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I. SUMMARY AND RECOMMENDATIONS

A. Surmarz

This document requests authorization of $85.0 million in
Economic Support Funds for the 1989 Economic Stabilization and Recovery
VIII program to be provided as a cash transfer to the Government of Costa
Rica. While the Costa Rica ESF total is $90 million, USAID and the GOCR
have agreed that $5 million will be used to finance projects. The ESF
balance of payments assistance will be used to support the Costa Rican
econamic stabilization program by providing funds to finance essential
imports from the U.S. -- i.e., raw materials, spare parts, and
intermediate and capital goods required by the Costa Rican productive
private sector. An equivalent amount of local currency made available by
the GOCR under the program, equal to these dollar funds, will be used for
activities consistent with the U.S. and GOCR development strategies for
Costa Rica in accordance with agreements made with the GOCR.
Illustrative uses of local currency funds include the following: export
and investment pramotion, natural resources, housing, public sector
efficiency activities, AID operating expenses, program trust fund
activities and training. Authorization™to obligate the entire $85
million is requested. Disbursements are planned in three tranches based
on the Costa Rican performance against the criteria and specific
covenants described in Section V. of this document.

B. Recanmendations

1. That this PAAD be approved, authorizing the $85.0
million ESR VIII program and that obligation of a grant for the entire
$85 million in Economic Support Funds for Costa Rica be authorized, to be
provided as a cash transfer;

2. That the Mission be authorized to vary the disbursement
plan contained in Section III.D. as required to maintaln an even and
rational flow of foreign exchange into Costa Rica, but that any action
undertaken to withhold or delay all or part of any disbursement will
occur only uwpon prior consultation with AA/LAC; and,

3. That the LAC Bureau clarify its guidance regarding
documentation and approval requirements for on-going Trust Fund
activities by allowing the Mission to increase incremental funding for
activities based on AID/W approval of the PAAD which includes a
discussion of these activities; and modify its guidance for approval of
certain new Trust Fund activities as described in Section III.E.4.



II. ZATKGROUND

A. The Costa Rica ESF Program

1. Qverview--Past ESR Program Rationale

Past ESF resources administered by AID have played a
decisive role in the progress toward stabilization and recovery described
in Section II.B. below and in Annex A. Beginning in 1982, AID has signed
ESR Agreements with Costa Rica for a total of $791 million, all of which
has been disbursed.

ASSISTANCE UNDER ESR I-VII ($000)

kY Signatory Loan Grant Total

ESR I 1982 BCCR $15,000 $5,000 $20,000
ESR II 1983 BCCR 118,000 37,735 155,735
ESR I1I 1984 BCCR 35,000

GOCR 95,000 130,000
ESR IV 1985 BCCR 720,000

GOCR 140,000 160,000
ESR V 1986 GOCR 120,582 120,582
ESR VI 1987 BCCR 119,750 119,750
ESR VII 1988 GOCR 85,000 85,000
TOTAL $168,000 $623,067 $791,067

Each of the previous ESR programs intended to support
Costa Rica's international balance of payments and to increase the amount
of foreign exchange available to the private productive sector. The
design of the Costa Rican ESF program has been influenced mainly by:

1) The economic crisis of the early 1980s;

2) A.I.D.'s general Central American development
strategy; and

3) U.S. political interests in Central America.
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A devastating series of external shocks, beginning arcund
1979, led to an economic crisis. The terms of trade turned sharply
against Costa Rica. Coffee prices fell sharply and petroleum prices
doubled. Political unrest and falling incomes elsewhere in Central
America reduced investor confidence. Trying to avoid a painful
adjustment, Costa Rica attempted to maintain its growth performance
through heavy internal and external borrowing. A policy of strong
monetary expansion maintained existing levels of public and private
consumption but caused inflation, an overvalued exchange rate, and a
reduction of net foreign exchange reserves to negative levels. In July
1981, having run up one of the highest per capita debts in the world, the
GOCR unilaterally suspended principal and interest payments on an
external debt whose servicing requirements it could no longer meet. Cut
off from external financing, Costa Rica's economy rapidly deteriorated.
GOP fell by 9.6 percent between 1980 and 1982 while open unemployment
reached 9.5 percent in 1982. Inflation exceeded 100 percent.

A.I1.D.'s development strategy has been based on the four
principal goals of the National Bipartisan Commission on Central America
(the Kissinger Commission): economi¢ stabilization; laying the basis for
long-term growth; spreading the benefits of growth; and strengthening
democracy. Central to this strategy were the needs to maximize the
involvement of the private sector in the development process, allowing it
to take the lead in fostering export-led growth, and to achieve
structural change through policy dialogue. ’

With its strong tradition of democracy and social
justice, Costa Rica's success was important to the U.S. goal of
encouraging free, stable, democratic nations throughout Latin America.
The country's dedication to democracy did not falter in the face of
reduced real wages and living standards and the instability in
neighboring Nicaragua, thus demonstrating that U.S. political interests
could be achieved through a process of economic stabilization and
sustained, broad-based economic growth.

Through its ESR programs, A.I.D., in conjunction with
other international donors and agencies, has supported a major
stabilization effort accompanied by macroeconomic reforms essential to
achieving sustainable long-term growth. Past reforms have included a
major reduction in the number of GOCR agencies and programs which
received subsidized credit; a unified, market-based exchange rate; the
maintenance of positive real interest rates on both savings and loans; a
substantial reduction in the public sector deficit; and passage of a
monetary reform law which improved the competitive ability of private
banks in a state bank-dominated system.

Central to A.I.D.'s strategy was the need to shift the
Costa Rican economy from an orientation emphasizing import substitution
to one of export-led growth. A.I.D. policy reform efforts focused on
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removing ¢orstraints to private sector investment and private sector
exports, particularly to new, non-traditional exports. The final
elements of the A.I.D. strategy concentrated on equity--the need to make
sure that the process of restructuring also spread the benefits of
growth. This equity focus included increasing the involvement of the
private sector in areas where it could be more efficient than the
government, such as through a state enterprises privatization program,
increasing employment opportunities, improving housing, and improving
educational opportunities. For a more detailed examination of past ESR
programs' objectives and accomplishments, the interested reader is
directed to review past PAAD's, particularly ESR VI.

During the period 1982-1988 U.S. economic and financial
assistance has totaled about $1.1 billion including development
assistance, PL 480 food aid and the ESF cash transfers. All elements of
the assistance package were designed to support the restructuring
effort. The $7971 million ESF program has represented the largest portion
of the assistance package and has been the mainstay of the policy reform
program. The Costa Rican ESF program currently consists of three basic
elements:

The provision of dollar grant funds: The ESF program has
been used to permit the Costa Rican productive private sector to finance
imports from the U.S. In a small, open economy such as Costa Rica, these
imports have provided critical raw materials, intermediate goods, spare
parts and capital equipment which have allowed Costa Rica to maintain an
adequate rate of economic growth.

Policy reform conditionality: Costa Rica, like many
other developing countries, has needed to make major policy reforms in
order to reestablish growth. It has needed to institute policies to
effectively Increase productivity, exports, savings, investment and
social services, and to curb inappropriate subsidies and inefficient
public sector operations. In general, incentives to develop an
efficient, market-oriented private sector had to be designed.
Encouraging these policy reforms has generated economic and political
costs, and the ESF program has been a means to encourage reform through
appropriate economic policy conditionality, while buffering those costs
through cash transfers.

Joint programming of local currency: Under the terms of
the ESF cash transfer program, an equivalent amount of local currency is
made available by the GOCR which A.1.D. and the GOCR jointly program
through the auspices of a Bipartite Commission. This cooperation and
programming process ensures that the local currency is used to support
the the policy reform program and development objectives of A.I.D. and
the GOCR (See Section III.E).




B. Economiz Summary

A detailed analysis of Costa Rican economic trends and
problems for the period 1982-1988 is attached as Annex A.

Costa Rica's reputation as a model developing country during
the 1960s and 1970s was based on its performance in terms of economic
growth, quality of 1ife, equity considerations, traditional exports, and
manufactured exports to the Central American Common Market (CACM). This
performance was impressive, but concealed certain structural weaknesses
which in conjuction with the increase in world petroleum prices, the
decline in the prices of traditional exports, the disruption of the CACM
and a sharp rise in debt service payments led to the economic crisis of
1980-1982. Those weaknesses included: (1) a heavy dependency on
traditional agricultural exports and exports to the CACM; (2) a
production structure oriented to import substitution; (3) a large and
chronic public sector deficit; (4) excessive government intervention
(including ownership) in private sector production; and (5) a
nationalized, non-competitive banking system. During the 1380-1982
economic crisis, Costa Rica's output registered negative rates,
unemployment increased sharply, inflation reached unprecedented levels
and the public sector accumulated a huge external debt.

Since 1983 and through 1988, the Costa Rican economy has
improved significantly. Positive economic growth has returned, capital
formation has increased, and non-traditional exports to non-CACM markets
have expanded substantially. In conjunction with international donor
stabilization and structural adjustment programs (especially with AID,
the IMF and IBRD), GOCR policy reform has achieved the following positive
results over the past five years:

-- GDP growth, which was a negative 7.3% in 1982, has been
positive since 1983, with the 1984-1988 average in constant
prices at 4.5%. GDP growth in 1988 has been estimated at 4.0%.

-- Inflation, which reached 82% in 1982 as measured by the
consumer price index, averaged 17.1% annually between
1984-1987 and increased to 25% in 1988.

-- The non-financial public sector deficit which stood at 9.0% of
GDP in 1982 was reduced to zero % in 1988.

-- Inclusive of Central Bank losses, the public sector deficit
has been reduced from 14.6% of GDP in 1982 to about 3.5% in
1988.

-- Statistics indicate that real income has essentially returned
to 1975 levels and is close to 1977 levels (i.e. for 1988,
real per capita GDP is estimated at 97% of the 1977 level).



-6 -
-- wheTpioyment was reduced from 9.5% in 1982 to S.6% in 1533.

Though Costa Rica's 1988 Gross Domestic Product (GDP) grew at
a rate officially estimated at 3.4 percent, this is a preliminary
estimate and may understate the rate of growth, particularly in view of a
strong increase in nontraditional exports. In any event this rate is
relatively high compared with the experience of the early 1980s but lower
than the 5.5 percent and 5.1 percent growth rates of 1986 and 1987. For
the basic productive sectors of the economy, the estimated rates of
growth for 1988 are 3.9 percent for agriculture, 3.5 percent for
manufacturing, and 4.2 percent for construction.

In 1988 total exports (FOB) including the value added of
drawback exports reached $ 1,225 million, about $118 million (10.2
percent) higher than in 1987. Imports amounted to $1,225 million, about
$18 million (1.3 percent) higher than in 1987. The value of traditional
exports (coffee, bananas, sugar, and beef) increased by only 1.3 percent
in 1988 with coffee earnings up $ 9 million and banana exports up $ 8
million. Nontraditional exports (including the value-added of drawback
exports moved up from $ 517.6 million in 1987 to $ 626.6 million in 1988
(i.e., by 21.1 percent). Within this category, the preliminary estimate
for nontraditional exports to markets outside of Central America
indicates that such exports increased by $ 125 million in 1988 (i.e., by
about 35 percent as stated above). Preliminary data also indicate
strong growth of employment in 1988 as well as continuation of a low (5.6
percent) rate of open unemployment.

Monetary and fiscal policy continued on a reasonably steady
course in 1988. Even so, the deficit of the public sector (including
Central Bank losses) increased from 3.2% of GDP in 1987 to 3.5% in 1988.
The deficit of the non-financial public sector was reduced from 0.3% in
1987 to zero in 1988. However, an increase in Central Bank losses (due
to higher interest rates and continued exchange rate depreciation) offset
this improvement. In the monetary sphere, net domestic credit of the
banking system increased by 16.8% with credit to the private sector
increasing by 11.2% and credit to the non-financial public sector
increasing by 6.8%. Monetary growth was substantially higher, with money
(M1) expanding by 20.0% and quasi-money by 37.5%. Monetary growth in
1988 was fed primarily by an increase in foreign exchange purchases by
the banking system, i.e., a balance of payments surplus (including the
accumulation of arrears) and secondarily by a higher-than-planned
expansion of credit to the public sector.

Notwithstanding the progress that has been made in
revitalizing the economy through export growth and in improving public
sector finances, several problems remain:

-- The pace of infllation accelerated in 1988. The consumer price
index registered an increase of 25.3 percent for the period
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December 1987 to December 1988 as compared with an increase of
16.4 percent for one year earlier.

-- Scheduled external debt service (before rescheduling) remains
on the order of 50 % of exports of goods and services. This
situation produces continuing pressure on the GOCR and
external creditors to negotiate debt relief.

-- Coverage of large balance of payments basic balance deficits
in 1987 and 1988 has taken the form of accural of arrears on
the service of external debt--particularly to bilateral and
commercial bank creditors.

-~ There is still a need for exceptional B/P support from ESF in
1989. The projected disbursement of ESF, IBRD SAL II, and
Japanese co-financing to SAL II amounts to $ 155 million and,
if implemented would bring the over-all balance of payments
deficit to $ 43 million.

The IMF and GOCR project some $94 million of interest payment
relief from commercial bank creditors to cover this deficit
and produce a $ 51 million increase in official foreign
exchange reserves.

In regard to external assistance and external debt, the Arias
administration initiated negotiations with commercial bank creditors in
the second half of 1986. Subsequently, Standby arrangements were
negotfated with the IMF in 1987 and in 1988, and negotiations have been
undertaken for a Standby to cover the period from March 1989 through
March 1990. Regarding negotiations with commercial bank creditors, in
1987 the commercial bank Steering Committee refused to consider any
agreement with Costa Rica prior to the completion of a rescheduling
agreement with Brazil. Significantiy in late 1987, the IMF agreed to
proceed with the Standby in the absence of a rescheduing agreement with
commercial bank creditors, providing that the GOCR make partial payment
of interest to these creditors ($5 million per month of the full payment
of $12 million per month due). Negotiations between the IMF and the GOCR
on a 1989 Standby began in November 1988 and have invoived two IMF
missions to Costa Rica as well as conversations in Washington. We judge
that substantial progress has been made in these negotations and that
areas of policy disagreement are small. (See Section III.B.)



ITI. PROGRAM DESCRIPTISN

A. U.S. Interests

Costa Rica's long-standing democratic tradition and peaceful
nature are well known and unique in Central America. Its army was
abolished in 1949, and Costa Rica prides itself on having more teachers
than policemen. Its respect for human rights continues to be outstanding
when many of its close neighbors are major violators of such standards.
Both citizen and visitor alike travel freely and safely throughout the
land, and refugees from the conflict and oppression in neighboring
countries continue to seek its safety. To date, over 31,000 persons have
officially entered Costa Rica as refugees from other Centrai American
countries; estimates of the number of unregistered immigrants range
between 60,000 and 250,000.

In its January 1984 report to then President Reagan, the
National Bipartisan Commission on Central America (Kissinger Commission)
emphasized the high degree to which Central America is both vital to U.S.
interests and particularly vulnerable. The Kissinger Commission ¢learly
articulated how national interests are served by advancing the cause of
democracy within the hemisphere. As historically the most successful
social democracy in Latin America, Costa Rica is uniquely important to
U.S. policy in Central America. The country serves as a paradigm of
peaceful and democratic development for the region.

The economic crisis and political turmoil in neighboring
countries severely tested Costa Rican institutions and ingrained
democratic traditions; the country has in large measure been able to
withstand the challenges, and, as described in Section II, above, to
undertake some of the difficult policy and structural changes reguired to
reestablish growth and prosperity. It is appropriate to note that such
changes have taken place within a democratic process, and accepted
peacefully by the Costa Ricans.

However, many of the policy and structural changes undertaken
since the beginning of the Monge administration in May, 1982, and
continuing with the Arias administration in 1986, and others which are
still required, represent a shift in outlook and philosophy for Costa
Rica, and quite naturally engender public and official concern. HWhile
changes have sometimes appeared to us to occur slowly, and may continue
to do so, they have sometimes been hard won with resistance and skeptical
attitudes still remaining to these and further changes. Thus, any
serious deterioration in the economic situation would severely affect the
credibility of the recovery effort and potentially undermine some of the
achievements made to date. Despite continuing foreign assistance budget
lTimitations and competing worldwide development priorities, continued
U.S. assistance is required to advance the economic recovery efforts, and
to reaffirm U.S. commitment to Costa Rica's democratic process and
peaceful tradition.
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Relationship to Mission Strategy

The ESR VIII program conforms both to the Mission Strategy of
May 1988 and Action Plan submitted to AID/W in late January, 1989. As
stated in the Strategy document, the continuation of balance of payments
assistance to Costa Rica is appropriate given the need to reinforce and
continue economic policy reforms and macroeconomic progress on a number
of fronts, while continuing a shift to a program emphasizing economic
growth level build upon the stabilization that has been achieved.

The Mission recognizes that the economic stabilization goal of
former ESF programs was a necessary condition to sustained growth but was
not an end in and of itself. Major economic progress has been achieved
in that there has been a return to positive growth rates, reduced
inflation (though rising to 25% in 1988) and improved fiscal
performance. Indeed, stabilization remains an important area of concern
because the progress achieved to date is fragile and can be reversed
guickly. Our 1989 Action Plan recognizes that the continuation of
macroeconomic concerns in the 1989 ESF program, while not entailing new
initiatives, is necessary as a minimum precondition for long-term growth,
though not a primary goal.

Nevertheless, the Mission's strateqy, building on past
progress has evolved from economic stabilization to a primary emphasis
over the next several years of laying the basis for sustained economic
expansion by supporting export-led growth. This shift supports an
"economic transformation" though an increase in non-traditional
agricultural and industrial exports outside the CACM both in absolute
terms, and in relation to total exports and a growing GDP.

Another important and related strategy emphasis of the Mission
is on a wider sharing of the benefits of growth through the integration
of more Costa Ricans into an expanded economy and, as an effect of its
balance of payments and local currency activities, assisting the GOCR in
maintaining its high level of social services.

In fact, Costa Rica is already demonstrably superior to most
developing countries in passing the benefits of growth to the poor
majority. During the boom between 1961 and 1971, for instance, overall
cash tncome grew by 58%, while income of the lowest half of the
population grew by 80%, and income of the richest tenth grew by only
19%. During the same period, absolute poverty, measured by cash income,
dropped from S1% to 20%.

The pattern is even more striking when non-cash benefits from
GOCR social programs (e.g. education and health care) are added to the
picture. Every year, Costa Rica -- which has no army -- devotes 60-70%
of its budget to social programs, a level unmatched by any other
developing country in the world. Naturally, the benefits of this social
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soenaing are skewed toward the poor. In 1982, for example, GOCR social
spending directed to the Towest 20% of the population was eguivalent to
87% over and above the cash income of that group.

But social programs must be paid for. Especially after the
collapse of Costa Rica's international credit, the only viable source for
these funds was taxation of local private production and income. The tax
burden (as a percentage of Costa Rican GDP) has grown during the
eighties, and is relatively high for a developing country and the
proportional allocation of taxes to social programs is probably at its
practical limit. Thus, social spending is tied to maintenance and growth
of GDP. Analysis recently undertaken by the Mission suggests that,
absent the package of ESF assistance and structural reform, social
programs in Costa Rica would have had to be reduced by as much as 24%
below actual levels in 1988.

Thus, the 1989 ESF balance of payments program for Costa Rica
will support the movement toward economic expansion based on export-led
growth by providing foreign exchange that will maintain import capacity
for economically productive activities. As well, the basic human needs
of the poor Costa Rican majority will continue to be protected and
supported in the process. Further, such assistance will help Costa Rica
comply with economic and fiscal performance targets negotiated with other
external donors, thereby permitting the release of still further
financing for productive activities. Conditionality associated with the
ESF program will also result in continued attention to macroeconomic
concerns while increasing emphasis on sectoral level policies that
contribute to the goal of long term sustainable growth.

In that regard, the Mission has identified three principal
areas where we will focus our policy dialogue efforts. As described in
Section III.E., policy dialogue being carried out by the Mission with the
GOCR is taking place under the auspices of, though not limited to, a
"U.S.-Costa Rica Bipartite Commission". The three sectors for ESR VIII
conditionality emphasis are:

-~ Macroeconomic/Financial Concerns
—- Public Sector Efficiency
-- Export Investment and Promotion

These three areas of ESR VIII conditionality and policy
dialogue are discussed in Section IV.

B. Relation to IMF Strateqy and the GOCR Economic Plan

The Mission developed its past ESF (ESR) programs and
conditionality packages in conjuction with and supportive of the
macroeconomic and structural adjustments sponsored by the IMF and the
World Bank. In this regard, the only programs which departed from this
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close associaticon were the 1985 program (which aimed at the CODESA
divestiture) and the 1986 program (in which no IMF Standby was negotiated
and in which the second tranche of SAL I was disbursed). The 1987 and
1988 ESF programs were designed assuming that IMF Standbys would be in
effect during those years. Moreover, the relatively good economic policy
and performance by the GOCR of recent years can be traced to Standby
negotiations and arrangments even when these did not lead to
formalization of Stangby arrangments, as in the period from May 1986 to
October 1987. Negotiations between the IMF and the GOCR on a 1989
Standby began in November 1988 and have involved an IMF mission to Costa
Rica in late November and a second mission in February 1989. It is the
judgement of the Mission, the IMF, and the GOCR that substantial progress
has been made in these negotations and that areas of policy disagreement
are small.

The 1989 ESF program is based on the assumption there will be
IMF Standby in 1989 and that the IMF will play an important role in
macroeconomic policy. To date, the IMF and GOCR have made substantial
progress in framing quarteriy limits (ceilings or floors) for the
following macroeconomic variables: (a) central government expenditures,
(b) the cumulative over-all financial balances of the CCSS, RECOPE, ICE,
CNP, and JPS, (c) net domestic assets of the Central Bank, (d) changes in
banking system credit to the nonfinancial public sector, (e) the net
international reserve position of the Central Bank, and (f) arrears on
external payments. The GOCR's economic plan for 1989 therefore would
necessarily conform to these limits in the event of agreement with the
IMF on a Letter of Intent for a Standby arrangement. In the event that
no agreement were reached, such an economic plan can be considered as a
shadow IMF program as well as a valid economic plan for 1989 for purposes
of the ESF program.

Agreement by the GOCR and IMF on a Standby arrangement is
clearly preferred over a lack of such an agreement. The concluded
Standby Agreement could allow the GOCR to reach debt rescheduling
agreements with Paris Club (bflateral) creditors, with the Government of
Japan as regards its $100 million co-financing of SAL II, and with
commercial bank creditors as regards a two-phased program of debt
rescheduling (including the buy-back of a portion of the debt and a menu
of options to remaining commercial bank creditors). In the event that
the GOCR and IMF do not reach agreement on a Standby, certain
macroeconomic conditions in the ESR VIII program obtain stronger
significance. These conditions relate to maintenance of a competitive
exchange rate, reduction of the public sector deficit (by 0.5 % of GDP),
lTimitation on central administration expenditures, and banking system
credit to the nonfinancial public sector. With agreement by the GOCR
and IMF on a Standby, we would generally defer to IMF guidance on these
conditions.
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Thus. the ESF program will continue to be supportive of the
IMF and IBRO programs and conditionality. The IBRD's Structural
Adjustment Loan II (SAL II), which was approved by the IBRD board in
December, 1988 has now been submitted to the Costa Rican National
Assembly and is anticipated for ratification by mid 1989. SAL II is
focused on issues of financial sector efficiency and control,
agricultural pricing and marketing policy, and international trade
(tariff structures). (See Section IV. p 25 for a description of the SAL
Il program.) As discussed in Section III.A. above, it will not be the
intention of the ESR VIII program to interject new policy dialogue
efforts in these areas. 1988 ESF conditionality contained an
increasingly important focus on sectoral topics such as investment and
export promotion, public sector efficiency, promotion of non-traditional
exports and housing. This trend toward sectorality will continue and
receive more emphasis in this year's program (See Section IV).

However, stabilization remains an important element because
the progress achieved to date in Costa Rica is still reversible, as
evidenced by a projected $198 million financial gap in the 1989 balance
of payments. ESR VIII will reinforce the macroeconomic progress that has
been achieved to date in Costa Rica. The relationship of the ESF program
to the IMF Standby and portions of the World Bank's SAL II, therefore,
will be to remain supportive, not duplicative, of their programs,
recognizing that the IMF has the lead role for macroeconomic
conditionality. At the same time, the ESF program will pursue a more
sectoral focus and concentrate on the necessary policy reform which must
accompany such a focus.

C. The Program

The ESR VIII program consists of a $85.0 million ESF grant to
Costa Rica in the form of a cash transfer. The Mission proposes to
obligate the entire $85 million in a single agreement.

The Mission is carrying out a series of negotiations with the
GOCR's cabinet level Bipartite Commission, led by the Minister of the
Presidency and including the Minister of Finance, the President of the
Central Bank and the Minister of Planning. Intensive and on-going
negotiations with the GOCR team have been underway since mid-January
1989, resulting in substantial understanding if not full agreement on
terms and conditionality of the 1989 program.

The Mission proposes that the $85.0 million to be authorized
by this PAAD be provided as a grant. Costa Rican public sector debt
service, prior to debt relief, is projected to consume about 50% of all
commodity export earnings from 1988-1990. Given Costa Rica's high debt
servicing burden, maximum grant financing is consistent with U.S.
interests in Costa Rica. Grant rather than loan financing reduces the
debt service burden and the rate of debt accumulation, thereby supporting
our stabilization and recovery objectives.
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D. U.S. Dollar Resources and Disbursement Plan

1. Purpose and Terms for Dollar Resources

A total of $85.0 million will be provided to the Central
Bank in the form of cash transfers as balance of payments support to
Costa Rica. Annex A (Table V) shows a $198 million projected financial
gap in Costa Rica's 1989 balance of payments.

In accordance with a FY 1987 Continuing Resolution
requirement, a separate account was established by the GOCR tfor the ESR
VI Program that permitted improved control and monitoring of the use of
ESF dollars. The separate account ts still in place and functioning
well, and will be used for ESR VIII funds. Annex C provides details on
the ESF dollar separate account and the uses proposed by the Mission for
the dollar funds. The funds will facilitate imports from the U.S. of
eligible commodities required by the Costa Rican private sector.

2. Disbursement of U.S. Dollar Resources

a. Justification for Cash Transfer

As was the case in previous ESR programs, the use of
cash transfer (rather than a Commodity Import Program) is proposed for
the ESR VIII program. A cash transfer program-will allow a more flexible
and responsive disbursement capability than a CIP. A quick injection of
foreign exchange into the Costa Rican economy is most useful in order to
meet balance of payments and cash flow needs. Further measures to limit
capital flight are not needed, since there has been a positive flow of
capital into Costa Rica since 1982.

Net private capital inflows to Costa Rica for
1980-1988 were as follows:

1980 -$240.0 million
1981 -%$ 69.0 million
1982 $ 16.0 million
1983 $ 68.0 million
1984 $ 24.0 million
1985 $119.0 million
1986 $170.0 million
1987 $102.3 million
1988 $140.0 million

This reflow of private capital to Costa Rica
reflects a continuing trend toward stabilization of the economy and
improvements in interest and exchange rate structure. Cash transfers and
conditionality under the Mission's ESR programs have played key roles in
successfully helping to restore economic stability.
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Finally, Costa Rica is using the AID ESF funds to
compensate for foreign exchange inflows lost as a result of factors
leading to its current economic difficulties. Historically, Costa Rican
imports from the U.S. have been well in excess of the dollar amounts made
available under ESR Agreements. Total imports from the U.S. amounted to
$406 million in 1984, $380 million in 1985, $438 miilion in 1986, $600
million in 1987. (A final figure for 1988 is not yet available but is
estimated at about $650 million). Illustratively for 1985, eligible
import commodities as prescribed by ESF conditionality totaled $288
million, of an overall U.S. import total of $380 million. This fiqure
well exceeds the ESF total of that year (3160 milliion). The fiqures for
1987 totaled $183 million in eligible import commodities versus an ESF
totai of $119.75 million. A similar relationship existed in 1988 and
will exist in 1989.

b. Disbursement Plan

An initial tranche of $40 million will be
disbursed once the GOCR demonstrates successful initial implementation of
an approved economic plan for 1989, as well as upon a determination by
the Mission of acceptable GOCR compliance with the terms of ESR VIII
conditionality. It is anticipated that this disbursement would be made
early in the second-quarter of CY 1989.

A second tranche of $25 milllon will be made upon
a determination by USAID/Costa Rica of satisfactory subsequent compliance
by the GOCR in meeting the economi¢ performance targets set forth in the
economic plan referred to above and upon a determination by the Mission
of continued satisfactory progress by the GOCR in implementing
conditionality. It is anticipated that this disbursement can be made
late in the third quarter of CY 1989.

The third and final tranche of $20 million will be
disbursed, 1ikely in the fourth gquarter of CY 1989, upon a determination
of continued GOCR compliance with its economic plan and ESR VIII
conditionality.

Thus, the disbursement plan to be incorporated
into the ESR VIII assistance agreement is as follows:

ESF VIIT DISBURSEMENT PLAN

Disbursements Grant Funds
(projected) (U.S. dollars)
First $ 40,000,000
Second 25,000,000
Third _ 20,000,000

TOTAL ' $ 85,000,000
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The Mission requested, and was given,
authorization to vary the disbursement plans under ESR II-VII as required
to assure good management and regular availability of foreign exchange
resources. In the same manner, the Mission requests authorization to
include in the ESR VIII assistance agreement a plan for the disbursement
of funds as detailed above, but with the provision that the Mission may
vary this plan as required to maintain an even and rational flow of
foreign exchange. However, any variation to the disbursement plan which
would involve withholding part or all of a disbursement would be based on
prior consultation with AA/LAC.

c. Use of Dollar Funds

As with the 1988 ESF Program, consistent with LAC
guidance, dollar funds in the ESF Separate Account will be available to
facilitate the importation of U.S. raw materials, spare parts and
intermediate goods required by the Costa Rican private sector. Details
of the Separate Account system have been established with the Central
Bank (BCCR) (See Annex C) to ensure that ESF funds are used to reimburse
the BCCR for eligible commodity imports from the U.S.

d. Audit Provisions

Audit coverage will be provided for the various
ESF dollar and local currency elements of this program as follows:

- ESF dollars and the LC trust fund for USAID operating expenses are
the audit responsibility of the A.1.D. Inspector General.

- General budget support and sectoral support activities undertaken
with HCOLC are the audit responsibility of the GOCR Controller
General.

- Specific development activities will be audited by local CPA firms
under host-country or implementing institution contracts (approved
by USAID where appropriate) as required in all memoranda of
understanding or other HCOLC programming documents.

E. Local Currency Resources

1. Background

USAID/Costa Rica has been involved for over a year
in a complicated process related to several key host country owned local
currency (HCOLC) issues. Discussions have been intensively pursued with
the GOCR Commission within the Ministry of the Presidency charged with
the negotiation and of programming the ESF agreements for the use of ESF
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‘stal currency made available unger existing agreements. The major tasks
in tnis process nave been the following:

- obtain explict acknowledgement from the GOCR that
the ESF local currency made available under the
program belonged to them;

- maintain the ability to program local currency in
support of on-going and future program activities;

- in accordance with Costa Rican law, develop by
January 1, 1989 a legal mechanism for programming
local currency for a variety of uses including
private sector, public sector and AID operating
expenses;

- develop Mission local currency programming
guidelines;

- continue and deepen Costa Rican involvement in
local currency programming while enhancing the
GOCR's capacity to design, manage and account for
programs in support of joint development
objectives; and

- negotiate with the GOCR, consistent with AID/W and
LAC guidance, a viable and largely sectoral local
currency program encompassing all remaining local
currency made available under past ESF programs.

