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I. SUMMARY A N 0  RECOMMENDATIONS 

T h i s  docment  r e q u e s t s  a u t h o r i z a t i o n  of $85.0 m i l l i o n  i n  
Econa-n i c  Support Funds f o r  t h e  1989 Econa-n i c  S t a b i l i z a t i o n  a d  Recovery 
VIII program t o  be provided a s  a cash t r a n s f e r  t o  t h e  Goverment of Costa 
Rica. While t h e  Costa Rica ESF t o t a l  is  $90 m i l l i o n ,  USAID and t h e  GOCR 
have agreed t h a t  $5 m i l l i o n  w i l l  be used t o  f i n a n c e  p r o j e c t s .  The ESF 
balance  of paynents a s s i s t a n c e  w i l l  be used t o  suppor t  t h e  Costa Rican 
econanic s t a b i l i z a t i o n  program by providing funds t o  f inance  e s s e n t i a l  
imports  from t h e  U.S. -- i .e. ,  raw m a t e r i a l s ,  s p a r e  p a r t s ,  and 
in te rmedia te  and c a p i t a l  goods requ i red  by t h e  Costa Rican product ive  
p r i v a t e  s e c t o r .  An equ iva len t  m o u n t  of l o c a l  currency made a v a i l a b l e  by 
t h e  GOCR under t h e  program, equa l  t o  t h e s e  d o l l a r  funds,  w i l l  be used f o r  
a c t i v i t i e s  c o n s i s t e n t  wi th  t h e  U.S. and GOCR developnent s t r a t e g i e s  f o r  
Costa Rica i n  accordance wi th  agreements made wi th  t h e  GOCR. 
I l l u s t r a t i v e  u s e s  of l o c a l  cu r rency  funds i n c l u d e  t h e  following: expor t  
and investment prunot ion,  n a t u r a l  r e sources ,  housing,  pub l i c  s e c t o r  
e f f i c i e n c y  a c t i v i t i e s ,  A I D  o p e r a t i n g  expenses,  program t r u s t  fund 
a c t i v i t i e s  and t r a i n i n g .  ~ u t h o r i z a t i o n ' t o  o b l i g a t e  t h e  e n t i r e  $85 
m i l l i o n  is requested.  Disbursanents  a r e  planned i n  t h r e e  t r anches  based 
on t h e  Costa Rican performance a g a i n s t  t h e  c r i t e r i a  and s p e c i f i c  
covenants descr ibed i n  Sec t ion  V. of t h i s  docunent. 

0 .  Recmmendations 

1. That t h i s  PAAD be approved, a u t h o r i z i n g  the $85.0 
m i l l i o n  ESR VIII program and t h a t  o b l i g a t i o n  of a g r a n t  f o r  t h e  e n t i r e  
$85 m i l l i o n  i n  Econanic Support  Funds f o r  Costa Rica be au thor ized ,  t o  be 
provided a s  a cash t r a n s f e r ;  

2. That the Mission be au thor ized  t o  vary the d i sbursanen t  
p lan  conta ined in Sec t ion  1II.D. a s  requ i red  t o  mainta in  a n  even and 
r a t i o n a l  flow of f o r e i g n  exchange i n t o  Costa Rica,  but  t h a t  any a c t i o n  
undertaken t o  withhold o r  d e l a y  a l l  o r  p a r t  of any d i s b u r s m e n t  w i l l  
occur  only  won p r i o r  c o n s u l t a t i o n  with AMLAC; and, 

3.  That t h e  LAC Bureau c l a r i f y  its guidance regard ing  
docunenta t ion and approval  r e q u i r a n e n t s  f o r  on-going Trust  Fund 
a c t i v i t i e s  by a l lowing  t h e  Mission t o  i n c r e a s e  i n c r m e n t a l  funding f o r  
a c t i v i t i e s  based on AID/W approva l  of the PAAD which inc ludes  a 
d i s c u s s i o n  of these a c t i v i t i e s ;  and modify its guidance f o r  approval  of 
c e r t a i n  new Trus t  Fund a c t i v i t i e s  a s  descr ibed i n  Sec t ion  III.E.4. 



A. The Costa Rica ESF Program 

1 .  Overview--Past ESR Program Rationale 

Past ESF resources administered by A I D  h a v e  played a 
decisive role in the progress toward stabillzation and recovery described 
in Section 11.8. below and in A n n e x  A. Beginning in 1982, AID has s i g n e d  
ESR A g r e e m e n t s  with Costa Rica for a total of $791 million, all of which 
has been d i s b u r s e d .  

ASSISTANCE UNDER ESR I-VII ($000) 

F Y - Signatory Loan Grant Tota! 

ESR I 1982 BCCR $15,000 $5.000 $20,000 

ESR I1 1983 BCCR 118,000 37,735 155,735 

ESR I 1 1  1984 BCC R 35,000 
GOCR 95,000 1 30,000 

ESR IV 1985 BCCR 20,000 
GOC R 1 40,000 1 60,000 

ESR V 1986 GOCR 120.582 120,582 

ESR VI 1987 BCCR 119,750 119,750 

ESR VII 1988 GOC R 85.000 85,000 

TOTAL $1  68,000 $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 Rlcan ESF program has been influenced malnly by: 

1 )  The economic crisls of the early 1980s; 

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

3) U.S. political Interests in Central America. 



A devastating series o f  external shocKs, D e g i n n i ~ g  arcund 
1979, led to an economic crisis. The k2rms af 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 Rl ca attempted to maintain its growth performance 
through heavy internal and external borrowing. A policy o f  strong 
monetary expansion maintained existing levels o f  public and private 
consumption but caused inflation, an overvalued exchange rate, and a 
reduction of net foreign exchange reserves t o  negative levels. In July 
1981, having run up one o f  the highest per capita debts in the world, the 
GOCR unilaterally suspended principal and interest payments o n  an 
external debt whose servicing requirements it could no longer meet. Cut 
off from external financing, Costa Rica's economy rapidly deteriorated. 
GDP fell by 9.6 percent between 1980 and 1982 while open unemployment 
reached 9.5 percent in 1982. Inflation exceeded 100 percent. 

A.1.0.'~ development strategy has been based o n  the four 
principal goals o f  the National Bipartisan Commission o n  Central America 
(the Klssinger Commission): economic stabilization; laying the basis for 
long-term growth; spreading the benefits of growth; and strengthening 
democracy. Central to this strategy were the needs t o  maximize the 
involvement of the private sector in the development process, allowing it 
t o  take the lead In fostering export-led growth, and t o  achieve 
structural change through policy dialogue. 

With its strong tradition o f  democracy and social 
justice, Costa Rlca's success was important t o  the U.S. goal of 
encouraging free, stable, democratic nations throughout Latin America. 
The country's dedication t o  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. polltical 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 t o  
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 o n  both savings and loans; a 
substantial reduction in the public sector deficit; and passage of a 
monetary reform law whfch Improved the competi tive abi 1 1 ty of private 
banks in a state bank-domi nated system. 

Central to A.I.D.'s strategy was the need t o  shift the 
Costa Rlcan economy from an orientation emphasizing import substitution 
t o  one of export-led growth. A.I.D. policy reform efforts focused o n  



r o ~ o v i n g  c ~ r s y r a i n t s  19 p r i v a t e  i e c t o r  i n ves tmen t  and p r i v a t e  sec:or 
e x c o r t s ,  p a r ~ i c u l a r l y  t o  new, n o n - t r a d i t i o n a l  e x p o r t s .  The f i n a l  
e lements o f  t h e  A . I . D .  s t r a t e g y  c o n c e n t r a t e d  on  e q u i t y - - t h e  need t o  make 
sure  t h a t  t h e  p rocess  o f  r e s t r u c t u r i n g  a l s o  sp read  t h e  b e n e f i t s  o f  
g rowth .  Th i s  e q u i t y  f o c u s  i n c l u d e d  i n c r e a s i n g  t h e  I n v o l v e m e n t  o f  t h e  
p r i v a t e  s e c t o r  i n  a reas  where i t  c o u l d  be more e f f i c i e n t  t h a n  t h e  
government,  such as t h r o u g h  a  s t a t e  e n t e r p r i s e s  p r i v a t i z a t i o n  program, 
i n c r e a s i n g  employment o p p o r t u n i t i e s ,  i m p r o v i n g  hous ing ,  and i m p r o v i n g  
e d u c a t i o n a l  o p p o r t u n i t i e s .  For  a  more d e t a i  l e d  e x a m i n a t i o n  o f  p a s t  ESR 
programs '  o b j e c t i v e s  and accompl i shments ,  t h e  i n t e r e s t e d  r e a d e r  i s  
d i r e c t e d  t o  r e v i e w  p a s t  PAAD's. p a r t i c u l a r l y  ESR V I .  

