced in 1960 by the General Treaty (also known 
as the Managua Treaty) which create( tile ('A('M. Guateniala, El 
Salvador, and Nicaragua signed the Treaty in 1960, Honduras in 
1961, and Costa Rica in 1963. 

The overall objective of' C'ACM was to bring alou t a vigorous 
change in the traditional structire of the irienibher cou ntries. This 
called for accelerated economic and social progress, sustained and 
balanced economic growth, moernization of the economic and 
social structure, improvement in standards of living, and 
strengthening the economic ties with a world which tends more and 
more towards the forniation of' hlocs of' continental dimensions. 

From its inception ('ACM, t lieref'ore, paced great stress on the 
development of regional aId doiiiestic industries protected h'roni the 
competitive external world, that is to say, on tHie creat ion of import
competing industries. The instruments origirnated in the establish
ment of' a free trade area among the signatories (f tile Managua 
Treaty, with a common external tarif vis-a -vis the rest of' the 
world, a mechanism for tax incentives and h(rmiint ion which is 
as yet to be implemented), a regional develhpment hank, (entral 
American Bank for Economic Integration ((ABEI), a id a Central 

'' American Clearing House. The main purpose was to increase the 
size of the national markets and assure the free movement of goods 
among members. 

Costa Rica's industrial and trade development policy fins been 
in accordance with the genera; aims of CA('M. Rat her than commit
ting itself to an import substitution effort limited to the small 
national market, it embarked oin a regional industrial ization drive 
protected by the tariffs and investment incentives of the common 
market. 

Measured by its impact on industrial growth. (ACM's import 
substitution strategy succeeded. But, given the present. conditions 
in the region, the strategey's potential for further growth is limited. 
The success of the industrial performance will require a new 
emphasis on exports to non-CACM countries. 

Costa Rica's initial success with the regional import substitu
tion strategy is reflected in the trends in its industrial production 

10. For achronology of econoin c integration in 'entral A merica see Miguel S. 
Wionczek, ed., Eonomw (?nncrnttohn l4ri,'n. rd ,4si,. A ndhbokilI in .a A/ru-i. .' I 
of Documents (Carnb idge: MIT Press. 1969). 
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and regional exports Net industrial alue added, increased from 
$6.7 million in 19W1) to $M5.2 million in 196 , the year (osta Rica 

' joined the bloc. l, 1968 value added had reached $115 million, 
which represented an annual ;verage growth of' 9'" bet ween 196() 
and 1968. Rapid industial growth1 cOitinue(d until 1978. :t a 7.4,. 
annual rate etwell 1969 and I913, and 19'. lBv 197S. industrial 
value added had soared to $:I7O Ioillionl in 1970 prices). 

Industrial exports. particularly those to t, regional market. 
expanded in a similar fashion during these years. In 1960 they 
anounted to $2.1 million. aln . il f which went to neighboring 
countries. Bv I 968. eXpOLs to , (':\(AM had grown to $33.6 million, 
represent inc an an nual rotv th rate of :2' . granted HIteaSUrTd from 
a small hase. The annlual growtli in regional expOits averaged 15'' 
between 1I968 and 192.3 17 l etween 197:1 and 1!979. hut jumped to 
.18"_ ill 19(,) because of' polit ica! developintnts ii Nicaragua. 

Until very r'ecently, induustrial deveiomntent of' C(os:ta Rica had 
depended almost exclusively on the (Iulestic and regional markets. 
Only 7v",of, indilstrial exports wa. directed towvards countries out
side the conintor market in 196,5,. Tlere was a gradual change from 
then onwards, for b.' 1972 industrial expOrts outside the region had 
risel to 1()",. and in 1978 the y'were 1t;'. 

H owever, the limitations of an imopo rt sulstitution policy, 
despite ti, increase in size Of' the coinmn market, became 
increasingly evident in the last few 'ears. Industrial value added 
increased annually by Onlv 1.1", front 1978 to 1981. and in 1981 
industrial output actually declined. Simoultaneouslv exports to the 
('A('M declined by I1.9' 

Both short- and long-term factors have contributed to this sud
den reversal ill industrial performance. Anong the short-term prob
tems are the political ,and economic crises in Costa Rica. However, 
several long-terni factors have become inocreasingly importrant. Par
ticularly significant is the saturation of' the more obvious import 
sulbstitlition Op)lOrt unities. Most consumer products and many 
intermediate goods are now produced in ('osta Rica and/or the 
region. Remaining oppOrt unities for tile production of capital or 
intermediate goods would not he economuicallV viable, even with 
govern ment stupport. bTcaILuse of the capital investment require
nent and the limited size Of the regi(nal market. 