In response to LAC guidance in early 1988, a major
issue in the Mission's negotiations with the GOCR was to achieve a 1988
ESF Agreement in which, for the first time, the GOCR would explicitly
acknowledge ownership of the local currency available by the cash
transfer program. As reported in 1988 San Jose 2549, this objective was
met upon signature of the ESR VII Grant Agreement on June 13, 1988.

The resolution of this issue has had a significant
impact on the management of the local currency resources, explained in
more detail below. In conjunction with revised Agency (1987 State
327494) and LAC (State 102677) guidance, the immediate result was to
reinforce the Mission's efforts, beqgun in 1987, to expand the GOCR's role
in the management of and accountability for the funds.

Resolution of the ownership issue raised a new
question regarding the treatment of local currency available for
programming and disbursement under earlier ESF Agreements (where the
ownership question was not addressed). Of particular concern was the use
of those funds for private sector activities, such as export promotion,
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long an integral part of the USAID program. A two part response proposed
0y the Mission and accepted by LAC (see State 96604) called for (1) a
covenant in the 1988 ESF Agreeement which required that, by January 1,
1989, the GOCR establish a new mechanism for approving all activities
(including for non-public sector entities and for AID OE costs) to be
financed with local currencies, and (2) the use of funds available under
agreements prior to 1988 in accordance with the terms of those agreements
(while still requiring joint programming and maximum GOCR participation
in the prc-ess). This solution continued the transition to an increased
role for the GOCR in local currency management and also provided the
means for financing specific priority activities during the interim
period leading up to January 1, 1989.

2. Programming, Management and Accountability

The original system established by USAID/Costa Rica to
program, manage and account for local currency under our ESF program had
its origins in the ESR II program of 1983. A variety of adaptations were
made in the local currency systems based on Mission implementation
experience. One change, beginning in 1987, was to increase the degree of
GOCR participation in the programming process -- one of the first steps
taken in the transition to explicit GOCR acknowledgement of local
currency ownership,

Another significant change affecting local currency
management was the creation, at the Mission's suggestion, of a Bipartite
Commission charzed in part with representing the GOCR both in negotiating
ESF agreements and in programming and assuming responsibility in the use
of ESF-related local currency, including the programming of resources
still available under prior agreements. For the GOCR, the Commission is
headed by the Minister of the Presidency and includes the Ministers of
Finance and Planning, as well as the President of the Central Bank.

A key point in discussions with the Commission was to
reach agreement on shifting a greater degree of responsibility in the
management and accountability for these resources to the GOCR. In
gradually accepting this responsibility, the Commission recognized the
implications in terms of potential public scrutiny on how this mandate is
handled. MWith this in mind, our discussions with the Commission focused
on several parameters designed to facilitate its task, including:

- joint programming of all funds in writing by the
Commission and the Mission;

- use of funds for development purposes, including sector
budget support;

- approve activities that fit within the development
priorities of the GOCR and the Mission;
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- avoid a proliferation of activities by establishing a
minimum funding requirement, with the objective of
approving fewer but larger projects;

- all disbursements must be consistent with the GOCR's
monetary program; and

- approved activities should not have an orientation
toward a single political party or platform.

Concurrent to these discussions with the Commission, the
Mission justified a waiver of the requirement that local currency be
deposited into an interest bearing account, given the negative impact of
accumulated interest payments on GOCR monetary policy. Further, worldwide
Agency and more specific LAC guidance on local currency programming was
provided. The LAC supplemenal guidance provided for five programming
alternatives: general budgetary support, sectoral or subsectoral
support, projects or specific activities, special non-governmental
activities, and trust fund projects. A transition period to January 1,
1989 for full compliance with the new guidance was provided, during which
time the Mission undertook limited mutual programming under the prior
Memoranda of Understanding system (for example, for AID project
counterpart funds, export promotion activities, and USAID CE).
Concurrently, USAID undertook extensive negotiations with the GOCR
Commission to program all local currency made available under prior ESF
programs (except ESR VII) and carry out this programming on a sectoral
basis in accordance with LAC guidance.

The Commission, USAID and the LAC guidance recognized
the importance of establishing a system for controlling approved local
currency activities. Toward that end, an existing office within the
Ministry of the Presidency is being expanded and staffed accordingly. It
is organizing itself in conjunction with the existing local currency
implementation unit for PL-480 funds located in the Ministry of Planning
to take on its new responsibility for design, implementation, monitoring
and accounting for sectoral activities. The office has also studied the
former local currency control system developed by the Mission and found
it to be comprehensive and responsive to its needs. Rather than create
and test an entire new system, the unit has adopted much of the former
USAID system for its own use.

LAC HCOLC guidance stated that AID must be satisfied
that the HG has good quality sectoral activities, and technical and
administrative capabilities to carry out the program -- and that the
sector program content be consistent with AID Strategy. Thus during
1988, Mission staff worked closely with Commission staff to devise
sectoral programs to be implemented through sound HG institutions.
Discussions and negotiation culminated on December 9, 1988 with the
programming of all existing HCOLC (prior to ESR VII) in the amount of 7
billion colons ($88 million) equivalent (See Local Currency Programming
Agreement, Annex H). The funded activities were in the following
sectors: water, transportation, education, child health, community
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Jevelopment, agriculture, rural housing and public sector finance. The
sectoral activities were consistent the USAID's development strategy for
Costa Rica and otherwise developed in accordance with LAC and Agency

HCOLC guidance. Further, our objective -- to gradually withdraw from a
controlling role in HCOLC implementation matters -- has been accomplished.

3. Multipurpose Local Currency Programming

Once the GOCR acknowledged ownership of the ESF local
currency and began to expand its role in its programming and management,
questions arose on the part of the GOCR as to the legality of their
programming these funds for other than public sector uses. The argument
was, that as GOCR owned local currency, programs other than those
operated by and for GOCR programs or entities, would have to be approved
by the Costa Rican National Assembly. Such a possibility, however
acceptable as a policy, was problematic in real terms to both USAID and
the GOCR, as programs would have been submitted to an approval process
that could take years, meanwhile jeopardizing on-going and future local
currency activities vital to joint AID/GOCR development strategy. The
Mission and the GOCR agreed in the ESR VII Agreement that the 1988 ESF
local currency would not be programmed nor the 1989 ESF program put
forward until such time as the legal mechanism was in place to allow full
unrestricted programming for a variety of development purposes, including
private sector activities as well as USAID operating expenses. In
addition, both parties agreed in the ESR Agreement that this mechanism
would be in place by January 1, 1989. The Minister of the Presidency in
a June 6, 1988 ietter to the U.S. Ambassador also committed the GOCR to
take the necessary means no later than January 1, 1989 to permit this
application of ESR resources to both public as well as private sector
uses.

The complexity of the problem for the GOCR is
illustrated by the following issue: As the GOCR overtly accepted
ownership of the local currency in the 1988 ESR VII Program, the
Agreement was properly termed a "Grant Agreement” or "Donacig¢n" in
Spanish. These terms contrasted with the term "Assistance", or "Ayuda"
in Spanish, which i{s the operative term used in the Bilateral Agreement
of 1962 to describe U.S. development assistance. In the process of
solving its legal problem, the GOCR chose the Bilateral Agreement as the
vehicle by which the GOCR could link its legal capacity to undertake
multipurpose local currency programming. In other words, the Legislative
Assembly ratified the 1962 Bilateral Agreement providing the Executive
Branch authority, in essence, to execute agreements with AID and use
funds provided under these agreements to assist AID in carrying out its
development program, i.e. for public and private sector and OE uses
without further legislative approval. For ESR VII, however, the use of
the term "Grant" was inconsistent with the Bilateral Agreement, thus
complicating further the application of the "legal mechanism" to ESR VII
local currency. Yet, this problem had to be solved prior to the end of
1988 not only to fulfill the terms of the ESR VII Agreement and permit the
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izvancement of the 1989 Program, but also to permit programming of the
ESR VII local currency.

Still another problem in this process appeared upon
termination of a prior Executive Decree which effectively served to bar
even public sector use of donated funds from external sources as of
January 1, 1989, without approval by the Legislative Assembly. Thus, a
legal programming mechanism had to be developed by the end of 1988 which
permitted appiication of ESF funds with few if any programming
restrictions, i.e., to permit not only private sector programming of
HCOLC as originally envisioned, but public sector uses as well. The
GOCR, in their view, had to thus negotiate and sign an Implementation
Agreement with AID for these purposes, propose uses of the 1988 ESF local
currency funds, negotiate and finally program these funds with AID. This
process culminated on December 23, 1988 with the signature of an
"Implementation Agreement" which interprets the U.S.-GOCR Bilateral
Agreement of 1962 to allow the programming of ESF local currencies for
these purposes (See Annex I).

In other words, all of these efforts combined have
permitted the GOCR to now represent to AID that the programming of funds
for public and private sector uses and for AID OE and program expenses is
permitted by applicable Costa Rican laws, rules and regulations.
Therefore the ESR VII Agreement requirement has been met.

A final point is that the GOCR and USAID agreed early on
in the HCOLC negotiation process that the use of ESR VII local currency,
following approval of the "legal mechanism", would be in accordance with
a 50-30-20 split (public sector/private sector/intermediate). This split
between public and private sector and intermediate uses was respected in
the programming of ESR VII HCOLC that followed approval of the legal
mechanism on December 23, 1988, and will be applied to future ESF local
currency programs. The GOCR and USAID/Costa Rica have thus
satisfactorily achieved their objective of multipurpose local currency
programming. According to the GOCR Commission, the end result of the
signing of the legal "Implementation Agreement" represents a satisfactory
resolution to the problem of ESF local currency programming and the
establishment of a straight forward and flexible local currency
programming system applicable to future Agreements.

Programming of local currency provided under the ESR
VIII program will be finalized following obligation of the Agreement. An
i1lustrative 1ist of local currency uses is contained in Annex J. '

4. Program Trust Funds

The Mission's Program Trust Fund was negotiated with the
GOCR and an agreement was signed in February, 1984. Since then, the
Mission has used this mechanism to manage ESF local currency-financed
project activities for which it assumed day to day implementation
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rasgonsibilities (the Mission also has an Of Trust Fund that is covered
by a separate agreement).

Currently, the following activities are receiving

funding through the Trust fund:

Special Development fund (SDF): This is a fund to
finance small community self-help projects identified by
Peace Corps Volunteers. Historically, Development
Assistance funds have been used for this activity but,
in view of the availability of local currency and the
absence of any dollar costs associated with the
arojects, the Mission switched the funding to Tocal
currency in 1985. The equivalent of approximately
$500,000 is budgeted per year for this activity through
1991.

Civic Action: Under this program, approximately $40,000
in local currency is used each year to purchase
materials for small community projects (e.g., school
repairs, pharmaceuticals). Labor for these projects is
provided by U.S. military personnel who operate at
request of and under the control of local civilian
authorities. HWe expect that FY 1990 will be the last
year of funding for this program.

Rural School Refurbishment: This program started in
1987 in response to a Ministry of Education (MEP)
request for assistance in improving the physical state
of elementary schools in rural areas. The program works
in a similar fashion to the SDF program. Peace Corps
Volunteers, in coordination with MEP officials, work
with communities to develop projects on a matching grant
basis. The budget for the program is the equivalent of
$1,900,000 over a four year period, terminating in 1991.

Central American Peace Scholarships (CAPS):
Implementation of the CAPS program involves a variety of
in-country costs -- primarily English lanquage training
and purchase of airline tickets. Although considered a
counterpart contribution to the dollar funds, these
resources are managed directly by the Mission so as to
facilitate the coordination of activities associated
with selection and preparation of long and short-term
participants for travel to the U.S.

Agricultural College (EARTH): Under the terms of a
local currency Memorandum of Understanding with the
GOCR, it was agreed that, until EARTH had the capability
to do so, the Mission would act as its agent for certain
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procurement and contracting purposes. EARTH staff have
now acquired most of these functions and the majority of
EARTH money formerly in the Trust Fund has been
transferred to an EARTH controlled account and to
monetary stabilization bonds. The Mission's role will
continue to be phased out.

- Policy Planning and Administrative Improvement (PPAI):
These funds provide counterpart to the Mission's DA
project to finance the local currency costs of services
financed with the dollar resources. After the DA
project PACD of June 30, 1990, these funds will be
utilized in the same fashion for the Policy and
Technical Support Project (PATS), now under design. In
certain limited cases where no dollar costs are
required, these funds will be used without complementing
dollar funds, but will still be charged as counterpart
to the DA project.

- Emergency Preparedness Technical Assistance: This fund
finances local currency counterpart costs for technical
assistance provided under contract with the Office of
Foreign Disaster Assistance (OFDA) for such items as
salary, per diem, transportation, housing, communications
and support services.

- Support to AID Funded Projects: The local currency
equivalent of $5 million has been programmed to provide
local currency financing to support AID funded projects.
The program covers the contracting of technical
assistance, audits, studies, training costs and other
support costs required for project implementation.

The Mission is proposing no new Trust Fund activities at
this time. However, the activities listed above are on-going and may
receive incremental funding under the ESF program (See Annex J). USAID
will continue to manage and account for these activities as if they were
dollar-financed AID projects. The Mission plans to continue with the
SOF, Rural School Refurbishment, PPAI and Emergency Preparedness programs
and, as in the past, will provide reports in conjunction with the Action
Pian and Congressional Presentation that will indicate implementation
status. In addition to these limited project specific activities, the
Mission will also continue financing PD&S-11ke items through the Support
to AID Projects activity via the Trust Fund when only iocal currency
costs are involved. In those cases, FAR procurement procedures will be
employed.

Bureau gquidance regarding the programming of HCOLC was
provided in 1988 State 313159, including guidance for the implementation
of activities funded through Trust Funds. The cable allowed a transition
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cericd until Cecember 31, 1988 for full application of the guidance, by
which time AA/LAC approval as well as a PP-like document for Trust Funds
activities was required. For Trust Funds activities that are on-going,
i.e., funded under agreements signed prior to December 31, 1988, it is
not entirely clear to the Mission whether proceeding with new increments
of HCOLC programs funded from Trust Funds past the transition period is
allowable without application of the new requirements. On one hand, the
guidance states that full compliance (i.e., AA/LAC approval, etc.) is
required for programs using HCOLC after December 31, 1988. On the other
hand, the cable states that for the use of HCOLC made available under
earlier agreements, the Mission can proceed by documenting the basis for
not complying with these requirements.

In one recent case of applying prior Trust Fund local
currency to a previously approved activity (the 1989 $40,000 equivalent
Civic Action program), the Mission determined that grounds existed to
justify proceeding without the PP-like document. A few other similar
cases, such as adding funding to the OFDA advisor's contract, will arise
in the future where resolution of this issue would be most helpful. The
Mission proposes the Bureau approve USAID's plans to proceed to justify
on a case by case basis the increased incremental funding of these
activities without a PP.

In addition, though the Mission has no present plans to
expand its Trust Funds activities, some new activities which are
appropriate for the Trust Fund (again using Civic Action programs as an
example), due to their small size, simplicity, short duration or lack of
management implications for the Mission, are not conducive to PP-1ike
analysis. The Mission feels that USAID's should be allowed to justify to
the AA/LAC those cases where Trust Fund documentation requirements are
not appropriate, and proposes that the Bureau so modify its HCOLC
guidance accordingly.
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IV, KEY CONDITICONALTTY CONCEPTS AND POLICY REFORM

The 1989 ESF Program for Costa Rica is the major component of an
overall U.S. supported balance of payments assistance program that
includes the PL 480 Title I food commodities program, as weil as the
policy reforms negotiated as part of these programs. As discussed in
Section II and in Annex A, assuming no dramatic negative change in
economic trends and continued assistance from other external donors, it
is anticipated that ESF levels will continue to decline at a steady
moderate rate over the coming years -- to $57 million in 1990 and to $36
million in 1991. (Current plans call for the PL 480 Title I program to
continue at the current level of $15 million per year.)

Declining levels of ESF resource assistance is consistent with what
makes programmatic sense in light of the economic progress achieved by
Costa Rica and USG budgetary constraints. Declines are also consistent
with the principles of the Central America stretch-out plan submitted to
Congress in March 1987. As agreed at the Mission's Strategy and Action
Plant reviews, by FY 1991 the Mission plans to shift from a cash transfer
justification to a program that focuses primarily on the Costa Rican
export sector -- one which is most critical to achieving the Mission's
strategic objectives.

Thanks in part to the strong financial and policy support of the
IMF, IBRD and AID, Costa Rica has essentially emerged from its economic
crisis of the 1980-82 period. Major macroeconomic progress has been
achieved in that there has been a return to positive, if modest growth
rates; reduced inflation; improved exchange rate performance; and
improved fiscal performance. Appropriately, earlier ESF programs
concentrated on macroeconomic conditionality such as maintaining real
positive interest rates, Timiting net banking system net credit to the
nonfinancial public sector, maintaining a unified exchange rate, etc.
The policy reforms emphasized by this past ESF conditionality, while
having had significant positive effect, need to be further
institutionalized to better prepare the country for the end of ESF
assistance. Measures to reinforce the macroeconomic¢ progress obtained to
date are discussed below.

As described in Section III. B., the Mission assumes that the
current IMF Standby will be extended through 1989 and that the IMF will
have the lead role for macroeconomic conditionality. Therefore, the
Mission will include no new initiatives in this regard. However, if the
IMF program for 1989 is delayed or not extended past March, 1989, the
Mission will be ready to step in to request that the GOCR provide a
satisfactory macroeconomic plan for 1989 prior to first disbursement or
prior to making subsequent ESF disbursements, depending upon timing of
this eventuality. This plan will include quarterly limits for the
following: (1) central government expenditures, (s) cumulative financial
balances of the CCSS, RECOPE, ICE, CNP, and JPS; (3) net domestic assets
of the Central Bank; (4) changes in banking system credit to the
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OFf the Central Bank; and (6) arrears on external payments.

The Mission also assumes that the World Bank's SAL II Program will
take effect during 1989 following ratification by the Costa Rican
Legislative Assembly. The IBRD Board approved the loan in mid-December,
1988. The basic financial plan of SAL II is to have a $100 million loan
from the World Bank and a potential cofinancing (without additional
policy measures) for $100 million from Japan, though recent developments
in Japan, according to IBRD sources, have begun to cast doubt on whether
or not the Japanese will be willing to follow through on this
commitment. The SAL II loan would be disbursed in three tranches with
the first disbursement of $40 million being made upon taking effect, the
second tranche of $35 million after the first performance review and the
third tranche of $25 million being disbursed after a second performance
review.

The SAL II program concentrates on agricultural pricing and
marketing policy, financial sector efficiency and control issues, and
international trade issues (as they relate to tariff structures.) More
specifically, in the financial sector, SAL Il includes legal changes
giving the Superintendency of Banks more power to audit and control
commercial banks, and a program to recognize and reduce the operating
losses of state banks. This program would require that ioan maturities
in arrears for more than 180 days and interest in arrears more than 90
days be treated as losses. The program aims to reduce the bad loan
portfolio of state banks from about 30 percent to 3 percent over a three
year period.

In the trade sector, the main aim in SAL II is to reduce nominal
tariffs on final goods to 40 percent over a three year period. This
tariff reform would be implemented in proportional cuts in six
semi-annual installments beginning in October 1988.

In the agricultural sector, the main element is retraction of the
National Production Council (CNP) from marketing of domestic and imported
agricultural products, with some exceptions in regard to the produce of
small farmers and the convergence of domestic and international prices of
agricultural prices. The CNP has been the principal marketer of
domestically produced rice, corn, beans, sorghum and of imported wheat,
and under SAL II the CNP would retire from marketing except for work
related to helping small farmers produce exportable crops.

In the public sector component of the SAL II program, the Bank and
the GOCR have negotiated three areas of agreement: <(a) the size and
composition of a public sector investment program, (b) a commitment to
increase public sector savings (inclusive of Central Bank losses) to 4.0
percent of GDP in 1989 and 6.5 percent in 1990 (in 1986 this variable was
about 4.5 percent), and (c¢) a reduction in the earmarking of tax
revenues. MWhile the Mission's policy dialogue with the GOCR will
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reinforce certain IBRD priorities (for example in reinforcing financia)

reforms on interest rates, credit allocation and subsidies), the Mission
will not undertake major new initiatives in ESR VIII conditionality for

the areas covered by the Bank.

State 386936, received in December 1987, describes in general terms
the Bureau's ideas of moving toward a greater emphasis on sectoral ESF
policy conditionality. The idea is that, given earlier emphasis and
progress in attaining short-term stabilization objectives, ESF programs
need to evolve toward sectoral reform objectives -- ones that represent a
logical next step in the recovery and growth process and that show
demonstrable results. Our understanding of the guidance for the ESR VII
Program and continuing to a large extent for the ESR VIII program,
stresses its transitional and flexible nature, i.e. macroeconomic
conditionality should be continued and reinforced to the extent
appropriate and necessary, and where possible, the focus should be
shifted to identifying sector programs that are based on a solid
analytical base and that can better accomplish economic growth objectives.

The covenants and the local currency programming contained in the
1987 ESF program initiated the Mission's focus on sub-sectoral topics
such as investment promotion, public sector efficiency, promotion of
non-traditional exports and support to the private manufacturing sector
through increased credit availability. The 1988 ESR VII program
continued in this vein to sharpen our focus and more clearly articulate a
more sectoral approach, orienting conditionality to achieving sectoral
policy reform rather than simply programming funds for sectoral
initiatives. It should be noted too, that while past ESF conditionality
is an obvious and effective forum for pursuing sectoral issues, the
establishment of the Bipartite Commission and the local currency sectoral
programming and negotiation process described in Section III above
provided the Mission with an even more far reaching and effective avenue
for pursuing sectoral reform priorities with the GOCR. While the
proposed ESR VIII program as described below shows further evolution and
movement toward a sectoral program and will be backed by continually more
focused policy dialogue and conditionality, the Mission makes no claim
that we have yet arrived at a well-defined sectoral program. Indeed,
Mission plans call for a continued transition period of concentration on
the areas where further work and policy dialogue are needed in order to
permit an eventual sectoral approach in one or more sectors. Current
plans call for the Mission to have developed at least a sectoral cash
transfer program by 1991 that concentrates on the removal of constraints
to further development of Costa Rica's export sector.

Other sections of this document stress our perspective that despite
substantial progress, victory cannot be yet claimed on the macroeconomic
front in Costa Rica -- the progress, while substantial, is still
reversible. Illustratively, an increase in the public sector deficit
could serve to drain credit from the private sector and fuel increased
inflation. We must continue therefore our macroeconomic conditionality
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and policy dialcgue, while at the same time deepening and clarifyirg cur
sectoral focus. The Mission's movement toward a more sectoral focus
therefore is one that is evolving as a result of progress achieved and
the growing maturity of the Costa Rica ESF program. This focus is and
will continue to be firmly founded on Mission, GOCR and other donor
analyses. MWith Costa Rica's large balance of payments gap and the still
significant levels of ESF assistance, the cash transfer approach of the
past remains valid. By FY 1991 however, the convergence of an improved
balance of payments situation and lower ESF levels will make it
appropriate to shift the ESF program to a sector orientation.

Section III.A. above describes the evolution of the Mission's
strategy from "economic stabilization" to "laying the basis for long-term
growth", with a concomitant orientation to areas where we believe
significant progress can be achieved in furtherance of that goal.
Accordingly, the Mission will concentrate on three principal areas which
are complementary to the long-term growth strategy and which will form
the parameters of the Mission's policy dialogue agenda with the GOCR.
These are:

(1) Macroeconomic/Financial Concerns;
(2) Public Sector Efficiency; and
(3) Export and Investment Promotion

A. Financial/Macroeconomic Concerns

The interest in the financial/macroeconomic area serves to
reinforce past ESF efforts aimed at economic stabilization, complements
IMF and IBRD conditionality in this area, and protects the progress
achieved in economic stabilization since 1982. As well, these concerns
are vital in creating and preserving a minimum condition for
strengthening the underpinnings of long term economic growth in Costa
Rica, including export growth. Specifically, as related to exports, the
country's balance of payments situation impacts on the export sector's
ability to import needed productive inputs, while pubiic sector deficits
limit the amount of credit available to the productive private sector.
An emphasis on the financial/macroeconomic¢ area is appropriate in order
not only to back hard-won reforms that could be reversed, but also to
support the Costa Rican economic¢ decision makers who often risk strong
political pressures in order to implement sound economic programs.

The Mission is therefore negotiating conditionality with the
GOCR that will carry over aspects of prior macroeconomic conditionality.
For example, the Central Bank will be required to maintain during 1989 a
unified exchange rate and to revise this rate as necessary, essentially
to maintain purchasing power parity with Costa Rica's trading partners.
The Central Bank has followed a crawling peg, or minidevaluation, program
since January 1985. In 1987 for example there were 25 mini-devaluations
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with a 17.7% increase in the exchange rate; and in 13988 there were 20
minidevaiuations with a 14.7% increase in the exchange rate. The Mission
will closely monitor this covenant as it is anticicated that the pace and
amount of the minidevaluations will be held down in the first four months
of 1989 in order to dampen inflationary expections.

Also, conditionality will be included to require no increase of
net banking system credit to the non-financial public sector. A covenant
will also require that banking system interest rates be guided by market
forces so that they are positive in real terms. In 1988 the Central Bank
continued its policy of allowing commercial banks and finance companies
to freely set their interest rates on both deposits an loans with the
provision that the spread between the highest and lowest rate on loans
not exceed 9 percentage points. Interest rates on loans were positive in
real terms, except for subsidized credit, which was limited to less than
16% of total credit to the private sector.

A further covenant will require that a program be followed for
the provision of credit that avoids detailed allocative categories. In
1987, credit ceilings by banks and credit allocation categories were
completely eliminated. However, in 1987 credit expanded faster than
projected and certain groups of producers, notably cattlemen and basic
grain farmers, complained about not receiving sufficient credit from the
banking system. As a result of these pressures, in 1988 overall credit
ceilings by banks were reinstated and a 1imit was set on the amount of
credit that banks could extend to "other activities", i.e., commerce,
services, electricity, transportation and consumer credit. As has been
described in previous ESR PAADs, in 1981-82, all credit in Costa Rica was
subsidized in that the real interest rate was negative. Moreover, credit
was allocated to a set of 54 topes, or pre-determined categories. A
return to overall credit ceilings in 1988 was not considered a serious
case of reversion toward detailed credit categories.

Previously burdensome procedures, political interference and
lack of competition impeded the banking sector's ability to respond
efficiently to the growing ¢redit needs of the productive sector. As
well, in 1982 the public sector received a full 43% of banking system
credit. The combination of an infusion of credit resources and policy
dialogue by AID--including support to the private banks as an alternative
to the state banks, supported by ESF conditionality--has resulted in
considerable strides in ameliorating the credit situation. The last two
covenants described above will serve to reinforce this progress.

An agricultural credit law (FODEA) was passed in 1987 by the
Legislative Assembly that contained provisions for rescheduling loans
made at negative real subsidized interest rates to different classes of
agricultural producers. Fears were high on the part of USAID that FODEA
would lead to wholesale loan defaults, legitimizing the non-payment of
the old loans, with negative impacts on producers of non-traditional
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oroducts. This 2id not come to pass as cthe nationalized banks trnemse
proved iess than eager to rescnecule the loans at subsidizea rates.
rescheduling had the effect of decreased availability of credit for
cattle and basic grains production, which were the bulk of the
non-performing loans. Pressures are presently again on the rise within
the National Assembly to provide another subsidized credit program,
reviving old fears of the FODEA Law. To counter such moves, ESR VIII
conditionality will require that subsidized credit be strictly limited
during 1989. For the first time the Mission will include within this
limit credit from internal (including subsized credit financed througn
the national budget) and external (i.e. donor) sources. This approach
will improve the Mission's optic on this issue and establish a benchmark
for negotiating future net reductions in overall subsized credit levels.

S

ve
ne

While the macroeconomic results of the ESF program in Costa
Rica have been encouraging, USAID considers it important to continue and
carryover an emphasis on economic stabilization. Such an emphasis
complements efforts of other donors, particularly the IMF and IBRD,
protects past progress that has been made, and continues movements toward
future stabilization reform objectives.

B. Public Sector Efficiency

USAID/Costa Rica has long been concerned with overcoming the
effects of inefficiencies in the Costa Rican publiic sector. A litany of
various deficiencies in the operation of the public sector has served not
only to limit the ability of the economy to move from relative
equilibrium to sustained growth, but aiso has served and continues to
undermine progress made in a number of vital policy concern areas. These
include investment and export promction, preserving macroeconomic policy
gqains by 1imiting Central Government expenditures, and significantly, in
preserving and protecting the GOCR's capacity to provide its high level
of support for social services, particularly education and health care.

A cross section of GOCR decision makers and international
donors point to the need to restore fiscal discipiine and administrative
efficiency to the Costa Rican government bureaucracy as a central issue
of public policy. The scope of the problem is enormous and frought with
the sensitive political problems of reforming public poticy and
institutions within a most democratic of settings.

Illustratively, public sector employment in Costa Rica has
increased from 36,200 in 1962 to 160,000 in 1988, distributed between 202
public institutions. The 1962 level represented 9.8% of the labor force,
up to a full 20% in 1988. Spurred on by social democratic traditions and
bolstered by a past epoque of high traditional export earnings and
different demographics, publiic workers successfully secured a range of
salary, employment and pension benefits that neither present nor future
governments can realistically hope to finance. In the 80's the GOCR has
been forced to drastically curtail capital expenditures in order to meet
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tne entitiement-3riven recurrent cost demands of public sector
institutions. Cmnipresent Costa Rican red tape and bureaucratic inertia
confound and confuse citizens and foreigners alike, creating and
perpetuating obstacles to a number of beneficial programs, for example,
to Costa Rica's non-traditional export initiative. In fact, the
burgeoning financial demands and bureaucratic inefficiencies threaten the
continued growth of the private economy as well as the GOCR's much
praised social services and welfare programs.

The public sector efficiency problem is more disturbing upon
closer review. Of the 160,000 public sector employees, an internal GOCR
report estimates many are redundant. A low level of technical training
of the vast majority of these employees makes for low governmental
productivity, creating a host of institutional, administrative and legal
problems. There are nineteen generous pension systems for the public
sector, ten of which are partially financed by the GOCR and nine of which
are fully paid by the state. The 40% of public employees enrolled in
these pension systems now absorb fully 3% of Costa Rica's GDP. Public
agencies are plagued by a lack of planning, duplication of functions, and
inefficient use of information in public administration. The situation is
complicated by a rigid civil service system and a code of civil law that
is sometimes inconsistent, contradictory and obsolete. End results of
this state of affairs can hardly be expected to be positive-- one of the
most serious results being (in addition to the general wasted
productivity) a plethora of needlessly complex, overly bureaucratic and
inordinately time consuming procedures of public administration
("tramites") that confound and frustrate one and all. This charterization
applies to a number of important functtons-- credit procedures, import
licensing, customs, construction permits, social security procedures,
immigration and so on. The "tramites" impact negatively on efforts to cut
public sector costs and to remove impediments to economic growth
objectives.

A related problem created by public sector inefficiencies,
particularly overstaffing and overentitlement, is a structural rigidity
that prevents easy movement of the work force between public and private
sectors. On one hand, increased private business investment on the Meseta
Central, particularly in draw-back industries and other non-traditional
export operations, is pushing the economy in the direction of full
employment. On the other hand, overstaffed and overendowed public sector
agencies lock in large numbers of public employees that could, in
principle, be used more efficiently and productively in the private
sector work force.