D u r i n g  t h e  p e r i o d  1982-1988 U.S. economic and f i n a n c i a l  
a s s i s t a n c e  has t o t a l e d  abou t  $1.1 b i l l i o n  i n c l u d i n g  deve lopment  
a s s i s t a n c e ,  PL 480 f o o d  a i d  and t h e  ESF cash  t r a n s f e r s .  A l l  e lements  o f  
t h e  a s s i s t a n c e  package were des igned  t o  s u p p o r t  t h e  r e s t r u c t u r i n g  
e f f o r t .  The $791 m i l l i o n  ESF program has r e p r e s e n t e d  t h e  l a r g e s t  p o r t i o n  
o f  t h e  a s s i s t a n c e  package and has been t h e  m a i n s t a y  o f  t h e  p o l i c y  r e f o rm  
program. The Cos ta  R i can  ESF p rogram c u r r e n t l y  c o n s i s t s  o f  t h r e e  b a s i c  
e lements  : 

The p r o v i s i o n  o f  d o l l a r  g r a n t  f unds :  The ESF p rogram has 
been used t o  p e r m i t  t h e  Cos ta  R i can  p r o d u c t i v e  p r i v a t e  s e c t o r  t o  f i n a n c e  
i m p o r t s  f r o m  t h e  U.S. I n  a  s m a l l ,  open economy such as Cos ta  R i ca ,  t h e s e  
i m p o r t s  have p r o v i d e d  c r i t i c a l  raw m a t e r i a l s .  i n t e r m e d i a t e  goods, spa re  
p a r t s  and c a p i t a l  equ ipment  wh ich  have a l l o w e d  Cos ta  R i c a  t o  m a i n t a i n  an 
adequate r a t e  o f  economic g row th .  

P o l i c y  r e f o r m  c o n d i t i o n a l i t y :  Cos ta  R i ca .  l i k e  many 
o t h e r  d e v e l o p i n g  c o u n t r i e s ,  has needed t o  make m a j o r  p o l i c y  r e f o r m s  i n  
o r d e r  t o  r e e s t a b l i s h  g row th .  I t  has needed t o  i n s t i t u t e  p o l i c i e s  t o  
e f f e c t i v e l y  i n c r e a s e  p r o d u c t i v i t y ,  e x p o r t s .  s a v i n g s ,  i n v e s t m e n t  and 
s o c i a l  s e r v i c e s ,  and t o  c u r b  i n a p p r o p r i a t e  s u b s i d i e s  and i n e f f i c i e n t  
p u b l i c  s e c t o r  o p e r a t i o n s .  I n  g e n e r a l ,  i n c e n t i v e s  t o  d e v e l o p  an 
e f f i c i e n t .  m a r k e t - o r i e n t e d  p r i v a t e  s e c t o r  had t o  be des i gned .  
Encouraging t h e s e  p o l  i c y  re forms has gene ra ted  economic and p o l  i t i  c a l  
c o s t s ,  and t h e  ESF p rogram has been a  means t o  encourage r e f o r m  t h r o u g h  
a p p r o p r i a t e  economic p o l i c y  c o n d i t i o n a l i t y ,  w h i l e  b u f f e r i n g  t h o s e  c o s t s  
t h r o u g h  cash t r a n s f e r s .  

J o i n t  programminq o f  l o c a l  c u r r e n c y :  Under  t h e  t e rms  o f  
t h e  ESF cash  t r a n s f e r  program. an e q u i v a l e n t  amount o f  l o c a l  c u r r e n c y  i s  
made a v a i l a b l e  b y  t h e  GOCR wh i ch  A.I .D. and t h e  GOCR j o i n t l y  p rogram 
t h r o u g h  t h e  ausp i ces  o f  a  B i p a r t i t e  Commission. T h i s  c o o p e r a t i o n  and 
p r o g r a m i n g  p rocess  ensures  t h a t  t h e  l o c a l  c u r r e n c y  i s  used t o  s u p p o r t  
t h e  t h e  p o l  i c y  r e f o r m  program and development  o b j e c t i v e s  o f  A.1 .D. and 
t h e  GOCR (See S e c t i o n  1 I I . E ) .  



B .  Econcrni: Summary 

A d e t a i l e d  a n a l y s i s  o f  Costa R ican  economic t r e n d s  and 
problems f o r  t he  p e r i o d  1982-1988 i s  a t t a c h e d  as Annex A .  

Costa R i c a ' s  reputation as a  model deve lop ing  c o u n t r y  d u r i n g  
t he  1960s and 1970s was based on i t s  per formance i n  terms o f  economic 
growth. qua1 i t y  o f  1  i f e .  e q u i t y  c o n s i d e r a t i o n s ,  t r a d i t i o n a l  e x p o r t s ,  and 
manufactured e x p o r t s  t o  t h e  C e n t r a l  American Common Marke t  (CACM). Th i s  
performance was imp ress i ve ,  b u t  concealed c e r t a i n  s t r u c t u r a l  weaknesses 
which i n  c o n j u c t i o n  w i t h  t h e  i nc rease  i n  w o r l d  pe t ro l eum p r i c e s ,  t h e  
d e c l i n e  i n  t h e  p r i c e s  o f  t r a d i t i o n a l  e x p o r t s ,  t he  d i s r u p t i o n  of  t h e  CACM 
and a  sharp  r i s e  i n  deb t  s e r v i c e  payments l e d  t o  t h e  economic c r i s i s  of  
1980-1982. Those weaknesses I nc luded :  ( 1 )  a  heavy dependency on 
t r a d i t i o n a l  a g r i c u l t u r a l  e x p o r t s  and e x p o r t s  t o  t h e  CACM: ( 2 )  a  
p r o d u c t i o n  s t r u c t u r e  o r i e n t e d  t o  i m p o r t  s u b s t i t u t i o n ;  ( 3 )  a  l a r g e  and 
ch ron i c  p u b l i c  s e c t o r  d e f i c i t ;  ( 4 )  excess i ve  government i n t e r v e n t i o n  
( i n c l u d i n g  ownersh ip )  i n  p r i v a t e  s e c t o r  p r o d u c t i o n ;  and (5 )  a  
n a t i o n a l i z e d ,  non -compe t i t i ve  bank ing  system. D u r i n g  t h e  1980-1982 
economic c r i s i s ,  Costa R i c a ' s  o u t p u t  r e g i s t e r e d  n e g a t i v e  r a t e s ,  
unemployment I nc reased  s h a r p l y ,  i n f l a t i o n  reached unprecedented l e v e l s  
and t h e  pub1 i c  s e c t o r  accumulated a  huge e x t e r n a l  deb t .  

S ince  1983 and t h rough  1988, t h e  Costa R i can  economy has 
improved s i g n i f i c a n t l y .  P o s i t i v e  economic g row th  has r e t u r n e d ,  cap i  t a l  
f o rma t i on  has Inc reased,  and n o n - t r a d i t i o n a l  e x p o r t s  t o  non-CACM marke ts  
have expanded s u b s t a n t i a l l y .  I n  c o n j u n c t i o n  w i t h  i n t e r n a t i o n a l  donor 
s t a b i  1  i z a t i o n  and s t r u c t u r a l  ad jus tment  programs ( e s p e c i a l  l y  w i  t h  AID, 
t h e  IMF and IBRD), GOCR p o l i c y  r e f o r m  has ach ieved t he  f o l l o w i n g  p o s i t i v e  
r e s u l t s  o v e r  t h e  p a s t  f i v e  yea rs :  

-- GDP growth ,  which was a  n e g a t i v e  7.3% i n  1982, has been 
p o s i t i v e  s i n c e  1983, w i t h  t h e  1984-1988 average i n  c o n s t a n t  
p r i c e s  a t  4.5%. GDP growth  i n  1988 has been e s t i m a t e d  a t  4.0%. 

-- I n f l a t i o n ,  which reached 82% i n  1982 as measured by t h e  
consumer p r i c e  index ,  averaged 17.1% annual 1  y  between 
1984-1987 and I nc reased  t o  25% i n  1988. 

-- The n o n - f l n a n c i a l  p u b l i c  s e c t o r  d e f i c t t  wh ich  s tood  a t  9.0% o f  
GDP i n  1982 was reduced t o  z e r o  % i n  1988. 

-- I n c l u s i v e  o f  C e n t r a l  Bank losses ,  t h e  p u b l i c  s e c t o r  d e f i c i t  
has been reduced f r o m  14.6% o f  GDP i n  1982 t o  about  3.5% i n  
1 988. 

-- S t a t t s t i c s  i n d i c a t e  t h a t  r e a l  income has e s s e n t i a l l y  r e t u r n e d  
to  1975 l e v e l s  and i s  c l o s e  t o  1977 l e v e l s  ( i . e .  f o r  1988, 
r e a l  p e r  c a p i t a  GDP i s  es t ima ted  a t  972 o f  t h e  1977 l e v e l  1.  



- - V f  - = - r  -l,'c,aent wai reduced  f rom 9 . 5 %  i n  1982  t o  5 . 5 %  i n  :;aa. 