As both ,governients and industrialists began to realize the 
limits of the ('ACM, increasing attention was given to exports to 
non-CA(M countrieIs. ('onsequently, exports to countries outside 
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the region increased from $2 million in 1969 to $8.7 million in 1973 
and $58.1 million in 1989. This growth appears to be particularly 
rapid in recent Years, as exports to the ('ACM have generally
faltered. Although relativegrowth is fairly high. the actual valuc of 
such exports is still quite low. 

The free movement of'goods among the member nations of the 
common market and the set tting up of' a comn mon external tariff 
around the bloc may have created trade for the bloc as a whole' I and 
may have diverted part of the trade with the rest of the world to 
intra-regional transactions. in Rica'sBut Costa case. increased 
exports to the CACM market have been accompanied by increased 
imports fom the rest of the world, as indicated in Table 22. 

'I'AIBIE 22 

COSTA RICA: DIRECTION OF' TRADE W", 

Exports to Imports from 

Countries 1970 1980 1970 1980 

El Salvador 4.5 f5.2 6.1 4.5

Guatemala 
 4.8 6.4 6.5 6.7
 
Honduras 
 5.0 2.8 ).2 1.3 
Nicaragua 5.6 12.2 d. I 2.2
 
Rest of the World 80. 1 73.4 79.1 
 85.3

TOTAL 100.0 100,0 1(0.0 I10(.0 

SOttRt'E IMF. Dtrection o!Trade. Annual Statistics 1Wi lt17; an(tYt'arbook t92(Washington, l).C.: 19S21.INIF. 

In 1970 Costa Rica shipped 2)",, of its total exports to the 
regional common market: in 1980 this share had increased to 26.6'',. 
During the same period the relative importance of the imports from 
the CACM decreased and those from tie rest of the world gained ili 
significarice. In 197t). 7,9.1',, of'Costa Rica's imports origi nat e(I out
side the region: in 1980 this share increased to 85.3'., and was (oe of 
the factors which aggravated the foreign exchIange cotstraints. 

11. For an earty asessment see \V.T. Wilford. "Trade Creation in the ('entral
American Common Market." Econwmcu Inquiry 'March 1970'. 
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Overall. Costa Rica's exports to the ('ACM increased by 48.5",, dur
ing tihe decade when total exports-intra-and extra-regional 
increased by on ly 34'. ()n the other hand. imports from the rest of' 
the world expanded by 315.8", while those from ('A(CM grew v 21.9'. 

The inipact of the increased trade can he viewed in three wa vs: 
conventional welfare gains, non conventional welfare gains, and 
dx narnic effects. (Conventi<onal welfare gains are those which are 
usual lV as:;ociated With trade exclu. ively and emphasizie the coM
petitiveness in products."' As a result, where trade creation domi
nates trade diversion, the customs union or the common market 
will enhance welfare. In this respect it could be suggested that such 
welfare gains were of ilnportance in the CACM within the 
agricultural sector, whereas they were rat her minimal in industry. 

The cocept 4f 0n-conventional we!fare gains arose from the 

dissat ishict ion of the standllrd customs union t henrY in its applica
tiom t( dvelo)pitlg co1ut tries. These r'fer to gains accrued from 
industrialization amd emlovient of' hll)or wherever the otppor
tunitv is low, )xploitingIh ec0nonlies of' scale, and saving foreign 
exchange. Such gains can he consider('d to hayve heen important in 
('ACM's industrial sec(tor, hut raither insignificant in agriculture. 

1)vnminc effects are tlmfot, which are associated with the structural 
trillrsf(orniation of' the economies, encouragement ()f' investment, 

and increas>ed compet it ion. 

The (')mIIIIo)Ii ext ornal tariff of the comnion market was 
designed to create a o(fhigh harrier f'or the iptlort ofinal goods to the 
regio!,. ind a low harrier- in t' ict manv times a negative protection 
- to in)uts retuired( b the manufacturing industries. In addition,Ih 

there was a great degree of diversity and non-uniformity in the 
a)plicat ion of' the rates. wfhich ranged froni subsidization to protec
tion, automal ically following the customary bureaucratic negotia
tions without consideration for efficiency criteria or comparative 

12. The classic w 'k itlii' ,he J('ct is .J. 'inei. 'h (Custi,,'. I "ntiot Issue iNew 
York (arneie '.ndiumnl t for tni riational .Peaicv.t195) . 

13. F~or it Selection )f[ writing,. on this aspect. 'ahi'h Integr'ates developmnt 

lteiirv ,vilti CtuMLi)lns Ulni ni tleiK. ste: R. F. Mikeell. "Th Theory of' Cummon 
Markets it, Alpphlt' toIV(eiimal .\rranIebnelt't- Anong t)evehping (ountries." irl 
interma) i"/t)m l Trade ,,, +i I i/t, W ,r/cl. eds. R F. , nd D.(., ' O.pin)tii.I, . Harrd Hague 
,[+ildin: Macmill't n. 19,31: (.A. ('oper arid B.F. Masselt, "Toward, ' General Theo
ry of Ctustoms t'ilih ij1 iDevelhpcng tountrie,." -Journal 4"'i,/,(al Ec nmoylOcto
her 19H5): and F. Andic. S. Andic. and I). )isser. A The' rv il'Econw itic Integrationfor 
Det cl il i ('iitintrs(London: Allen & It'nwin, 19711. 
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advantages of various industrial activities. Moreover, the very 
same incentives reduced the price of capital relat ixe to labmr. led to 
a high degree of capitalization. increased the capital-lahm ratio. 
and blocked the effective increase in emipl)yment of lbmr. 