It is the intent of the Mission, in conjunction with the GOCR
and major donors, to conceptualize, propose and begin implementing a more
comprehensive program to address some of the staggering problems of the
public sector. Due to the sensitivities involved (perhaps more sensitive
than other areas of conditionality and policy dialogue), public sector
efficiency programs must be perceived and operated as the GOCR's own
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crogram. se believe that the evolution of this program, dore properly,
has the potential of addressing the issue in a way that the GOCR can see
as positive and supportive of its own policy objectives, aided by
potential sources of financing to ease political sensitivities and
provide incentives. While the initiation of the first steps toward a
public sector efficiency program will be through the vehicle of ESR VIII
conditionality, the Mission will work closely with the GOCR through
policy dialogue and other forms of assistance, to put form and substance
to a GOCR public sector efficiency program that must necessarily be
carefully and incrementally developed.

Though the outline of the proposed program below represents a
new Mission initiative to more effectively address an old problem, past
conditionality and policy dialogue have sought to accomplish public
sector reforms. Past Mission initiatives have been in the areas of
privatization, public sector employment and customs reform.

The Costa Rican Development Organization (CODESA) founded in
1972, perpetrated a sad legacy of inefficient, ineffective, politically
motivated and controlled, dubiously managed organizations totalling some
42 in all--all the while having free and unlimited access to Central Bank
credit resources until the practice was ended with AID pressure in 1984.
While the AID-supported privatization and divestiture of CODESA has made
significant progress (See Annex B), the CODESA experience remains a
textbook example of the public sector run amuck. The Arias
administration has continued its support of CODESA divestiture though the
tying up of loose ends has in some cases taken longer than expected.
Given the political sensitivities of the subject, particularly in a
pre-election year, progress on other privatization programs is likely to
be slow though the interest of the present administration, based on the
CODESA experience, has proven positive indeed. One practical lesson from
the CODESA divestiture experience has been that much reform, even in
politically sensitive areas, can be made when objectives are clearly
defined, linked to policy goals, capitalized, and perhaps most
importantly, when the government takes the lead in openly supporting the
program.

Another previous aspect of public sector improvement has been
the area of customs. The customs service is renown among Costa Rican and
foreigners alike as inefficient, slow and bureacratic. Its many problems
include an unclear organizatioral mandate; untrained technical personnel;
an aura of operational incompetence; and manual and repetitious
processing of paperwork. The Arias administration eariy-on attempted to
deal with the problem by beginning a customs reorganization, but the
effort stalled due to a lack of political support and a number of legal
problems. AID conditionality in ESR VI required that a number of mostly
non-¢controversial short term reforms be adopted during 1987. These were
for the most part carried out as required, raising hopes that more
substantive and far reaching reform could be planned in the near future.
In ESR VII some longer term changes were required -- implementation of a
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mechanization orogram, simplification of administrative an operaticral
procedures, improvements in the operation of the customs laboratory and
deveiopment of a training plan for customs personnel -- changes which
responded directly to the expressed priorities of the Director General of
Customs.

The 1988 ESR VII program contained conditionality, where for
the first time AID focused directly on the public sector employment
problem. The Mission underlined its interest in public sector employment
limitations in 1988 ESF conditionality by requiring the GOCR to reaffirm
its commitment to achieve realistic employment targets by freezing public
sector employment levels as of September 30, 1987 (the date of the last
GOCR public sector employment report) through calendar year 1988. Given
domestic pressures on certain employment categories (for example
education and public health) and political realities, the Mission felt
that this was the most realistic and achievable employment target.
Regarding this sector, the World Bank decided not to pursue public sector
employment reduction targets in SAL II due to their belief that the goal
was basically unachievable. Reports from the GOCR report compliance with
this 1988 AID covenant freezing public sector employment levels and the
covenant will be carried over in the ESR VIII Agreement.

On the customs front, the shift of conditionality will be from
the shorter term reforms implemented under ESR VI to longer term
changes. Progress by the GOCR in addressing these customs reforms has
resulted in the issuance of a detailed customs reform plan that includes,
among others, reorganizaton of the central customs administration and
technical training for customs personnel.

We have attempted above to point out in summary fashion the
importance of the public sector efficiency problem and past Mission
programs and policy dialogue efforts. Following, therefore, is the
outline of a Mission sectoral initiative that will evolve over the
following year, backed by ESR VIII conditionality, well researched policy
dialogue, sound and incremental design undertaken primarily by the GOCR
with AID assistance, and potentially local currency and dollar financing.

At the suggestion of the First Vice President of Costa Rica,
the program will be pursued initially by the formation of a high-level,
bipartisan study group which will develop a master plan for addressing
deficiencies in the operation of the public sector. Though there is a
consensus among Costa Rican decision makers that public sector reform is
essential, there has not existed to date a forum to systematically
analyze the structural problems confronting the sector or to formulate a
strategy and plan for carrying out required reforms. Given the nature of
the task in a pre-election year, the development of the master plan could
permit a new GOCR administration to begin implementing portions of the '
plan soon after assuming office.
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Discussions with tne GOCR to date on public sector efficiency
have centered around two general topics:

(1) Public Sector Labor Mobility; and
(2) Improved Administrative Efficiency

4. Public Sector Labor Mobility: A distortion of efficient
labor allocation between public and private sectors has the effect of
diminishing the maximum productivity of both sectors. What is necessary
are specific policies, incentives and programs to draw certain numbers of
public employees into private employment, thereby increasing labor
mobility and simultaneously increasing efficiency in both sectors. Such a
program would begin with the GOCR undertaking a national employment
efficiency study to identify more specific labor allocation problem
areas, determine priority actions and institutions for focus, design a
methodology for effecting transfer of a portion of the public sector
labor force to a coordinated set of actions such as private sector
employment. The program would emphasize financial incentive packages,
recommend an administrative structure to implement the program, examine
administrative and/or legal constraints to the program, and make
recommendations as to the practical scope of such a program over time.

It should be emphasized that the this study and related
subsequent activities must be at the initiative of and carried out by the
GOCR -- albeit with appropriate AID technical and policy support.
Conversations with a wide variety of GOCR officials and local
businessmen, while noting the sensitive nature of the undertaking, have
been positive and helpful in advancing the concept. Without fail, the
importance of creating incentives, and positing the program as a GOCR one
and in the demonstrable best interest of all involved has been stressed.

The study, the object of ESR VIII conditionality, would be
followed up by the presentation of a program developed as a result of the
labor allocation study. The GOCR, possibly aided by ESF local currency
and other donor contributions, will aid the implementation of the program
by the design and hopefully the establishment of a fund that will
address the inevitable incentive and compensation issues related to
salary levels, GOCR pensions, severance pay ("prestaciones") and
technical training to improve transferee skills and marketability.

It must be noted that while AID policy dialogue and
negotiations with various GOCR officials to date have been positive and
encouraging, no realistic assessment of the proposed concept can at this
time guarantee the establishment and operation of a sound public sector
program and the proposed transition fund. Given the "first step" nature
of the proposal and the approach that allows the GOCR to pursue its own
program in practical increments there is however room for optimism.
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The issue of GOCR pensions is one that transcends tre
scope Of the public sector employment program described atove. However,
the need for reform of the system is accepted by Costa Rican decision
makers, though again, the subject is frought with sensitivity. ESR VIII
conditionality will require the GOCR to develop recommendations for an
improved and economically feasible pension system and a plan for
implementing the recommendations.

b. Improved Administrative Efficiency: This area is closely
related to Public Sector Labor Mobility discussed above and two aspects,
entitlements (pensions and severance pay) and labor allocation, directly
overlap. Serious efforts at solving public sector inefficiency problems
must particularly be directed at those inefficiencies that undercut Costa
Rica's considerable progress in supporting sustained economic growth. For
example, the Mission plans to continue supporting efforts to streamline
export and import procedures. (ESR VII conditionality urged successfully
for the establishment of a one-stop window for exporters.)

The area of customs improvement is an obvious area where
the Mission needs to and will continue its focus. The efforts of the GOCR
to seriously deal with previous ESR VII customs conditionality for
mechanization, procedure simplification and technical training caused
them to produce a detailed proposal for customs reform and ask AID for
technical assistance in implementing the program. While major Customs
changes will not come overnight, the Mission assessment is that the GOCR
is serious in its reform efforts and we will therefore make available the
technical assistance as requested. ESR VIII conditionality will reinforce
the GOCR's commitment to carry out their own customs proposal.

Another area of administrative efficiency that the Mission
will explore at some length is one of organizational efficiency, i.e., in
particular the relationship between central and local government. It is
ironic that Costa Rica, one of the world's most vibrant democracies, is
also one of the most centralized. Theoretically, an optimum level of
public sector efficiency is approached between a division of
responsibilities between a central government and local authorities.
Costa Rican authorities have recognized the basic incompatibility between
a centralized authority and a strong democratic tradition, and have
initiated the process to enact decentralization legislation. This
constitutional reform which, if approved by the legisliature, will
represent the most far reaching step towards decentralization of
responsibility and authority from the central government to municipal
governments since the Constitution's adoption in 1949. This reform
proposes to:

- Shift 10%L of central government revenues to the 85
municipal governments over a ten year period, thus
tripling municipal resources;
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- Transfer responsibility for certain basic services from
the central government to local municipal governments;

- Create a uniform civil service system for municipalities;
and

- Fund a training and technical assistance program for
municipal staff during a two year transition period.

Though GOCR efforts in this area to date are just
beginning, USAID will seek through policy dialogue and other
opportunities to promote appropriate programs and policies to improve the
provision of public services through administrative and fiscal
decentralization.

The Mission proposes to use the remainder of FY 1989 and
subsequent year ESF negotiations to frame the public sector efficiency
issue particularly around the two substantive themes outlined above. Qur
intent is to link policy dialogue with €SF and DA dollars, lotal currency
and technical assistance to assist the GOCR put into place the policies
and programs to enable it to meaningfully increase the efficiency of the
public sector in the targeted areas. Despite the acknowledged difficulty
of the task as outlined, the GOCR itself is seriously discussing the
fssues and already grappling with possible solutions. As initiatives
evolve, the GOCR will also better place itself in position to attract
multi-donor support within the context of the Costa Rican Consultative
Group.

ESR VIII conditionality will touch on three additional
areas of public sector efficiency, two new and one continuing. The
continuing area of conditionality is privatization, where a prior
covenant will be carried over permitting no CODESA access to Central
Bank investment credit. Further, two covenants will carry over GOCR
commitments to complete actions in process for the disposition of three
remaining CODESA companies.

One new area of emphasis is in the area of private power
generation. Costa Rica ~ow expects serfous shortfalls in the production
of domestic power resources in the period 1990-1992. Though not a major
thrust per se of the Mission, AID has financed a series of excellent
studies that clearly demonstrate the potential of private Costa Rica
power producers, particularly from bagasse-burning sugar mills and small
hydo, to produce about 120 MW of the shortfall, or about 15% of Costa
Rica's total demand, within the coming 2-3 years. The GOCR, sugar
industry officials and the national electrical authorities all agree that
the production of private power in small commercial excess quantities to
the national grid represents an idea with great promise for Costa Rica.
The initial major issues in permitting this production is a legal one to
permit private power production in commercial quantities, and an
administrative one, to determine by decree an adequate price structure
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for the grid's purchase of the produced excess power. Both of these
issues are actively being pursued by the Ministry of Natural Resources,
particularly the Minister (an ex-USAID employee) with assistance from
AID/W, and resolution of both is reasonably expected by mid-1989. AID
conditionality in this area not only serves to support a positive policy
initiative in which AID has been instrumental since inception, it also
serves to reinforce and protect Mission investment and export production
goals, as well as to protect balance of payments objectives (optional
imported power is paid in precious foreign exchange). From the public
sector efficiency perspective, there is no reason to promote the
expansion of a public utility company when private power producers are
presently able to begin to make up the projected shortfall at the same or
lower production costs than the utility options.

An additional aspect of public sector efficiency addressed
in ESR VIII conditionality is in the area of public sector audits. A lack
of GOCR capacity in carrying out effective and comprehensive audits of
its public sector programs and activities has jointly been identified by
USAID and the GOCR. A covenant will require the GOCR Controller General
to proposed a time phased plan to improve audit coverage, including
provision for training and a revamped audit organizational structure. A
further covenant will provide further definition at the policy level of
periodic audit requirements of DA projects and HCOLC activities. These
provisions are expected to assist the GOCR in improving an important
aspect of its public sector management and accountability operations.

C. Export and Investment Promotion

As described in previous sections, the primary strategic
emphasis of USAID assistance over the next two to four years will be to
help lay the basis for sustained economic expansion by supporting export
led growth. The rationale for this approach is well known--in a small,
open economy such as Costa Rica, the country cannot efficiently produce
all of the goods it needs for productive activity, and therefore imports
goods paid for in foreign exchange. As foreign exchange has been in
chronic short supply in Costa Rica, the country must increase its foreign
exchange earnings if it hopes to achieve sustained long term growth.

A shift in the country's structural underpinnings is necessary
to permit an increase in non-traditional agricultural and industrial
exports outside the CACM both in absolute terms, and in relation to total
exports and to a growing GDP. Promotional programs for increased foreign
and domestic investment, as well as capital market assistance, increased
productivity and marketing ability are also necessary ingredients in the
establishment of sustainable growth in non-traditional exports.

It is imperative for several reasons that export earnings,
particularly from non-traditional products, continue to increase. First,
massive infusions of donor assistance will not last forever, debt relief
negotiations will have finite results, and savings from reduced imports
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wiil eventually have negative impacts on productivity and are probabiy
about to be exhausted anyway. (This is the conclusion of a recent world
Bank study.) Further, non-traditional products represent the best
potential for increased earnings since the traditionals--bananas, coffee
and sugar--are already produced relatively efficiently and are
constrained by market conditions and international quotas.

Increased investment in non-traditional export products is
resulting from a combination of factors, including continued economic
stability. These factors also inciude improvements in trade policy,
access to credit and the results achieved from dynamic export promotion
efforts that will continue to have payoffs in the future.

On the policy side, previous ESF, IBRD and IMF conditionality
have encouraged the GOCR to reduce protection of the manufacturing sector
in favor of developing and expanding non-traditional exports. The
AlD-encouraged policy of minidevaluations and the unified exchange rate
have had the effect of maintaining the profitability of exports. This
policy continues as evidenced by a January 1988 colon devaluation of 6%
and overall 16% devaluation during calendar year 1988. In addition, over
the long run tariff reduction should encourage risk adverse Costa Ricans
to turn away from their protected environment and produce for export.

The IBRD has taken the lead on this issue, and the Mission's role will be
limited to supporting rapid passage and implementation of SAL II in our
policy dialogue efforts with the Bipartite Commission and by encouraging
support among the private sector groups with whom we deal.

USAID/Costa Rica has put much emphasis since 1982 on the
provision of term credit for the productive, including exporting, private
sector. Producers have had access to almost $250 million in credit in
special dollar and local currency credit lines established after 1981, of
which some $180 million has been term credit. At present, some $27
million in AID dollar credit is undisbursed. Producers have access to
this credit through the private banks which offer exporters a more
efficient and responsive alternative to state banks. IBRD and AID
conditionality discussed in the previous section should reinforce,
protect and strengthen past gains of the private financial sector's vital
role in promoting exports.

Direct investment promotion activities in Costa Rica are being
carried out by the Costa Rican Coalition for Development Initiatives
(CINDE), a private, non-profit association founded in 1983 by a group of
prominent Costa Rican businessmen and professionals with financial
support form ESF local currency resources. CINDE's investment promotion
program for the industrial sector (PIE) is implementing an intensive pian
to identify investors and sell them on the advantages of Costa Rica as a
place for doing business. Currently funded at about $3.5 million per
year CINDE/PIE has attracted about $130 million in non-traditional export
investments during the period 1986 through 1988. This has resulted in
the creation of about 20,000 direct new jobs for the investment period.
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At Teast half of the foreign investors interested in Costa Rica
want tc establish operations in free trade zones. Responding to tre need
for additional free zone space, the Mission has implemented a series of
programs to accelerate free zone development. Our major dollar and colon
credit lines were liberalized to permit free zone investments. Technical
assistance was donated to the GOCR agency (CZF) requlating free zones to
assist in the drafting of an improved law designed to facilitate the
growth of improved free zones and make it more attractive for the foreign
investor to locate in a free zone; the Mission also engaged in direct
policy dialogue to encourage the incorporation of consultant's
recommendations in a bill submitted to the legislature. In addition, we
will be assisting the CZF to privatize the free zones they are now
operating. Most recentiy, the Mission approved additional technical
assistance to assist private free zone to develop improved satellite
communication systems and to improve the administration and operation of
their export processing zones. Because efficient free zones are an
important component of CINDE's investment promotion program in providing
a location free of taxes and bureaucratic red tape, the Mission is
supporting a series of actions to encourage private free zone development.

CINDE is also addressing foreign and domestic investment in the
agricultural sector in much the same way as the industrial sector.
Overseas offices have targeted new investment and job generations with a
concomitant target of shifting domestic agricultural investment into
non-traditional crops by $7 miilion per year. A pilot office has opened
in Miami and is acting to coordinate the marketing of non-traditional
products in the United States and as a conduit for investment.

A variety of DA, local currency and PL 480 funded measures are
presently addressing sector wide constraints to trade, investment and
export promotion. The role for the accompanying policy dialogue talks on
the subject being carried out with the Bipartite Commission in general,
and with respect to ESR VIII conditionality specifically, is to promote
an institutional and policy framework that maximizes the ability of the
productive private sector to produce for export. In that regard, the
Mission's principal policy target is to ensure the sustainability of an
efficient export and investment promotion operation in Costa Rica.

The Mission has to date with the cooperation of a number of
influencial GOCR Ministers and businessmen, pushed to achieve such an
operation through a reorganization plan to rationalize and consolidate
export and investment promotion operations. A proposed covenant would
require the GOCR to advance a reorganization of the GOCR's export and
foreign investment promotion activities so that they will be part of a
single GOCR agency, capable of paying sufficient salaries to attract and
retain high quality staff, and including the participation of private
sector representatives.

Recent ESF negotiations have indicated, however, a lack of
consensus among the GOCR Cabinet and Bipartite Commission that this
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sustainable export and investment role can best be accomplished through 2
reorganization, i.e., specifically, through a combination of CINDE and
the GOCR's CENPRO (the GOCR's official investment promotion agency). If
continuing negotiations on this subject prove inconclusive, the Mission
will partially alter the conditionality as presently written, and pursue
the goal of organizational sustainability through seeking to guarantee
the availability of funds for export and investment promotion over the
long and medium term — for exampie via initiation of local currency
endowment or trust funded from 1989 ESF local currency resources. The
Mission pilans to require the GOCR to pledge the programming of these
local currency funds at the same time as signing the ESR VIII Agreement.
The issue is further described in Annex F.
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V. CCNDITICONS AND COVENANTS

ESR VIII Conditionality will support and focus on the priorities and
accompanying policy dialogue issues discussed in Section IV above.
Conditionality on financial/macroeconomic concerns, public sector
efficiency and investment and export promotion will help assure that the
policy objectives of the balance of payments program are achieved.

The ESR VIII Agreement will be signed by AID and the GOCR following
PAAD authorization, likely in early April. Detailed discussions on the
1988 ESF program have been underway with the GOCR-AID Bipartite
Commission since mid-January and well before as regards a number of
related policy dialogue topics. Though substantial progress has been
achieved in most areas, the issue of nine unresolved investment disputec
involving U.S. individuals or companies, has resulted in pressure by
non-AID USG authorities to withhold part of 1989 ESF program funds
pending satisfactory progress by the Costa Ricans in moving to resolve
these cases. Mission officials have repeatedly stressed with leading
GOCR officials the importance of making progress in the resolution of
these cases. This issue remains most troublesome to a satisfactory
conclusion of the ESR VIII negotiations and will have unknown
consequences on other ESR VIII related initiatives. Notwithstanding,
Mission officials will seek to conclude negotiations with the GOCR
Commission very soon after PAAD authorization and will incorporate
additional guidance, particularly on the investment dispute issue,
received during the PAAD review.

1. Conditions Precedent to Disbursement

The Mission plans to require as a condition for the first
disbursement of ESR VIII dollars, that the GOCR submit for AID approval
an economic program for calendar year 1989 which contains, inter alia,
quarterly 1imits for the following variables: (a) central government
expenditures, (b) the cumulative over-all financial balances of the CCSS,
RECOPE, ICE, CNP, and JPS, (c) net domestic assets of the Central Bank,
(d) changes in banking system credit to the nonfinancial public sector
(e) the net international reserve position of the Central Bank, and (f)
arrears on external payments.

Further, the Mission plans to require that the GOCR be in
compliance with repayment terms of all AID loan and HIG Agreements, and
that thus the GOCR end its current practice of waiting until statute
620(q) is nearly triggered prior to undertaking repayments to the USG.
Negotiations on this subject to date have achieved the GOCR's agreement
to make current during the course of the current year their outstanding
AID loan obligations.

In addition, the standard statutory conditions for designating
authorized representatives for the project (including specimen
signatures) and an opinion from GOCR legal counsel that the Agreement is
a binding commitment will be required.
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Second and third disbursements will be made according to

evidence provided by the GOCR that they are in substantial compliance
with terms of the 1989 economic plan, by continued compliance with AID
repayment provisions, and upon a determination by the Mission that GOCR
compliiance with ESR VIII conditionality is satisfactory.

2.

Covenants
The GOCR will covenant as follows:

To maintain during calendar year 1989 a unified exchange rate;
and to review the appropriateness of the exchange rate on a
continuing basis, and revise it when necessary, in accordance
with the following factors: relationship of actual domestic
prices to prices in the principal countries with which Costa
Rica has commercial relations, the status of the current
account in the balance of payments, service of foreign debt,
and non-compensatory net capital inflows.

To reduce the public sector deficit in 1989 by 0.5 percent of
the 1988 GDP level and to comply with the limits stated in the
economic plan for central government expenditures, the
cumulative over-all financial balances of the CCSS, RECOPE,
ICE, CNP, and JPS, and changes in banking system credit to the
nonfinancial public sector.

To continue with the policy that banking system interest rates
respond to the domestic financial market realities in a manner
that they are positive in real terms, stimulate financial
savings and avoid capital flight, and to supply A.I.D. with

quarterly reports on interest rates in the organized financial

markets.

To implement and maintain during calendar year 1989 a credit
program that eschews detailed allocative categories for the
provision of credit.

To maintain outstanding balances of subsidized credit during
calendar year 1989 at levels no higher than 1988 levels, or
7.7 billion colones, and which do not exceed that level by
more than 5% on a purely seasonal basis during the course of
1989; and to report to A.I.D., within three months of the end
of each calendar quarter, information sufficient to
demonstrate compliance with this condition. Subsidized credit
fs defined as credit extended by domestic financial
institutions from all domestic and external sources at



interest rates lower than the six-month deposit rates,
including credit at subsidized rates when subsidies granted by
the government or other organizations raise the return to
banks to a level equal to the six month deposit rate.

To provide to A.I.D. from the signing of this Agreement until
the end of calendar year 1990, copies of all reports to the
International Monetary Fund as required under present or
future agreements with the fund; to provide each such reports
to A.I.D. at the same time that they are provided to the Fund;
and, in the event that at any time during such period no
agreement with the Fund is in effect, to provide to A.I.D.
during such period, reports whose timing and content shall be
sustantially similar to those currently provided to the Fund.

To provide evidence to A.I.D. that the GOCR is supporting and
reinforcing the measures stipulated in Law 7052 which created
the National Mortgage Housing Bank (BANHVI), specifically that:

1) BANHVI discounts mortgages only to authorized financial
institutions and does not engage in direct project
lending.

2) BANHVI adopts credit policies to reasonably guarantee
full cost recovery of loans by authorized on-lending
financial entities.

3 GOCR contriputions to BANHVI are paid without undue
delay.

To adopt policies which will support financial mechanisms that
guarantee self-financing of infrastructure investments for
housing construction, including full cost recovery of capital
expenditures (water, sewerage, and storm drainage) and
operation and maintenance costs.

To undertake the necessary measures to (1) clearly define the
roles of all housing sector institutions, particularly INVU,
IMAS and CEV, to avoid duplication of effort and reliance on
emergency procedures, increase management efficiency and (2)-
focus public sector housing institutions projects exclusively
on families at low and moderate income levels.

To affirm its commitment to maintain public sector employ-
ment Tevels to the levels of September 30, 1987, through
calendar year 1989, excluding those positions created in the
1988 budget for education, and those necessary for the expan-
sion of public health services, and to provide quarterly
reports to A.I.D. through March of 1990 regarding the number
of Costa Rican public sector employees, number of vacant
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pcsitions and salaries paid, that demonstrate satisfactory
progress in complying with this goal.

If the information mentioned above for the entire public
sector is not available in a timely manner, provide the
information for the sample of institutions included in data
prepared for the International Monetary Fund.

To establish no later than May 1, 1989 a high level study
group to study and address limitations and inefficiencies of
the Costa Rica public sector. Once established, the group
will develop a national employment efficiency study that
analyzes on a macro basis relative redundancies or
inefficiencies between the Costa Rican public and private
sectors, including the identification of public sector
institutions and numbers of positions for elimination or
transfer to the private sector; and, based upon this plan, by
November 1, 1989, design, officially create and publicize a
plan of action and a fund that will, as soon as is practical
and feasible, facilitate the integration of public sector
employees into the private sector.

To propose by March 31, 1989, using as a basis the
IBRD/MIDEPLAN report “Economic Analysis of Pension Systems in
Costa Rica and Recommendations for their Reform" of March,
1988, a series of recommendations for an improved, more
efficient, and economically feasibly national pension
system(s) (including control systems to guarantee regular
salary deductions for public sector pension and retirement
plans), and an implementation plan for carrying out these
recommendations.

To undertake measures by May 1, 1989 to permit the
cogeneration of electricity in commercial quantities by
private power producers.

To issue by May 1, 1989 an Executive Decree determining an
adequate price structure for the purchase of cogenerated power
from private power producers to the national electrical grid
and undertake whatever further measures required for the
adoption of this price structure.

To implement the customs reform program as proposed by the
Vice-Minister of Finance in a letter to AID of November 3,
1988.

To have prepared by the Controller General by June 1, a study
to identify impediments and propose a time phased plan for
improving audit coverage of public sector programs, including
identification of an organizational structure and training
required for an effective, comprehensive audit program.
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To present to USAID by June 1, 1389 and annually thereafter, a
schedule for the completion of financial and compliance audits
for the following 12 months, of U.S. dollar funced and local

currency funded agreements; and further, to provide USAID with
copies of the completed financial and compliance audit reports.

To 1imit CODESA's activities such that it will be permitted
neither to access Central Bank investment credit nor to
guarantee new investments.

To complete the sale of 100% of the shares of CATSA by June 1,
1989.

To sign agreements with FINTRA transferring 100% of the shares
of FERTICA and CEMPASA in trust to FINTRA by April 1, 1989,
providing for management of the two companies by FINTRA at
least until 40% of their shares are sold.

To exert its best efforts to complete the sale of 40% of the
shares of CEMPASA by December 31, 1989.

To exert its best efforts to complete the sale of 40% of the
shares of FERTICA by March 31, 1990.

To exert its best efforts to secure permanent financial
resources for and advance a reorganization of the GOCR's
export and foreign investment promotion operations, such that
these operations are lodged in a single GOCR agency with the
following characteristics:

i. Its operations will be responsive to foreign trade
policy as established by the GOCR;

it. It will not be subject to Servicio Civil or the
Autoridad Presupuestaria;

iii. A majority of its governing body will be designated by
private sector organizations.
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Th2 Econormic Crisis (1980-19£2)

The econoric crisis that Costa Rica experienced in the early 198Cs
had adverse implications for income growth and for the service of externzl
cdept obligetions. Gross Domestic Praduct (GDP) declined by 2.3 & and
7.3 % respectively in 1981 and 1982. High inflation in 1981 and 1982,
fueled by strong exchange rate depreciation and rapid growth of damestic
credit, eroded purchasing power. Even as the econamy began to recover in
1983, with GDP increasing at 2.9 %, per capita investment and consurp:tion
were 35 % and 79 & of their respective 1977 levels. Imports which had
grown from $ 1.02 billion in 1977 to $ 1.52 billion in 1980 were reduced
to ¢ 0.99 billion in 1983. The government had borrowed heavily from
foreion camercial banks in the late 1970s to cover the increasinc import
bill andé to forestall exchange rate devaluation. The Costa Rican
experience prior to and during this pericd conforms to the usual case cf
an open econory in which the destabilizing growth of domestic credit
increases impertes and depletes foreian exchance reserves. With the
exhaustion of foreign exchange reserves in 1981, the GOCR suspended
payment of external debt service, and runaway currency depreciation served
to reduce imports and domestic real income. In addition to the inability
cf Costa Ricar policymekers to maintain a net inflow of capital, the
bzlance of pzyments crisis of 1980-1982 was heightened by cvelical highs
in prices of imported petroleum and interest rates and by ercsion of
incomes and, hence, exports in Central American markets. Placed in
loncer-terr perspective, Costa Rica's severe econoric crisis came after
expansionary monetary/fiscal policies and excessive external borrowing had
beer: used to provide for usual growth of consumption that could no be
supported due to a declining growth of export volume. That is, the growth
of exports earnings were constrained by a few cammodities with world
rarkets, i.e., coffee, bananas, beef, sugar, and manufactured goods scld
in a protected, but derressed, Central American market.

In July 1982, shortly after coming to office, the Morge
adrinistration resumed partial payments on external debt service and -
initiated an economic stabilization program. A one-year IMF Standby was
approved on Decerber 20, 1962 which provided aprroximately $ 100 million
(SDR 92.5 million). In additiomn, IS ESF assistance amourted to § 175.7
mwllion in 1982-19683. ‘The ESF ad IMF resowrcves closed the belance of
payments gap, and by the end of 1963 the Goverrment of (osta Rice had
conclnded cammercial bank and Peris Club reschednling agreements. Apart
from increased suprorting assistamce, improvement in Costa Rica's balance
of paymemnts was also brought about through the reduction of real incomes
and aggregate demand. In this regard, the nominal dollar values of
imports (CIF) declined fram § 1,528 million in 1980 to $ 993 million in
1983 and exports (FCB) declined from $ 1,001 million in 1980 to § 862
million in 1983, and, in real terms (as measured by national accounting
estimates), import volume declined by about 30 percent from 1980 to 1983,
and export volume increased slicghtly. Real wages declined by 25-30 § from
1980 to 1983 and open unemployment rose from 4.9 § of the labor force in
1979 to 9.4 & in 1982 and 9.0 8 in 1983.
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Dert Neootiations., After the suspernsion of purlic sector dert service
ir Aogust 1981, the Monge administrastion negotiated two successive rounds cf
B/F support packaces. The first rouné wes linked tc the IMF Standry cf
Decerber 20, 1982. In January 1983, the GOCR signed a debt reschedulinc
agreement with ten bilateral creditor countries under the aegis of the Paris
Club.l/ In regard to cormercial bark creditors, in April 1963 the GOCR siced
a memorandum of understanding covering 95 § of principal in arrears and
falling due in 1983 and 1984, which were rescheduled to a period beginninc in
1287 and ending in 19°1. In addition, the aareement provided a Revolving
Credit Facility in favor of Costa Rica (of self-liquidating and diminishing
character) corposed of fifty percent of interest payable and due in 1983.
These arrangements and the restructuring of suppliers' credits and dollar-
denorinated certificates of deposit (issved by the Central Bank) provided
relief amounting to $§ 941 million in 1983 and § 154 million in 1984. In
12864 the GOCR irnitiated a seocond round of negotiations with external
creditars.2/ A Standby arrangement with a period of 13 months and a vzlue cf
SCF 34 rillion (ebout $ 55 millior), approved by the IMF orn Merch 13, 1963,
vas a key pricr condition for the rescheduling of debt with extermal tilaterzl
crediters, for a § 75 rillion loan fror foreign commercial bank creditors, and
as prior actior for an § 80 million World Bank Structural Adjustment Loan
(SXL I). In early 19€5 the GOCR reached debt relief agreements with bilateral
crecitors (the ten creditor countries in the Paris Club) and with foreign
comercial benkes.  The 198F Paris Club agreerent (April 22, 1985) rescheduled
official credits contracted before July 1, 1982 and falling due fror January
1, 185 to March 31, 198€ (the consolidatior period) or in arrears at December
31, 1984.3/ In January 1985, Costa Rica's foreign commercial bank creditcrs
acreed to reschedule 10C & of maturities falling due to participating
cormercial banks in 1985 and 1986 and to the provision of $ 75 million in new
credit. This heavily—conditioned agreement was finalized in Mapy 1985.4/
Even though the 1985 B/P support package (debt relief, IMF Standby, and ESF)
aprroximated $ 600 million, Gelays undermined carpliance with the IMF procrar
ancd alsc held Centrzl Bank foreign exchange holdings to low levels in 1985.