Though Cos ta  R i c a ' s  1988 Gross Dcmest i c  P roduc t  (GDP) grew a t  
a  r a t e  o f f i c i a l l y  e s t i m a t e d  a t  3 . 4  p e r c e n t ,  t h i s  i s  a  p r e l i m i n a r y  
e s t i m a t e  and may u n d e r s t a t e  t h e  r a t e  of g row th ,  p a r t i c u l a r l y  i n  v i ew  o f  a  
s t r o n g  i n c r e a s e  i n  n o n t r a d i t i o n a l  e x p o r t s .  I n  any e v e n t  t h i s  r a t e  i s  
r e l a t i v e l y  h i g h  compared w i t h  t h e  e x p e r i e n c e  o f  t h e  e a r l y  1980s b u t  l owe r  
t han  t h e  5 . 5  p e r c e n t  and 5.1 p e r c e n t  g row th  r a t e s  o f  1986 and 1987. Fo r  
t h e  b a s i c  p r o d u c t i v e  s e c t o r s  o f  t h e  economy, t h e  e s t i m a t e d  r a t e s  of  
g r o w t h  f o r  1988 a r e  3 .9  p e r c e n t  f o r  a g r i c u l t u r e ,  3 .5  p e r c e n t  f o r  
m a n u f a c t u r i n g ,  and 4 . 2  p e r c e n t  f o r  c o n s t r u c t i o n .  

I n  1988 t o t a l  e x p o r t s  (FOB) i n c l u d i n g  t h e  v a l u e  added o f  
drawback e x p o r t s  reached $ 1,225 m i l l i o n ,  abou t  $118 m i l l i o n  ( 1 0 . 2  
p e r c e n t )  h i g h e r  t h a n  i n  1987. I m p o r t s  amounted t o  $1,225 m i l l i o n ,  a b o u t  
$18 m i l l i o n  ( 1 . 3  p e r c e n t )  h i g h e r  t han  i n  1987. The v a l u e  o f  t r a d i t i o n a l  
e x p o r t s  ( c o f f e e ,  bananas, sugar ,  and b e e f )  i n c r e a s e d  by o n l y  1 . 3  p e r c e n t  
i n  1988 w i t h  c o f f e e  e a r n i n g s  up $ 9  m i l l i o n  and banana e x p o r t s  up $ 8  
m i l l i o n .  N o n t r a d i t i o n a l  e x p o r t s  ( i n c l u d i n g  t h e  va lue-added o f  drawback 
e x p o r t s  moved up f r o m  $ 517.6 m i l l i o n  i n  1987 t o  $ 626.6 m i l l i o n  i n  1988 
( i . e . ,  by 21.1 p e r c e n t ) .  W l t h i n  t h i s  c a t e g o r y ,  t h e  p r e l i m i n a r y  e s t i m a t e  
f o r  n o n t r a d i t i o n a l  e x p o r t s  t o  marke ts  o u t s i d e  o f  C e n t r a l  Amer ica  
i n d i c a t e s  t h a t  such e x p o r t s  i n c r e a s e d  by $ 125 m i l l l o n  i n  1988 ( i . e . ,  by 
abou t  35 p e r c e n t  as s t a t e d  above ) .  P r e l i m i n a r y  d a t a  a l s o  i n d i c a t e  
s t r o n g  g row th  of employment i n  1988 as w e l l  as c o n t i n u a t i o n  o f  a  l ow  ( 5 . 6  
p e r c e n t )  r a t e  o f  open unemployment.  

Moneta ry  and f i s c a l  p o l l c y  c o n t i n u e d  on  a  r e a s o n a b l y  s t e a d y  
cou rse  i n  1988. Even so, t h e  d e f i c i t  o f  t h e  p u b l l c  s e c t o r  ( i n c l u d i n g  
C e n t r a l  Bank l o s s e s )  i n c r e a s e d  f rom 3.2% o f  GDP i n  1987 t o  3.5% i n  1988. 
The d e f i c i t  o f  t h e  non-financial p u b l i c  s e c t o r  was reduced  f r o m  0.3% i n  
1987 t o  z e r o  I n  1988. However, an i n c r e a s e  i n  C e n t r a l  Bank l o s s e s  (due  
t o  h i g h e r  i n t e r e s t  r a t e s  and c o n t i n u e d  exchange r a t e  d e p r e c i a t i o n )  o f f s e t  
t h i s  improvement.  I n  t h e  moneta ry  sphere.  n e t  domes t i c  c r e d i t  o f  t h e  
bank i ng  sys tem i n c r e a s e d  by  16.8% w i t h  c r e d l t  t o  t h e  p r i v a t e  s e c t o r  
i n c r e a s i n g  b y  11.2% and c r e d i t  t o  t h e  n o n - f i n a n c i a l  p u b l i c  s e c t o r  
i n c r e a s i n g  by 6.8%. Moneta ry  g row th  was s u b s t a n t i a l l y  h i g h e r ,  w i t h  money 
(M I )  expand ing  by  20.0% and quasl-money by 37.5%. Moneta ry  g row th  i n  
1988 was f e d  p r i m a r i l y  by an i n c r e a s e  i n  f o r e i g n  exchange purchases  by 
t h e  b a n k i n g  system, i . e . ,  a  ba l ance  o f  payments s u r p l u s  ( i n c l u d i n g  t h e  
a c c u m u l a t i o n  o f  a r r e a r s )  and s e c o n d a r i l y  by  a  h i ghe r - t han -p l anned  
expans ion  o f  c r e d i t  to  t h e  p u b l l c  s e c t o r .  

N o t w i t h s t a n d i n g  t h e  p r o g r e s s  t h a t  has been made i n  
r e v i t a l i z l n g  t h e  economy t h r o u g h  e x p o r t  g r o w t h  and I n  i m p r o v i n g  p u b l i c  
s e c t o r  f i n a n c e s ,  s e v e r a l  p rob lems rema in :  

-- The pace o f  I n t l a t l o n  a c c e l e r a t e d  i n  1988. The consumer p r i c e  
i n d e x  r e g i s t e r e d  a n  i n c r e a s e  o f  25.3 p e r c e n t  f o r  t h e  p e r i o d  



December 1987 t o  December 1988 as compared w i t h  an i n c r e z s e  3 i  
1 6 . 4  p e r c e n t  f o r  one yea r  e a r l i e r .  

- - Scheduled e x t e r n a l  d e b t  s e r v i c e  ( b e f o r e  r e s c h e d u l i n g )  rema ins  
on t h e  o r d e r  o f  50 % of e x p o r t s  o f  goods and s e r v i c e s .  T h i s  
s i t u a t i o n  produces c o n t i n u i n g  p r e s s u r e  on t h e  GOCR and 
e x t e r n a l  c r e d i t o r s  t o  n e g o t i a t e  d e b t  r e 1  i e f .  

- - Coverage o f  l a r g e  ba l ance  o f  payments b a s i c  ba l ance  d e f i c i t s  
i n  1987 and 1988 has t aken  t h e  f o r m  o f  a c c u r a l  o f  a r r e a r s  on 
t h e  s e r v i c e  o f  e x t e r n a l  d e b t - - p a r t i c u l a r l y  t o  b i l a t e r a l  and 
commerc ia l  bank c r e d i  t o r s .  

- - There i s  s t i l l  a  need f o r  e x c e p t i o n a l  B IP  s u p p o r t  f rom ESF i n  
1989. The p r o j e c t e d  d isbursement  o f  ESF, IBRD SAL 11, and 
Japanese c o - f i n a n c i n g  t o  SAL I 1  amounts t o  $ 155 m i l l i o n  and, 
i f  implemented would b r i n g  t h e  o v e r - a l l  b a l a n c e  o f  payments 
d e f i c i t  t o  $ 43 m i l l i o n .  

The IHF and GOCR p r o j e c t  some $94 m i l l i o n  o f  i n t e r e s t  payment 
r e l i e f  f r o m  commerc ia l  bank c r e d i t o r s  t o  c o v e r  t h i s  d e f i c i t  
and p roduce  a  $ 51 m i l l i o n  i n c r e a s e  i n  o f f i c i a l  f o r e i g n  
exchange r e s e r v e s .  

I n  r e g a r d  t o  e x t e r n a l  a s s i s t a n c e  and e x t e r n a l  d e b t ,  t h e  A r i a s  
admin i  s t r a t i o n  i n i t i a t e d  n e g o t i a t i o n s  w i t h  commerc ia l  bank c r e d l  t o r s  i n  
t h e  second h a l f  o f  1986. Subsequen t l y ,  Standby a r rangements  were 
n e g o t i a t e d  w i t h  t h e  IMF i n  1987 and i n  1988, and n e g o t i a t i o n s  have been 
unde r t aken  f o r  a  Standby t o  c o v e r  t h e  p e r i o d  f r o m  March 1989 t h r o u g h  
March 1990. Regard ing  n e g o t i a t i o n s  w i t h  commerc ia l  bank c r e d i t o r s ,  i n  
1987 t h e  cpmmerc ia l  bank S t e e r i n g  Committee r e f u s e d  to c o n s i d e r  any  
agreement w i t h  Cos ta  R i c a  p r i o r  t o  t h e  c o m p l e t i o n  o f  a  r e s c h e d u l i n g  
agreement w i t h  B r a z i l .  S i g n i f i c a n t l y  i n  l a t e  1987, t h e  IMF agreed  t o  
p roceed  w i t h  t h e  Standby i n  t h e  absence o f  a  r e s c h e d u i n q  agreement w i t h  
commerc ia l  bank c r e d i t o r s ,  p r o v i d i n g  t h a t  t h e  GOCR make p a r t i a l  payment 
o f  i n t e r e s t  t o  t hese  c r e d i t o r s  ( $5  m i l l i o n  p e r  month o f  t h e  f u l l  payment 
o f  $12 m i l l i o n  p e r  month due) .  N e g o t i a t i o n s  between t h e  IMF and t h e  GOCR 
on a  1989 Standby began i n  November 1988 and have i n v o l v e d  two  IMF 
m i s s i o n s  t o  Cos ta  R i c a  as w e l l  a s  c o n v e r s a t i o n s  i n  Washington. We j u d g e  
t h a t  s u b s t a n t i a l  p r o g r e s s  has been made i n  t h e s e  n e q o t a t i o n s  and t h a t  
a reas  o f  p o l l c y  d lsaqreement  a r e  s m a l l .  (See S e c t i o n  111.6. )  



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 t o  be outstanding 
when many of its close neighbors are major violators o f  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 t o  seek its safety. T o  date, over 31,000 persons have 
officially entered Costa Rica as refugees from other Central American 
countries; estimates o f  the number of unregistered immigrants range 
between 60,000 and 250,000. 