As a result, although regional integration caused rapid 
industrialization. significaiitlv increased the share ()f'ran uf'actur
ing in total output, and rapidly led to brisk ativity in At ri regional 
shipments of manufactured goods. the cost or' the st rategy was high 
in empNloyment alternatives foregone and in the lss of' foreign 
exchange. For the price of capi tirl was relatively hw and tile 
increased imported-c:ipital-and-input reoluir'nients of' the domestic 
manufacturing indstries cilnd not he met it of' insufficient 
foreign exchange receipts from expmrts )f trLIditi)niil agiricultural 
products.' In fin:t. Central America as a whole lost, in 198f, $760 
million of its nmonetary reser'ves despite exchange controls and 
regulations. 

As discussed in It pr'evious sect ion, ()' the pre. en t st udy. the 
format ion of' t he c(rn mon ier it) (o'osl 
but to the same limited degr('e that it has hi'n fr'" lIhe rgiom as a 
whole. (osta Rica's food root-s from tie re2i(n increase(d notably 
(rice from FI Salvador and beains from l(liiris afld Nicaragu), 
but its own agricultural explrts 

ma rket hals (of ben elit a Rica. 

to the region were not affected 
appreciably. ince those are custoriarily expiirled n) marktts out
side of ('enfral America, where they are at the whin) ()f' interra
tional market forces. 

Industrial exports to the ('At 'I i~lve acc'l('rated. tn&l)ubtedly 
these have generated enpliiynietHt: but the gains in cilloynient 
have heen less than in other ('AC member countries. because the 
opportunity cost (if labr )sla Rica is higher thanin in the 'est of 
Central America. In addition, it has not been feasible t) establish 
industries with a piential tiwards econouies of scal. except 
per'haps the tyre factory. 

)ynamic gains were par'ticulrly relevant in tilie initial phase 
of the regional nmarket. I mpr-tant impulses were felt in the 
econonv in the fornm )f str'ruu')ral tri risfor'nii t(ioll and 
industrialization. But toi t:,e extent thatNeasy :id seemingly "cost
less" import substitofion leveifed off, these impulses began to lorse 
their effectiveness rise heaxvy dependence ongiving to imported 

14. It is pstimnted that an export o)utpu t $I reqlir,.- (S)worth of inip')rts. 
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intermediate and capital goods. The import substitution policy, 
which led the economic transformation of the country, became 
responsible for the foreign exchange crises and the inefficiencies in 
the market structure. Low interest rates subsidized the purchase of 
capital goods: duty exemptions on imports of machinery and equip
ment, tax exemption on reinvested profits, generous capital con
sumption allowances lowered the price of capital below its social 
opportunity cost. Coupled with high payroll charge3, these have dis
torted relative factor prices in favor of capital and effectively 
reduced the demand for labor. 

Volatile agricultural prices, on tile one hand, the rapid growth 
in industry's foreign exchange demand on the other, have been the 
prime causes responsible for Cosla Rica's chronic balance of pay
ments difficultiess and foreign exchange shortages. 

Institutionally. Costa Rica has benefited from CABEI, the 
regional development bank, in that it has been able to secure loans 
proportionately greater than other members: the only other excep
tion is Honduras. No doubt such loans have been instrumental in 
the country's noted development on infrastructure, especially its 
transportation network. 

TABLE 23 

LOANS BY CABEI 

Loan-to-GNP 
Country Loans (,) GNP (%) Ratio 

Costa Rica 23.6 18.7 1.26 
El Salvador 14.9 19.0 0.78 
Nicaragua 20.5 15.7 1.31 
Honduras 22.0 11.8 1.86 
Guatemala 19.0 34.8 0.55 

Total 100.0 100.0 

SOIRCE: 'ABEI 

Clearly, then, CACM as a free trade area with an enlarged 
market and free movement of goods, has had both positive and nega
tive effects on Costa Rica's development policy. The present brief 
analysis has not attempted to quantify these effects; nor has it 
assessed whether or not the benefits exceeded the costs. It is 
obvious, however, that CACM was not altogether beneficial to Costa 
Rica. 
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The additional benefits Costa Rica received from the institu
tional provisions of the common market should not be mirimized. 
Costa Rica today enjoys one of the best road networks of the 
isthmus and a good transpnrtation system. In addition, agricultural 
disease control programs financed through the regional institutions 
have virtually eradicated the coffee rust disease from the country's 
major export product. These are but few examples: the assessment 
of the regional common market on the development endeavors of 
individual members will have to make an integrated account of the 
impact of each and every one of them. 