Stabilization. The 1562 stabilization effort, which included strong
measures to reduce the public sector deficit, obtained rapid recovery of price
and exchange rate stability. By the end of 1983 the consumer ani wholesale
rice indices were increasing at armal rates of only 10.7 4 and 5.9 &,
respectively, and the inter-bank and “free” market exchange rates that had
existed 2t the outset of 196G were unified by Novesber 1963. “The Morge
administration also reduced the puiblic sector financial deficit. Punblic
eector finances improved strongly in 1983 and 19684 with a reduction of the
total deficit fram 14.6 § of GIP in 1982 to 6.6 § of GDP in 19B4. ‘The
deficit of the nonfinancial public sector, vhich had increased from 6.7 8 of
GDP in 1977 to a hich of 14.1 & of GIP in 1981, was reduced to 3.1 8 of GI¥F in
1983 and to less than 2.0 § of GIP in 1984 and 1985. This reduction can be
attributed, in large measure, to revenue generation policies, i.e., to higher
frices for petroleum products and public utilities, to increased social
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ssTiriiy Sontribaticne, and te hidner taxes, In regard tc tr
lz<e 12EZ arn export incentive [rocrar wae irplemented which i
fror income tax of profits generated by rontraditionzl exports to rarket
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Grovth. Recovery fraon the economic crisis durina the Monge
adrministretion was uneven. After large absolute declines of GDP in 192l
(-2.3 &) and 1962 (~7.3 &), and the low arowth of 1983 ( 2.9 &), real GOF crew
by 8.0 % in 1984 and by 0.7 % in 1985. The strong growth of 1984 can be
attributed to an upswing in agricultural production due to favorable clirstic
conditions and rising damestic demand fueled by the expansionary monetary,
fiscal, and wage policies pursued in late 1983 and early 1984. Growth rates
for sectors leading the 1984 recovery were as follows: agriculture (10.1 %,
ranufacturing (10.4 §), construction (23.6 &), and other services (6.2 %).

In 1985 the decline in the rate of growth was due to more restrictive deren:
ranagement and tc weaker performance of the basic productive sectors

Nc<akly, aaricultural output declineé by 5.5 § due to reduced coffee anc
bararnz productiarn, and the arowth rate fer the manufacturino sector wes alsc
lower in 1965 (2.0 §)—due in part to a decline in exports to the Central
Arerican Corron Mzrket (CAQM) recion related to the trade debt problers
afflicting the recion. Nontraditional exports moved Sown from the § 4GC
rillion recistered in 19824 tc $ 348 million in 1985 with stromg decline in
sucr exoorts tc Central America.

3. Econoric Acdjustment: Arias Adriristration (198€-199C)

Econoric Policies. - The Aries administration generally continuel the
key econoric policies of the Monge adrministration, including the fellowinc:
the pelicy of rinidevaluation to acdjust the exchange rate in line with the
Gifferential in inflation rates with trading partners; a monetary policy which
attempted to prevent inflation but was not so restrictive as to choke off
economic growth; and a fiscal policy which aimed not only at a low financial
deficit but also at facilitatinc a level of public sector expenditures that
are nearly constant as a ratic of GIP with recourse to additicnal taxes as
necessary. In addition, the toucher stance toward Central American tracing
partners and a willingness to have reduced trade instead of accumlating
unpaid deficits, which had been adopted by the Central Bank in 1985, was also
continued. However, same rolices were changed, as in the following areas.
The Government took a stronger stance toward external creditors demanding
lower, cancessioml interest rates instead of accepting new credits to cover
the contractual interest payments. In agricultural policy, heavy subsidies to
dooestic rice producers were curtailed and the tax on hanana exports was
reduced in order to increase productian and exports. In addition, there also
appears to have been less xrigidity in the governmental management of price
controls and wage adjustments.
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Econoric Growth. The Cecste Rican econary moved stroncly upward with
ircrezses In GIF ¢ 5.8 & in 168 and 5.1 % in 1987. Tris crowh wes
prcpelled by a2 15.6 % increzse in export earnings in 198¢ followed by 2 3.1 %
increzse in 19€7; see Table VI. Coffee export earnings were an important
factor in this growth; such earnings increased from $ 267 million in 1984 tc
$ 322 rillion in 1986, mainly fram hicgher world market prices, with a decline
to $ 335 million in 1987. However, total export earnings dié not decline
with coffee earnings in 1987 due to the aontinued arcwth of nantraditional
exports——which increased by $ 84 million in 1987. By 1986 the earnings of
nontraditional exports had recovered to the 1984 level due to the strong
growth of such exports to markets outside of Central America. In 1986 and
1287 the real income of Costa Ricans increased as a function of higher prices
for coffee exports, lower prices for imported petroleurm, and of an increase<
volure of nontraditional exports. As an exarple, Gross Domestic Expenditure,
i.e., the sur of Total Conswrption and Gross Domestic Investment, increasel &
14.7 & ir the two-vear pericd 1986-19€7 and zllowed sirultaneocus increases in
consurgtion and irvestment; see Tarle II. Consumption increased ky 13.3 & in
this pericd anc Gross Derestic Investment increased by 12.2 &, In 1986 and
1927 arrears or extermal debt service were allowed to grow as part of a
regctiacion strategy aimed at obtzining new cdebt relief arrancements with
foreian commercial banks ané governments. The growth of payment arrears alsc
corpenszted for the lack cof dert relief and net inflows from the IMF, foreicm
corrercial banks, and the Paris Club,

Monetarv/Fisczl Policv. In 198C monetary managerment moved to replace
bark-specific credit limits with more orthodex indirect instruments, i.e.,
oDer rarxet operatione, chandes in reserve recuirements, ané changes ir
recisocount rates. In the first half of 1957 reserve requirements were raisec
to corpensate for a lowering of the mandatory local cwrrency deposits feor
importers. However, the increase in reserve requirements was less effective
than expected, thereby permitting stronc credit expansion in 1987. Later in
the year, several unreculated private finance companies failed, inhibiting
monetary authorities fraom taking stronger restrictive action. Thus, in 1987
net damestic credit increased by 25.4 & and credit to the private sector
increased by 24.4 % as compared with rates of arowth below 20 § for these
variables in 1984, 1985, and 1986. (The puhlic sector deficit was not a cause
of this expension; banking system credit to the nonfinancial public sector
declined by 2.2 § in 1987.) The increased pace of credit expansion in 1987 as
well as the rediction of irport taxes on scre motcr wehicles Irought & 19.7 &
increase in comcdity ismports in 1987. Turning to fiscal performance, 1987
brought improvement. The central administration «ms able to hold expenditure
growth to 8.8 § acainst a 17.3 § increase in yevermes (which also increased
partly due to higher imports). A tax package to raise about 4 billion
colones in revenues was the subject of debate in the Imqgislative Assembly
from February until passage in November 1987.
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1982 Econoric Periorrence
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Produttion, Consarrction, and Investrment., In 1982 Costa Rice's roes
Domestic Product (GDF) grew at & rate officially estireted at 3.4 %.  Severzl

local econamists believe that 1288 GDF growth was on the order of 4.0 & and
that the official national accounts are not reflecting adequately the stronc
increase in nontraditional exports. A rate of growth on the order of 3.4 %
to 4.0 ¥ is relatively high compared with Costa Rica's GDP growth in the early
1980s, but lower than the 5.5 & and 5.1 & growth rates registered in 198€ anZ
1987, In regard to the basic productive sectors of the econamy, the
estimated rates of growth for 1988 are 3.9 % for agriculture, 3.5 & for
manufacturing, and 4.2 % for construction; see Table I. However, the
su~sectors of aariculture and marufacturing linked to nontraditional experis
to markets outside of Central America undoubtedly had substantially higher
rztes cf crowth than the sectoral averages, which are closer to the rate cf
increzse in damestic cansumption. Netional accountinc data also indicate
ctznges in the volure of production, consumption, investment, irmports, anc
exports; see II, According to these estirates, the physical volume of
exports cf goods and services increased bv 4.0 § in 1985 while the phyvsicel
volume ¢f irporte increased by 3.7 § in 1987, Turning to consaption and
irvestment, clorel absorption, or Grees Dorestic Expenditure, qrew bv 3.4 § in
1ecz. Consurption grew by 5.2 & meinly as related to a 5.2 % growth of
Private Consurptiorn. CGross Fixed Investmert increased by 1.8 §, but Gross
Domestic Investment declined by 2.7 & in 198€ due mainly to lower inventory
accadatior.

Bzlance of Peyrents-=Currernt Account. CQoste Rica's 198F balance of
payments current account deficit is estimated at $ -243 million, which is
suhstantially lower than the § =384 million deficit of 12€7; see Takle V. 1In
1982 total exports (FOB) reached $ 1,226 million while imports (CIF) were
$ 1,410 million. In 198F imports were only about § 2C million (1.3 %) higher
than in 1927, but 1988 export earnings (including the value added of drawback
expcrts) were 10.2 § higher than in 1967; see Table VI. The value of
traditional exports (coffee, bananas, sugar, and beef) increased by only 1.3 &
in 1986 with coffee earnings up $ 2 million and banana exports up $ € million.
Nontraditional exports (including the value—~added of drawback exports moved up
from $ 517.6 million in 1987 to § 626.6 million in 1988, i.e., an increase of
21.1 §. Within this category, the mreliminary estimate far nontraditional
exports 1o mRrkets totside of Centyal Americe indicates that soch exports
increased by $ 125 million in 1988 to $ 436 million—an increase of abaust 35 §
in 1988 an® an increase of )48 § fram the 1965 level, Net tourism Teceipts
(see pet travel in Table V) intreased by § 41 willion in 1988—an increase of

€1 %.

Inflation. The December 1987 to December 1988 consumer price index

registered an increase of 25.3 § as campared with 16.4 § for ane year
earlier. The rate of increase in the wholesale price index also accelerated

to a rate of 19.6 § for December 1988 as compared with a rate of 10.9 § for
December 1987. Possitle causal factors explaining the accelerating
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irnilzticn include disturbance of expectations linked to the € & ster
Zevaluaticn of Jeruary 195¢, monetization of the increase in fecreiam
excrance reserves, corntinued expansion of nontraditiornal exports and the
bidding cf resources to this Synaric sector, a relatively liberal wece
adjustpent policy, and the exceptional impact of bad weather in creating
shortages in the second half of 198e.

Rezl Weges and Hrployment. In 1988 two wage increases were aprrovec
for private sector employees, one in January and a second in July.
According to peyroll data (for workers subject to social security, health
and pension benefits) rezl waces declined by 2.4 § for public sector
erpioyees and by 2.5 % for private sectar employees. However, these
calculations do not include the impact of the wage increase made in
Noverber. In regaré to errlovment, preliminary data indicate strong
xowth of ermployment in 19688 and an apparent growth rate cf 7.0 § frorm
July 19€7 te July 198€., However, we jucoe that these statistics are nct
fully compararle. rployment surveyes alsc indicate continuation of a2 lcw
(5.6 &) rete of oper unerzioyrent.

Purlic Secter Financer, The deficit cf the pukblic sector increased
fror 3.2 £ of GIF tc 3.3 % cf GDF Gue tc a strorg increase in Central
Berdy ne* operatino loszes (from 2.° & of GDP to 2.5 % of GIP). The plan
for 198€ purlic sector financial operations projected an over-all pudlic
secter deficit et 3.C & cf COP. In this plan Central Bank losses would
aporeximete 3.8 & of GDP, but thig woulé be offset by a surplus of the
norfiranciel purlic secter amounting to 0.8 & of GDP. In regard to
rezlization, an improvment in the situation of the nonfinancial pudlic
sector took place in 19882 but arounted to about 0.3 § of GDP, thereby
bringing its surplus to less than 0.1 & of GDP. This improvement was less
tha~ was needed to hold the lire on public sector deficit, which increased
fror 3.2 ¢ of GIP in 1987 to 3.5 % of GDP in 1988, In regarcé to
performance of the central adrinistration, revenues increased by 20.4 & in
198¢ and expenditures increased by 21.4 §. The deficit of the central
adrinistration increased from 5.7 billion colones ($ €1.2 million) in 1987
tc 7.4 billion colones ($ 92.6 million) in 1988. The surplus of the rest
of general government (the Costa Rica social security institute and
decentralized agencies) declined by apmraximately 0.1 billion colanes to
3.5 billion colones in 1988. The state enterprise sector increased its
surplus from 1.3 billion colones in 1967 to 4.1 billion colones in 1988.
The over-all result for the nonfinancial puhlic eector weE a 138 million
calen surplus ($ 1.7 million). Central Bank losses amounted to 12.3 -

billion colones {8 153.2 million).

Monetary Performance. The Central Bank was not successful in
reducing inflation in 1988 even thouch this was cne of the main goals of
the monetary program. Monetary explanations for the acceleration of
inflation in 1988 include the following: (a) the easing of monetary policy
in late 1987 and early 1988 in crder to stop the runs on and failure of
private financial entities; (b) the lagged effect of a sharp expansion of
credit in 1987 into 1988; and (c¢) the strong expansion of Costa Rica's
international reserves in 1988, particularly in the secand half of the
year and the related increase in the stock of damestic money.
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Nen-morecary variecles rey alsc explzairn & portion of the higher rate of
irflation in 198€. Strong inflatiorary expectations were oenerated v the
€ § step devaluztion of January 19€E. In addition, a wage pelicy can be
considered as feeding inflation irasmich as wage increases aimed to
corpensate fully for past inflation. Turning to monetary data (see Table
IV), credit to the mivate sector expanded in 1988 by 11.2 & in nominal
terms, almost in line with the 10 § targeted in the monetary program at
the outset of the year. However, banking system net credit to the
nonfinancial public sector increased by 6.8 &, in contrast with a planned
3 % decline. In total, net damestic assets of the bankino system,
exclusive of counterpart arrears, expanded by 16.8 & in nominal terms. In
regaré to banking systemr liabilities to the private sector, money (i.e.,
currency in circulation and demand deposits in commercial banks) expanded
by 20.0 § (i.e., about 7 percerntage pointes hicher than projected) and
guasi-mcney rose by 37.%5 % in naminal terms (cuasi-rmoney includes
ezetilizatior bonds and decllar denorinated Seposits). IDbllar-denorinzted
Geposite rose by 26 § (i.e., by about $ 22 millicn). Placerments of
s=2kilizztion bonde alsc increasec Iy 52 & due mainly teo swaps of "Presa”
COs anc conversion of exterrzl debt.

Crecdit Policv. In 198f£ the Central Bank continued its pclicy of
allowinc commercial banks and finance corpanies to freely set their
irterest rates on both deposits an loans with the provision that the
spread between the highest and lowest rate on loans not exceed ©
percentace points. Apert frorm subsidized credit, which wes lirmited tc
less than 1€ & of total credit to the private sector, interest rates on
loans were positive in real terms. However, as & result of risino
inflation ancd of idle liquidé kelances in state—owned banks, interest rates
on terr deposits in state-owned banks declined in real terms during the
second half and were only slightly positive in the last quarter. In
general, in 198F the Central Ban¥ backed coff from the liberalization
program initiateé in 1983. By 1987, the Central Bank had moved to an
indirect control of credit, relying upon more active use of conventianal
monetary policy instruments, e.g. changes in reserve requirements on -
deposits in banks, and open market operatioms (sales/purchases of Central
Bank stabjlization bonds). In addition, credit ceilings by banks and
credit allocation categories were capletely eliminated. However, in
1987 credit expanded faster than{zojectedarﬂcemingrmpsof
producers. notably aattlemen and mgic grain farmers, complained atoot not
receiving sufficient credit fram the banking system. As a result of these
presmures, in 1988 overall credit oceilings by banks were reinstated and a -
limituassetmtheammt of credit that banks could extend to “other
activities", i.e., commerce, services, electricity, transportation and
consumer c:ed1t.

B/P—Capital Account and Reserves. The deficit on the basic balance
of Costa Rica's external payments, which is the sum of the current account
balance plus autonomous capital inflows (private capital, official
amortization, and disbursements of project loans), amounted to $§ =443
million in 1988 as compared with $§ —-642 million in 1987. The majocr
sources of finance for the basic balance deficit were a § 378 million
increase in external payment arrears, $ 36 million of debt relief, and a
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E F supoort inflow of § 110 rillion; see Terle V. The cver-all
tzlance for 198€, per Tabie \, is a § 8C rilliorn surplus. At ve=*--:—-;'
198:, Central Benk holdings of freely-cispcsarle foreign exchaig2 assat
arourted to $ 254 rilliom--an increase of $ 140 million in 1988 e
inc':ease in Central Bank foreign exchange assets in 1988 exceeded the B/P
surplus due to the growth of foreign exchance deposits in camercial banke
in Costa Rica--which increased by ¢ 93.8 million during the year. The
Central Bank has a 100 % reserve requirement cn these deposits (i.e.,
these derosits are Central Bank liabilities). The IMF adjusts the
presentation cf Central Bank official FX reserves to elirinate the
increase in these deposits from year-end 1986 in order to recognize the
uncertainty concerning these deposits and their potential for withdrawl on
short notice., Table VII includes this adjustment.

‘ Il

o

Tt Frresrs and Settlerent Prospects, As is indicated in Terle
VII, Costz Rice's cfficial reserve position has increased rapidlyv as 2
racaztive nurber durinc the past three years due to a2 stroncg increase
EeyTent arrears on external debt. These arrears increased from about

¢ 18C rillior at veer-end 1°8¢ to § 561 rillion at vear-end 19€7 and tc

$ 933 million at vear-ené 1988. As is shown in Table VIII, the largest
srare cf these psyment arrears are tc foreign carmercial banks (about

§ 60€ million) and foreign governments (about $ 20€ million). As is
indicated in Terle V, the IMF/Central Beny. have separated arrears into two
categories: refinancitle and nonrefinancible. Refinancible arrears
incluée all cf the principal owed to cormercial bank creditors and a
sizeable portior. of the arrearaces to foreian govermments inasmuch as mos:
of thece arrears would undoubtedly be rescheduled in anv formel debt
rescheduling agreement. At year—-end 1988, the nonrefinmancilble arrears
arouriteé to § 325 million. Within this catecory, overcue interest tc
commercial bank creditors amounted to $ 248 million. In 1887, in the case
of Costa Rica, the IMF departed fram previous practice of requiring
settlement with external bank creditors as a condition for a Standby, but
required cood faith peyment of a portion of the interest to cammercial
bark creditcrs, i.e., f? million per month when full payment would have
been about $ 12 million per month. Various settlement proposals have been
considered by the GOCR and its commercial bank creditars as follows: (a)
a plan built around below market interest rates which did not prosper due
to lack pof favorahle tax treament for creditorsy and {(b) a plan for a
two-stage operation irvolving a voluntary buy-back of debt financed by
grants and concessional credits from friendly govermments followed by a
memy of options to the remining Yemk creditcxs.
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5. Octloor for 19€°

A 19P2 Procrar. Elermentes of a mecroeconoric and finencizl procrar
for 1922 are emerging. At presernt the prospects for an IMF Standby to
becin in the second quarter of 1989 (after termination of the existinc
rocrarm) are uncertain. The fundamental objectives of ar eccnomic
prograr for 1989 would be to continue the export-led growth strategy that
hzs already shown good objective results and has improved Costa Rica's
balance of payments. Reduction of the rate of inflation and containment
of the public sector deficit are also important cojectives for 1989.
Obviously an IMF program entails specification of quarterly quantitative
ceilings on certain key test variables, e.g. domestic banking system
crecit to the norfinancial public sectar, net domestic assets and the ne:
internztional reserve position of the Central Bank, and the stock of
payment arrears, Tre key policy instruments for any procrar are the
exchanoe rate, interest rates, and fiscal operations. An acceptable
econcric procrar for 19282 would, in cir view, contain the fcllowine: (z2)
ar. unders+tandinc recerding ranacemert of the exchange rate in order tc
orevert erosiorn of export competitiveness; (b) an understandino concerrinc
the expansion of banking syster credit aimed at reducing the rate cf
inflatior alonc with a tight restriction on the use of banking syster
credit by the nonfinancial public sector and a limit on the growth cf
expendéitures of the central adrinistration; and (c) an acreement to
raintair positive real interest rates along with a2 lirit on the volume cof
suhsicdized credit ané a covenant to maintain a flexible interest rate
pclicy sC as to encourage the holding of domestic monetary instruments.

Prciected Belarce of Payments., The projected balance cof payments
for 19€2, presentec in Table V, was prepared by the Central Bank and IMF
in early Decerber 1288, In 1929 exports (FOE) are projected to arow by
10.7 & in naminal US dellars ancé imports (CIF) are projected tc grow by
E.& §. Nonfactor service incame, transfers, and the net ouflow on
investment income are expected to change only slightly from the 1988
levels. These assumptions generate a current account balance deficit of
$ -253 million, which is about $ 10 million (i.e., more negative) higher
than in 1988. The mrojected net basic balance deficit for 1989 is
$ =474 million, vhich is $ =31 million hicher than in 1988. A&s is
indicated in Iahle V, an increase of refinancible arrears amariting to
$ 276 million is asmumed for 1989 with no increase in naonrefinancible
arrears. Of course, this inflow could also take place as debt relief (eee
Table V) if a vescheduling agreenent were acocowplished. The mrojection
for 1989 includes exceptional B/P assistance in the form of $ 85 million
of U.S. Bconamic Support Funds and § 70 million in disbursement from the
secord Structural Adjustment Ioan. Conformng to the assumptions noted
above, the over-all balance of payments deficit is $ 43 million. This gap
does not include provision for an increase in Central Bank (official) FX
reserves. Central Bank/IMF projection states the gap as $ 94 million
because a target increase of $ 51 million in official reserves is also
assumed. Coverage of this gap would have to come as an increase in
nonrefinancible arrears or, in the event of settlement with commercial
bank creditors with a "buy-back," as debt relief arising from a lower
interest charge on this debt.
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Te l £9 Monetarv/Credit Procrar. A restrictive credit prozar fer
vate sector, consistent with the* mezsures designed to reduce
la:zo", wae apxroved by the Central Berk in late Decerber 1°88.
wr*'wg to this program the expansion of credit funded from domestic
resources will be limited to 5 § over the oustanding balance of such
credit as of Noverber 30, 1988 (this limit applies to each of the
state—owned and mrivate banks individually). Credit funded from external
resources is not subject to a specifir limit, however, overall credit
expansion should not exceed 13 %. In addition, a 10 § limit was alsc set
or: credit extended by private finance companies. In regard to the
allocation of credit, commercial banks and finance carpanies are reouired
to observe during 1989 the same portfolio composition outstanding as of
n¢ Noverler 1988 as regards preferential activities (i.e., agriculture,
livestock, manufacturing, contruction, housing and tourism) and other
activities (i.e., carmerce, services, transportation, electricity
gereration anc consurer credit)., Net credit to the public sector is
prciected to decline by 3.0 % ané net damestic credit (to purlic and
private sectors) is projected to expand by 6.3 §. The Cerntral Bank
prciects thet the stock of money (M) will increase by 17 % in 19€° ané
trz: gsaasi-money will increase by 18 &.

I
'h‘D
s- .

a .1.

Reduction cf Inflation. The reduction of inflation fror 25.3 % in
195c to 12 % in 1982 is now one of the main goals of the GOCR., To this
ené, the GOCR announced recertly the following measures: (2)
irrlementation of a restrictive credit program; (b) reduction of losses of
the 2 and ICE (0.€ billion colones and 4 billion colones, respectively)
by means of increases in the price of wheat and in electricity rates; (¢)
expenditure cuts in puklic sector entities amounting to 4 billion cclones;
{€) a2 slow dowm. in the pace of minidevaluations; (e) price controls
{unspecified); (f) support to the aaricultural sector (aimed at
elirirating shortages of farm products) ; (g) support for the SAL II
proxar; and (h) a national agreement to fight against inflation.

Exchange rate policy. The Central Bank has announced that a strong
step devaluation such as that of January of 1988 will not be made during
1969. The system of minidevaluations of the colon to campensate for
differences in inflaticn rates between Qosta Rica and jts main trading
partners will comtimue daring 1989. As of Decerber 1988, the IMF
calculation of the index number for the real effectiwve excharge rate
{based 1pon a trade-weighted index of 1980 with real derreciation as a
nurber over 1D0) was 137.8 as compared with 13B.7 for December 1587 and a
high of 141.0 for May 1988. In January, only two devaluations (of 0.15
colones each) were undertaken. We expect that the pace and anount of the
minidevaluations will be held down in the first four months of 1989 in
order to dampen inflationary expectations. ‘The Central Bank has followed
a crawling peg, or minidevaluation, program since January 1985. 1In 1985
there were 21 minidevaluations with a 12.4 % increase in the exchange
rate; in 1986 there were 17 minidevaluations with a 9.8 § increase in the
exchange rate; in 1987 there were 25 mini-devaluations with a 17.7 &
increase in the exchange rate; and in 1988 there were 20 minidevaluations
with a 14.7 § increase in the exchange rate.
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2lic Sector Fimances. The public sector financizl procrar is
preserntly the object c¢f cdiscussion betweern the IMF and the GOCR, and a
defiritive projection is not yet available. 1Initial projections of the
purlic sector deficit for 1989 indicated a deficit ecuivalent to 5.2 & of
GIF. Current information indicates that the governrent has firm plans
for expenditure cuts/revenuve enhancement approximating 7.85 billion
colones and that with these actions the projected over-all public sector
deficit for 1989 would aporoximate 3.4 % of GDP. In regard to
corposition, mojected Central Bank losses amount to 2.8 & of GDP and the
deficit of the nonfinancial public sector amounts to 0.6 § of GIP. Each
1.0 % of GDF approximates 4.4 billion colones. Thus, a reduction of the
deficit to 3.0 & of GDP, which would be only a slight improvement as
compared with the 3.2 & deficit of 1987, would require additional
expenditure cuts and revenue enhancement of 1.8 billion colones. The
rincipal difficulty in the area of revenue enhancement is the officizl
Fledoe not to increase taxes (at least via legislative Assertly action)
during the rereinder of the Arias administration.

Econoric Growth, The Central Bark expects (per its projection of
early January) that GDP will grow by 3.6 & in 1989, Even with relatively
restrictive monetary ané fiscal policies in 1982, success in the proarar
to reduce inflation will tend to increase real income in 19892, liftinc
rezl derand, CDP, anc¢ imports. Therefore, we expect that 1989 econoric
growth will be 4 & as a minimur. (In addition, in recent years, the
tendency in the preparation of official national accounting estimates and
projections has been toward initial understatement of GDP and sectoral
growth rates with subseguent revisions towerd hicher garowth rates.)
Turning to the supply side, the obvious dynamic element in Costa Rica's
current econoric growth is nontraditiocnal exports and they are likely to
continue expanding in 1989, Even though detailed data on particular
supply and market constraints are not available, businessmen report that
the labor constraint is now important. However, we doubt that this
consiraint will choke off the growth of the nontraditional and drawback
exports in 198¢°,
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GIF in Current Prices (C)

GOP in U.S. Dollar Eguivalent (D)

GO in Constant Prices 1977=100

GDr Per Capita in Constant Prices,
1977=100 (E)

Growth of GIP in Constant Prices
(Percent Chance)

Gross Domestic Product
Rasic Productive Sectors
~AcTiculture
-Mencfacturing

=-CCcrs4ructicn
Ciher Sectcrs

Prices (Percert Chance)
GOF Deflator (Arnuzl Averace)
Congmer Prices (Dec., to Dec.)
Wnclesale Prices (Dec. tc Dec.)

Unerpioyment (Percent) (F)
Erzleyed Lebor Force (Thousands) (F)

Rezl Average Wages (1977=100)
Fror DGES/MinLab. Employ. Survey(F)
=Public Sector
-Private Sector
Frorm Payroll reports to Soc.Sec.(G)
-Putlic Sector
-Private Sector

Exchange Rate (Colons per U.S.$)
(Selling Price, Dec. 31)
Official Market (H)
Bankirtg or Unified Market

-l

ECONOIZC

12€3

127,920
3,922
114

92
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O
. .
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€.
E2€.

~ 0

100Q
8€
107
101
ge
112

20.50
$3.95

INCICATCRS, 1e&:z-I1%:3
298¢ 1087 1968(2)  198%(%)
245,958 285,145 350,244  4C¢, 203
4,388 4,541 4,608 £,€02
120 126 131 133
94 97 97 og
5.5 5.1 3.4 3.6
5.8 4.3 3.7 2.7
4.8 4.0 3.0 2.0
7.2 5.5 3.5 3.0
3.1 -0.2 4.2 €.€
2.0 2.5 2.0 2.5
5.0 €.5 3.4 3.7
17.8 10.3 18 12.C
15.4 16.4 25.3 N/h
11.9 10.8 10.€ /A
6.1 5.6 5.6 /A
£34.2 923.3 9e7.6 X/2
102 122 N/2 N/B
83 109 N/A N/
11 122 X/a X/
105 106 103 N/
e o g7 N/
117 118 114 N/2
20.50 20.50 20.50 X/A
$9.25 €9.75  B0.00 N/A

Notes:

() Preliminary. (B) Projected data.

(D) Millions of U.5. Dollars.

(C) Millions of Tolmes.

(E) Per Capita GDP was calculated based upon the population series fram the
Central Bank (official) National Accounts 1977-1986. For 1987, 1988 and
1989 a 2.67 § growth rate was used to project population.

(F) July of each year. In 1987 the survey methodclogy was changed,

therefore, data are not fully camparable.

(G) Average of March, July and November; except 1988, inasmuch as data for November

are not available.