In its January 1984 report t o  then President Reagan, the 
National Bipartisan Commission on Central America (Kissinger Commission) 
emphasized the high degree t o  which Central America is both vital t o  U . S .  
interests and particularly vulnerable. The Kissinger Commission clearly 
articulated how national interests are served by advancing the cause o f  
democracy within the hemisphere. As historically the most successful 
social democracy in Latin America, Costa Rica is uniquely important t o  
U . S .  pol icy in Central America. The country serves as a paradigm o f  
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 t o  
withstand the challenges, and, as described in Section 11, above, t o  
undertake some o f  the difficult policy and structural changes required t o  
reestablish growth and prosperity. It is-appropriate t o  note that such 
changes have taken place within a democratic process, and acceptea 
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 natural ly engender pub1 ic and o f f  i cia1 concern. Whi le 
changes have sometimes appeared t o  us t o  occur slowly, and may continue 
t o  d o  so, they have sometimes been hard won with resistance and skeptical 
attitudes still remaining t o  these and further changes. Thus, any 
serious deterioration in the economic situation would severely affect the 
credlbllity of the recovery effort and potentially undermine some of the 
achievements made t o  date. Despite continuing foreign assistance budget 
limitations and competing worldwide development priorities, continued 
U . S .  assistance is required t o  advance the economic recovery efforts. and 
t o  reaffirm U.S.  comnitment t o  Costa Rica's democratic process and 
peaceful tradition. 



R e l a t i o n s h i p  t o  M i s s i o n  S t r a t e u  

The E S R  V I I I  p rogram conforms b o t h  t o  t h e  M i s s i o n  S t r a t e g y  o f  
May 1988 and A c t i o n  P l a n  s u b m i t t e d  t o  AIDIW i n  l a t e  Janua ry ,  1989. As 
s t a t e d  i n  t h e  S t r a t e g y  document, t h e  c o n t i n u a t i o n  of  ba l ance  o f  payments 
a s s i  s t ance  t o  Cos ta  R i c a  i s  a ~ p r o p r i a t e  g i v e n  t h e  need t o  r e i n f o r c e  and 
c o n t i n u e  economic p o l i c y  r e f o r m s  and macroeconomic p r o g r e s s  on a  number 
o f  f r o n t s .  w h i l e  c o n t i n u i n g  a  s h i f t  t o  a  p rogram emphas iz ing  economic 
g row th  l e v e l  b u i l d  upon t h e  s t a b i l i z a t i o n  t h a t  has been ach ieved .  

The M i s s i o n  r e c o g n i z e s  t h a t  t h e  economic s t a b i l i z a t i o n  g o a l  o f  
former  ESF programs was a  necessary  c o n d i t i o n  t o  s u s t a i n e d  g row th  b u t  was 
n o t  an end i n  and o f  i t s e l f .  M a j o r  economic p r o g r e s s  has been a c h i e v e d  
i n  t h a t  t h e r e  has been a  r e t u r n  t o  p o s i t i v e  g row th  r a t e s ,  reduced  
i n f l a t i o n  ( t hough  r i s i n g  t o  25% i n  1988) and improved f i s c a l  
pe r fo rmance .  I ndeed ,  s t a b i l i z a t i o n  rema ins  an i m p o r t a n t  a r e a  o f  conce rn  
because t h e  p r o g r e s s  ach ieved  t o  d a t e  i s  f r a g i l e  and can be r e v e r s e d  
q u i c k l y .  Our 1989 A c t i o n  P l a n  r e c o g n i z e s  t h a t  t h e  c o n t i n u a t i o n  o f  
macroeconomic concerns  i n  t h e  1989 €SF program, w h i l e  n o t  e n t a i l i n g  new 
i n i t i a t i v e s ,  i s  necessa ry  as a  minimum p r e c o n d i t i o n  f o r  long- te rm g r o w t h ,  
though  n o t  a  p r i m a r y  goa l  . 

N e v e r t h e l e s s ,  t h e  M i s s i o n ' s  s t r a t e g y ,  b u i l d i n g  on  p a s t  
p rog ress  has e v o l v e d  f rom economic s t a b i l i z a t i o n  to  a  p r i m a r y  emphasis 
o v e r  t h e  n e x t  s e v e r a l  y e a r s  o f  l a y i n g  t h e  b a s i s  f o r  s u s t a i n e d  economic 
expans ion  by  s u p p o r t i n g  e x p o r t - l e d  g rowth .  T h i s  s h i f t  s u p p o r t s  an 
"economic t r a n s f o r m a t  i o n "  though  an i n c r e a s e  I n  n o n - t r a d i  t l o n a l  
a g r l c u l  t u r a l  and i n d u s t r i a l  e x p o r t s  o u t s i d e  t h e  CACM b o t h  I n  a b s o l u t e  
t e rms ,  and i n  r e l a t i o n  t o  t o t a l  e x p o r t s  and a  g r o w i n g  GDP. 

Ano ther  i m p o r t a n t  and r e l a t e d  s t r a t e g y  emphasis o f  t h e  M i s s i o n  
I s  o n  a  w i d e r  s h a r i n g  o f  t h e  b e n e f i t s  o f  g row th  t h r o u g h  t h e  i n t e g r a t i o n  
o f  more Cos ta  R lcans  i n t o  an expanded economy and, as an e f f e c t  o f  i t s  
ba l ance  o f  payments and l o c a l  c u r r e n c y  a c t i v i t i e s ,  a s s i s t i n g  t h e  GOCR i n  
m a i n t a l n i n g  I t s  h i g h  l e v e l  o f  s o c i a l  s e r v i c e s .  

I n  f a c t ,  Cos ta  R l c a  i s  a l r e a d y  demons t rab l y  s u p e r i o r  t o  most  
d e v e l o p l n g  c o u n t r i e s  i n  p a s s i n g  t h e  b e n e f i t s  o f  g row th  t o  t h e  p o o r  
m a j o r i t y .  D u r i n g  t h e  boom between 1961 and 1971, f o r  I n s t a n c e ,  o v e r a l l  
cash income grew by 58%. w h i l e  income o f  t h e  l o w e s t  h a l f  o f  t h e  
p o p u l a t i o n  grew b y  80%. and income o f  t h e  r i c h e s t  t e n t h  grew b y  o n l y  
19%. D u r i n g  t h e  same p e r i o d ,  a b s o l u t e  p o v e r t y ,  measured by  cash income, 
dropped f r o m  51% to  20%. 

The p a t t e r n  i s  even more s t r i k i n g  when non-cash b e n e f i t s  f r o m  
G X R  s o c l a l  programs (e.g.  e d u c a t i o n  and h e a l t h  c a r e )  a r e  added t o  t h e  
p i c t u r e .  Eve ry  year ,  Cos ta  R i c a  -- wh i ch  has n o  army -- devo tes  60-70% 
o f  i t s  budge t  to  s o c l a l  programs, a  l e v e l  unmatched b y  any o t h e r  
d e v e l o p l n g  c o u n t r y  i n  t h e  w o r l d .  N a t u r a l l y .  t h e  b e n e f i t s  of t h i s  s o c i a l  



sser2jrg are skeded toward the poor. i n  1932, for e u a s c l e ,  GCC? social 
soerding directed to the lowest 20% of the population was equivalent to 
874 over and above the cash income o f  that group. 

But social programs must be paid for. Especially after the 
collapse o f  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 t o  social programs is probably at its 
practical limit. Thus, social spending is tied to maintenance and growth 
o f  GDP. Analysis recently undertaken by the Mission suggests that, 
absent the package o f  ESF assistance and structural reform, social 
programs in Costa Rica would have had t o  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 providlng foreign exchange that will maintain import capacity 
for economically productive activl ties. As we1 1 ,  the basic human needs 
of the poor Costa Rican majority will continue t o  be protected and 
supported in the process. Further, such assistance will help Costa Rica 
comply wi th economic and fiscal performance targets negotiated with other 
external donors, thereby permitting the re1 ease o f  sti 1 1  further 
financing for productive activities. Conditionality associated with the 
ESF program will also result in continued attentlon t o  macroeconomic 
concerns whi 1 e i ncreasi ng emphasi s on sectoral 1 eve1 pol i cies that 
contribute t o  the goal o f  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 I1I.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 
conditional i ty emphasi s are: 

-- Macroeconomic/Financial Concerns 
-- Publlc Sector Efficiency 
-- Export Investment and Promotion 
These three areas of ESR VIII condi tional i ty and pol i cy 

dialogue are discussed In Section IV. 