VII. CONCLUSION 

Costa Rica's economy during the period 1960 to 1980 expanded 
fairly rapidly due to early industrialization and agricultural 
exports. The basic industrial policy pursued was that of import 
substitution which boosted the economy. This was in great part due 
to the increased export potential provided by the expanded regional 
market - CACM. In addition, policies such as drawbacks created re
export industries which further boosted employment opportunities. 
Traditional exports were mainly destined to the world market, 
while industrial production was concentrated in the local market as 
well as the other Central American countries. The economy dis
played serious strains in the midseventies due. in great part, to the 
oil crisis and the subsequent world recession. Fortunately, houevCr, 
buoyant coffee prices injected large amounts of foreign exchange 
into the economy during the late seventies. 

From 1986 to 1981, Costa Rica's economy was in crisis. Causes 
of this present crisis were of a different nature. In the first place, 
the import substitution policies which originate in the "infant 
industry" argument became a permanent development policy; on 
the other hand, tariffs, subsidies, drawbacks, etc., distorted the 
relative prices of factors of production, in turn giving rise to over 
capitalization. 

Thus a well protected regional market slowly but surely eroded 
the flexibility of the natidnal economy: an inward-oriented strategy 
with limited competition and little inducement to innovate 
resulted in a series of inflexibities, and an overvalued colon added 
significantly to these distortions. While the manufacturing indus
try failed to capture world markets hence providing limited foreign 
exchange sources, traditional exports fluctuated con. iderably, also 
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failing to provide a dependable flow of foreign exchange. Tradi
tional exports have not, and could not, become the prime mover of 
the economy. 

It Would not be fair to blame the import-substitution policies 
for all tile ecoronmic woes of Costa Rica. Indeed a series of additional 
policies must also he held responsible. Throughout the two decades 
under consideration, one otl the Costa Rican Government's policies 
was to maintain the foreign exchange artificially low. Notwiths
tanding several mini-devaluations, until recently. the colon ha,, 
alwa vs been overvalued. While there may be several valid "politi
cal" as well as "ectIllolnnic" reaSOlS for such a policy, the net result 
has heen detrimental to the economy. 

in the f'irst place, this policy depleted the country's foreign 
reserves: s4econdly it had adverse effects on exports, especially on 
traditional expomrts: and thirdly considerable import leakage was 
created. Increased personal incomes were pirtly spent on imported 
co1ns IIpt Mo goods which were. despite high tarifffs, relatively 
inexpensi e, and 1it ernal savings and profits leaked abroad. In 
addition, in order to strive h'o" and maintain equity in the economy, 
tle governin t cont i iu)slv increased social spending. However, 
giVen the inflexii)lit , f' the revenute system, tHie public expen
ditures had to he financed hv heavy horrowing and inflation. Thus 
at the heginning if tin decade of' the eighties, tile Costa Rican 
(;overnllr(.lt fhund itself in another tinancial crisis. 

While it nav not he relevant at this point to discuss whether 
onre single l)(ilit'.,, such as import subst itution. or the host of policies 
descrihed earlier are indeed tile origin of the present economic 
crisis, nevertheless, tile fact remains however, that today Costa 
lRica's ecolilmy is still plagued with problems of inefficiencies and 
drastic meaIsunres rmutst he adopted to avoid the collapse of the 
ecoriornv. 

The necessary measures, however, will have one very serious 
constraint, nainelv t lie accusto-ied equity. The overall socio
economic policies adopt ed in the coin try, as earlier discussed in this 
study. emphasized equity bef'ore efficiency. To turn the economy
around. policies which 'a forcibly sacrifice equity in the short 

term will be required. tHowever a country accustomed to an equity
oriented government policy, real or imaginary, will not view kindly 
policies implemented to redresss inefficiences even if equity losses 
were to he of' short duration. The result could well be political 
unrest and discontent. Efforts to reduce inflation and control public 
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sector deficit will necessitate reduced subsidies and transfers. 
Expanding economic activities will -F1-o mean less protection to 
industry and more openness. Indeed the present government's 
choice between equity and efficiency will be very delicate. 
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APPENDIX
 



IN 
TABLE A-I 

NATIONAL ACCOUNTS 
' 1960 1965 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 19811 

V 
GDP at market prices 1970 1 
(million) 3393 4658 6525 6967 7537 8117 8568 8748 9230 9945 10541 11052 11190 10787 

Gross Dom. Prod.ct 1970 
prices e (million) factor cost 3222 4137 5799 6192 6699 7215 7615 7775 8204 8893 9361 9823 9945 9587 