(B) A constitutional requirement; not used for any transactians.
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FELE I ¢ PIFFCRMANCE COF GROSS DOMESTIC PRODUCT, 1284-12::%

10€4 1285 108 19£7 1088
(Prelir.)
A. ks Percert of 1977
Rez2l Value
Gross Domestic Product 113.1 113.9 120.2 126.4 130.7
Irports of Goods & Services B2.6 87.5 102.¢ 117.5 121.¢
Exports of Goads & Services 125.3 120.3 124.€ 146.1 152.0
Gross Domestic Expenditures 96.7 101.1 111.7 116.0 119.9
Consurption 102.5 106.4 116.4 120.6 12¢.©
Private Consurption 102.0 106.4 117.8 122.6 129.8
Public Conswption 105.1 106.2 109.2 110.6 112.3
Gross Domestic Investment 7¢.8 86.0 98.0 102.5 92,7
Per Carita Besis:
Greoss Domestic Product €3.7 el1.8 95.3 °€.€ ©7.2
Total Conswrgption .G £3.7 91.4 82.2 85.5
Private Qonswotion 2.4 E5.E ©2.5 3.7 S€.€
Grcess Domestic Investment €e.0 €2.3 76.9 76.4 74.2
E. Aocrecates and Sectcrs as Percentace of Cross Dorestic Product
in 1966=1987
CGross Domes+tic Product 100.0 Agriculture 12.C
Net Foreigrn Bzlance 0.9 Manufacturing 22.3
Irperts of Goods & Services 38.8 Construction 4.2
Exports of Goods & Services 39.7 Basic Productive Sectors 45.€
Gross Domestic Expenditure ec.l Commerce 17.5
Total Consumption 7€.8 Transportation 7.6
Private Consurption €5.1 Financial Services 5.2
Public Consurption 11.7 Housing 7.0
Gross Domestic Investment 22.4 Personal Services 4.1
CGross Fixed Investnment 20.1 Electricity 3,0
Change in Inventories 2.3 Other Service Sectars 45.1
Government 8.3
Total:s Gross Domestic

Proaxct 100.0

MO \O O

Source: Central Bank of Costa Rica.
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T ‘ 2 OPEFETIONS OF THEIONDTINRACIAD

(Ir. rillions of Colons)

PUElIC &E07CR 188:i-122

(n

1°0g5 198¢ 19€7 leg2(z)
Centrzl Adrinistration -3,941 -8,248 -5,713 -7,4C¢%
Revenue 32,008 35,029 44,6042 3,75¢C
Expenditure 35,946 46,277 50,356 61.155
Current (30,144) (36,859) (43,6292) (52,65C)
Capital ané net lending (5,802) (9,418) (6,727) (8,503)
Rest of General Governrment 2,704 3,534 3,549 3,45¢
Fevenue 19,33¢ 2Z2,77% 29,825 37,02
Current (18,765) (24,291) (29,303) (36,668)
Czpital (571) (4£3) (322) (414)
Exceniiture 16,632 21,240 26,077 33,62°
Current (14,523) (18,783) (22,950) (29,323)
zritzl and net lendinc (2,097) (2,457) (3,12€) (4,30€)
S+zte Enterrrisss -2,47% 642 1,327 4,082
Feverce 3€,S50 43,269 4E,2€C 5C,E.¢
Corrent (3€,€5¢° (41,621) (47,362) (58,729)
Capiteal (221) (1,648) (9C7) (1,C17)
Expeniiture 39,42¢ 42,627 46,942 5%,727
Current {35,0€8) (37,35F) (41,482) (5C,100C)
Czpitzl and net lendirs (4,364) (5,2€9) (5,458¢ (5,€627)
Pctlic Sector CQurrent
hococourn* Deficit (=) 7,688 10,941 13,244 17,144
Gererzl Goverrrment €,0%1 €,67E 7, 36E E,&25
St2te Interprises 1,59 4,2€3 5,878 g,70C
Nonfinancial Puctlic Secter
Overall Deficit (-) -32,71€ -4,072 -£38 13¢
Statistical Discrepancy (2) 1,76€
Deficit Financine 3,715 4,069 -227 =138
External net €93 -2,088 1,868 3,327
Domestic -1,055 =70 =2,79%6 -3,483
Banking System (505) (=1.123) (-2,€654) {1,5€2)
Other (-1,56C) (1,053) (-142) (-5,047)
Change in external arrears -3,096 2,845 /A N/A
Rescheduling 7,167 3,360 N/A N/A
{26 Peroent of &FP)
Deficit -2.0 -3.4 -2.0 -2.1
Reverue 16.6 15.7 15.7 15.3
Experditure =18.7 =19.1 «17.7 =17.4
Rest- of General Government
Deficit (=) 1.4 1.5 1.2 1.0
State Enterprises deficit (-) -1.3 0.3 0.5 1.2
Nonfinancial Public Sector
Overall Deficit (=) -1.9 =1.7 -0.3 0.04
Central Earik Net Operating Losses(D) <~5.3 -3.8 -2.9 -3.5
Total Public Sector Deficit (=) -7.2 =5.5 -3.2 -3.5
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TASFE 111 (OQWINCT)

Scurce: 19B85-1°98¢, Centrzl Benk of Costa Rice and DF; 19E7-198¢
Ministry of Finance and IMF

Notes:
Data are basec on the reduced public sector which corprises the central
government and the 18 largest decentralized institutions and puklic
enterprises.

(A) IMF and Ministry of Finance projection.

(B) Statistical discrepancy between budget liguidations and
deficit fimancinc.

(C) Certrel Beri net operatinc losses are or accruals becis,
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~3Z IV ¢« MOETARY

ACCON

oE 1egi-1%€EE
(Cecerber 31 cf each yezr;
millions of Colons)

)

1985 1986 198¢€ 1987 1987 1282 (~
Exchange rates used for
conversion of FX tc Colons: (56.50/Us$) (63.00/Uss) (7€.0C/vss)
—— ' ~Central Bank
Net Intermatior2al Reserves =3747 -8202 =9147 =19%30 =~4120C =-B435¢
Official Reserves =1154 1979 2206 -2627 139¢ 1€33
Payments Arrears -2593 =10181 ~=11353 =16903 =4250E(=)-7090&(E
Ne+ Domectic Assets 17003 25509 26454 39000 606€2 70220
Net Credit to Pitlic Sector(C) 34245 44712 48303¢ 415€3 43221 2855¢
et Credit tc Remks =12443 =11106 =12C70 -6190  =14€097  -26592
Government True: Funds -109E5 -1B2€3 =1B2€3 -15€7¢ =13%&76 -1B0&4
Scanilizztion Bonds ~4900 -5079 -5079 -7885 =7495 =11422
Lonc-tert Foreion Liatilitjes =0392E3 =10297¢ =11482€ -1128€7 -125111 -125967
Counterpart Arreazrs 25¢3 101€5 11353 16903 42203 70ee3
O-her Accounts Ket 102477 108052 117283 123152 137924  15080¢
Currerc Issue 1325€ 17307 173C7 19470 18470 24734
e m e e e me e e me e ——=Pankine S\Eter--
et Intermationz) Reserves(E) -1504 4761 =5310 =15340 =-36159 48002
Ne+ Domestic Assets 73223 92419 93375 119726 144402 189786
Net Credit to Puclic Sector(C) 2€16l 3569C 38956 31922 36777 39385
-A2justed Net Credit (D) 26161 25038 38956 38084 38043 40625
~Central Government 11897 13240 18956 21265 21230 28787
-Rest of Public Sector 14264 11798 20000 16819 legl3 11839
Credit to Private Sector 38183 44824 42855 53301 54644 60746
lono-Term Foreign liabilities -BB181 =104209 =116197 <114314 -126883 =-127958
Other Accounts Net (E) 107060 J1A114 JIIT77681 148747 179864 217613
liabilities to Private Secter 1719 87658 88065 104386 108243 141784
Money 28970 3O01 39501 40467 40225 4B
Quasi-money 42749 47757 48164 €3919 68019 93554

Source: 1985-1986 and 1986-1987 Central Bank and IMF; 1987-1988 Central Bank
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AZE IV (QRTINCTS

Percentase Crance (F)

Benkinc Svster 1965 1986 1987 19ER
Net Domestic Assets (G) 10.3, 16.5 25.4 16.8
Net Credit to Public Secter (D) 0.8 -4.3 -2.2 6.8
Credit to Private Sectar 1€.1 17.4 24.4 11.2
Liarilities to Private Sector 12.¢ 22.2 18.5 31.0
- Monew 2.7 37.7 1.4 2C.0
- Quesi=tpres 12.1 11.7 32.7 37.¢
Moes

(*) Central) Bzm¥ estirete.
(2) Includes externzl pzyments arrears

(C) The definition of net credit to the putlic secter conforms to Certral
ErX monetary accounts. Debt assumed by the Centrel Bank on behalf
cf the ptlic sector relatec to the rescheduling of external debt is
included. This reflects only an accountinc entry in which the
inzease irn Central Bank external liabilities is offset by an
eciivalent increase in Central Bank credit to the monfinancial
piblic secteor.

() The Gefinition of net credit to the public sector is adjusted to
confore to the definition under the Standdy Prograr limit.
Debt assumed by the Central Bank on behalf of the miilic sector
Telated to the yescheduling of extermal dabt does ot affect agmm)]

cparismns.

(E) Includes Governmert Tnet Amds and conterpart of externa) payment
artears ard Ce=rtral Bank operating losses.

(F) Percentage changes have been calculated using the same exchance
' rate for the conversion of foreign exchange to colones in each

of the years capared.
(G) Excludes counterpart of external payments arrears.

(H) In the 1987-1988 colums all arrears (both :efmanczable ang
nonrefinanciable) are included.
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Bzlance of Trade

—Coedity Exports, FOB
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-=Orther Services,

Inveseirert Incore,

—Prive

-=CZf:ciel Interes
(Unpeics menc.)

Unrecoited Transie
~=Cfficial Sec:er,
-=Prive

Sorrent Aocount ke

(Aztonomous Capital Flows)

TEEZ N

net
net

net

e Profit, Interes:

-
-

ne<

te Secicr, res

lance

r:1va°e Carital & E&C

1 Ancrtizas
(U-.q.-.z'-: rec. )
Prziect loans

Becsiz Elance (C)

Fecdoztion (=) or increase

(+) of Arrears (
—Norrefinancible
financinle

Debt Relief

ion

D)
(E)

—Resch, Qrremt thlig
—fesch. of Arrears

Fimarcial Gap (- sign)(¥F)

(B/P Support Inflows)

-=ESF loans & Gran

—Revolver Credit Facility '

-=-DMF Net Inflow

— IBFD Struc. Adjust. loans

ts

Over-all balance (G)

18-

s BRLANCE OF PAYNDITTS: (OOSTA RICH 1°&
(rillione cof U.S. decllars)
1984 1983 19e¢ 197
-104.7 =172.0 ~77.4 -285.2
997.5 93,0 1,085.8 1,107.0
-1,102.2 =1,110.9 <1,163.2 =1,3%92.2
122.5 105.5 136.6 122.8
10.4 10,2 10.6 11.7
66.1 64.3 71.4 67.6
21.5 1.1 6.9 6.1
24.5 29.9 47.7 36.8
=312.6 -282.2 =-280.7 -297.1
0.4 =-1.© 1.0 =12.4
=-314.0 -280.3 -281.7 -284.7
(=102.3) ( =35.3) ( =97.8) (-182.0)
4t.% 5g.e €2.4 75.9©
14.C 16.2 34.7 37.2
3l.¢ 42.€ 33.7 3E.7
=242.° -2p2.9 =152.1 -384.2
11.¢ ee.7 4.3 112.8
=23¢.0 =387.€ -37¢,6 =452.6
(=220.4) (-283.%) (=212.C) (=-2°1.1)
165.8 1e5.3 135.7 B3.3
=411.2 =-3€3.5 =34€.,7 -£41.7
(175.3) (=1€%.8) (135.7) (402.1)
175.3 =-1€9.5 135.7 105.5
— — —— 2%.6
{183.7) [(357.8) (145.9) (42.9)
53,7 300.8 233.0 21.8
-— 57.0 12.9 2.1
-82.2 «175.2 -£5.1 =196.7
{145.9) (305.0) (84.1) (57.8)
130.0 160.0 80.6 120.0
49.% 75.0 — —
-34.0 30.0 =36.0 -£2.2
- 40.0 39.5 —_
€3.7 120.8 1e.0 =13E.¢

VBESTAVAILAB’I._\E_ cory

4L=10€¢C
19¢S¢ logo
=184.1 -1c2.C
1,225.8  1,3:22.0
=1,410.0 -1,834.C
173.2 1E2.0
13.8 r.z.
108.5 n.z.
12.2 r.z
3E.7 r.2
-320.1 -327.0
-13.2 -13.C
-30€.¢ =-377.C
(=183,1) —
g7.€ g2.C
3¢.1
4.5 _
-243.4 -233.0
187.0 £7.0
-527.3 =402.C
(=33¢.8)
©7.7 1C1.0
-4%453,0 -474,0
(277.8) (27€.C
49.7 —_
327.8 276.C’
{ 36.0) —
36.0
-29.% ~18E.0
(109.9) {1%%.0
125.0 £5.0
=15.1 n.a.
—_— 70.0
8.4 -43.0
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TAEE V (Continued)
Socrce: Central Benk cf Costz Rica and IMT.
Ncres:
(2) Preliminary.
(B) Projected.

(C) The basic balance is defined as the current account balance
plus autonamous capital flows, i.e. the sum of private capital (and
errors and omissions), official amortizaticn and disbursements of project
loans (including PL 480).

() 2 change ir pavrment arrears with a positive sign is an
leztian of arrears, ané a change in payment arrears with a negstive
e 2 net disaccumnlation (repavment).

(Z) The estirate shown for each year corresponds to the net chance
in pevment arrears. The concept of norrefinancitle versus refinancible
dett service rests upon what can normally be expected to refinanced in
negctiztions with external creditors, e.g., the nonrefinancible arrears
include unpaid debt service to external multilateral creditors, and
interest to corrercial bank creditors. For 1968, the estimete of
2 ¢ 42.7 rillion increase in norrefinancible arrears includes the
following: (2) an increase of 8 130.1 million in unp=2id interest
otlications due in 1988, (b) an increase of $ 45.9 millicn in unpaid
amcrtization due in 1988, (c) the payment of 8 45.7 millior in interest
unp2id ir previous years, (&) the payment of $ 41.0 million in
amortization unpaid in previocus years, and (e) an adjustment with a
negative sign of § 3.6 million to account for the last two months of
19g£.

(F) The financial gap is the sur of the basic balance, the change
in arrears, and debt relief operations.

(G) The over-all balance with a positive sign is an increase in the
official net international reserve position, and with a negative sign it
is a decraase.
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TEE D VIe PDPOPIE BY PRINCIPAL PROCUCTS, 193:2-13°
(Value ir rilliorne of U.S. éollars,
volure ir thousands c¢f unite indicated,
it velue irn U.S. dollars)

1984 1955 1986 1987 1988(A) 1922(=

Traditcicnal Exports 8e7.3 §e21.0 €29.6 €40.7 642.3 €°%.2
oifee 267,3 315.8 391.9 334.5 343.2 371.C
--Velzre (guirtals, 100 1b.) 2457 2683 2053 3004 2776 2020
—Ur.it value (per quintal) 108.8 117.7 190.9 111.3 123.6 127.1
Benaras 251.0 208.0 216.8 228.6 237.0 262.0
—Veclme (metric tars) 1C20 es51 841 986 1000 12<4¢C
-=lric vzluve (per tor) 24¢.1 244.4 23C.4 231.¢ 237.0C 232.3
Bact 43.5 83.7 €%.E €2.5 5g.1 €E.4
-—-zlme (mesric tons) 20.5 27.2 38,2 27.3 24,0 C.4
~-lrisz vzlue (per metwric tern) 2123 1294 1982 2293 2600 2250
Sucer 38.3 12.5 11.1 15.1 11.0 17.8
—V\olrz (cuirszle, 1CT 1E.) 2231 =13 166C leas 1040 1413
-=lnit value (per guirsal) 15.¢ 14.0 €.7 9.2 10.€ 12.€
Nontraditiornzl experis 400.2 34e.C 239€.2 473.4 57€.6 64C.0
==tz Cer+rzl Arerican O 123.C 143.5 SE.° 102.4 118.0 127.4
--%2 Fzmama 3€.,3 2€.9 41.7 47.6 23.0 25.C
-=t2 Rest of the world 170.@ 175.6 255.6 31€.4 433.€ 4£7.¢€

(tc United States) (C) (n.a.) ( n.a.) { n.a.) (158.0) (250.0) ( n.a.)
Total Corrmecdity Experts (D) °e7.5 e3¢.0 1,08%.2 1,114.1 1,22%.9 1,33%2.2
Drawback \Vzlue Added 26,1 35.0 37.3 44,2 50.0 55.0
(included in Other Services)
Total Exports (Inc. Drawhack) 1,023.6 974.0 1,123.1 1,158.3 1,275.0 1,394.2

Source: lentral Bank of {osta Rica and JMF,

Notes:

(3) Preliminary; excludes § 24.1 million of exports corresponding to the value

of the sale and
(B) Projected.

rtation of monetary gold (to nonmonetary purchase).
(C) Dnta on nontraditional exports to the United States excludes

drawback goods, which are also exported nearly exclusively to the United States. (C)
Dsta for the years 1984 through 1986 are fram the FY 1988 PAAD., The preliminary
data in the B/P for 1987 exports FOB is § 1,107.0 million instead of $ 1,114.1

-million per notation by the Central Bank as adjustment for volume.
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TAELDOVTI ¢ NEZT INTERGTIOGL RESIRZS
Or THr CENTRAL BANK OF CCETA PICA
(2s of Decerber 31 of each yezr;

irn rillions of U.S. d&cllars)

1986 18€7 1968
1. Net Official Reserves 35.7 —41.0 64.2
Assets 558.6 503.2 €35.4
Freely Disposable 134.6 113.,° 254,1
Gold 2€.4 23.8 8.0
Bank Deposits 11.9 86.7 243.1
Foreicr Exchange 1.8 i.e. i.e.
Securities 92.3 i.e. i.e.
Smecizl Drawinc Pights 2.2 3.4 3.C
Oher i.e. i.e. i.e.
C=rer Aszets $24.0 322.3 3€1.3
Tirme Deposits in CA
Certral Berxe) 3€E.2 342,.2 352.1
C. Arer, Clezrinc Arrarc. 31.1 17.0 4.0
Cortrin. tc Cr Stab, Fund 22,5 23.¢ 25.1
Other 5.0 4.3 2.1
Liarilities -822.9 =4E4.E =$17.2
et Position with IIF -172.4 -132.3 -71.3
Fevolver Credit recility =27€.¢ ~-27€.¢ -272.%
Oter Short Term ' - 73.7 ~7€.1 -74.1
Drawinc on CA Steb. Fund -33.7 N.A. NLA,
Bance de Mexicon
(& clearinc) g N.2. N.A
Banco Republic de Colortia ~C.8 0 e
O-her -30.2 N.A. N.E
Acjustment of Short Term
Liabilities (by IMF) 0 -52.4 -153.2
2. Payment Arrears «~180.2 =560.5 =0933.0
Over 15 working days (imports) -0.3 ~5.2 -0.2
Other (D, 1988) «=179.9 =555.3 -832.8
3. Total -144.5 -601.5 ~868.8

Source: Central Bank of Costa Rica.

Note: i.e. signifies included elsewhere.
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TREELEZNTII o OOMECSITION OF FCFRIIZ EITHEXKCT PAYZWST. RFFDER
Octorer 31, 1°&2
(In rillions of U. §. [kllers)

Credizcr Principal Irterest To+zl

Commercial Berks (A) 371.3 235.1 60¢€.4
Foreicn Governments 135.5 7C.1 205,€

M:ltilaterzl Institutiorns 2€,0 11.6 37.6

Boncs 0.4 0 0.4
e "Presz" (E) - - -
Soprliers Credize s.C C.t 5.8
mweonzl B32.2 217.€ g23.¢
Acrears cf over 18 worwing Szys
to irmerters c.2

Scorze: Certrzl Berx of Cestz Rica

hcies:
(L) Prircipzl irn arrears related to the Revclvine Credit and New
Money Facility is not included, inasmuch as it is treated as
a reserve liatility. However, Interest in arrears related to
these liabilities is included.
(B) CDs of the "Presz" are not included, inasruch as they are
treated as liabilities to residents.
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SOOTOR BT EREL D
is, Decerper 31, 1983

—~——

Septerber 30, 1987 and Septerber 30, 188%,
in millicne of U.S. dollars)

12-31-85 (09-30-87 09-30-88
By lencding institution
Cormercial banks 1,601.3 1,368.4 1,471.0
Miltilateral institutions 1,035.9 1,366.7 1,287.5
Bilateral loans 748.4 943.4 981.9
—pParis Cl> (358.2) (364.4)
-=Cther (585.2) (€17.5)
Bends and Flicet. Rate Ictes 73.9 €9.5 73.6
"Presz" (Ds 18£.0 14€.€ C(x)
Scorliers credits 50.0 27.0 14.3
---Tozal 3,603.5 3,922.¢€ 3,828.3
Scurce: Certrzl Banv of Costz Rica.

Notes:

(%) Becinrminc irn 1988 "Presa (Ds" zre treated es liabilities to

resident*s,
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FOONICTES

1/ .s areement reschedulec €5 & ¢f the principal anxd interest in
arr a:'s' t June 30, 1982 and falling due between July 1, 1982 and Decerber
31, 1¢83 to & severn—year period beginning December 1985. The total debt
relief movided under this agreement is estimated at $ 136 million.

2/Inasmuch as negotiations for the 1985 Standby aareement lasted fecr
over one year, Tranche II of the 1983 agreement with commercial banks did
not go into effect until early 1985, and total debt relief in 1984 wes
less than had been expected. In addition, new arrears, principally to
bilateral creditors and camercial banks, were accumilated in the second
half of 19&4.

3/Dett service resultinc fram Costa Rica's 1963 Paris Club acreement
wze not elicitle for restructurine. In the 18E€5 acreement, 90 & of the
et service in the consclidztion period was rescheduled with a five-year
ce period (to 1991) fcllowed bty a five-year repavne"t period. The
ears at the end of 1084 were rescheculec with & three-year crace period
cht-vear repayrent perioc. Each of the twe lO § residual amourts

i
scheduled to be paic in three mstallrnentenfror 1985 to 198¢.

4 'The p:mc:.pal Que in 1983 and 198€ was rescheduled over a ter-year
perioc “with 3 three~-year grace period followed by a sever—vear repayment
pericc.  The 1985 acreement with the Benk Steering Corrittee was
conditioned upon Costz Ricz being in carpliance with the 1985 Standsy, to
apmoval by the World Bank and GOCR of a Structural Adjustment Loan, and
upor; the GOCR seeking corparable debt relief fror other crecitors for delk:
¢t sirilar meturities.

5/Ever thoud: detail or the camposition of nontraditional exports
(NTZ) 1s not availabe for any part of 1988, we expect that over half of
the § 11¢ rillion increase in nom—drawback NTE to markets outside cf
Ceritral America are from the agricultural sector. ILocal observers repcrt
strong increases in exports of pineapple, macademia nuts, and ornamental
plants.
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ANNEY B

STATUS QF BRIVATIZATION

A. CODESA Divestiture

Background:

The Corporacicn Costarricense de Desarrollo, S.A. (CODESA) was
established in 1972 to serve as a development bank and venture capital
partner, cooperating with private enterprise to develop new industries in
Costa Rica. CODESA was originally expected to play a short term role in
each venture, turning its interest over to the private sector once the
business established its viability.

In actual experience, however, CODESA (which is owned almost
entirely by the GOCR) took a majority or sole ownership position in many
enterprises. The public sector thus took on management of a range of
commercial activities including aluminum milling, cement production,
sugar refining, fertilizer mixing, cotton processing, and others.

Non-commercial and non-economic factors often predominated in the
design, staffing, and management of these enterprises. Political
interference and some outright corruption led to a pattern of
unproductive investments generating consistent losses. CODESA repeatedly
tapped its free access to Central Bank credit. In the early 1980's it
was consuming one-third of all public¢ sector credit, while generating
less than 1.5% of the GDP and less than 0.5% of national employment.

In 1984, the GOCR agreed with the Mission on covenants to the ESR
III program which cut off CODESA's access to BCCR credit for new
investments, and the legislature enacted a legal framework for the
divestiture. During 1985, the Mission worked with the GOCR to develop a
specific procedure for divesting or liguidating CODESA's holdings, based
on the 1984 law. This complex procedure, whose design and implementation
have been detailed in the PAAD's for 1985-87 (ESR IV - VI), included
large transfers of ESF-generated local currency back to the BCCR to
reduce CODESA debt there. These transfers (equivalent roughly to $175
million) far exceeded the real commercial value of the subsidiaries which
CODESA was divesting. The decision to transfer such large amounts was
driven by two principal considerations. (1) The Mission concluded that
it was desirable to "demonetize" or "sterilize" these funds, since
actually spending them in the local economy (e.g. for development
projects) would entail unacceptable consequences in terms of inflation
and additional import demand. (2) On a cosmetic level, these transfers
would minimize political embarrassment and opposition to the divestiture,
by protecting the GOCR from a charge that it was giving away priceless
national assets without receiving sufficient compensation.
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Lttt s Tame:

Financially speiaking, the most significant result of the process
was achieved almost immediately, when CODESA'S access to credit for new
investment was cut off in 1984. During the prior four years, CODESA's
operating assets had grown each year by about C1.5 billion (equivalent to
abour $30 million at an average rate of 50:1). Subsequent history has
demonstrated that most of these investments went for overpriced and
yneconomic operations, so that most of their value was lost to the
country on the day the investments were made.

At the beginning of the process, over 90% of CODESA's operating
assets consisted in seven companies.

ALUNASA (aluminum) was bought by FINTRA, a private-sector
trust set up by AID, in December, 1985, and was sold by FINTRA
to a private buyer as a going concern in July 1987,

CATSA (sugar) was transferred in trust from CODESA to FINTRA
in September, 1987, under a contract which provides for onward
sale to private cooperatives. As of January 31, 1989, 72% of
CATSA shares were sold and the remainder are expected to be
sold by March 1989.

CEMVASA (cement) is not viable. It has been inactive since
1983. CODESA is well along in the complex-legal process of
ligquidating CEMVASA assets.

FECOSA (railroad) and TRANSMESA (bus company) were transferred
out of CODESA into other GOCR agencies, as required by law.

Under current law, only 40% of the shares of FERTICA
(fertilizer) and CEMPA (cement) may be sold. The GOCR is
actively considering transfering 100% of these companies in
trust to FINTRA for management by FINTRA until 40% of their
shares have been sold.

CODESA has sold or liquidated its interests in most of its 35 other
subsidiaries and affiliates.* None of these represent more than 1% of
CODESA's net operating assets; the majority were empty corporate shells.
Progress on cleaning up these minor loose ends has been slow, but
reasonably satisfactory.

* “Qubsidiaries" are companies in which CODESA has controlling interest,
while "affiliates" represent minority positions.
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Future 2riyatization Activities: (CODESA

The piggest change to occur thus far during the four years of the
CODESA divestiture program has been the GOCR administration's conclusion
that privatization can yield significant political advantages, especially
where a company is sold on favorable terms to a wide group of local
buyers. Thus the GOCR has pursued privatization more aggressively in the
Tast two years. The sale of CATSA (sugar to private co-ops) is almost
completed.

Under the banner of "economic democratization", the GOCR will
probably sell the legal maximum of 40% of FERTICA (fertilizer) and CEMPA
(cement) to broad-based groups of Costa Rican citizens. The government
has indicated willingness to place these companies in trust with FINTRA
to facilitate responsible management and sale of 40% of these companies.
Once 40% of these companies has been transferred successfully, the
government will probably be willing to consider an eventual privatization
of the remainder, though legislative approval would be necessary.

After CODESA's subsidiaries and affiliates have been divested or
liguidated, the fate of the holding company remains an open question.
The divestiture process will hardly have been a great success if the GOCR
were to turn around a couple of years later and fill up the CODESA stable
with new parastatal companies.

Of course, no present action by AID or the GOCR can completely
preclude such a possibility in the future. The best that could be done
right now would be to dissolve CODESA. A second-best alternative would
be a legislative restructuring of CODESA which prohibited it from
acquiring new subsidiaries. In substance, this latter alternative would
be similar to a dissolution of CODESA, in that either action would result
in legislative approval being required for any further parastatal
acquisitions. However, the Arias administration has indicated
definitively that it will undertake neither of these steps, which would
be highly offensive to a powerful wing on the incumbent party which was
associated with CODESA's creation and growth.

The GOCR has agreed to precluding further CODESA borrowing or
investment by administrative decree. If CODESA is left alive as a
corporate shell, but substantially without subsidiaries, then the GOCR
will have to define a (face-saving) role for the holding company. It has
been suggested that CODESA might be transformed into an agency to
implement industrial restructuring policy and provide administrative,
technical and marketing guidance to affected companies.
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P-f,atizaticp Activities Qther Than ZOCESA:

The present administration made an attempt last year to pursue the
privatization of ICE, the power and light company, and Radiogr§fica, the
Telegram/telext company. This was dropped after clumsy first steps
provoked heavy political opposition.

It its last year in office, the administration is unlikely to
pursue any politically conflictive privatization activities.

Both the GOCR and the Mission believe that AID's role in further
privatization (beyond CODESA) ought to be a relatively passive one. The
GOCR feels that a highly visible foreign-donor presence would aggravate
political opposition to the program. After some years of a high Mission
profile and intense controversy over various Mission programs, there is
something of a consensus in the Mission that we might direct more of our
program and policy dialogue into areas which are less inflammatory. In
any event, the practical experience of the CODESA divestiure has made it
abundantly clear that satisfactory results are obtained only when it is
the government that is pulling the privatization cart.

Notwithstanding the above suggestion of a low-profile approach on
further privatization, USAID expects to cooperate with the GOCR in making
resources available whenever reguested for this effort. The nature and
amount of funding reguirements have yet to be defined. It might include
a fund to pay special severance incentives to encourage the resignation
of government employees. However, we wouid not envisage the inclusion of
large amounts of local currency to finance the sale of companies (as was
done in the case of CODESA). =
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THE ESF SEPARATE ACCOUNT

In conformance with a reguirement in the 1987 Continuing
Resolution, the GOCR was required to open a separate account in which all
dollar disbursements under the ESF program were to be deposited. In
carrying out the directives for the separate account, USAID had as its
objectives that:

ESF dollars not be comingled with other GOCR/BCCR funds; ESF
dollars finance eligible transactions which are carefully identified by
AID; the cash transfer nature of the ESF program not be altered; and the
mechanism be flexible enough to permit changes based on experience and
developments which may affect its efficiency.

In collaboration with the Central Bank, USAID/Costa Rica developed
the following procedures for disbursement to the Separate Account and the
reimbursement of eleigible import transactions:

Dollars under ESR agreements are disbursed through the Treasury's
Electronic Funds Transfer system (EFT) to a separate account maintained
by the Central Bank in the Federal Reserve Bank which has provided
assurances that the sub-account established to receive these funds will
preclude comingling of ESF dollar funds with other resources. Any
interest earned by the fund will be credited to and deposited in the
separate sub-account.

The BCCR has submitted confirmation that the separate sub-account
has been established and the Mission has certified that this account is a
separate non-comingled sub-account, established solely to receive ESF
dollar funds.

Reimbursement for specific import transactions financed with the
GOCR's foreign exchange reserves will be made from the separate account.
The use of foreign exchange for all imports must be approved by the
Central Bank. The BCCR's computerized import approval system uses a
NAUCA code system to produce a listing of imports from the United States
by a date range, in accordance with predetermined eligible NAUCA codes.
The Mission has reviewed and determined that the Central Bank's system
for approving foreign exchange and maintaining documentation supporting
their approval has been reliable and is expected to continue to be
reliable assuming compliance with established procedures.



-2 -

TO raIlest raistursemernt from the separate account, “he Centrai
Bark will provide the USAID with a request for reimbursement supported Dy
a certified report of eligible imports. The imports listed in the report
will total at least 110% of the value of funds for which reimbursement is
being sought -- this is to facilitate the review process should
ineligible items be discovered during USAID's review of transactions.

Upon receipt of the report from the Central Bank, the Mission will
satisfy itself through a review of documentation on file that the report
contains eligible transactions equal to the ESF dollar disbursement, plus
estimated interest earned on funds deposited in the separate account for
which we can reimburse the GOCR. For the ESR VIII program, only
transactions taking place after the last review of documentation on file
at the BCCR for the ESR VII program will be eligible for financing.