0. Relation t o  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 



c l o s e  a s s o c i a t i c n  were the  1985 program (wh i ch  aimed a t  t h e  C3DESA 
d i v e s t i t u r e )  and t h e  1986 program ( i n  which no I M F  Standby was n e g o t i a t e d  
and i n  which t h e  second t r anche  o f  SAL I was d i s b u r s e d ) .  The 1987 and 
1988 ESF programs were designed assuming t h a t  IMF Standbys would be i n  
e f f e c t  d u r i n g  those  yea rs .  Moreover ,  t h e  r e l a t i v e l y  good economic p o l  i c y  
and performance by t h e  GOCR o f  r e c e n t  years  can be t r a c e d  t o  Standby 
n e g o t i a t i o n s  and arrangments even when these  d i d  n o t  l e a d  t o  
f o r m a l i z a t i o n  o f  Standby arrangments,  as i n  t h e  p e r i o d  f r o m  May 1986 t o  
October  1987. N e g o t i a t i o n s  between t h e  IMF and t h e  GOCR on  a  1989 
Standby began i n  November 1988 and have i n v o l v e d  an IMF m i s s i o n  t o  Costa 
R ica  i n  l a t e  November and a  second m i s s i o n  i n  February  1989. I t  i s  t h e  
judgement o f  t h e  M i s s i o n ,  t h e  IMF, and t h e  GOCR t h a t  s u b s t a n t i a l  p r o g r e s s  
has been made i n  these  n e g o t a t i o n s  and t h a t  a reas  o f  p o l i c y  d isagreement  
a re  s m a l l .  

The 1989 ESF program i s  based on t h e  assumpt ion t h e r e  w i l  1 be 
IMF Standby i n  1989 and t h a t  t h e  IMF w i l l  p l a y  an i m p o r t a n t  r o l e  i n  
macroeconomic p o l i c y .  To da te ,  t h e  IMF and GOCR have made s u b s t a n t i a l  
p rogress  i n  f r a m i n g  q u a r t e r l y  l i m i t s  ( c e i l i q g s  o r  f l o o r s )  for t h e  
f o l l o w i n g  macroeconomic v a r i a b l e s :  ( a )  c e n t r a l  government e x p e n d i t u r e s ,  
( b )  t h e  cumu la t i ve  o v e r - a l l  f i n a n c i a l  ba lances  o f  t h e  CCSS, RECOPE, ICE, 
CNP, and JPS, ( c )  n e t  domest ic  a s s e t s  o f  t h e  C e n t r a l  Bank, ( d l  changes i n  
bank ing  system c r e d i t  t o  t h e  n o n f i n a n c i a l  p u b l l c  s e c t o r ,  ( e )  t h e  n e t  
i n t e r n a t i o n a l  r e s e r v e  p o s i t i o n  o f  t h e  C e n t r a l  Bank, and ( f )  a r r e a r s  on  
e x t e r n a l  payments. The GOCR's economic p l a n  f o r  1989 t h e r e f o r e  would 
n e c e s s a r i l y  con form t o  these l i m i t s  i n  t h e  even t  o f  agreement w i t h  t h e  
IMF on a  L e t t e r  o f  I n t e n t  f o r  a  Standby arrangement .  I n  t h e  even t  t h a t  
no agreement were reached,  such an economic p l a n  can be cons ide red  as a  
shadow IMF program as w e l l  as a  v a l i d  economic p l a n  f o r  1989 f o r  purposes 
o f  t he  ESF program. 

Agreement by t h e  GOCR and IMF on  a  Standby arrangement t s  
c l e a r l y  p r e f e r r e d  ove r  a  l a c k  o f  such an agreement. The concluded 
Standby Agreement c o u l d  a l l o w  t h e  GOCR t o  reach  d e b t  r e s c h e d u l i n g  
agreements w i t h  P a r i  s  C lub  ( b i  l a t e r a l  1 c r e d i t o r s ,  w i t h  t h e  Government o f  
Japan as rega rds  i t s  $100 m i l l i o n  co - f i nanc ing  o f  SAL 11, and w i t h  
commerctal bank c r e d t t o r s  as r e g a r d s  a  two-phased program o f  d e b t  
r e s c h e d u l i n g  ( i n c l u d i n g  t h e  buy-back of a  p o r t i o n  o f  t h e  d e b t  and a  menu 
o f  o p t i o n s  to rema tn ing  commercial bank c r e d i t o r s ) .  I n  t h e  even t  t h a t  
t h e  GOCR and IMF do n o t  r each  agreement on a  Standby, c e r t a i n  
macroeconomic c o n d i t i o n s  I n  t h e  ESR V I I I  program o b t a i n  s t r o n g e r  
s i g n i f  l cance .  These condi  t l o n s  r e l a t e  to mai ntenance o f  a  compet i  t i  ve 
exchange r a t e ,  r e d u c t i o n  o f  t h e  p u b l i c  s e c t o r  d e f i c i t  ( b y  0 .5  X of  GDP), 
l i m l t a t l o n  on c e n t r a l  a d m i n i s t r a t i o n  expend i t u res ,  and bank ing  system 
c r e d i t  t o  t h e  n o n f i n a n c i a l  p u b l i c  s e c t o r .  W i th  agreement by  t h e  GOCR 
and IMF on a Standby, we would g e n e r a l l y  de fe r  t o  IMF gu idance o n  these  
condl  t l o n s .  



Thus .  t9e  E S F  program w i  1 1  con t i nue  t o  be s u p p o r ~ i v e  o f  t he  
:MF and i B R O  programs and c o n d i t i o n a l i t y .  The IBRD's  S t r u c t u r a l  
Ad jus tment  Loan I 1  (SAL II), which was approved by t h e  IBRD board  i n  
December, 1988 has now been submi t t e d  t o  t he  Costa R ican  N a t i o n a l  
Assembly and i s  a n t i c i p a t e d  f o r  r a t i f i c a t i o n  by m id  1989. SAL I 1  i s  
focused on i ssues  o f  f i n a n c i a l  s e c t o r  e f f i c i e n c y  and c o n t r o l .  
a g r i c u l t u r a l  p r i c i n g  and m a r k e t i n g  p o l i c y ,  and i n t e r n a t i o n a l  t r a d e  
( t a r i f f  s t r u c t u r e s ) .  (See S e c t i o n  I V .  p  25 f o r  a  d e s c r i p t i o n  o f  t h e  SAL 
I1  program.)  As d i scussed  i n  S e c t i o n  1 I I . A .  above, i t  w i l l  n o t  be t h e  
i n t e n t i o n  o f  t h e  ESR V I I I  program t o  i n t e r j e c t  new p o l i c y  d i a l o g u e  
e f f o r t s  i n  these  areas .  1988 ESF c o n d i t i o n a l i t y  c o n t a i n e d  an 
i n c r e a s i n g l y  i m p o r t a n t  f ocus  on s e c t o r a l  t o p i c s  such as i nves tmen t  and 
e x p o r t  p romot ion ,  p u b l i c  s e c t o r  e f f i c i e n c y ,  p romo t i on  o f  n o n - t r a d i t i o n a l  
e x p o r t s  and hous ing .  T h i s  t r e n d  toward  s e c t o r a l i t y  w i l l  c o n t i n u e  and 
r e c e i v e  more emphasis i n  t h i s  y e a r ' s  program (See S e c t i o n  I V ) .  

However, s t a b i l i z a t i o n  remains an i m p o r t a n t  e lement  because 
t h e  p rog ress  ach ieved t o  da te  i n  Costa R i ca  i s  s t i l l  r e v e r s i b l e ,  as 
ev idenced by a  p r o j e c t e d  $198 m i l l i o n  f i n a n c i a l  gap I n  t h e  1989 ba lance  
o f  payments. ESR V I I I  w i  11 r e i n f o r c e  t h e  macroeconomic p rog ress  t h a t  has 
been ach ieved t o  da te  i n  Costa R l ca .  The r e l a t i o n s h i p  o f  t h e  ESF program 
t o  t h e  IMF Standby and p o r t i o n s  o f  t h e  World Bank 's  SAL 11, t h e r e f o r e .  
w i l l  be t o  remain s u p p o r t i v e ,  n o t  d u p l i c a t i v e ,  o f  t h e i r  programs, 
r e c o g n i z i n g  t h a t  t h e  I M F  has t h e  l e a d  r o l e  f o r  macroeconomic 
c o n d i t i o n a l i t y .  A t  t h e  same t i m e ,  t h e  ESF program w i l l  pursue a  more 
s e c t o r a l  f ocus  and c o n c e n t r a t e  on t h e  necessary p o l i c y  r e f o r m  which must 
accompany such a  f ocus .  

C. The Program 

The ESR V I I I  program c o n s i s t s  o f  a  $85.0 m i l l i o n  ESF g r a n t  t o  
Costa R i ca  i n  t h e  f o r m  o f  a  cash t r a n s f e r .  The M i s s i o n  proposes t o  
o b l i g a t e  t h e  e n t i r e  $85 m i l l i o n  i n  a  s i n g l e  agreement. 