. 
Gross Dorn. Product 1970 
prices S (million) factor cost 633 813 1139 1217 1316 1418 1496 1528 1612 1737 1839 1927 1950 na 

Gross Dom. Product real rate of 
growth/average rate 5.1 7.0 6.8 8.1 7.8 5.5 2.1 5.5 7.7 5.9 4.8 1.2 3.6 

Per capita, Income Sconstant, 
1970 prices 512 548 653 684 721 757 780 777 801 842 867 888 871 na 

Per capita, Income, real rate of 
growth 1.4 4.0 3.9 5.4 5.0 3.0 -0.4 3.1 5.1 3.0 2.4 -1.9 na 

SOURCE: CEPAL, Anuario Estadistico, 1979 

IMF, Financial Statistics, 1982 

i. Preliminary 



-ABLE A 1;
 

SECTORAL ACCOUNTS 
tGDP attactIG,.nst. 1970 prices) 

'.,, share 

.960 

inGOP ial 26.2 

'965 

-3.8 

1970 

-5.0 

1971 

24.5 

1912 

2.(. 

1973 

,3.4 

I974 

21.8 

,'J75 

22.0 

1976 

20.9 

1971 

19.8 

1!:78 

19.6 

1979 

18.2 

1980 

17., 

19811 

1 .0 

rate of growth (b i 
am 1 3 

2 8.0 

13.6 15.1 
4.6 

153 
5.4 
5.7 

56 
6.0 

-. 7 
1,6 

:,.0 
1,3 

0.5 
17.3 

1.5 
18.2 

,.0 

18.4 
1.2 

22.0 
-1. 

22 z 
,.3 

22.6 

__.__an ___., _ 

3. Elec. gas, water2. 

_g :
C;, 

3Ec swe9 

? q 3
1j,. 

11.2 

1.3 K.1
2.1 

13.1 

1U.5 
.1 

14 

0.2
2 . 

6.0 

12.7
2 2 

2j.3 

2
2 2 
22
2.3 

5.2
2.2 

.?2
?.) 

3.1 
2.: 

6., 

.0 
.2 

,.0 

27 
2.2 
22 
51 

0 
2. 
2, 

11.8 

.1 
2.6 
26 
8.3 

S 5. Finan. Inst. 

(a) 

,b) 

(a) 

5.2 

22." 

6.5 

5.4 

4.7 

22.7 

4.1 

22.2 

5.2 

1 .2 

22.4 

5.8 

21.9 

22.1 

5.; 

3.1 

,2.4 

5.7 

7.8 

21.9 

E 9 

6 .7 

21.a 

6 

20.8 

21.8 

6.9 

8. 
22 .L 

7 0 

. ,b 

23.0 

5.7 

19.3 

22.6 

6.2 

-9.4 

18.1 

4.7 

21.5 

21.6 
Insurance, Trade 

6. Transp. & Commun.7. 

(b) 

(a) 

(bI 

6.2 

4.9 

3.4 

4.5 

7 7 

9.5 

4.8 

5.5 

4.6 

11.2 

1.9 

5.1 

11.6 

8.9 

5.5 

15.9 

3A, 

5.9 

14.1 

1.6 

6.2 

3.2 

7.9 

6.2 

5.8 

11.6 

6.2 

6.5 

7.6 

6.1 

5.8 

4.1 

6.8 

6.2 

-1.2 

7.0 

5.2 

16.3 

7.4 

1.2 

7. Ownership of 
Dwellings 

8.Other serv. (sucial, 

communal. Business) 

9. Public Adm. 

(a) 
(b) 

(a) 

(b) 

(a) 

1b) 

10.6 
3.6 

5.7 

7.4 

13.6 

4.3 

9.8 
3.9 

6.2 

4.4 

13.1 

5.6 

8.4 

5.6 

12.0 

8.2 
5.0 

5.5 

4.7 

12.1 

8.2 

1.8 
3.2 

5.4 

5.7 

12.1 

2.1 

7.8 
7.2 

5.2 

4.7 

11.9 

5 6 

7.8 
5.1 

5.2 

5.3 

12.4 

9.9 

1.9 
3.4 

5.0 

1.2 

12.5 

3.2 

7.7 
3.1 

4.9 

3.3 

12.3 

3.8 

7.4 
3.1 

5.0 

9.8 

11.6 

1.2 

7.2 
2.9 

4.8 

2.0 

11.4 

4.5 

4.2 
4.1 

4.4 

4.4 

9.9 

5.9 

6.8 
2.0 

4.5 

2.1 

10.0 

3.6 

7.2 

1.7 

4.3 

-4.8 

10.6 

1.5 
TOTAL 

(million iof 1970) 3222 4136 5799 6192 6699 25 7615 7775 8204 
SOURCE: CEPAL,Anuario Estadistico 1979 and COUNSEL, Reperr,',o Fconornjco, 1982, San Jose.I P-Euiu£inarv 