Documentation reviewed at the Central Bank to determine eligibility
of the reimbursement includes, (1) the application and approval of
foreign exchange, (2) supplier's invoice, (3) Bill of Lading, (4) customs
declaration indicating the commodity's entry into the country, and (5)
evidence of payment. This documentation will be retained by the Central
Bank for a period of three years and will be available to USAID, or its
representative, for audit purposes.

The Mission plans to contract for a review of the supporting
documentation and stratify the total population of transactions to be
reviewed. All "Large" transactions (approximately $15,000 and over) will
be reviewed by direct inspection of supporting documentation. Small
transactions will be reviewed on a statistically valid sample basis using
the "monetary unit sampling" method. The Mission has obtained successful
results on two occasions using this system and does not anticipate any
difficulty utilizing it in the future.

The public accounting firm which reviews the supporting
documentation also provides recommendations on improving BCCR internal
controls. The Mission encourages the Central Bank to implement these
recommendations. Moreover, the implementation of these recommendations
fs verified in subsequent reviews.

After Mission confirmation of import transactions eligible for
reimbursement under the agreement, the Mission authorizes release of
Dollars from the Separate Account to the GOCR general accounts as
reimbursement for imports by the Costa Rican private sector of raw
materials, intermediate goods, spare parts, etc. from the United States.
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23 de febrero de 1989
DM-066-89

Sefncr

Deane R. Hinton
Ertaiador de los Estadces
Unidos cde América

SU PESPACHO

Estimado sefior Embajador:

Tengo el gusto de dirigirrme a usted, para solicitarle la
continuacién de los programas de asistencia econdmica con el
Gecbierno de los Estados Unidos de América para el ano 1989.

El Programa de Estabilizacidédn y Recuperacién Econérmica
de 1925 es un apoyo importante a los esfuerzos del Gobierro
de Costa Rica pcr sentar Lbzases firmes para un crecimiento
econdmico sostenido.

Los recursos que se obtengan mediante este acuerdo
posibilitardn la expansién de la economia al proporcionar
divisas que permitirdn mantener la capacidad de importacién
de los sectores productivos. Al mismo tiempo, fortalecerén
las acciones del Gobierno a nivel macro-econdmico. gque tienen
por objeto, en cuanto =al Sector Piablico, J4dntroducir los
cambios necesarios que conduztan a una mejora sustancial en
la eficiencia y la calidad Zde los servicios piublicos, y en
cuanto Al Sector Privado, fortalecer y =aodernizar la
.capacidad dYe 1los sectores productivos para
adecuadamente a un crecimiento de la economia nacional basado
en el incremento de la productividad y de su capacidad
competitiva en los mercados internacionales.

-,

o

Es intencién del Gobierno continuar los esfuerzos por
aumentar la eficiencia del Sector Piblico y mejorar 1la
asignacién de recursos humanos dentro del Sector, mejorar el
funcionamiento del Sistema Aduanero y del Sector Vivienda,



corpletar la venta de CATSA y avanzar significativamente en
el traspaso de FERTICA y CEMPASA, asi como apoyar las
gestiones del Ministerio de Recursos Naturales, Energia vy
Minas Que permitan aumentar la producciébn de energia
cogenerada.

Los recursos que se obtengan a través de este acuerdo de
asistencia econdmica serdn utilizados por el Gobierno de
Cos+a Rica, tomando en consideracidn las recomendaciones ce
la Ccmisidn creada por Decreto Ejecutiveo No. 18.108-P, derntro
del rmarco del Plan Nacicnal de Desarcrollo.

Aprovecho la oportunidad para informarle que el Proyecto
de Préstamo de Ajuste Estructural II se encuentra para su
estudio en la Asamblea Legislativa y que con el Fondo
Monetario Internacional, el Gobierno ha presentado su
programa econfimico, el cual se estard negociando en
wWashington a finales del mes de fetrero.

Atentamente,

S5 e
RodrigolAria anchez

Ministro de la Presidencia
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INITIA D ENVIRDWENTAL TYLMINaTIT,
Frclect Lozation: Costa Riza
Frelect Title: geononic Stanilization and Recovey VIII
Funzing: $55,000,030
Proiect Description: The Projest consists of a cash transfer t

provide balance of payments assistance
swoport economic stanilization and recovery 2
Ccsta Rica during Cy 1985,

Lotizcme Hawﬂaoak 3, Cﬁapt 2, A:poﬁzix 23, sztion
216,2.(2)(2)(vi) states tnat "“contributions <C
«+. Netional QOrganizations D) the Unites States
whizh are mot for the purpase of carryin; .t 3
spacifically igentifianle p‘33° or projezis”

are not subject to A.I.D. environrmental

proced.res
Tre USZID/Cos%a Ricza FY 8% P4Ll provides for cash transfers to tne Costs
Zizan Central Ban< for balance of payments supoort. An amount of forsizn
gx2hgnQe eduivalent to tnat provigel undsr tne cash transfer is used by
tne Central Bank to finanze imports for use by Costa Rica's privats
sector in manufacturing ang otner productive activities. Pesticides will
not be procured witn these funds witnout first goiny an Envirommen:

Rssessment anc having it approved by AID/W. Also, an amount of local
cuzrency eguivalent to the cash transfer will be deposited by the Central
Banx for mutually agreed-upon development purposes. The PAAD doss not
adthorize A.I.D. funds for icentifiable projects, rather providing
aperopriated funds for an economic stabilization and recovery progran.

Based on A.l.D. regulations in Handhook 3, Chaper 2, the A.I1.D. Mission
to Costa Rica recommends that no further envirpormental study be
undertaken for this PAAD and that a “categorical exclusion™ be approved.

EE prepared by: «:;?”‘%2‘=E'-l,i”1fzft

-~ Heribertc Rodriguez
General Engineer

Concurrence:

Carl H. Leonard
Mission Director
USAID/Costa Rica

BEST AVAILABLE COPY



AT T= TDATTD.

walLoo PesLo

A Costa Rican Institute
For The Frocotion Of Non-Traditional Experts

This paper will (1) review the recent history of public and privatze
export promotion programss in Costa Rica, (2) outline a proposed reorganization
and consolidation of these programs into a new agency, and (3) discuss funiing
options for this agency in the context of USAID's 1989-1991 ESF progracs.

I. BACKGROUND

The Policy Environment., There is a consensus within the GOCR, and a=-cn
the international donor community as well, that the only viable long-ter
solution to Costa Rica's balance of paypents problem lies 1n sustzine
increases in non-traditional exports (NTE's).

fu F o

In achieving such a structural transformation of the econozy, the
essential prerequisite has been a series of policy reforms to “level the
pleving field”, <correcting an anti-export bias which had developed during the
'60s anc '70s, when Costa Rica was pursuing an import-substitution strategy of
developaent,

In the course of the '80s, Costa Rica has achieved export-oriented
policy reformws which look all the more impressive when their high political
cost 1is considered. A badly-overvalued exchange rate was rationalized, even
though this contributed to a burst of inflation which temporarily peaked above
100%, and a drop of about 40% 1in real wages (most of which has since been
recouped). Elimination of taxes on NTE's, and promulgation of a comperitive
package of export and investment incentives, required a serious fiscal
cozzitment. Deregulation of credit markets led to a steep Trise 1in interest
rates; but this step has reversed a pattern of capital flight, ending the
capital starvation which was strangling new export {nvestments. The GOCR is
making continued progress in reducing the tariff barriers which had provided
pernanent shelter for inefficient  Jimport-substitution industries. An
effective regime for the encouragement of private free trade zones has been
put in place.

Ovne might expect that a decade would be rTequired for some of these
reforms to have their full iwpact, but already the results have been striking:
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1983 1984 1985 1985 1987 1988 (es:.)

142 210 216 298 361 486

(Average Annual Growth Rate: 28%)

Proootional Programs: Problems to Date. Once a sound policy frazewcrk
has been put in place, a series of effective "operational” oprograms (expor:
and {nvestment promotion, etc.) 1is required Iin order to maximize the rate of
NTE growth,

Over the years, a nuzber of GOCR agencies have been charged with such
tasks, The Center for Promotion of Exports (CENPRO) was given responsibility
to proomote foreign and local investment in NTE businesses, as well as to
facilitate exports by existing local companies through marketing services,
data bases, training, etc., The Nationazl Investment Council was to adzinister
the package of NIL incentives, The Free Zone Corporation was established to
adzinister GOCR-owned Free Zones and regulate privately-owned zones.

However, a recurring pattern of problems has hobbled these agencies. In
all of them, the principal staff wmecbers are expected to work closely with
sophisticated private investors (especially foreign dinvestors),. Rowever, it
has proved ircpossible to hire and retain adequately qualified personnel for
such jobs, because of Costa Rica's low civil service salary limits, Likewlse,
managers have repeatedly found that under the civil service regime they lack
the necessary flexibility to motivate and manage their employees. Hiring,
firing, and operational decisions have sometimes been subject to political,
rather than technocratic, considerations.

CINDE. Since the early 1980's, USAID has assisted the GOCR iIn carrying
out export promotion programs. Eowever, high-level GOCR officials agreed with
the USAID Mission that, because of the above limitations, the existing public
agencies were Jdnadequate vehicles for wmounting effective programs. It was
decided that, as a temporary expedient, support would be provided to private
sector groups, outside the goverament, to mount &ome of the pecessary
programs, at least until euch time as the COCR was aeble to -ccmplisb the
Decessary restructuring of its promotional institutioms.

¥Nost of the USAID support for export promotion prograus was channelled
through CIKDE, ¢ private sector non-profit organizationm. After a slow start,
CINDE is now achieving excellent results. The wmost dramatic of CINDE's
accoumplishments have come in its PIE program, which concentrates on promotion
of foreign investment 1in new NTE businesses 1in Costa Rica. PIE's
extraordinary record is sumarized in Exhibit 2 on the following page.
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Exhitic 2:

CINDZ/PIZ RESLTTS

NTE Investments Committed In

1986 1987 1988 Tota!l
Nuzber of Cocpanies Investing 16 21 28 65
Total Investzent ($000,000) 18 29 83 130
Currently Projected Direct Jobs 3,925 4,768 11,164 19,7¢€7
at Full Production
Actual Direct Jobs to Date 3,100 3,194 3,673 9,967
Freojected Annual Exports at Full 21 22 82 125
Production ($007,000) :
Proootional Cost per Direct Job 703 490 305 430

Crez:ed ($)

The vast majority of the Investwents reported in this table resulted from
"cold calls™ by PIE's overseas offices, so that it is safe to assume that the
investment would not have occurred absent PIE's efforts.

The promotion officers who are producing these results are being paid
salaries which are quite high by Costa Rican standards — well above civil
service limits., Yet the cost—effectiveness of the program 1s exceptional:
promotional costs are ruoning sbout $430 per direct Job crested, a small
fraction of the costs typicel in siwmilar programs d4n other countries. (There
are reasonable gzrounds to estimate that tvo mew Indirect jobs arise from each
direct 3job created.)
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- rs nes previded cocrses n a4 wile
ci practicael subjects for about 10,030 upper and cid-level zaragers of
export-related businesses. A recent AID/W {ndependent evalua:zion found
the participants had uniforzly high praise for the usefulness of the

rses, and that the prograz wvas exceptionally well-managed.
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CasP {s a relatively young CINDE program which identifies new
agricultural export opportunities, provides technical assistance to develor
those opportunities, prcmotes agricultural investment, and provides marketing
assistance. While CAAP received strong praise in a recent AID/W independent
evaluation, it is still too early to quantify CAAP's results 1in terms of new
investments, jobs, or exports,

Beginning in 1989, CINDE 1is implementing a new Industrial Development
Prograc to assist local industries in making the conversion from import-
substitution to exporting.

Despite its successes, CINDE in its present Institutional form has never
been thought to be a percanent solution to the promotional challenge. As a
purely private body, it lacks official status, and some government officers
have occasionally complained that CINDZ 1s not responsive enough to GOCR
poiicy interests, There has been duplication of function, along with
predictable turf wars, between CINDE and CENPRO, the main GOCR promotional
agency. Finally, and most importantly, CINDE's finangial future 1s insecure,
Its activities in recent years have been funded almost entirely by periodic
USAID grants (of ESF-generated local currency) for annual operating expenses:
declining ESF levels make this a dubious source of funding after 1991,

All actors == government, private, and donor -- are coming to a

consensus that a rationalization and consolidation of operational programs
elated to NTE promotion is necessary, along with establishment of sustainable

I11. PROPOSED REORGANTIZATION

At the behest of Vice President Jorge Manuel Dengo, a study was
conducted in late 1987 to recommend a restructuring of Costa Rica's foreign
trade sector, including both policy and operatiocnal functions. That study's
proposal has been further refiped ip discussions among the GOCR, the private
sector, snd DSAID.

The institution proposed in the following pages relates oaly to
operational (i.e. promotional) Ifunctions, not to policy-setting and trade
negotiation functioms. There is fairly vide consemsus on its basic outline,
though some of its detalls will require further resolution.
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me  "New CINFRIT, A single new institurion would be eszablisned by
2w, with exezuticn of all publicly-funded progracs related tc expor:
romotion. It would be an official GOCR agency, but "autoncmous”™ in the sense

t it would be outside of «¢ivil service and other GOCR administra:ive
restrictions, Its board of directors would include representation froz the
relevant GOCR ministries, but a heavy majority would be designated by private
sector bodies, 1including the various chambers. The New CENPRO would of course
be governed by GOCrR-defined trade policy; but to the wmaximum extent possible,
its charter would provide protection against political influence 1in i:s
staffing or operations,

There 1s precedent in Costa Rica for such a "non-political”™ entity under
GOCR aegis: for instance, ICE, the electric power company, has been lef:
fairly free of political interference in operations and staffing for many
years, with the result that it is characterized by a relatively high degree of
technocratic efficiency.

Functions, Final determination of the programs to be carried out by the
New CENPRO would require further consultation between the GOCR and the sectors
involved. But the tentative list includes the following:

- Proootion of foreign NTE investment;

- Technical and marketing assistance for 1local 1industrial and
agricultural exporters (or potential exporters);

- Assistance to, and monitoring of, private development of free trade
zones and industrial parks;

- Maintenance of coomercial and technical data -bases and libraries;

== Technical administration of governmental NTE incentives; and

--  Administration of the "one-stop”™ export processing center,

The New CENPRO would not have to begin from scratch. Its point of
departure would be the incorporatiom af the successful or promising programs
which are already up and running in a disparate group of public and private

institutions. These existing institutions would disappear, or would at least
pass over all their prowotionmal activities to the Wew CERFRD.

* It has been suggested that the most convenient way to establish the new
institution's legal framework would be to amend the existing CENPRO law.
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Friitizel Clizare., The propesed recrganifzasion will reguire legislazive
action, wren USAID first began discussions on the subject in 1987, 1t was
anrticipaced that legislative approval of the reorgarization would be
difficuelz, and 1in any event unlikely to occur before the new adcinistraczion
and legislature take office in May of 1990. Aoong the factors which militated
agains: an expectation of quick action were (1) the political sensitivity of a

propesal calling for private sector dozination of the board of the new agency,
(2) the general pattern of 1legislative inertia 1in Costa Rica, and (3) the
particular difficulty of pushing a controversial {initiative during the vyear
before an election.

Eowever, there are recent political developments which wmay justify
sosewhat wmore optimisa. Late in 1988 the President named a new Foreign Trade
Minister, Luls Diego Escalante. Escalante, one of the founders of CINDE, has
placed the proposed reorganization high on his list of priorities for his terz
of office. Further, Escalante braved considerable opposition to naze an
Anmerican consultant, Carlos Torres, as the interim director of CENPRO., Torres
is a former director of CINDE's PIE prograz who was instrumental {n PIZ's
design and successful dimplementation. One of Torres' principal tasks will be
preparing the way for the reorganization outlined in this paper. His presence
at CINPRD has effected a truce {n the turf wars which prevailed in earlier
years beiween CENFPRC and CINDEZ.

Despite these encouraging indications, the political horizon 1s still
very unclear. If the proposed reorganization turns out to be impossible over
the short or longer term, then the second-best alternative would be to
continue as at present, with the bulk of the proposed activities being carried
out by a purely private organization (CINDE), In any event, the long-tersz
financial vietility of these activities must be addressed,.

III. FINANCING THE "NEW CENPRO™

Funding Requirements. Based on experience with existing programs, and
rough estimates for new onmes, Exhibit 3 on the following page projects an
annual cost for the New CENPRO equivalent to $8,500,000 per year, adjusted for
inflation.®

*Even though xnost of the MNew CENPRO's costs and resources will Dbe
denoninated in colones, Exhidit 3 is denominated in UV.S. dollars, to avoid the
indeterninacies velated to colon interest end devaluation rates. In Trecent
years, colon interest and devaluation rstes have moved pretty much in tenden;
as long as this pattern continues, doing projections in dollars will not
result in substantial distortionms.
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Note S
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This iles reflects principal and interest proceeds fros a 1985 Trust Agreesent.
Interest is calculated on average fund balances, using the sue of the assumed inflation and real interest rates.

The Central dark has agreed to donate to CINDE and its successor an amount of interest
equi! 1o aboul 298 eiilion colones per year for tuenty years, generated fros an expori-oriented credit line.
CINDE omns shares in the Private Investaent Corporation whose face value 15 about $5 aillion.
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Atour two thirds of this cost will be in local curreacy. Thus far, the
Central Bank (BCCR) has been willing to convert colozes to foreign exchange to
gey for the hari-currency costs associated with export promotion.

User Fees and Private Contributions, The bulk of New CENPRO's
activities, 1initially at 1least, will be programs taken over from CINDE, In
the past, CINDE's prograas have not generated substantial “internal”™ revenues
from user fees or private sector donations, 1In the Five-Year Plan which CINDE
submitted to AID/Washington in August, 1988, the CINDE Board committed itself
to substantially {ncreased efforts in this direction, Bowever, for reasons
discussed in considerable detail in that Five-Year Plan, these revenues would
take several years to reach maximum 1levels, and it would be diwprudent to
depend on their ever exceeding perhaps 20Z of annual program costs (the peak
level assumed in Exhibit 3).

Public Funding Alternatives. Given the realistic 1limits on user fees
and private contributions, it 1is clear that the financial sustainability of
the new institution would depend primarily on public or 4international donor
funding. This should come as no surprise: to the best of our knowledge, the
governzent finances most or all of the cost iIn every country in the worid
which has established such export proumotion programs on a long-term basis,

In other words, experience indicates fairly clearly that the notion of a
national export promotion prograxr funded primarily by voluntary payments from
the business comsunity 1s not realistic. Such programs are a classic “pudlic
good” in the econozists' sense,

However, funding this {nstitution through the GOCR's annual budget
process would present serious problems at the present time, given the
country's precarious fiscal position and heavy pressure to cut, rather than
expand, central government expenditures, More importantly, USAID 4is convinced
that in the Costa Rican political environment, the New CENPRO would be unable
to protect itself from damaging political interference if it had to go back to
the legislature each year for an annual appropriation.

As an alternative, some local business leaders have suggested that
export promotion operations be financed out of a dedicated tax on NIE's, whose
proceeds would passs sutomatically to the New CENPRO., This ides tas a certain
logic to 1it. But such & tax would be @ targeted disincentive to WIE's; it
wounld be especially omattractive becsuse, despite some suoccessful policy
Teforas, Costa Ricen XNIE's still suffer from some structural disincentives
such as abnormally high <rensport <osts etc. f$oreover, opassage of amy
dedicated tax would probdally be wery difficult politically.

An - Endowment. A remaining practical alternative, which is  being
proposed here, is the gradual accumulation of a permanent endowment. Exhibit
3 assumes endowment contributions equivalent to a total of $86 willion during
198991, about half of which would come from ESF-gerated colones, while the
other half would be parallel or Jjoint financing from other international
donors.
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lLast vear's AID/W evaluation of CINDI recocsended consideraticn of an
enlzwzent as the preferred way to fund export procotion in Costa Rica.*

However, it was with considerable reluctance that USAID cadme to accept
this recocxendation. Such an endowment, especially when it is as large as the
one proposed here, wmight tend to lessen the external pressure on the
institution to Justify its programs and demonstrate its results on a regular
basis. Mzjor resources will be tied up in a program which USAID will not be
able to monitor and influence after its first few years,

The Mission has finally come to settle on the endowment concept, not
because it is free of problems, but because the realistic alternatives present
worse dangers, as indicated above (and as discussed at greater length in the
CINDE Five-Year Plan). The most dangerous alternative of all would be to
allow Costa Rican export and investment promotion to languish through lack of
dependadle funding.

LUSAID views the New CENPRO as a development investment which procises
exceptionzlly high returns, for reasons which can be sumxmarized as follows:

-- Costa Rica's ample comparative advantages, in terms of political
stability, workforce, and geography, make export promotion here a
much womore promising avenue than in-many other LDC's (as evidenced
by this country's initial successes over the past five years),

~=  The GOCR has already demonstrated its commitment to this structural
transformation by implementing, at considerable political cost, a
sound package of policy reforums.

-~ Several core programs to be integrated into the New CENPRO are
already up and running, and have demonstrated excellent prospects,

-~ The new institution would have the advantage of taking over CINDE
administrative systems (financial controls, personnel, procurement,
etc,) which, after years of work by AID and CINDE, are considerably
stronger than those of most comparable Costa Rican institutions.

= In Costa Rica, as contrasted with many opther developing countries,
it 48 demonsgtrable that the smacroeconmic benefits stemming from
export growth aill be shared proportionally by the poorer levels of
the population. (This subjiect is discussed at greater Jength in a
Tecent paper submitted to AID/W for zhe presidential transition
texm.)

* Checchi & Co., May 1988: see, for example, Executive Summary, p. 8.
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-- Due to {ntense nflationary pressures, the GOIR and USAIZ ar
exceedingly anxious to lizit the mwmonetization of ESF-generated
local currency. The endowment proposed here will have the
advantage of “"de-monetizing” large amounts of colones: the
principal of the endowment would be 1invested in GOCR mcnetary
stabilization bonds, and nothing would be added to the money supply
each year except the {ipterest on these bonds, which will be spent
for program operations.

In Chile, an endowment of the sort proposed here was the platforz wupon
which FundaciSn Chile built an extraordinarily agile and successful export
promotion program, which {s continuing to have wmajor positive {impact on
Chile's balance of payments and national income.

Current Status of Negotiations, In accordance with AID/LAC guidance,
last yezr's CINDE Five-Year Plan showed a gradual reduction in  annual
operating funding by means of USAID-CINDE MOU's (memoranda of understarnding):

1989 100% of prograz costs
1990 100%
15991 75%
1992 50%
1993 25%
1994 0%

At the saoe time, the Plan recognized <clearly that other public or donor
funding would be essential, even after making the most optimistic estizates of
receipts froz user fees and private donations.

In Decezber, 1988 an agreement was signed between the GOCR, USAID, and
CINDE, to allocate to export promotion activities about $16 million worth of
GOCR-owned local currency generated under the 1987 ESF program. (This amount
is equivalent to most of CINDE's 1989-90 requirements.) These funds were
disbursed to a CINDE account, but on a "temporary” basis: it was agreed that
as soon as a satisfactory reorganization could be accomplished, the remaining
funds could be transferred (along with most of CINDE's programms) to the New
CENRFRO.

Also at the end of 19688, the GOCR and CTentral 3Bank agreed to dedicate
£298 =million (egquivalent to about $3 millfon Jn 1989) to expor:t promotion
every yesar for tuenty ysars. These annual infonsions will be dravn from the
interest spread on an export-oriented credit line in the Central Bank which
has been funded by ESF local currency generations. TL1ike the fourds described
in the paragraph aebove, these Central Bank contributions will be deposited
with CINDE's separate investment account, but will be transferred to the New
CENPRO upon its establishment.
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In terzcs of future USAID contributions, Exhibit 3 above assuzes furcher
infusicns of ESF-generared colones equivalent to a total of ¢$<6 wmillion
between 1989 and 1991,

The Mission wviews this activity as being particularly suited for
co-financing with one or more other donors, and has proposed it in a recen:t
cable to AID/W  as a candidate for cooperation with the Japanese.
Conversations have also been 1initiated with the Taiwanese and certain EEC
countries, While 4t s too early to make any prediction as to the outcome of
these discussions, Exhibit 3 assumes $40 willion from other international
donors,

In the event that the New CENPRO fails to attract this level of suppert
froc other donors, the USAID Mission would probably want to fund soze or all
of that shortfall with additional allocations of ESF-generated colones.*

In terms of negotiating posture, the Mission expects that its willingness
to fund a large part of the New CENPRO's requirements from ESF-generated
colones would give wus the leverage necessary to insist on a proper (i.e.

politically insulated) structure for the new agency,. The current arrangedent
of temporarily depositing these funds with CINDE also has a negotiating
advantage: in the -event that serious delays are encountered in the

legislature, programs can continue to function in the interim, and we will not
be forced to accede to an unsatisfactory compromise on structure in order to
get funds moving and programs under way,

Other 1Issues. (1) The Mission 4s assuming that, however an endowment is
structured, it should not include any requirement of long-term  USAID
monltoring ‘or oversight. Fundamentally, the New CENPRO would be accountable
to the groups who appoint its directors. As the structuring moves ahead, we
will consider whether it is desirable to add another line of accountability by
separating management of the endowment from management of the programs, Under
such an arrangement, the Trustees of the Endowment would be separate from the
Directors of the New CENPRO, and would have some discretion as to disburse-
ments from the endownment.

{2) Care will have to Dbe exercised to structure the endownment
contributions in a way which would not dampen the wnew agency's incentive to
aaximize nser fees and private contributions.

#The Mission's recently-submitted Action Plan proposed an Export Sector
Development program for FY 1991, under which local currency equivalent to $32
million would be wused for export and investment promotion. Exhibit 3 above
reflects a 1991 contribution to the New CENPRO equivalent to $10 wmillion. The
balance, equivalent to $22 million, could be available for the New CENPRO in
the event that other donor contributions fall short of the levels projected in

Exhibit 3.
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(3) Much of the New CENPRO's endowment will be denozinated in local
currency. Thus, the principal value of the endownment would be at risk ir the
event of a sudden and unexpected devaluation, This risk can be reduced by
keeping the colon portfolic 1invested in relatively short-term Instruzents,
trading off slightly reduced current income against improved protection froc
devaluation losses. An obvious advantage of participation by other donors is
that their contributions in hard currency would cushion this devaluation risk,

Conclusion. The Mission {s well aware that, at least at first blush,
the amounts involved in this proposal seem breathtaking, in terms of the
annual operating costs as well as the size of an endowment needed to
perzanently fund thea.

Qur willingness to allocate such heavy resources to this activity stezs
principally froz the expected return on investment, Even 1f one were to
ignore all the other benefits of the New CENPRO except for the historically-
denonstrated results of the foreign-investment promotion activity, those
rescults alone would represent a cost-benefit ratio which compares very
favorably with similar prograzs elsewhere in the world. Moreover, past
experience satisfies us that the return on an investment in a New CENPRO would
probzbly be better than the return froz a typical alternative activity on
which the GOCR and USAID wight spend the same ESF~generated colones,
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The  griterisz  listed in Part A are
aczlizazls generally to FAL funds, and
sNouLd be used irrespective  of the

gistinction is

funzing source. In Part B8 a
maJde Dbetween the criteria

acclizazle to Econornic Suspart Fungd
8ssistznze ans the criteria applicanle to
Ceveloom2nt Assistance.  Selection of the

e meTeal

gepens on the funding source
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wWida

IS COUNTRY CHLIKLIST F 70
D=T27. HAS STANDARD I

CECA_IST BN REVIZWC?

ro

3‘

-

- continging Rssolotion Ses. 52%;
Fll o, €2--. oessrine now
gJtosTizELis ang asorosriastions
HZJse have Deen
conzerning  tne

covristees of Senatz and
or will o= nctifies

n

I

ez, €.1(s)(2), If furt-er

action 1s required witnin
country, wist is basis for
=2zsonadle expectation that such action
will be completed in time to permit
orasrly accomplishment of purpose of the
assistance?

b © o

) ()| I
[]

Lt L I

FAA Sec. 2085. Is assistance more

4.

efficiently and effectively provided
through Tegional or multilateral
orgenizations? If so, #hy is assistance
not so proviged? Information and
corclusions on whether assistance «ill
encourage geveloping countries to

cooperate in regional development
programs.,
FAA Sec. 601(a). Information and

conclusions on whether assistance will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private inmitiative and
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Congcress hzs been
notified throucgh tre
FY 89 Congressiocnal

No further pre-
coniitions fcr
obligations are

necessary.

No.

The assistance will
increase international
trade foster private
initiative and compe-
tition, and improve



M

(9 4]

IoTZETiTizty, \TL emIT.urazs CzeslioTent

27I <32 If gooosreziives, crecit utizés,

3" szvings a0 loan assosiations; (o)

ciszo.razs monooolistiz practizes; (e

imzcTove  tezonl effiziency 0of in-
hl

-
-l a
g.stry cticultare, ang conmeTIe;  and

(f) strengnten frea 1lanos unions.

FAL S22, 621(z). Information  and
cenzlusion ©7 nNow  assistance  will
glcoursye ULS. private trade and
investment abroad and encourage private
U.S. pacticipation in foreign assistance
~rozrams (imcluding use of private traaze
znznnels ang the services of  ULS.

cTivate enterprise).

= FY o

sc.otion 2s, 527, 505,
s 21 to assJre thas, to

=z maximgn  extent possidle, fcreign
T own2 oy the  U.S. are

11izeZ in lieu of oc2llars to meet the
< of comtractusl anz ctner services.,

- (D
J
(9]
e
1]
wn
Q

AL S=: €12{(Z). Does toe United States
Om~ exzess foreign curcenzy ofF  tne
countzy anc, if so, what arcangensnts
nEv s

ve Deen masa for its reles

FRL Sez, 601(2). WIll the assistance
utilize conpetitive selection
pracedures for the awarding of
contracts, excect whsre  agpplicanle
procurement rules allow otnerwise?

FAA 121(d). If assistance is being
furnisned under the Sahel Development
Progran, has a determmination been mage
that the nfost govertment has an
agequate system for accoumting for and
controlling receipt ang expenditure of
AJ.D. fungs?

FUNDING CRITERIA FOR NONPROETT ASSISTRNCE

l'

Nonproject  Criteria for Econamic

Support Fung

a. FAA Sec. 531(a). wWill this
assistance promote economic and
political stability? To the maximum
extent feasible, is tnhis assistance

BESTAVAMABLECOPY

Via this balanc
payment assistanc
U.S. markets fcr

m O
t

Costa Rican products
will be expanded and
U.S. private inveszx

ansZ tracde in Coc
will be enhance

th N -

Acreements witn GCC
encourace use cI ¢
currencies fcr loc
needs.

No.

7
~
J

N/&

Yes
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anZl ZIlzZTaTms oF r~art I of Urs

o, FARA Sez, EZi{e), Will assistance
uncar nis cnhapter be use3d for
military, or pasanilitary activities?

c. FAL Se:x, 531(d). Will ES® funds
made avallable for commaocity import
programs or otnar progras assistance be
used tz generate local currencies? If
so, will at least 50 percent of such
lozal currencies pbe availacle +to
support activities consistent witn the
ocjectives of FAA seztions 103 through

d. FALA Sez, 605, If commoZities ars
t2 be zZrented so that szle proceeds
o
-

111 accrue to tne recipient country,
rave  Special Account  (counterpart)
TrangeT2ents been made?