The M i s s i o n  I s  c a r r y i n g  o u t  a  s e r i e s  o f  n e g o t i a t i o n s  w i t h  t h e  
GOCR's c a b i n e t  l e v e l  B i p a r t i t e  Commission, l e d  by t h e  M i n i s t e r  of  t h e  
Pres idency  and i n c l u d i n g  t h e  M i n i s t e r  o f  F inance,  t h e  P r e s i d e n t  o f  t h e  
C e n t r a l  Bank and t h e  M i n i s t e r  o f  P lann ing .  I n t e n s i v e  and on-going 
n e g o t i a t i o n s  w i t h  t h e  GOCR team have been underway s i n c e  mid-January 
1989, r e s u l t i n g  i n  s u b s t a n t i a l  unde rs tand ing  i f  n o t  f u l l  agreement on 
terms and c o n d i t i o n a l i t y  o f  t h e  1989 program. 

The M i s s i o n  proposes t h a t  t h e  $85.0 mi 11 i o n  to  be a u t h o r i z e d  
by t h i s  PAAD be p r o v i d e d  as a  g r a n t .  Costa Rican p u b l i c  s e c t o r  deb t  
s e r v i c e ,  p r i o r  t o  d e b t  r e l i e f ,  i s  p r o j e c t e d  t o  consume about  50% of a l l  
comnodi ty  e x p o r t  ea rn ings  from 1988-1990. Given Cos ta  R l c a ' s  h i g h  d e b t  
s e r v i c i n g  burden, maximum g r a n t  f i n a n c i n g  I s  c o n s i s t e n t  w i t h  U . S .  
i n t e r e s t s  i n  Costa R l ca .  G ran t  r a t h e r  t h a n  l o a n  f i n a n c i n g  reduces t h e  
deb t  s e r v i c e  burden and t h e  r a t e  o f  d e b t  accumula t ion ,  t h e r e b y  s u p p o r t i n g  
o u r  s t a b i  1  i z a t l o n  and r e c o v e r y  o b j e c t i v e s .  



D .  U . S .  D o l l a r  Resources and Disbursement ?!an 

1 .  Purpose and Terms f o r  D o l l a r  Resources 

A t o t a l  of $85.0 m i l l l o n  w i l l  be p rov ided  t o  t h e  Cen t ra l  
Bank i n  t h e  form o f  cash t r a n s f e r s  as balance o f  payments suppor t  t o  
Costa Rica.  Annex A (Tab le  V )  shows a  $198 m i l l i o n  p r o j e c t e d  f i n a n c i a l  
gap i n  Costa R l c a ' s  1989 balance o f  payments. 

I n  accordance w i t h  a  FY 1987 Con t i nu ing  R e s o l u t i o n  
requ i rement ,  a  separa te  account was e s t a b l i s h e d  by t h e  GOCR f o r  t h e  ESR 
V I  Program t h a t  p e r m i t t e d  Improved c o n t r o l  and m o n i t o r i n g  o f  t h e  use o f  
ESF d o l l a r s .  The separa te  account  I s  s t i l l  i n  p lace  and f u n c t i o n i n g  
w e l l ,  and w i l l  be used f o r  ESR V I I I  funds.  Annex C  p rov ides  d e t a i l s  on 
the  ESF d o l l a r  separa te  account  and t h e  uses proposed by t h e  M iss ion  f o r  
t h e  d o l l a r  funds.  The funds w i l l  f a c i l i t a t e  impor t s  f rom the  U.S. o f  
e l i g i b l e  commodit ies r e q u i r e d  by t h e  Costa Rican p r i v a t e  s e c t o r .  

2 .  D l  sbursement o f  U.S. Do1 l a r  Resources 

a. J u s t i f i c a t i o n  f o r  Cash T rans fe r  

As was t h e  case i n  p rev ious  ESR programs, t h e  use o f  
cash t r a n s f e r  ( r a t h e r  than a  Commodity Impor t  Program) i s  proposed f o r  
t h e  ESR V I I I  program. A cash t r a n s f e r  p rog ram.w i l 1  a l l o w  a  more f l e x i b l e  
and respons ive  d lsbursement c a p a b i l i t y  than a  CIP. A q u i c k  I n j e c t i o n  o f  
f o r e i g n  exchange i n t o  t h e  Costa Rican economy i s  most usefu l  i n  o r d e r  t o  
meet balance o f  payments and cash f l o w  needs. F u r t h e r  measures t o  l i m i t  
c a p i t a l  f l i g h t  a re  n o t  needed, s ince  t h e r e  has been a  p o s i t i v e  f l o w  o f  
c a p i t a l  i n t o  Costa R ica  s ince  1982. 

Net p r i v a t e  c a p i t a l  i n f l o w s  t o  Costa R lca  f o r  
1980-1988 were as f o l l o w s :  

-$240.0 m l l l i o n  
-$ 69.0 m i l l i o n  

$ 16.0 m i l l i o n  
$ 68.0 m i l l i o n  
$ 24.0 m i l l l o n  
$1 19.0 m l l l  i o n  
$170.0 mi 1 1  i o n  
$102.3 m l l l l o n  
$140.0 m i l l l o n  

Th i s  r e f l o w  o f  p r i v a t e  c a p l t a l  t o  Costa R ica  
r e f l e c t s  a  c o n t l n u l n g  t r e n d  toward s t a b l l l z a t l o n  of t h e  economy and 
improvements I n  I n t e r e s t  and exchange r a t e  s t r u c t u r e .  Cash t r a n s f e r s  and 
condl  t l o n a l l  t y  under t h e  M I  s s l o n ' s  ESR programs have p layed key  r o l e s  i n  
s u c c e s s f u l l y  h e l p l n g  t o  r e s t o r e  economic s t a b i l l t y .  



. 
F i n a l l y ,  Costa R ica  i s  u s i n g  the  A I D  E S F  fanas  t o  

c m o s n i a t e  f o r  f o r e i g n  exchange i n f l o w s  l o s t  as a  r e s u l t  o f  f a c t o r s  
l e a d i n g  t o  i t s  c u r r e n t  economic d i f f i c u l t i e s .  H i s t o r i c a l l y ,  Cos ta  R ican  
impo r t s  from the  U.S. have been w e l l  i n  excess o f  t h e  d o l l a r  amounts made 
a v a i l a b l e  under ESR Agreements. T o t a l  i m p o r t s  f r o m  t h e  U.S. amounted t o  
9406 m i l l i o n  i n  1984, $380 m i l l i o n  i n  1985, $438 m i l l i o n  i n  1986, $600 
m i l l i o n  i n  1987. ( A  f i n a l  f i g u r e  f o r  1988 i s  n o t  y e t  a v a i l a b l e  b u t  i s  
e s t i m a t e d  a t  about  $650 m i l l i o n ) .  I l l u s t r a t i v e l y  f o r  1985, e l i g i b l e  
i m p o r t  commodi t i  es as p r e s c r i b e d  by  ESF condi  t i o n a l  i t y  t o t a l e d  $288 
m i l l i o n ,  o f  an o v e r a l l  U.S. i m p o r t  t o t a l  o f  $ 3 8 0 m i l l i o n .  T h i s  f i g u r e  
we1 1  exceeds t h e  ESF t o t a l  o f  t h a t  yea r  ($160 m i  11 i o n ) .  The f i g u r e s  f o r  
1987 t o t a l e d  $183 m i l l i o n  i n  e l i g i b l e  i m p o r t  commodit ies versus  an ESF 
t o t a l  o f  $119.75 m i l l i o n .  A  s i m i l a r  r e l a t i o n s h i p  e x i s t e d  i n  1988 and 
w i l l  e x i s t  i n  1989. 

b. Disbursement  P l a n  

An i n i t i a l  t r anche  o f  $40 m i l l i o n  w i l l  be 
d i sbu rsed  once t h e  GOCR dWnOnStrateS success fu l  I n i t i a l  Imp lemen ta t i on  of  
an approved economic p l a n  f o r  1989, as w e l l  as upon a  d e t e r m i n a t i o n  by 
t he  M i s s i o n  of  accep tab le  GOCR compl iance w i t h  t h e  terms o f  ESR V I I I  
c o n d i t i o n a l i t y .  I t  i s  a n t i c i p a t e d  t h a t  t h i s  d isbursement  would be made 
e a r l y  i n  t h e  second-quar ter  of CY 1989. 

A  second t r anche  of $25 m l l l l o n  w i l l  be made upon 
a  d e t e r m i n a t i o n  by  USAIDICosta R l c a  o f  s a t i s f a c t o r y  subsequent compl iance  
by  t he  GOCR i n  meet ing  t he  economic per formance t a r g e t s  s e t  f o r t h  i n  t h e  
economic p l a n  r e f e r r e d  t o  above and upon a  d e t e r m i n a t l o n  by t h e  M i s s i o n  
o f  con t i nued  s a t i s f a c t o r y  p rog ress  by  t h e  GOCR I n  imp lement ing  
c o n d i t i o n a l i t y .  I t  i s  a n t i c i p a t e d  t h a t  t h i s  d isbursement  can be made 
l a t e  i n  the  t h i r d  q u a r t e r  of CY 1989. 