8839 9361 9823 9945 9587 
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TABLA A-Ill
 

POPULATION, LABOR FORCE AND EMPLOYMENT
 

Population (000) 

Population 12 years and older (000) 
Total Labor Force (000) 
Labor Force employed (000) 

Agriculture 00 

Industry % 
Construction % 
Basic Services% 
Commerce % 
Personal Servicesa 

Annual Increase 
Employment
Agriculture 
Industry 
Construction 
Basic Services 
Commerce 
Personal Services 

GOP/Economic, Active population 
(1966 prices) 

Employment of Labor Force 
Private Sector 
Public Sector 

Central Government 
Autonomous Institutions 

Source: Academia de Centro Am~rica
 
a.Personal Services and Government
 

1963 


1379.8 

822.4 
408.1 
379.9 
49.7 

11.7 

5.5 

4.8 
9.9 

18.4 

2.4 
1.8 

2.8 

4.5 
4.0 
4.3 
2.8 

329.4 

50.5 

1973 


1871.8 

1209.2 
584.9 
542.2 

38.2 
12.9 
6.9 

5.5 


14.7 

21.8 

3.6 
0.9 
4.6 
6.0 

5.0 
7.8 

5.4 


12,789 

459.2 

83.0 

1976 


2017.9 

1346.3 
658.9 
617.4 
34.8 
14.6 

6.5 

5.6 


16.3 
22.2 

4.5 

1.3 

9.0 
2.5 

5.0 
8.2 

5.0 

12,770 

513.7 

103.7 
48.8 

54.9 

1977 


2070.6 

1393.5 
688.5 


656.8 
33.0 
15.8 
6.4 

5.5 

17.5 
21.8 

6.3 
0.8 

15.1 
4.7 

4.5 

14.2 
4.5 

13,074 

541.2 

115.6 
54.5 
61.1 


1978 


2125.6 

1442.3 
726.7 
693.3 

30.3 
15.2 
7.4 

6.1 


17.8 
23.2 

5.6 

-3.1 
1.5 

22.1 

17.1 

7.4 


12.3 


13,161 

563.7 

129.6 
56.8 
72.8 

1979 


2183.6 

1492.9 
753.3 
716.4 

28.7 
16.3 

7.7 
5.7 

17.7 

23.9 

3.3 
-0.2 
10.8 

7.5 

-0.3 
2.8 

6.5 

13,366 

583.9 

132.5 
56.6 
75.9 

1980 1981
 

2245.4 2306.0
 
1543.7 1593.0 

768.1 796.0 
722.8 726.7 

27.4 27.8 
16.3 15.6 
7.8 6.8
 
6.6 5.7
 

18.1 18.1 
23.8 26.0 

0.9 0.5 
-3.7 2.0 
0.9 -3.8 
2.2 -12.3 

16.8 -13.2 
3.1 0.5 
0.5 9.8
 

13,412 13,12 

580.5 584.3
 
142.3 142.4 
62.8 63.9 
79.5 78.5 



TABLA A-IV 
GROSS FIXED CAPITAL FORMATION 

(i million, 1970 prices) 

1960 1965 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 
Gross Fixed CapitalFormation 

Private 

wPubiic 

Annual rate 

625 

527 

98 

11.6 

988 

735 

253 

1270 

980 

290 

5.8 

1478 

1127 

351 

16.3 

1547 

1169 

378 

4.7 

1678 

1305 

373 

8.5 

1842 

1430 

411 

9.8 

1819 

1338 

481 

-1.3 

2250 

1597 

653 

23.6 

2647 

1901 

746 

17.6 

2899 

2090 

808 

9.5 

3325 

2336 

992 

15.1 

2947 

1925 

1022 

-11.4 

2187 

1380 

807 

-25.8 
Growth, Private GFCF 

Annual rate 
7.8 6.7 15.0 3.7 11.6 9.5 -6.5 19.3 19.0 9.9 11.7 -17.6 -28.3 

Growth, Public GFCF 

Annual rate 

27.8 3.0 21.0 7.7 -1.4 10.1 17.0 35.7 14.2 8.3 23.8 3.0 -21.0 

GOP/GFCF 5.4 4.7 5.1 4.7 4.9 4.8 4.7 4.8 4.1 3.8 3.7 3.6 4.0 na 

Source: CEPAL, Anuario Estadistico, 1979, and Banco Central, Unpublished Figures. 