FY 1985 Continuing Resolution. If
tgaze 1s in the foom 0f a cash
fer: (a) are all such cas~

s to Dbe maintained Dby tne
coJntsy in a separate account ant not
to be commingl2d witn any other funds?
(p) will all local currencies that may
be generated with funcds provided as a
casn transfer to such a country also be
deposited in a special account to be
used in accordance witn FAA Section 609
(waich reguires such local currencies
to be made available to the U.S.
government as the U.,S. oetermines
necessary for the reguirements of the
U.S. Government, and which requires the
remainder to be used for programs
agreed to by the U.S. Government to
carry out the purposes for which new
funds authorized by the ¥FAA would
themselves Be availadble)? (c) Has
Congress received prior notification
providing in detail how the funds will
be used, including the U.S. interests
that will be served by the assistance,
and, as appropriate, the economic
policy reforms that will be promoted by
the cash transfer assistance?
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ign exzchanze oy
a countzy  in
rica from funds
ole er Suz-Sanaran Africa,
4 oeen o2posited in a special account
establisned by thatl government, and are
tnese local currencies availaole only
for use, in accordance with  an
asreament witnh the United States, for
development activities which ara
consistent with the policy direztions
of Section 102 of the FAA and for
necessary axinistrative requirements
o7 the U.S. Government?
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Nomzrejest Critveris for Dsvelodment
kssistiancs

a. F4i Sezs. 12208), 111, 113, 2&lla),.
Txte~t  to which  activity will (&)
effectively involve the poor in developmant,
Sy exgenIing actcess to econdty at  local

level, incrsasing laoor-intensive production

and tnhe use of approgriate  technsloly,
spra2gling  investment out from cities to
sm3ll towns & rural areas, and insuring
wide artizication of the post In tne
benafits of development on a sustained
basis, ~ using the appropriate u.S.
institutions; (b) help develop cooparatives,
gspecially by technical assistanze, to
assist rural and urban poor to help
themselves toward better life, and otherwise
encouJrage democratic private and local
governmental institutions; (c) suwpport the
self-help efforts of developing countries;
(d) promote the participation of women in
the national ecoromies of developing
contries and the Jimprovement of women's
status; and (e) wutilize and encourage
Tegional cooperation by developing countries?

©. FAA Secs. 103, 103, 104, 105, 10%,

120=-21. 1s assistance being made
avalilable: {include only applicable

paragraph which corresponds to source of
funds used; if more than one fund source is
used for assistance, include relevant
paragraph for each fund source):

(1) (103) for agriculture, rural

BEST AVAILABLE COPY
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Zz.2lzo7em oo onmotritioty 1F sz (s
ext3nt e w>lzn aotivity is
specificaily gesigned to inzreass
produciivity and inzcome of rural oocrog
(122~) if for agricultural researcn,

account shall be taxken of tie needs of
mall farmers, and extensive use of
fielz testing to adapt basic researzh
to loczl conditions shall be made; (b)
extent to wnich assistance is used in
coorcination witn efforts carried out
under  Sec. 106 to help improve
nutrition of the people of developing
countries  tnrough  encouragement  of
inzrezsed produztion of crops  witn
ter nutcitionzl value, improvement
plam~ning, research, and education
S respect to nutrition, particularly

refzrenze  to  improvement  ang
nged wse of inZigenously produced
;a3 tne unoertaking  of
cilcst or gemonstration prograns
explicitly addressing tne proslen of
5322t anz vulmerasle people; and (o)
extent to whicn  activity increasss
nztiosnal fooc security by improving
focZ polizies and management and by
strengtnening national fool reserves,
wicn parcicular concern foo the neecs
of the pasrT, through measJres
encodJraging gomestic produstion,
building national food reserves,
expanding availacle storags facilities,
reJucing post harvest food losses, ang
improving food distribution.

D * F OwW
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ct
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(2) (104) for population planning
under Sec. 1D4(b) or healtn under Sec.
104(c); if so, extent to which activity
emphasizes low-cOSt, integrated
celivery systems for bealth, nutrition
and fauily planmning for the poorest
pecple, with particular attention to
the needs of mothers and young
children, using paramedical and
auxiliary medical personnel, clinics
and health posts, commercial
distribution systems and other modes of
community outrearch.

(3 (105) for education, public

administration, or human resources
development; if so, (a) extent to which

BEST AVAILABLE COPY



2_cimii~, mzezs fitmil sa_cztiae ~ors
relzvant, e38p037islly for rural famillies
anz ursan pcoo, angd strenztinens
manajyem2nt c3pactility of  irmstitutions
enasling tne pscr to particisste N
gevsippment; ana (o) extant to waich
assistance provides advanced education
and trzining of peopls of developing

codntries im such disciplines as are
reguired for planning and
implementation of puslic and private
devaloprant activities,

(¢) (108) for technical assistance,
gn2r3y, ressstch, reconstructicn, and
salzztad cevzlopment prociz-s; 1f s,

extent attivizy is:

(i703) conzarnes Wit c
ctisn &Nz anslysis,
ing of  s«illed  per
Tesssrcn 0N and  Jdevelgpment
Jitaslis emsogy ssurzes, and pil
orziests to test naw meinads
ensTzy progustion; and (
facilitative of resezrch o0 angd
anc us2 of

M ct m
J ot
D W

[

Q
s h ot he

ag oo

-
(9]
L]
1
[}
J
ct

:
enewadle enerzy sources for rural
Tea empnasizing development of
enar gy TesoJries whicn are
envirommentally acceptacle ang
require minimum capital investment;

(V4]
-

(ii) conzerned  witn  technical

cooperation and development,
especially with U.S. private and
voluntary, or regional and
international developmert,
organizations;

(iii) research dntp, and
evaluation of, economic
development processes and
techniques;

(iv) reconstruction after natural
or manmade disaster and programs
of disaster preparedness;

(v) for special development
problems, and to enable proper
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(vi) for yrsan gavelopnent
Draclems, espacially sTall,
laoor-intensive enterprises,
masxeting systems for small
producers, ang financial or other
institutions to helpo wurban poor
particisate in economic and sozial
cevelopment.

(5) (120-21) for tne Sanelian region;
if sz, (a) extent to whicn there is
international cocrdination in planning
ans imzlesmentation; participation and
SJZZITt oy Lfrican countries and

orgsnizations in getermining
oevelopmant priorities; and a
long-ters, multi-gonsr gdevelopient plan
w-ilzn calls for equltacle

-rcen-sharing with otner donors; (o)
has a geterminstion been made tnat tne
host goverae~t has an ajeguate systenm -
for accounting for and  controlling
receizt and expenziture of  projects
fungs  (gollars  or  locel  currency
genarated thersfrom)?

c. FAA  Sec. 107. Is special emphasis
plazed on wuse of appropriate technology
(defined as relatively smaller, cost-saving,
leoor using technclogies that are generally
mast appropriate for the small farms, small
businesses, and small incomes of the poar)?

d. FAA Sec. 28l(b). Describe extent to
which the activity recognizes the particular
needs, desires, and capatities of the people
of the country; utilizes the country's
intellectual TeSDUTCeS to encourage
institutional gewelopment; and  suppUTtS
civic education and <training din skills
required for effective participation in
govermmental and political processes
essential to self-government.

e. FAA Sec. 101(a). Does the activity give
reasonable promise of contributing to the
development of ecomomic resources, or to the
increase of productive capacities and
self-sustaining economic growtnh?
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ACLERDO 0OE PROGRAMAZION CE MONEDA LOCAL
ENTRE
EL GOBIZRNJ [E LGS ESTADZS UNIDCS OE AMERICA
Y
EL GO2IZRNJ CE COSTA RICA
Y

EL BXNZO CENTRAL [E COSTA RICA

-

FooRAS 9 de diciemcre o3 1988

LOCAL CURRENCY PROGRAMMING AGREEMENT
BE TWEEZN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA
AND
THE GOVERNMENT OF COSTA RICA
ARND .
THE LZENTRAL BANK OF COSTA RICA
DATE: December 9, 1988
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= C.A&NTZ, iTs Zozistnls C2 Costa
Fizz y Estz22s yniacs de Anérsica

1s22razon un Convenio General para
la Ayusa Econdrica, Técnica y para
propésitos Afines ("Convenio Gene-
ral"), el cual fue aprobado por la
Ley 3011 del 18 de julio de 1962,
segdn el cual el Gobierno de los
Estados Unidos proporcionard ayuda
de conformids? con acuerdos por es-
crito y firmados por representantes
de ambos Gobiernos;

POR CUANTO, el Convenio General es-
tablece que la ayuda que los Estados
Unidos proporcione serd para el pro-
greso social nacional y programas de
deszrrollo econdmico;

POR CUANTO, el Gobierno de los Esta-
dos Unidos, actuando por medio de la
Agencia para el Desarrollo Interna-
cional ("AID"), y el Gobdierno de
Costa Rica, actuando por medio del
Ministerio de la Presidencia
("30CR") desean comprometer el total
de los fondos disponibles en la
Cuenta N0.215-03-031/0 ("Cuenta Es-
pecial") en el Banco Central de Cos-
ta Rica ("3CCR"), para ser usados en
programas de desarrollo econdmico y
social;

POR CUANTO, la AID y el GOCR son
citados en conjunto como “las
Partes", para los propdsitos de este
Acuerdo;

AHORA, PDR LD TANTD, las Partes por
este medioc acuerdan la programacidn
dge los ¥Fondos para progranas
sectoriales y para fondos gque el
GOCR usard como contrapartida para
los proyectos financiados par la
AID, de conformidad con los términos
y condiciones establecidos a
continuacién; y el BCCR estd de
acuerdc con los téminos y
condiciones que se aplican al mismo.

W-ZRIAS, tne Govsrnrents ¢f Tosiz
Riza and the Unit=z Stiatiss
tmerica entered into a Geneo
Aagreement for Econmomic, Technic
angd Related Assistance (“General
Agreement™) which was approvec by
Law 3011 of July 18, 1962, ungers
which assistance from the Govern-
ment of the United States woulZ be
provided in accordance with
agreements  written and signed
between the representatives of both
Governments;

WHEREAS, the General  Agreement
establishes that the assistance
provided by the United States will
be for natiomal social progress and
economic development progrars;

W-EREAS, the Government of the
United States, acting through the
Agency for International Develop-
ment ("AID"), and the Govermrment of
Costa Rica, acting through the
Ministry of the Presidency ("GOCR"),
desire to commit to economic and
social development programs the
total amount of funds available in
Account No. 215-03031/0 ("Special
Account™) in the Central Bank of
Costa Rica ("BCCR");

WHEREAS, AID and the GOCR are, for
purposes of this Agreement, collec-
tively referred to as "the Parties"®;

NOW, THEREFORE, the Parties do
hereby agree to the programing of
the Furds for sector programs and
Tor LGOCR counterpart to AID-
financed projects, in accordance
with the terms and conditions set
forth below; and the BCCR agrees to
the terms and conditions that apply
to it.
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Seccidn A, resuman del Prograrma.
£l total de los fondos disponbitles
en la Cuenta Especial es de cuatro
mil ciento treinta y cinco millones
setecientos cusrenta y un  mil
quinientos colones (C4,135,741,500)
("Fongos"). Por este medio se
comprameten y distribuyen estos
fondos entre los programas de
acuerdo con las siguientes
categorfas generales:

Asistencia sectorial €3,335,741,500

Contrapartida del GOCR
a proyectos en délares
de la AID C 800C,000,000
Estas categorfas generales se espe-
cifican con mds detalle en los Ar-
tfeculos II y III de este Acuerdo y
en el Anexo I titulado "Presupuesto
del Programa en Moneda Local" el
cual se adjunta a este Acuerdo.

Seccidn 8. Compromisc y Asigna-
cidén de Fondes. Para los fines de
este Acuerdo, "Compromiso" se define
como un aporte irrevocable de fon-
dos, tanto por parte de la AID como
del GOCR, a las actividades que se
especifican en este Acuerdo, que
puede ser cambiada uUnicamente por
mutuo acuerdo de estas mismas par-
tes expresado en una emmienda escri-
ta a este Acuerdo. La "Asignacién"
de Fondos se define comp la cnloca-
cién de fondecs subsiguiente a este
acuerdc Que efectle el GOCR en las
instituciones ejecutoras irdividua-
les mediante el uso de documentacién
congruente cton las prdcticas y pro-
cedimientos internos ©oel GOCR. Tal
documentacién especificard el uso
que se le dard a los fondos as{ como
los términos y condiciones que se
aplicardn al uso de fondos por parte
de las instituciones ejecutoras.

L3712 I, Fimznzinz
[ —

Section A, Frogram Summarcy. The
total amount © GHEE—EVEIT%:le in
the Special Account is four billion
one hundred thirty-five million
seven hundred forty-one-thousanc, -
five hundred colones
(C4,135,741,500) ("Funds"®).

These Funds are hereby comitted
and allocated among programs
according to the following general
categories:

Sector Assistance C(3,335,741,500

GOCR Counterpart
to AID $ Projects 800,000,000

These general categories are mcre
specifically detailed in Articles
II and III of this Agreement and
in Annex I entitled "Local Cur-
rency Program Budget", attached to
this Agreement,

Section B. Commitment and Assign-

ment of Funds. For purposes of
this Agreement, “"Commitment™ is
defined as the gefinitive alloca-

tion of funds by AID and the GOCR
to the activities specified in this

Agreement, that can be changed only

by mutual agreement of these same

parties in a written amendment to
this Agreement, ®Assigmment™ of
funds is defined as the allocation
of funds by the GOCR subsequent to
this Agreement to individual
Implenenting institutions through
docunentation consistent «ith GOCR
intermal practives and procedures,
Such documentation «dll specify
the use of the funds and the terms
and conditions applying to the use
of the funds by the implementing
institutions.
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2225 2. Mometizzaidn, L3
netizacidn, QL2 es el momento en
-e 1cs fondos pasan a ser parte ge
las existencias monetarias del pafs,
la cual ocurrird cuando los fondos
projramados al tenor de este Acuerdo
sean dJdesemdolsados de las cuentas
ndiviosales establecidas dentro odel
CCR conforme a los Artfcules 1II y
II1 de este Acuerdu (1) bhacia
cuentas espec{ficas de las wunidades
ejecutoras abiertas en bancos
comerciales, a menos que los fondos
sean irmediatamente devueltos al
Banco Central como reintegro de
deuda u otros mecanismos Qque eviten
efectivamente qQue los fondos ingre-
sen a la corriente econdmica; o (2)
directamente a las entidades ejecu-
toras, segin se describe con mds
amplitud en el Artfculo 1I, Seccién
D detallado mds abajo. No se consi-
derard que ha habido monetizacién
cuando los Fondos solamente se
transfieran de la Cuenta Especial en
el BCCR a las cuentas indiviouales
de las instituciones ejecutoras o de
los programas sectoriales en el BCCR.

S
M3

La AID y el GOCR convienen en que la
tasa de monetizacidn serd estableci-
ga por el BCCR y que los criterios y
procedimientos para cumplir con esa
tasa de monetizacién serdn estable-
cidos mediante un convenio escrito
adicional suscrito por el GOCR y la
AID.

ARTICU0 II. Programacién Sectorial
Seccin A.  Resumen del ¥Programa

Sectorial. un total de
€3,335,741,500 wse compromete al
tenor e este Acuerdo para la pro-
gramacifén sectorial del GOCR. E1
monto comprometido serd asignado por
el GOCR tal como sigue:

1. Sector: Agua. 850 millones
de colones se asignaran al Instituto
Costarricense de Acueductos y Alcan-

S_:tlo‘ C. Monhevizatizn, MZnstia
ation, the pdint &t wiich funcs

be-ome part of the nation's money
supply, will be deemed to have
occurred when funds  programmed
under this Agreement are oisbursed
from individual accounts estad-
lished within the BCCR in accordance
with Articles III and IV of this
Agreement (1) into the accounts of
the individual GOCR dimplementing
institutions in commercial banks,
unless the funds will immediately
be returned to the BCCR tnrougn
debt repayments or other mechanisms
which, in effect, prevent funds

from entering the ecoromy, oOr

(2) directly to the implementing
entities, as further described in
accordance with Article II, Section
D below. Monetization will not be
deamed to have occurred when the
Funds are only transferred from the
Special Account in the BCCR to the
individual accounts of the imple-
menting institutions or sector
programs established within the
BCCR.

RID and the GOCR agree that the
rate of monetization will be estab-
lished by the BCCR and the criteria
and processes for compliance with
the rate of monetization will be
established through further written
agreement between the GOCR and AID.

ARTIQLE I1. Sector Programming

Sectiun A. Sectr am Surm-

A total of ;; 355 9 741,500
I mitted urder th.ts Agreement
for GOCR sector programming and the
aount committed shall be assigned

by the GOCR as follows:

1. Sector: Water, c850
million will Dbe assigned to the
Costa Rican Institute of water and
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terillazs (12410 pzra adlysT sJs
prograTas 2 a3Jz potatiz oen la
zonas rurales y urcanas, Las acti-

s

=P8
vizades incluirdn la construccién de
acueductcs rurales y municipales y
una  encuesta g necesidades de
agia. Los objetivos prozraméticos
gel 30CR son:

a. Fortaliscer el sector de agua
potable, Qque es esencial en el
mejoramiento de la salud y cali-
dad de vida de lgs costarricen-
ses;

b. Orientar el apoyo del sector de
agJa potatle principalmente para
beneficiar a lecs grupes mds
postergados de la poblacidn; vy

c. Contruir 180 acsueductos menores
o rurales, 9 acueductos mayores,
y 25 acueductos municipales.

2, Sector: Infraestructura
para el Transporte, 740 millones de
coiones se asignardn al Instituto de
Fomento y Asesorfa Municipal (IFAM)
para la construccidn y mantenimiento
de carreteras y puentes, y a la
Direccién General dge Aviacidn Civil
para la construccién y mantenimiento
de aeropuertos. El GOCR conseguird
la colaboracién del IFAM, Aviacidn
Civil, y el Ministerio de Obras
Pdlicas y Transportes en la ejecu-
cién del programa de infraestructura
para el transporte. Los objetivos
programdticos del GOCR son:

a. Mejorar la Yed vecional de cteEmi-
nos y tomnicaciones del pafs,
as{ como impedir su deterioro;

b. Promover la incorporacién a 1la
economfa nacional de cada una de
las regiones del pafs; y

¢. Construir y mejorar unos 1.400
kms de caminos (basdndose en un
costo promedio de alrededor de
C240,000 por kilémetro).

~ e -—~a N v N N Ve
Szwzrzge {IZAX) In sozoint o of lts

pstacle waler programs in ruraloanc
urban  areas. fctivities will
include construction of rural ang
municipal aqueducts and a wa
needs survey. GOCR program ot
tives are:

S5
=

[ P
o
jec-

a. To strengthen the potable water
sector, which is essential to
improvement of health and the
quality of life of Costa Ricans;

b. To orient potable water sector
support principally to benefit
the the most  disadvantages
segments of the population;
and

¢. To construct 183 small or rural
aqueducts, 9 major agueducts,
and 25 municipal aqueducts.

2. Sector: Transportation
Infrastructure. C740 million will
be  assigned to the National
Institute for Municipal Development
(IFaM) for the construction ang
maintenance of roads and bridges,
and to the Director General for
Civil Aviation for airport construc-
tion and maintenance, The GOCR will
enlist the collaboration of IFAM,
Civil Aviation, and the Ministry of
Public Works and Transportation
(MOPT) 4in implementation of the
transportation infrastructure
program, GOCR program objectives
are:

a. 7o inprove the national Toads
and communications neteork of
the country, as well as
preventing its deterioratiom;

b. To promote the integration of

individual regions of the
country into the national
economy; and

¢. To construct and improve some
1,400 of roads and bridges
(based on an average cost of
approximately €240,000 per
kilometer.
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Toozaziim, 34> millonss Cce
€2.272s s& asigrardn al Instituto
Nazionel de vivienoa y Urbanismo
(INYU) para la construccidn y mante-
nimients de centrcs escolares en
comunidades rurales y urbanas., £l
GOCR procurard la colaboracién del
INVJ y el MOFT en la ejecucidén del
programa, de conformidad con las
prioridades Que determine el MP.
Los objetives programdticos del GOCR
son:

£ars

a. Apcyar los Ministerios de Educa-
cién Pdblica y de Obras Pdolicas
y Transportes, con la participa-
cidn girezta de los centros
educativos y sus comunidades
respectivas, para disminuir el
géfizit de aulas y atender las
mds urgentes necesidades de
infraestructura educativa;

b. LLevar a cabo un programa de
construccién y ampliacién oge
escuelas en zonas marginales vy
2:7as rurales;

€. Lograr las siguientes metas de
construccién y  mejoramiento:
construccién de aproximadamente

243 aulas en zonas rurales,
renovacién y mantenimiento ae
aproximadamente 50 escuelas

urbanas, reconstruccién, rehabi-
litacién y rewicacién de
aproximadamente 144 aulas afec-
tadas por el Huracdn Juana, y
construccién y ampliacidn de
aproxiradamente 45 escuelas.

4, Sector: &lenestar y Salud

Infantil. 300 millones de colones
se asigrardn a la Oficina de
Cooperacién Internacional para 1la
Salud (OCIS) para la construccién de
centros de biemestar infantil,

Los objetivos programiticos del GOCR
son:

w

z. Seziir: To.ocztico
Infrastructure. C3i5 rmilliiz-
De assigned to the National Urban
Housing Institute (INVY) for
construction and maintenance of
rural and wurban community primacy
schools. The GOCR will secure the
cooperation of INVU and MFT in

implementing the program in
conformance with priorities
determined by the Ministry cf
Education (MEP). GOCR  progranm

objectives are:

a. To support the Ministries of
Public Education and of Puclic
works and Transport, with the
direct participation of the
schools and their respective
communities, to reduce the
classroom deficit and to attend
to the most urgent education
infrastructure needs;

b. To implement a school construc-
tion and expansion program in
marginal communities and rural

areas.
c. Achieve the following
construction and improvements
targets: construction of

approximately 240 classrooms in
rural 2zones, renovation and
maintenance of approximately S50
urban schools, reconstruction/
rehabilitation and relocation
of approximately l44 classrooms
affected by Hurricane Joan, and
construction and expansion of
approximately 45 schools.,

4, Sector: Child %elfare
and Health. 300 miIlion will be
assigned to the Office for
International Cooperation in Health
(0CIS) for the construction of
child welfare centers. GOCR
program objectives are:
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cz Sz..2 a ohaiiote’ Rd=&nss
pI5i2I23ZCs meicranae las
conziciones sanitarias;

b. R=duzirc 1zs Ingices de
gesnutricidn proteico-calérica
entre nifos menores de cinco
afos de edad;

c. Construir, ampliar y mejorar
aproximadamente 67 centros de
cuidado infantil, 20 de 1los
cuales estdn junto a puestos de
salud.

5. Sector: Desarrollo Comunzl.
100 millones de co.ones se asignaran
para asistencia finangiera a
proyeztos pegquefios de desarrallo
comunal  y/c pequefos  proyectos
produstivos. Antes de la asignacién
de los fondos a la institucidn
ejecutora, la AID y el GOCR
accrcardn por escrito la selecciédn
de la institucidn ejecutora
aprogsiada y los objetivos
espec{ficos para el programa.

6. Sector: Agricultura. 320

millones de colones se asignardn al
Consejo Nacionmal de Produccidn (CNP)
para su reestructuracién y moderni-
zacibén y para actividades de apoyo
al pequefio agricultor. Los objeti-
vos programéticos del GOCR son:

a. Modernizar, reestructurar y
gestentralizar el CwP;

b. lograr la autosuficiencia
operativa y financiera del
programa de estabilizacidn de
precips y evitar los subsidios,

c. Mejorar la procdctividad de los
pequefios y medianos agricultores
y mejorar los sistemas de merca-
deo y manejo de los productos
agrfcolas mediante actividades
de asistencia técnica, mejor

improving sanitary conditions;

b) To reduce protein/calo-
ric  malnutrition indices among
children unger five years of age;

c) To construct, expand,
and improve approximately €7
child-care centers, 20 of whioch are
attached to health posts.

5. Sector: Community Develop-
ment, €100 million will De
assigned for financial assistance
to sm3ll community development
projects and/or to small production
projects. Prior to the assigrment
of funds to the implementing
institution, AID and the GOCR shall
further agree in writing on the
selection of the appropriate
implementing institution and on the
specific objectives for the program,

6. Sector: Agriculture.
C320 million will be Pprovided to
the National Production Council
(CN°) for its restructuring and
modernization, and for activities
in support of the small farmmer.
GOCR program objectives are:

a. To modernize, restructure and
decentralize the CNP;

. To achieve operatioml amd
financial self-sufficiency of
the price stabilization program
and avoid subsidies,

c. To dxmprove productivity of
small and medium farmers and

improve the marketing systems
and handling of the farmers'
produce through technical
assistance activities, improved
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rics y estactlecirieanto de wun
arcnivo modelo de informacién, vy
mzjoras en la planta de recibo

2]
Quz TIeducirfan lgs costos de
procesarmiento en un 40 por
ciento,

7. Sector: vivienda Rural.
345 millones de colones se asignaran
al Instituto Mixto de Ayuda Social
(IMAS) para financiar viviendas
rurales de bajo costo. El programa
serd llevado a cabo de manera tal
que garantize la completa
recuperacién de los gastos de
capital, y gastos de operacién. Los
otjetivos programdticos del GOCR son:

a., Contribuir en la solucién del
proslema de vivienda en 1las
zonas rurales;

b. Proporcionar, a través de 1la
autoconstruccidn, ayuda mutua u
otro sistema establecido de de
financiamiento para vivienda, la
construceién de viviendas para
familias de escasos recursos
econdmicos.

¢. Proporcionar alrededor de 1.000
soluciones de vivienda.

8. Sector: Financiamiento al
Sector Publico, C335,741,500 se
asignaran al BCCR para reducir sus
pérdidas de operacién. Los
gbjetivos programdticos del GOCR son:

a. TReducir el déficit consolidado
del sector péblico y

b. ¥Fortalecer el proceso de
estabilizapifn y
econfmica.

Seccién B. Uso de los Fondos para
la Administracion Financiera.

BOCR esta autorizado para hacer uso
de hasta el cinco por ciento de los

inventcoy matzzzment a~
eststlisnment cr a mase
information file, and receiving-
plant improvements that should
reduce processing costs by &0
percent,

7. Sector: Rural Housing.
C345 million will be providel to
the Social Assistance Institute
(IMAS) for low-cost rural housing
finance. The program will be
implemented so as to guarantee full
cost recovery of capital expendi-
tures and operating costs. GXR
program objectives are:

a. To contribute to a solution to
the housing problem in rural
zones;

b. To provide, through self-help
construction, mutual assistance,
or established housing-finance
systems, housing construction
for low-income families.

c. To provide for approximately
1,000 shelter solutions.

8. Sector: Public Sector
Finance. 335,741,500  will e
provided to the BCCR to reduce its
operating losses. The GOCR program
objectives are:

4. To Yeduce the -<consnolidated
public sector deficit and

b. To strengthen the economic sta-
bilization and recovery process.

Section B. Use of Funds for
Financial Management. The GOCR Is
authorlized to use of wp to five
percent of the funds provided for
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£33 orzzorzionazis parzocaEZa uns
0% 1I3 -I23zT5373s e-tsricrmente Ces-
crizcs r£zra (i) g=ssacrollar o mejo-
rar 1os sistemas y procedimientos
utilizaacs tanto per las enticades
eje:ut:ras como por el GOCR , y/o
(2) zlizar auditorfas fimancieras
y de CJnﬂllmlento necesarias para
los programas,

eccibén C. Asignacidén de Fondss por
Parte del GOCR. Al suscribir este
Acuerdo, AID conviene en que que el
GXCR podrd asignar fondos para los
programss descritos y hasta por los
montos designados en la Seccidn A,
anterior, de  acuerdo con Sus
requisitos de documentacién internos
sin Qque medie un acuerdo escrito
adicionzl con la AID, excepto para
el programs 0= apoyo al sector de
Dessrrollo Comunal descrito en la
Subseccién 4 anterior, el cual
requiere acciones adicionales
espec{ficas antes de asignar
fondos. Las transferencias y
desembolsas efectuados después de la
asignacidén serdn hechos conforme a
los procedimientos establecidos en
1a Seccidn D siguiente.

Seccidén D.
las Partes

Resoonsabilidades de

1. Responsabilidades del GOCR.

El GOCR, por medio del Ministerio
de la Presidencia (el cual contaré
con la ayuda de la OQOficina de
Control y Seguimiento y la Unidad de
Ejecucibn del PL 480 del Ministerio
de Planificacifin), verificard que el
disefio, ejecucifn, seguimiento vy
evaluacifin ge los progranas sea COM-
pleto:

a. Aprobando actividades sectoria-
les especi{ficas basadas en la
revisién de su solidez programd-
tica, administrativa y financie-
ra y en una consideracién ade-
cuada del impacto ambiental;

gzc™ ©f the atove-Jdascribas pII3TETs
te (1) covelop or imcrsve tne flmz-.

cial syst e“s and procedures u:e: Dy
either the implementing entities

or the GOCR, and/or (2) conduct
necessary financial and compliance
audits of the programs.

(')

Section C. GOCR Assignment of
Funds. In signing this Agreement,
RID agrees that the GOCR may
proceed to assign funds for the
programs described and up to the
amounts designated in Section A
above, according to its internal
documentation requirements without
further written agreement with AID,
except for the Community
Development sector support program
described in Subsection 4 above,
which requires specific additionmal
actions prior to assigment of
funds., Transfers and disbursements
after assigwment will be in
accordance with procedures set for
in Section D below.

Section D. Responsibilites of the
Parties.

1. GOCR Responsibilities, The
GOCR, through the Ministry of the
Presidency (which will be assisted
by the Office of Contral and Fallow-
up and the Ministry of Plamning's
PL 480 Implementing Unit), will
ensure sound design, implementation,

a. Approving Individmal  sector
activities based on review of
programmatic, administrative,
and financial soundness, and
adequate consideration of
envirormental impact;
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Tz sspuitients a las activie
gazes referentes a la adminis-
tracién finanziera y progreso
glosal de los programas;

verificando que los programas y
mezanismos  de ejecucidn  sean
congruentes con las cldusulas de
polftica de los Acuerdos ESR,
con especial atencidn a las
cldusulas relativas a programas
de vivienda;

Asegurédndose de que los fondos
programadcs se usen para apoyar
las categorfas sectoriales que
se acuerdan por este medio;
Realizando evaluaciones de los
programas;

Poniendo a disposicidn de la AID
0 su representante, para que la
examine, la documantacién rela-
tiva al uso de los fondos en
moneda local, segdn se detalla
en la Seccidén E abdbajo;

Manteniendo registros contables
de acuerdo con regulaciones
establecidas por las leyes
costarricenses, suficientes para
administrar la programacién vy
desembolso de los fondos para
apoyo sectorial y mostrar en su
totalidad el estado en que se
encuentra la ejecucién de los
programas. {Cada entidad
ejecutora wmantendrd registros
contables detallados de

conformidad con el Artfrulo 1V,

Sectidn B.).

verificar que se Tealicen las
auditorfas de los programas de
conformidad con el Art{culo IV.,
Seccién D.)

Monitoring  activities  wiin
regard to finmancial managanent
of

and overall progress the
programs;

Ensuring that programs and
implementation mechanisms are

consistent with policy covenants
under the ESR agreements, with
special attention to covenants
related to housing programs;

Ensuring that the funds pro-
grammed are used to support the
sector categories agreed upon;

Conducting evaluations of the
programs;

Making available for examina-
tion by AID or its represen-
tative documentation relating
to local currency wuse, as
detailed in Section E of this
Article; and

Maintaining accounting recoras
in accordance with the regula-
tions established by the Cos-
ta Rican laws, sufficient to
manage the programming and
disbursement of the sector sup-
port funds and to fully dis-
close the status of implementa-
tion of the programs. (Detailed
accounting records will  be
maintained by each implementing
entity 4n accordance  «dth
Article IV, Section B.)