The t h i r d  and f i n a l  t r anche  of $20 m i l l i o n  w i l l  be 
d i sbu rsed ,  l i k e l y  I n  t h e  f o u r t h  q u a r t e r  o f  CY 1989, upon a  d e t e r m i n a t i o n  
o f  con t i nued  GOCR compl iance w i t h  i t s  economic p l a n  and ESR V I I I  
c o n d i t i o n a l  i t y .  

Thus, t h e  d isbursement  p l a n  t o  be i n c o r p o r a t e d  
i n t o  t h e  ESR V I I I  a s s i s t a n c e  agreement i s  as f o l l o w s :  

ESF V I I I  DISBURSEMENT PLAN 

D l  sbursements 
( p r o j e c t e d )  

G ran t  Funds 
(U .S .  do1 1  a r s )  

F i r s t  $ 40,000,000 
Second 25,000,000 
Th l  r d  20,000.000 

TOTAL $ 85,000,000 



The Miss ion  requested,  and was g i ven ,  
au:?,orizarion t o  va ry  the  disbursement p lans  under E S R  11-VII as r e a u i r e o  
t o  assure good management and r e g u l a r  a v a i l a b i l i t y  o f  f o r e i g n  exchange 
resources .  I n  the  same manner, the  M iss ion  requests  a u t h o r i z a t i o n  t o  
i n c l u d e  i n  t he  ESR V I I I  ass is tance agreement a  p l a n  f o r  t he  d isbursement 
o f  funds as d e t a i l e d  above. b u t  w i t h  t he  p r o v i s i o n  t h a t  t he  M i s s i o n  may 
vary t h i s  p l a n  as r e q u i r e d  t o  m a i n t a i n  an even and r a t i o n a l  f l o w  o f  
f o r e i g n  exchange. However, any v a r i a t i o n  t o  t h e  d isbursement p l a n  which 
would i n v o l v e  w i t h h o l d i n g  p a r t  o r  a l l  o f  a  disbursement would be based on 
p r i o r  consul t a t i o n  w i t h  AAJLAC. 

c .  Use o f  Do1 l a r  Funds 

As w i t h  t h e  1988 ESF Program, c o n s i s t e n t  w i t h  LAC 
guidance, d o l l a r  funds i n  t h e  ESF Separate Account w i l l  be a v a i l a b l e  t o  
f a c i l i t a t e  t he  i m p o r t a t i o n  o f  U.S. raw m a t e r i a l s ,  spare p a r t s  and 
i n t e r m e d i a t e  goods r e q u i r e d  by t h e  Costa Rican p r i v a t e  s e c t o r .  D e t a i l s  
o f  the  Separate Account system have been e s t a b l i s h e d  w l t h  t h e  Cen t ra l  
Bank (BCCR) (See Annex C) t o  ensure t h a t  ESF funds a re  used t o  re imburse 
the  BCCR f o r  e l i g i b l e  commodity impor ts  from t h e  U.S. 

d. A u d i t  Prov i  s ions  

A u d i t  coverage w i l l  be p rov ided  f o r  t h e  v a r i o u s  
ESF d o l l a r  and l o c a l  cur rency  elements o f  t h i s  program as f o l l o w s :  

- ESF d o l l a r s  and t h e  LC t r u s t  fund f o r  USAID o p e r a t i n g  expenses a r e  
t h e  a u d i t  r e s p o n s i b i l i t y  o f  t h e  A.I.D. I n s p e c t o r  General .  

- General budget suppor t  and s e c t o r a l  suppor t  a c t i v i t i e s  undertaken 
w i t h  HCOLC a r e  t h e  a u d i t  r e s p o n s i b i l i t y  o f  t h e  GOCR C o n t r o l l e r  
General . 

- S p e c i f i c d e v e l o p m e n t a c t l v i t i e s  w i l l  b e a u d i t e d  by l o c a l  C P A f i r m s  
under hos t -count ry  o r  implementing i n s t i t u t i o n  c o n t r a c t s  (approved 
by USAID where a p p r o p r i a t e )  as r e q u i r e d  i n  a l l  memoranda o f  
unders tand ing o r  o t h e r  HCOLC programming documents. 

E. Local  Currency Resources 

1 .  Background 

USAID/Costa R lca  has been I n v o l v e d  f o r  ove r  a  yea r  
i n  a  compl f c a t e d  process r e l a t e d  t o  severa l  key h o s t  coun t r y  owned l o c a l  
cu r rency  (HCOLC) Issues.  D iscuss ions  have been I n t e n s i v e l y  pursued w l t h  
t h e  GOCR Comnlssion w i t h i n  t h e  M f n i s t r y  of t h e  Presidency charged w i t h  
t h e  n e g o t i a t i o n  and o f  p r o g r a m i n g  t h e  ESF agreements f o r  t h e  use o f  ESF 



' 2 ~ 3 1  C L - e n c y  71a?e availaole upaer existing agreements. T h e  ,major t asks  
in t r l i s  process nave Seen the following: 

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

- maintain the ability t o  program local currency in 
support o f  on-going and future program activities; 

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

- develop Mission local currency programming 
guide1 i nes; 

- contlnue and deepen Costa Rlcan involvement in 
local currency programming while enhancing the 
GOCR's capacity to design. manage and account for 
programs in support of jolnt development 
objectives; and 

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

In response t o  LAC guidance in early 1988, a major 
issue in the Mission's negotiations with the GOCR was t o  achieve a 1988 
ESF Agreement in whlch, for the first time, the GOCR would explicitly 
acknowledge ownership of the local currency aval.lable by the cash 
transfer program. As reported in 1988 San Jose 2549, this objective was 
met upon signature o f  the ESR VII Grant Agreement o n  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 t o  
reinforce the Mlsslon's efforts, begun In 1987, t o  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 o f  local currency available for 
p r o g r a m i n g  and disbursement under earlier ESF Agreements (where the 
ownership question was no!. addressed). O f  particular concern was the use 
of those funds f o r  private sector activities, such a s  export promotion, 



l ong an i n t e g r a l  p a r t  of the  USAID program. A two p a r t  rosconse crapcssd 
by the  M i s s l ~ n  and a c c e ~ t e d  by LAC (see S t a t e  96604) c a l l e d  f o r  ( 1 )  a  
covenant i n  t he  1988 ESF Agreeement which r e q u i r e d  t h a t ,  by January 1 ,  
1989, the  GOCR e s t a b l i s h  a  new mechanism f o r  approv ing  a l l  a c t i v i t i e s  
( i n c l u d i n g  f o r  non-publ ic  sec to r  e n t i t i e s  and f o r  AID OE c o s t s )  t o  be 
f i nanced  w i t h  l o c a l  c u r r e n c i e s ,  and ( 2 )  t h e  use o f  funds a v a i l a b l e  under 
agreements p r i o r  t o  1988 i n  accordance w i t h  t h e  terms of those agreements 
( w h i l e  s t i l l  r e q u i r i n g  j o i n t  programming and max imum GOCR p a r t i c i p a t i o n  
i n  t he  p r c - e s s ) .  Th i s  s o l u t i o n  cont inued the  t r a n s i t i o n  t o  an increased 
r o l e  f o r  tne GOCR i n  l o c a l  cur rency  management and a l s o  p rov ided  the  
means f o r  f i n a n c i n g  s p e c i f i c  p r i o r i t y  a c t i v i t i e s  d u r i n g  the  i n t e r i m  
p e r i o d  l e a d i  ng up t o  January 1 , 1989. 

2 .  Programming, Management and A c c o u n t a b i l i t y  

The o r i g i n a l  system e s t a b l i s h e d  by USAIDICosta R ica  t o  
program, manage and account f o r  l o c a l  cur rency  under o u r  ESF program had 
i t s  o r i g l n s  i n  the  ESR I 1  program o f  1983. A v a r i e t y  o f  adap ta t i ons  were 
made i n  t h e  l o c a l  cur rency  systems based on M iss ion  imp lementa t ion  
exper ience.  One change, beg inn ing  i n  1987, was t o  i nc rease  the  degree o f  
GOCR p a r t i c i p a t i o n  i n  t he  programming process -- one of t h e  f i r s t  s teps  
taken i n  t h e  t r a n s l t i o n  t o  e x p l i c i t  GOCR acknowledgement o f  l o c a l  
cur rency  ownership.  

Another s i g n i f  i can t  change a f f e c t 1  ng l o c a l  cur rency  
management was t h e  c r e a t i o n ,  a t  t h e  M i s s i o n ' s  suggest ion,  o f  a  B i p a r t i t e  
Commission char-ed i n  p a r t  w i t h  r e p r e s e n t i n g  t h e  GOCR bo th  i n  n e g o t i a t i n g  
ESF agreements and i n  programming and assuming r e s p o n s i b i l i t y  i n  t h e  use 
o f  ESF-related l o c a l  cur rency ,  I n c l  ud ing  t h e  programming o f  resources  
s t i l l  a v a i l a b l e  under p r i o r  agreements. For t h e  GOCR, t h e  Commission i s  
headed by..the M i n i s t e r  o f  t h e  Presidency and i n c l u d e s  the  M i n i s t e r s  o f  
Finance and P lann ing,  as w e l l  as t h e  P res iden t  o f  t h e  Cen t ra l  Bank. 