TABLA A-V 

GOVERNMENT EXPENDITURES 
(million 4) 

1973 1974 1975 1976 1977 1978 1979 

Total Expenditure 1972.7 2562.1 3341.4 4580.8 5180.8 7265.4 8699.2 
Current Expenditure 
Expenditure orr Goods & Serv.. 
Wages & Salaries 

1565.5 
1049.4 
875.8 

1994.0 
1340.4 
1081.7 

2748.0 
1867.7 
1 76.6 

3500.0 
2338.9 
1868.9 

4160.7 
2673.6 
2166.4 

5987.6 
3779.7 
3087.4 

7117.6 
4553.5 
3739.2 

Other Purchases of Goods 
& Services 192.7 281.7 424.3 500.7 529.6 723.0 848.0 

Interest Payments 140.2 168.1 195.4 229.7 318.4 532.8 624.4 
Subsidies & other Cur. Transf. 375.9 485.5 684.9 931.4 1168.7 1675.1 1939.7 
Capital Expenditure 407.2 568.1 593.4 1080.8 1035.0 1277.2 1581.6 

Percentages 

Current Exp. , Total Exp. 
Exp. on G&S'iCurrent Exp. 
Wages & Salaries/Exp. on G&S 
Other Purchase"G&S 
Interest Pay/Current Exp. 
Subsidies/Current Exp. 
Capital Exp./Total Exp. 

79.3 
67.0 
83.4 
18.4 
8.9 

24.0 
20.6 

77.8 
67.2 
80.6 
21.0 

8.4 
24-3 
22.2 

82.2 
67.9 
79.0 
22.7 

7.1 
24.9 
17.8 

76.4 
66.8 
79.9 
21.4 

6.6 
26.6 
23.6 

80.0 
64.2 
81.0 
19.8 
7.6 

28.0 
19.9 

82.4 
63,1 
81.6 
19.1 
8.9 

27.9 
17.6 

81.8 
63.9 
82.1 
18.6 
8.7 

27.2 
18.2 

Source: IMF 



TABLE A-VI 

GOVERNMENT EXPENDITURES 
(million i) 

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 

TotJl Revenue and Grants 
Total Revenue & Grants 
Tax Revenue 
Tax on Inc., Profits, Cap. Gains 
Social Security Contributions 
Taxes on Property 
Don. Taxes on Goods & Ser. 
Taxes-internat'l Trade, Transc. 
Other Taxes 

1224.0 
1115.1 
221.9 
168.3 

5.8 
478.0 
226.4 

14.7 

1590.8 
1468.9 
303.6 
206.2 

5.9 
646.6 
2874 

19.2 

2321.9 
2204.8 

390.6 
394.5 

4.5 
791.0 
598.0 
26.2 

2913.9 
2745.2 
442.4 
637.8 

5.0 
947.4 
681.2 
31.4 

3522.2 
3318.1 

590.8 
797.6 
21.6 

1130.3 
741.6 
36.2 

4297.6 
4003.3 

750.0 
722.4 
30.3 

1447.8 
1009.2 

43.6 

5647.7 
5046.7 

904.5 
1246.2 

54.0 
1675.9 
1130.2 

52.9 

5916.3 
5519.3 

937.6 
1508.8 

55.0 
1668.4 
1271.6 

77.6 

na 
na 

1008.5 
na 

60.4 
2156.2 
1387.5 

na 

na 
na 

1486.6 
na 

66.2 
2515.1 
2789.3 

na 
Percentages 
Tax Revenue. otal Revenue 
Tax on Inc. Profits, Cap. Gains/Total Rev. 
Social SecurityTax Revenue 
Taxes on property/Tax Revenue 
Dom. Taxes on Goods & Serv./Tax Rev. 
Taxes Internt'l. Trade/Tax Revenue 
Other Taxes Tax Revenue 

91.1 
19.9 
15.0 

.5 
42.8 
20.3 
1.3 

92.3 
20.7 
14.0 

.4 
44.0 
19.6 
1.3 

94.9 
17.7 
17.9 

.2 
35.9 
27.1 
1.1 

94.2 
16.1 
23.2 

.2 
34.5 
24.8 
1.1 

94.2 
17.8 
24.0 
.6 

34.0 
22.3 

1.0 

93.1 
18.7 
18.0 

.8 
25.7 
25.-
1.0 

89.3 
17.9 
24.7 

.1 
33.2 
22.0 
1.0 

93.2 
16.9 
27.3 

.1 
30.2 
23.0 
1.4 

Source: IMF 



TABLA A-VII 

GOVERNMENT EXPENDITURES 
(million d) 

Expenditures by Function 1972 1973 1974 1975 1976 1977 1978 1979 

Total Expenditure 1508.2 1872.7 2562.1 3341.4 4508.8 5195.7 7265.4 8699.2 
General Public Services 
Defense 
Education 
Health 
Social SeLurity & Welfare 
Housing & Common Amenities 