Ensuring that audits of the pro-
grams are undertaken in
accordance with Article 1v.,
Section D.
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a. Azoir cuentas separadas en el
BZCR de acuerdo con la Seccidn
C.l. gescrita adbajo;

b. Transferir y desembolsar 1los
fondos, a solicitud escrita de
la AID y el GOCR, de acuerdo con
las disposiciones de transferen-
cia y desembolso inclufdas en la
Seccién D descrita abajo, o de
otro modo, segdn lo convengan
por escrito el GOCR y AID; y

c. Mantener documentacidn adecuada
que demuestre la transferencia y
desembolso de fondos.

3. Resoonsasilidades de la
AID. La responsabilicad de AID se
imita a revisar la documentacidn
para determinar que la moneda local
fue transferida o desembolsada a
cuentas acordes con la programacién
sectorial presentaca en este Acuerdo.

Seccién E. Transferencia y Desem-
bolsc de Fondos

1. Transferencia de Fondos

a. El BCCR abrird cuentas
separadas, que no devenguen
intereses en el mismo BCCR, a nombre
ge las instituciones ejecutoras o
bien gdel sector especifico o
contrapartida que se financiard a
wmds tardar tyeinta dias después de
fTirmarse este Acuerdo; dentro del
wmismo lapso el 8CCR yproporcionard a
Ix AID uw lista te las cuentas a
satisfaccifn o& la AID. E£1 BCCR
también proporcionard una copla de
la lista al GOCR.

b. Dentro de los quince
dfas siguientes al recibo de la lis-
ta, la AID emitird documentacién con
instrucciones al BCCR para transfe-

2. 223 R2soonsibilities,

Tne BCCR will Tz tesponsizie fort

a., Opening separate accounts in
the BCC accorcance with
Section D.1. below;

b. Transferring and  disbursing
funds upon written request from
ARID and the GOCR, in accordance
with the transfer and
disbursement provisions
included in Section D below or
as otherwise agreed to in
writing by AID and the BCCR;
and

c. Maintaining adequate documenta-
tion demonstrating the transfer
and disbursement of the funds,

3. RID Responsibilities.
AID's responsibility 1s limited to
reviewing documentation to deter-
mine that local currency was trans-
ferred or disbursed to accounts
consistent with the sector program-
ming presented in this Agreement.

Section E. Transfer and Disburse-
ment of Funds,

1. Transfer of Funds

a. The BCCR will open a
separate, nmon - interest - bearing
account in the BCCR in the name of
the implementing institutions ar the
specific sector or counterpart to
be financed not later than thirty
days after the signing of this
Agresnent; and «ithin that time,
the BCCR shall provige to AID a
list of the sccouts satisfactory
to AID. The SCCR shall also
provide a copy of the list to the
GOCR.

b. Within fifteen days
after receipt of the list, AID will
issue documentation instructing the
BCCR to transfer funds from the
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c. El BCCR contrafirmard
el documento presentado por la AID y
efextuard la transferencia,

2. Desambolso de Fondos

a. El GOCR y la AID acor-
dardn un procedimiento para el de-
sembolso de fondos de las cuentas
espec{ficas del BCZCR a las unidades
ejecutoras o a sus cuentas en el

istema bancario nacional. Este
procecimiento reflejard los mejores
esfuerzos del GOCR y de la AID para
cumzlir con lecs requisitos de ejecu-
cién del programa manteniéndose den=
tro de los limites de monetizacidn.
£1 BCCR verificard que se cumpla con
los limites de monetizacidn,

b. Una vez Que el proce-
dimiento haya sido aprobado, el BCCR
podrd, a solicitud del GOCR, desem=
bolsar fondos de las cuentas indivi-
duales del BCCR a las unidades eje-
cutoras o a sus cuentas en el siste-
ma bancario nacional conforme a los
procedimientos acordados.

Seccién F. Informes. El  GOCR
acuerda proporcionar a la AID los
siguientes informes durante 1la vi-
gencia del Acuerdo:

Jd. Informes trimestrales ode los
desembolsos de las cuentas espe-
cificas del 8COR hacia las uni-
dades ejecutaras o0 sus cuentas
en el sistema bancario nacional;

y

2. Informes semestrales del progre-
so global de los programas sec-
toriales.

..... Acosont into tne fnzivioacsl
accounts.
€. The BZCR will counter-
sign the document presented by AID
and effect the transfer,

2. Disbursement of Funds,

a. The GOCR and AID will
agree upon a procedure for
disbursement of funds from the
indivigual BCCR accounts to the

implementing institutions or their
accounts in the national banking
system, The procedure will reflect
GOCR and RID best efforts to meet
program implementation requirements
while complying with monetization
limits, The BCCR will ensure
adherence to monetization limits,

.b. Once the procedure has
been approved, the BCCR may, at the
request of the GOCR, disburse funds
out of the individual BCCR accounts
to the implementing institutions or
to their accounts in the national
banking system in conformance with
the agreed procedures.

Section F. Reports. The GOCR
agrees to provide AID with the
following reports during the life
of the Agreement:

1. Quarterly reports on
disbursements from Jindivigual

2. Semi-armwal reports on the
overall progress toward
objectives of the  sector

programs.
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1. Fundamento de la Aprobacidn
dge ls ARIC. La aprobacidn por parte
estas actividades secto-

ge L.l g2
riales refleja su conformidad con
los programas sectoriales globales,
basdnJose en que ellos son coheren-
tes con el Acta de Asistencia Exte-
rior y con el Convenio General, La
aprocacién no se basa en una valora-
cién técnica o cualitativa de las
actividagdes individuales,

2. Redepdsito de Fongdos. Si
sucedsn eventos Qque den a la AID
bDases razonadbles para creer que el
GOZR 0 cualguiera de las unidades
ejecutoras han fallado en el cumpli-
mientoc de este Acuerdo, la AID podrd
solicitar que se redepositen en la
Cuenta Especial cualesquiera montos
gastados contra las normas de este
Acuerdo,

ARTICULO III. Contrapactida del GOCR
a rroyectos F1nanclados
por ia AID

Seccidn A. Resumen de Programa-
cidn de la Contrapartica del GOCR,
gl total de 800 millones de colones
disponibles bajo este Acuerdo como
fondo de contraparte para la progra-
macién de los Proyectos de AID se
compromete bajo el Proyecto de Cone
solidacidn de la Zona Norte conforme
al Acuerdo firmado el 22 de agosto
de 1588 por la AID y 2l GOCR en el
e el GICR conviene en gproveer
1.058 millones de colones £omD TON-
trapartida para el gproyecto.

Seccitn 8. Responsabilidades de

las Partes. Las responsabilidades
delineadas en esta seccién son rela-
tivas Unicamente a la administracifén
de 1los recursos de contrapartida en
moneda local comprometidos al tenor
de este Acuerdo,

I R

1, Bazsis of RID Approval.

AID's approval of these sectar
programs reflects concurrence in

the overall sector programs on the
basis that they are consistent with
the purposes of the Fereign
Assistance Act, and with tne
General Agreement, The approval

is mot based uwpon a technical ner
qualitative assessment  of the
individual activities includes in
the sector program.

2. Redeposit of Funcds., 1If
events have occurred that give AIZ
reasonable grounds to believe that
the GOCR or any GOCR implementing
entity has failed to comply with
this Agreement, AID may require the
redeposit into the Speczial Account
of any amounts expended in
violation of this Agreement.

ARTICLE III. GOCR Counterpart to

RID-financed Projects

Section A. GOCR Counterpart Pro-
gramming Summary, The Total C300
million made available under this
Agreement for counterpart to RAID
projects programning is committed
to the Northern Zone Consolidation
Project pursuant to the agreement
signed on August 22, 1988,

between AID and the GOCR in ahich
the GOCR agreed to provide C1.058
billion far couterpart to the
sroject.

Section B. Responsibilities of the
Parties, The responsibilities out-
Iined In this section relate only to
managament of the counterpart local
currency resources committed under
this Agreement,
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1, =Sssocrsabilidsces del GCR.
FL GOCR es responsac.e de la admi-
nistracién financiera dge la contri-
buzidn de contrapartida comprometida
se3in la Seccién A anterior.,

2., Responsabilidades de AID.
La responsacilidad de la AID se Ii-
mita a la revisién de la documenta-
cidén para determinar que los fondos
en moneda local fueron transferidos
0 desembolsados a cuentas congruen-
tes con la programacién de proyectos
del GOCR presentados en este Acuerdo
como contrapartida de los proyectos
financiados por la AID.

3. Responsabilidades del 8CCR.
Las responsabllidades del BCCR se
establecen en el Artfculo II, Sec-
cidn C.3. detallado anteriormente.

Seccién C. Transferencia y Desembol-
sO de Fondos. Los procedimientos
para la transferencia y desembolso
de Fondcs se establecen en el Ar-
tfculo II, Seccién D.

ARTICULO IV. Disposiciones Generales

Seccién A, Prohibicién. Ninguno de
los fondos de este Acuerdo se usard
para capacitacién policial o con
propésitos militares ¢ paramilitares.

Seccién B. Contabilidad y Registros.
El GOCR verificard que las entidades
ejecutoras responsables gesignadas,

-

aceptadas, adecuatas para Iespaldar
total:mtelosgnstosyelrecimde
bienes y servicios al tenor de este
Acuerdo. Igualmente, E1 GOCR se
asegurard de que los registros fi-
nanciergs, documentacién de apoyo vy
toda otra documentacidn pertinentes
a este Acuerdo sean mantenidos por
la unidad ejecutora correspondiente

fon)
(OV)

1, GXCR Responsizilities,
The GOCR, tRrough the MimIstry of
Planning (MIDEPLAN), is responsible
for the financial management of the
counterpart contribution conmltted
under Section A above.

2. AID Responsibilities.
AID's responsibility Is Iimited to
reviewing documentation to aester-
mine that local currency was trans-
ferred or disbursed to accounts
consistent with GOCR counterpart to
AID-financed projects projram-
ming presented in this Agreement.

3. BCCR Responsibilities, The
BCCR responsibilities are set forth
in Article II, Section C.3. above,

Section C. Transfer and Disburse-
ment of Funds. Procedures for the
transfer and disbursement of Funds

are set forth in Article 1II,
Section D.

ARTICLE IV. General Provisions
Section A. Prohibition. No funds

under this Agreement will be used
for police training or for military
or paramilitary purposes.'

Section B. Accounting and Records.

The GOCR shall assure that 1Its
designated responsible implementing
entities, as appropriate, | will
saintain books, records, documents,
ond other evidence in
accordance with generally accepted
accounting to fully
substantiate expendjtures and
Tecelpt of goods and services under
this Agreement, Similarly, the
GOCR shall assure that financial
records, supporting documents, and
all other records pertinent to this
Agreement shall be maintained by
the responsible entity for a period
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0= la fezra gel Gltimd desembsolso

re3lizado bajo este Acuerdo. La AID
a solicitug suya tendrd acceso opor-
tuno a la documentacidn oe apoyo vy
poard visitar los lugares en donde
se llaven a cabo las actividades,
segun sea aproplado, con el fin de
verificar que se cumplan los térmi-
nos de este Acuerdo.

Seceidn C. Auditorfas. Exdmenes de
los programas financlados bajo este
Acuerdo en forma de auditorfas se
llevardn a cabo al menos una vez
dentro de un perfodo de 12 meses
luegs de haderse iniciado cada
rograma de asistencia sectorial y
después de estc al menos una vez
cada dos afos. También habrd wuna
auditorfa de cierre para caca uno de
los programas, Tales auditorias
serdn hechas por 1la Contralorfa
General de la Repdblica de acuerdo

con sus facultades legales o por
firmas contables publicas
establecidas en (Costa Rica segdn

prdcticas contables aceptables. Se
proporzionard a la AID una copia de
togos los informes de auditor{a.

Seccién D. Uso de los Fondos. A
menos Qque las partes convengan de
otra forma for escrito:

1. Salarios y Suplementos. El
GOCR se asegurara de que cuaiquiera
de los fondos proporcionados bajo
este Acuerdo gue Se use pars pagar
salarios y asignaciones a empleados
gel GOCR serd pagaco a una tasa ™o
uds alta que la pemmitida 5ajo las
Tegulaciones del

proporcionando  pagos
duplicados o suplementarios.

2. Costos Locales, Los fondos
proporcionados bajo este Acuerdo se
usardn principalmente para financiar

14

of tnre2e yeasrs from tne c3tz cf tns
last disdursament hereunder., AID
shall have timely access to

11

supparting documentation and sha
be able to visit activity sites,
as appropriate, in order to
verify compliance with the term
of this Agreement.

-

Section C. Audits, Examination of
the programs financed under this
Agreement in the form of audits
shall be made at least once witnin
the 12-month period following the
initiation of each secter
assistance program and thereafter
at least once every two years.
There shall also be a closing audit
for each of the programs. The
audits will be made by the
Controller General of the Republic
in accordance with its legal
authorities, or by independent
public accounting firms organized
to do busimess in Costa Rica in
accordance with normal accounting
practices, A copy of all audit
reports shall be furnished to AID.

Section D. Use of Funds. Except
as the Parties may otherwise agree
in writing:

1, Salaries and Supplements.
The GOCR shall ensure that any
funds provided under this Agreement
used to pay salaries and allowances
to GOOR employees shall be paid at

payments are being provided from
another source,
2. Local Costs. Funds

provided under this Agreement will
be wused principally to finance
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cclocnes) de

- - _— -
cost2s locales (en
-

b

lzmes  y  s=Ivicios, Los bienes
importadss al pafs mediante canales
conerciales, pero no espec{ficamente
importagos para  un proyecto o©
program de desarrollo, son
elegibles, en tanto sean pagados en

colones en (osta Rica y que su
fuente y origen sea 1los Estados
Unidos y naciones del mundo libre,

3. Vviajes y Vidticos. Para
todas las actividades que se reali-
cen al tenor de este Acuerdo que
requieran de viajes y vidticos, los
montos mdximos que un viajero indi-
vidual reciba en reembolso serdn
fijados conforme a los procedimien-
tcs establecidos en la unidad ejecu-
tora. E1 total pagado por vidticos
nc deberd exceder las tasas de vié-
ticos fijadas por el Gobierno de los
Estados Unidos, a menos Qque la AID
convenga de otra forma por escrito.

Seccién E. Precios Razonables. Las
unidades ejecutoras no pagardn mds
que los precios razonables por la
adquisicién de bienes y servicios
financiados parcial o totalmente
bajo este Acuerdo, Tales bienes y
servicios se procurardn mediante el

empleo de précticas comerciales
justas y correctas, Para todo
trabajo se obtendrdn cotizaciones

competitivas de acuerdo con las
leyes de Costa Rica.

RRTICUO V. Vigencia del Acuerdo

A meros que las Partes convengan de
otra forma por escrito, la fecta de
teminacidn de la finenciacidn sec-
tarial y de contrapartida cubiertas
por este Acuerdo, Sserd 8 de
Diciembre de 1993, fecha en la cual
todos los servicios financiados al
tenor de este Acuerdo ya habrdn sido
realizados y todos los Dbienes
financiados bajo este Acuerdo habrdn
sido entregados para los programas y
contrapartida contemplados bajo este
Acuerdo.

wn

iozal (cclon) costs of goscs &ms
services., (Goods imported imte tng
country through connercial

channels, but not
imported for a project or
development program, are eligible,
so long as they are paid for in
colones in Costa Rica and their
source and origin is the United
States and free-world nations.

specifically

3. Travel and Per Diem., For
all activities under this Agreement
that require travel and per diem,
the  maximum amounts that an
indivigual traveler may be
reimbursed shall be the amount
provided for in the implementing
entity's established procedures.
The total paid for per diem may not
exceed Government of the United
States per diem rates, unless AID
otherwise agrees in writing.

Section E. Ressonable Prices.
Implementing institutions shall pay
no more than reasonable prices for
the procurement of goods ang
services financed in whole or in
part under this ARAgreement., Such
goods and services will be procured
by employing fair and good
commercial practices, Competitive
quotations for all work will be
obtained as required under Costa
Rican law,

ARTICLE V. Effective Life of the

counterpart Tinancing

this Agreement, which is December 8,

1993, 1is the date by which all
services financed under this
Agreement will have been performed
and all goods financed under the
Agreement will have been furnished
for the programs and counterpart
contemplated under this Agreement,
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EN FE DE LO CuaL, la Replblica de
Costa Rica, el Banco Central de Cos-
ta Rica, y los Estados Unidecs ge
América, cada uno actuando por medio
de sus representantes debidamente
autorizados, han hecho que este
Acuerdo se firme en su nombre y rige
a partir de la fecha y afio del mismo,

RZPUS.ICA DT CCSTA RICA

Qoo\. Q&M\
ri crigo Arias Sancnez !
MiKstro de la Presidencia

BANCO CENTRAL DE COSTA RICA

Banco Central de Qosta Rica

1€

A3TIC.E VIL

This Agreament is prepared in both
gnglish angd Spanish, In the event
of ambiguity or conflict between
the two versions, the English-
language version will prevail.

IN WITNESS WHERECF, the Republic of
Costa Rica, the Central Bank of
Costa Rica, and the United States
of America, each acting through its
duly authorized representative,
have caused this Agreement to bDe
signed in their namss and geliverec
as of the day and year of this
Agreement,

UNITED STATES OF AMERICA

Lote_ ()

Carl H, Leonard
Director
USAID/Costa Rica
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grEX I

SExD L
LOCAL CoR=NIY PROGEAY 24
PRSPUESTO DEL PRISRAMA 0E MIEDA LOCAL
(colones)

Program Amount

Programa Monto
Sector Support
Apoyo Sectorial
Agua

Transportation Imfrastructures
Infraestructura peva el Transporte

Eoucation Infrastructure
Infraestructura para Educazidn

Child welfare and Health
Binestar y Salug Infantil

Community Development
Desarrcile Comunal

Rgriculture
Agricultura

Rural Housing
Vivienda Rural

Public Sector Finance
Financiamiento al Sector Pdolico
Subtotal
Counterpart to GOCR/RID Projects
Contrapartida @ Proyectos GOCRAID

Northern Zone Consolidation
Consolidacién de la Zone del Norte

TOTAL

760,000,000

345,000,000

300,000,000

100,000,000

320,000,000

345,000,000

335,741,500

3,335,741,500

800,000,000

£,135,741,200
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ACUERDQ DE EJECUCION fechado el
23 de diciembre, 1888, entre el
Gobierno de Costa Rica ("GOCR®),
representado por el Ministro de la
Presidencia, y el Gobiemo de los
Estados Unidos de América,
representado por la Agencia para el
Desamolio Internacional ("A.lLD."), en
conjunto llamados las "Partes”.

POR CUANTO, los Gobiernos de Costa
Rica y Estados Unidos de América
celebraron un "Convenio para la Ayuda
Econdmica, Técnica y para Propdsitos
Afines" (Convenio General), aprobado
por la ley costarricense No. 3011 del 18
de julio de 1962, que continua en vigor,
segun el cual la ayuda del Gobiernc de
los Estados Unidos se proporciona
conforme a acuerdos escritos y firmados
entre los representantes de ambos
gobiernos;

POR CUANTO, el Articulo | del
Convenio General estipula que a fin de
ayudar al Gobierno de Costa Rica en lo
que respecta al desarrolio nacional y a
sus esfuerzosngor alcanzar el progreso
social y economico por medio de la
utilizacidbn efectiva de sus propios
recursos y otras medidas de ayuda
ropia, el Gobiemo de los Estados
nidos de Ameérica proporcionara la
Ayuda econdmica, técnica y para
asuntos afines que soliciten los
representantes de organismos
competentes del Gobiermo de Costa Rica
y que aprueben fos mpr:sqrﬂarﬂes del
organismo u organismos designados por
olgaGobum‘ de los Estados Unidos de
América para la administracion de sus
compromsos bajo el Acuerdo General. v
Dicha ayuda se propofcionara conforms
a acuerdos escritos y firmados entre los
representantes antenormente indicados;

POR CUANTO, el GOCR creo” una~
Comisién del Gobiemo de Costa Rica,
por el Decreto Ejecutivo No. 18108-P del
29 de abril de 1888, publicado en el
Diario Oficial, "L.a Gaceta®, el 20 de junio

IMPLEMENTATION AGREEMENT
dated December 23, 1988 bstwaen the
Govemment of Costa Rica ("GOCRT),
represented by the Ministry of the
President, and the Government of the
United Statss of America, represented by
the Agency for intemational
Development ("A.1.D."), together refsrred
to as the "Parties”.

WHEREAS, the Governments of Costa
Rica and the Unied States of America
entered imo a "General Agreement for
Economic, Technical and Related
Assistance" (General Agreement), which
was approved by Law No. 3011 on July
18, 1962, which continues in elect,
under which assistance from the
Govermmment of the United States may be
provided in accordance with agreements
written and signed between
representatives of both Governments.

WHEREAS, Aricle | of the General
Agreement provides that to assist the
Government of Costa Rica in its national
development and in its efforts to achieve
economic and social progress through
eHective use of its own resources and
olher measures of seli-help, the
Government of the United States of
Amenca will furnish such economic,
technical and related assistance as may
hereafter be requested by
representatives of appropnate agencies
of the Government of Costa Rica and
approved by representatives of the
agency or agencies designated by the
Govermmert of the United States 1o
administer #ts responsibilities within the
General Agresment. Such eassistance
mn be made available in accordance

ith written arrangements agreed upon
between the above-mentioned
representatives;

WHEREAS, the GOCR created the
Government Commission of Costa Rica
by Executive Decree No. 18108-P of

rl 29, 1988, that was published in the
official publication, "La Gaceta®, on June



de 1858, ("Comisién de! GOCR"), con el
propdsito  de atendsr los asuntos
relacionados con el Convenio Gensral, y
con acuerdos escritos que se llegaren a
firmar entre ambos gobierncs en el
marco de ese Convenio; y

POR CUANTO, las Partes desean
suscnbir el presente Acuerdo para la
adecuada ejecucidon del Convenio
General y a fin de establecer
mecanismos eficientes para aprovechar
jos propoésitos comunes de cooperacion,
definiendo las formas de esa
cooperacion, los programas y
actividades hacia los que se destinara

AHORA, POR TANTO, con el espiritu de
cooperacién hacia el fomento del
progreso econdmico y social de Costa
Rica conforme al Articulo | del Convenio
General, las Pares acuerdan o
siguients:

ARTICULOQ | Para los fines de este
Acuerdo se entenderd que la "Ayuda”
estd constituida por las sumas en
colones gque resulten de los dodlares
estadounidenses  suministrados  por
A1.D. a travées de los Programas de
Estabilizacién y Recuperacién
Econdmica, que se colocardn en una
Cuenta Especial en el BCCR.

ARTICULQ Il El Gobierno de Costa Rica
solicitard la Ayuda del Gobiemo de los
Estados Unidos, a través de A.LD.,
dentro del marco del “Convenio
Gene&a!', por medio de {a Comisidn del

ARTICULD Iil La Comisién del GOCR y
la A.l.D., directamente o a través de sus
respectivos funcionarios .  técnicos
autorizados, llevardn a cabo consultas
para analizar las solicitudes de Ayuda.

ARTICULO 1Y A.l.D.,, actuando en
representacidon del Gobiemo de los
Estados Unidos, revisard las solicitudes

de la Comisién del GOCR v, si se

20, 1888, ("GOCR Commission”) for the
purpose of addressing subjects related to
the Genera! Agreement and the written
assistance agreements that may .be
signed between the Governments under
that Agreement; and,

WHEREAS, the Parties wish to ensure
the satisfactory implementation of the
General Agreement to establish efficient
mechanisms in their common interest,
defining those forms of cooperation and
the programs and activities to which the
assistance under the General Agreement
is destined.

NOW THEREFORE, in the spirt of
cooperation foward furtherin the
economic and social progress ot Costa
Rica pursuant to Aricle | of the General
Agreement, the Parties agree as foliows:

ARTICLE | For purposes of this
Agreement the  "Assistance” s
constituled only of the funds in colones
enerated from U.S. dollars provided by
1.D. through Economic Stabilization
and Recovery Programs and which are
deposiled in a Special Account in the
Central Bank of Costa Rica ("BCCR").

ARTICLE || “The Government of Costa

Rica requests for Assistance falling

within the framework of the General

reememt will be made through the

Commission 0 A.LD., acting on

gteahtaﬂmmeﬁomﬂofﬂ\el)nhed
es.

ARTICLE 1l The GOCR Commission
and A.LD., directly or through their
authorized technical officers, will meet to
review the requests for Assistance.

ARTICLE [V A.ID. wil review the
GOCR Commission’s requests and, if
approved, will enter into written Joint



aprueban, se estableceran por escrilo
Acuerdos de Programacion Conjuntos
para disponer el desembolso de los
fondos de las solicitudes de asistencia
aprobadas. A..D. consultard con la
Comisién del GOCR antes de efectuar
una determinacién final con respecto a
las solicitudes.

ARTICULQ V EI GOCR cuidard de que
los programas y aclividades para los que
solicite Ayuda bajo esté Acuerdo estén
conformes con las leyes, reglas vy
regulaciones de Costa Rica.

ARTICULO V| Los programas y
actividades para los que se apruebe la
Ayuda, serdn compatibles con la
direccion de la cooperacién y los
objetivos esbozados en el Convenio
General y se disefaran para contribuir al
desarrolio nacional de Costa Rica. Estos
programas y actividades pueden ser
ejecutados por medio de Organos
publicos u otras entidades publicas de
cualquier naturaleza, por medio de
entidades  privadas, © mediante
organismos internacionales no
gubernamentales de caracter regional
que tengan su sede en Costa Rica. En
el caso de las entidades privadas,
pueden ser escogidas como unidades
ejecutoras  las  asociaciones y
fundaciones, y, ademas, olras entidades
privadas que como receptores directos
no deriven ventajas comerciales de su
condicion de unidades Bjecutoras, ni
realioen esa actividad con propisios
lucrativos propios.

ARTICULD Wi {(os programas vy
actividades cuya ejecucion se realice ror
medio de organismos del sector publico
seran compatibles con el fin y &mbito de
competencia de esos organismos. La
ayuda econdmica que se suministre para
los programas y actividades que esos
organismos ejecuten, se incorporara a
los respectivos presupuestos, segun lo
que establezcan las leyes
costarmmicenses, y se subordinard ademds

Programming Agreemenis providing for
the disbursement of funds from approved
Assistance requests. Al.D. wili consult
with the GOCR Commission before
making a final determination regarding
approval of the requests.

ARTICLE Y The GOCR represents that
the programs and activities for which
Assistance is requested and which are
set forth in this Agreement are permitied
by applicable Costa Rican laws, rules,
and regulations.

ARTICLE V| The programs and activities
financed through the Assistance will be
compatible with the aims of cooperation
and goals outlined in the General
Agreement and will be designed to
contribute to the national development of
Costa Rica. These programs and
activities may be implemented by public
organizations or other public entities of
whatever nature, by means of private
entities of whatever nature, or through
nongovernmental  intemational  or-
ganizations, regional in character,
headquartered in Costa Rica. In the
case of private entities, associations and
foundations may function as
implementing organizations.  Further,
other private entities that serve as direct
recipients of funds will not derive
commercial benefit through their position
as sn implementing organization, nor
undertake this function for their own
profit-making purposes.

ARTICLE Vil The programs and
activities whose execution is carried out
by public sector organizations will be
compatible with the goals and

~capabilities of those organizations. The

Assistance made available for those
Bro?rams and activities to be carried out

y those agencies and entities shall be
incorporated into  their respective
budgets according to established laws of
Costa Rica, and shall be subject, as waell,



a ics procedimientos, conlro'es y modos
de evaluacidn adicionales que sean
compatibles con lo previsto en las leyes
de Costa Rica y que sean requeridos por
AlD. segun los Acuerdos de
Frogramacion Conjuntos. Los
programas y actividades que se realicen
por medio de entidades del sectlor
privado o por organismos internacionales
no = __gubesrnamentales gstaran
subordinadas a los procedimientos,
controles y modos de evaluacion que las
Parles establezcan en los Acuerdos de
Programacion Conjuntos.

ARTICULO _VIII  Para facilitar la
operacion de este Acuerdo y del
Convenio General, y la realizacion de los
programas y aclividades que se
financien con la Ayuda, las Partes
convienen en que en los futuros
Acuerdos de Programacidén Conjuntos,
se asignaran fondos a la A.lLD,
adecuados a sus tareas. Los bienes que
A.1.D. adquiera con esos fondos pasaran
al GOCR, para los fines que éste quiera
darles, una vez que la A.l.D. manifieste
que no los requiere. Ademas, en los
Acuerdos de Programaciéon Conjuntos se
asignardn a A.LD. fondos adecuados
para emplearse en los programas y
actividades ejecutados por A.LD. para
los propésitos establecidos en el
Convenio General.

ARTICULQ IX Las Partes, por medio de
Acuerdos Conjuntos de Programacion,
de conformidad con este Acuerdo y el

programas y actividades individuales que
son objeto de la Ayuda.

ARTICULO X: ALD. y ta Comisidn del
GOCR cooperaran para asegurar que el
propésito de este Acuerdo se lleve a
cabo y, ante la peticidn de cualquiera de
los dos, intercambiar pumtos de vista
sobre el Acuerdo y las actividades
financiadas bajo el mismo. Este acuerdo
puede enmendarse bajo cualquier forma
escritaD de conformidad entre el GOCR y
la AD.

to the additiorai procedures, contro's a~d
means of evaluation compatible with that
provided by the laws of Costa Rica and
required by A.L.D. in accordance with the
Joint Programming Agresments. The
programs and activities carfed out by
entties of the private sector or by
nongovernmental intermational
organizations will be subject to the
procedures, controls and means of
evaluation established by the Parties in
the Joint Programming Agreements.

ARTICLE VIlII To facilitate the success
of this Agreement and the General
Agreement, and the programs and
activities  financed through the
Assistance, the Parties agree that in
future Joint Programming Agreements
adequale funds will be provided 1o A.l.D.
for the accomplishment of its tasks. The
non-expendedfhysical property and real
property that A.l.D. aquired with those
funds will be conveyed to the GOCR, for
whatever uses that it wishes, once A.l.D.
determines that it no longer requires
such property. Furthermore, Joint
Programming Agreements will provide
adequate funds to A.L.D. to be used in
programs and activities administered by
A.1.D. for the purposes established in the
General Agreement.

ARTICLE IX. The Parties, by means of
Joint Programming Agreements, in
accordance with this Agreement and the
General Agreement, il establish

f ‘ ntation detaiis

are the object of the Assistance.

ARTICLE X AILD. and the GOCR
Commission will cooperate to assure that
the purpose of this Agreement is carried
out and wil, at the request of either,
exchange views on the Agreement and
the activities financed under the
Agreement. The Agreement may be
amended by any form of written
agreement between A.ILD. and the
GOCR. -



EN FE DE LO CUAL, los Gobiemos ds
Costa Rica y de los Eslados Unidos de
America, cada uno actuando a través de
su representante debidaments
autorizado, han hecho que este Acuerdo
se firme y se ejscute a partir de la fecha
y afo que lo encabezan.

coy (N Vo

Rogrigo Atias Sanchez
Ministro de la Presidencia

(82}

IN WITNESS WHEREOF, the
Governments of Costa Rica and the
United States of America, each acting
through its duly authorized
represeniatives, have caused this
Agreement to be signed and delivered as
of the day and year first written above.

Lo

Carl H. Leonard
Direclor USAID/COSTA RICA
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NITtohern Zone
RIZ Opereting txpenses
Punlic Sector tfficiency
Suzsiemental Sector Suppcot

Progras Trust Funds

Sus=Total
GOCR Sectoral Swpport
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(% egquivalent)

1,535
10,933
10,038
24,000

3,002

5,002

5,032

5,009

4,500

$ 70,000

15,000

3 85,000