168.5 
42.3 

426.0 
56.8 

368.4 
33.2 

187.3 
53.3 

533.8 
61.2 

489.4 
108.3 

261.7 
71.8 

709.1 
103.3 
582.8 
61.3 

225.5 
101.3 
925.9 
1 , .7 
821.4 

58.2 

430.9 
14J.3 

1230.1 
203.1 

1118.3 
51.0 

527.0 
205.3 

1449.5 
168.5 

1196.8 
105.7 

780.6 
200.7 

1799.1 
266.2 

2077.3 
139.6 

772.7 
234.5 

2131.6 
207.9 

2556.5 
224.8 

Other Common & Soc. Serv. 
Economic Services 

13.8 
327.9 

34.9 
398.7 

43.1 
519.9 

58.8 
622.5 

91.8 
1014.5 

111.7 
994.1 

151.7 
1097.4 

163.2 
1710.9 

Other Purposes 159.9 212.4 272.8 304.7 352.7 522.5 840.1 846.2 

Percentages 
General Public Serv./T.E. 
Defense/T.E. 
Education/T.E. 
Health!T.E. 
Social Sec. & W/T.E. 
Housing & Common/T.E. 

11.1 
2.8 

28.2 
3.7 

24.4 
22.0 

9.4 
2.7 

27.0 
3.1 

24.8 
5.5 

10.2 
2.8 

27.17 
4.U 

22.7 
2.4 

9.7 
3.0 

27.7 
4.3 

24.5 
1.7 

9.5 
3.1 

27.2 
4.6 

24.7 
1.1 

10.1 
3.9 

27.8 
3.2 

23.0 
2.0 

10.7 
2.7 

24.7 
3.6 

28.6 
1.9 

8.8 
2.6 

24.5 
2.3 

29.4 
2.6 

Other Common/T.E. 
Economic Serv./T.E. 
Other Purposes/T.E. 

.9 
21.7 
10.6 

1.7 
20.2 
10.8 

1.6 
20.3 
10.6 

1.7 
18.6 

9.1 

1.1 
22.5 

7.8 

2.0 
19.1 
10.1 

1.3 
15.1 
11.6 

2.6 
19.7 
9.7 

Budget deficit as %of Total Exp. 25.7 13.9 17.7 26.9 19.9 25.5 32.4 
Note: This table is prepared from IMF Statistics. Publications 
of Costa Rican Government do not conform the same classifications. 



TABLE A-VIII 

BALANCE OF PAYMENTS 
(million S) 

Current Account 1960 1365 1970 1975 1976 1977 1978 1979 1980 1981 

1rade Balance -14.6 -49.7 55.7 -134.3 -103.1 -97.3 -185.5 -315.1 -374.3 62.5 
Exports FOB 
Imports FOB 
Services (net) 

85.2 
99.8 
-8.2 

111.7 
160.9 
23.9 

231.0 
-286.8 
- 24.1 

493.0 
-627.3 
-935.0 

592.4 
-695.5 
-111.9 

827.8 
-- 1225.1 
- 144.0 

863.9 
-1049.4 

-194.3 

942.1 
-1257.2 

-255.2 

1000.9 
-1375.2 
-304.2 

1029.7 
-1092.2 
- 337.3 

Tourism 
Net Investment Income 
Others 

1.8 
-3.9 

-10.3 

0.3 
-13.4 
-10.8 

9.4 
-13.6 
-19.9 

16.8 
-60.9 

- 51.2 

13.C 
-71.0 

- 53.9 

10.9 
-76.9 

- 78.0 

10.8 
-110.4 
- 94.7 

10.4 
-146.0 
-119.6 

24.5 
-216.2 
-112.5 

47.5 
- 300.1 
- 84.7 

-4 Unilateral Tranfers 4.4 5.9 5.9 10.0 13.6 15 7 16-6 12.1 14.6 26.4 
Current Account -18.9 -67.2 -74.0 -217.8 -201.4 -225.6 -363.2 -558.2 -663.9 --373.4 

Capital Movement (net) 17.0 
Private Long Term 10.9 38.0 115.1 100.3 125.8 137.8 24.0 61.6 7.8 
Direct Investment 0.0 26.3 69.0 60.7 63.1 47.1 42.3 48.1 45.6 
Loans 10.9 11.7 46.1 39.6 62.7 90.7 -18.3 13.5 -37.8 
Private Short-Term 10.5 22.7 -41.9 50.7 49.1 14.1 -45.0 69.9 -117.7 
Official 24.3 11.1 132.3 128.9 178.5 216.8 425.9 402.5 360.4 
Long Term 
Short Term 
Errors -0.8 

24.2 
0.1 

14.0 

10.6 
0.5 

-9.5 

134.3 
-2.0 
33.2 

128 0 
0,9 

-13.8 

172.3 
6.2 

-19.2 

202.3 
14.5 

-46.4 

358.9 
67.0 
78.9 

340.5 
62.0 

-68.2 

158.4 
202.0 
76.1 

Changes in Reserves 2.7 7.5 11.8 -20.9 -64.7 -108.6 40.9 74.4 198.1 46.8 

Source: IMF 