A key p o i n t  i n  d i scuss ions  w i t h  t h e  Commission was t o  
reach agreement on s h i f t i n g  a  g r e a t e r  degree o f  respons i  b i l  i t y  i n  t h e  
management and a c c o u n t a b i l i t y  f o r  these resources t o  t h e  GOCR. I n  
gradual  l y  a c c e p t i n g  t h l  s  respons i  b i  li t y ,  t h e  Commi s s i o n  recogn ized t h e  
i m p l i c a t i o n s  i n  terms o f  p o t e n t i a l  p u b l i c  s c r u t i n y  on how t h i s  mandate i s  
handled. H i t h  t h i s  i n  mind, our  d l scuss lons  w i t h  t h e  Commission focused 
on severa l  parameters designed t o  f a c i l i t a t e  i t s  task .  i n c l u d i n g :  

- j o i n t  programming o f  a l l  funds I n  w r i t i n g  by t h e  
Comnission and t h e  Miss ion ;  

- use o f  funds f o r  development purposes. i n c l u d i n g  s e c t o r  
budget support ;  

- approve a c t i v i t i e s  t h a t  f i t  w i t h i n  t h e  development 
p r i o r i t i e s  o f  t h e  GOCR and t h e  Miss ion ;  



- a v o i d  a p r o l i f e r a t i o n  o f  a c t i v i t i e s  by e s t a b l i s h i n g  a 
minimum f u n d i n g  r e q u i r e m e n t ,  w i t h  t h e  o b j e c t i v e  c f  
a p p r o v i n g  fewer b u t  l a r g e r  p r o j e c t s ;  

- a l l  d i sbursements  must be c o n s i s t e n t  w i t h  t h e  GOCR's 
moneta ry  program; and 

- approved  a c t i v i t i e s  s h o u l d  n o t  have an o r i e n t a t i o n  
t owa rd  a  s i n g l e  p o l i t i c a l  p a r t y  o r  p l a t f o r m .  

C o n c u r r e n t  t o  these  d i s c u s s i o n s  w i t h  t h e  Commission, t h e  
M i s s i o n  j u s t i f i e d  a  w a i v e r  o f  t h e  r e q u i r e m e n t  t h a t  l o c a l  c u r r e n c y  be 
d e p o s i t e d  i n t o  an i n t e r e s t  b e a r i n g  accoun t ,  g i v e n  t h e  n e g a t i v e  impac t  o f  
accumula ted  i n t e r e s t  payments on GOCR moneta ry  p o l i c y .  F u r t h e r ,  w o r l d w i d e  
Agency and more s p e c i f i c  LAC gu idance  on  l o c a l  c u r r e n c y  programming was 
p r o v i d e d .  The LAC supplemenal gu idance  p r o v i d e d  f o r  f i v e  programming 
a1 t e r n a t i v e s :  gene ra l  budge ta r y  s u p p o r t ,  s e c t o r a l  o r  s u b s e c t o r a l  
suppo r t .  p r o j e c t s  o r  s p e c i f i c  a c t i v i t i e s ,  s p e c i a l  non-governmenta l  
a c t i v i t i e s ,  and t r u s t  fund p r o j e c t s .  A t r a n s i t i o n  p e r i o d  t o  January  1 ,  
1989 for f u l l  comp l iance  w i t h  t h e  new gu idance  was p r o v i d e d ,  d u r i n g  wh i ch  
t i m e  t h e  M i s s i o n  unde r t ook  1  i m i  t e d  mutua l  programming under  t h e  p r i o r  
Memoranda o f  Unde rs tand ing  system ( f o r  example, f o r  AID p r o j e c t  
c o u n t e r p a r t  funds,  e x p o r t  p romo t i on  a c t i v i t i e s ,  and USAID OE). 
C o n c u r r e n t l y ,  USAID unde r t ook  e x t e n s i v e  n e g o t i a t i o n s  w i t h  t h e  GOCR 
Commission t o  p rogram a l l  l o c a l  c u r r e n c y  made a v a i l a b l e  under  p r i o r  ESF 
programs ( e x c e p t  ESR V I I )  and c a r r y  o u t  t h i s  programming o n  a  s e c t o r a l  
b a s i s  i n  accordance w i t h  LAC gu idance .  

The Commission, USAID and t h e  LAC gu idance  r e c o g n i z e d  
t h e  impo r t ance  of e s t a b l i s h i n g  a  system f o r  c o n t r o l l i n g  approved  l o c a l  
c u r r e n c y  a c t i v i t i e s .  Toward t h a t  end. an e x i s t i n g  o f f i c e  w i t h i n  t h e  
M i n i s t r y  o f  t h e  P r e s i d e n c y  i s  b e i n g  expanded and s t a f f e d  a c c o r d i n g l y .  I t  
i s  o r g a n i z i n g  i t s e l f  i n  c o n j u n c t i o n  w i t h  t h e  e x i s t i n g  l o c a l  c u r r e n c y  
imp lemen ta t i on  u n i t  f o r  PL-480 funds l o c a t e d  i n  t h e  M i n i s t r y  o f  P l a n n i n g  
to  t a k e  on  i t s  new r e s p o n s i b i l i t y  f o r  d e s i g n ,  i m p l e m e n t a t i o n ,  m o n i t o r i n g  
and a c c o u n t i n g  for s e c t o r a l  a c t i v i t i e s .  The o f f i c e  has a l s o  s t u d i e d  t h e  
former l o c a l  c u r r e n c y  c o n t r o l  system deve loped  by  t h e  M i s s i o n  and found 
i t  to be comprehensive and r e s p o n s i v e  to  i t s  needs. R a t h e r  t h a n  c r e a t e  
and t e s t  an e n t i r e  new system, t h e  u n i t  has adop ted  much o f  t h e  fo rmer  
USAID sys tem for  i t s  own use. 

LAC HCOLC gu idance  s t a t e d  t h a t  A ID must  be s a t i s f i e d  
t h a t  t h e  HG has good q u a l i t y  s e c t o r a l  a c t i v i t i e s ,  and t e c h n i c a l  and 
a d m i n i s t r a t i v e  c a p a b i l i  t i e s  t o  c a r r y  o u t  t h e  p rogram -- and t h a t  t h e  
s e c t o r  p rogram c o n t e n t  be c o n s i s t e n t  w i t h  A ID S t r a t e g y .  Thus d u r i n g  
1988, H i s s i o n  s t a f f  worked c l o s e l y  w i t h  Commission s t a f f  t o  d e v i s e  
s e c t o r a l  programs t o  be implemented t h r o u g h  sound HG i n s t i t u t i o n s .  
D i s c u s s i o n s  and n e g o t i a t i o n  c u l m i n a t e d  o n  December 9. 1988 w i t h  t h e  
programming o f  a l l  e x i s t i n g  HCOLC ( p r i o r  t o  ESR V I I )  i n  t h e  amount o f  7 
b i l l i o n  c o l o n s  ($88  m i l l i o n )  e q u i v a l e n t  (See Loca l  Cu r rency  Programming 
Agreement, Annex H I .  The funded  a c t i v i t i e s  were i n  t h e  f o l l o w i n g  
s e c t o r s :  w a t e r ,  t r a n s p o r t a t i o n ,  e d u c a t i o n ,  c h i l d  h e a l t h ,  community 



~ e v e l ; ~ r e i t ,  a g r i c u l t u r e ,  r u r a l  hous i yg  a i d  p l ~ b l i c  s e c t 3 r  f i n a n c e .  Tne 
sec'oral  a c t i v i t i e s  were c o n s i s t e n 1  t h e  USAID's  development s t r a ~ e g y  f o r  
Costa R i c a  and o t h e r w i s e  developed i n  accordance w i t h  LAC and Agency 
HCOLC gu idance .  F u r t h e r ,  o u r  o b j e c t i v e  -- t o  g r a d u a l l y  w i t hd raw  f rom a 
c o n t r o l l i n g  r o l e  i n  HCOLC imp lemen ta t i on  m a t t e r s  -- has been accompl i shed .  

3 .  Mu1 t i  purpose Loca l  Cu r rency  Programmi nq  

Once t h e  GOCR acknowledged ownersh ip  o f  t h e  ESF l o c a l  
cu r rency  and began t o  expand I t s  r o l e  i n  i t s  programming and management, 
ques t i ons  a rose  on  t h e  p a r t  of  t he  GOCR as t o  t h e  l e g a l i t y  o f  t h e i r  
programming t hese  funds f o r  o t h e r  t han  p u b l i c  s e c t o r  uses.  The argument 
was, t h a t  as GOCR owned l o c a l  cu r rency ,  programs o t h e r  t h a n  t hose  
ope ra ted  by  and f o r  GOCR programs o r  e n t i  t i e s ,  would have t o  be approved 
by t he  Cos ta  R ican  N a t i o n a l  Assembly. Such a p o s s i b i l i t y ,  however 
accep tab le  as a p o l i c y ,  was p r o b l e m a t i c  i n  r e a l  terms t o  b o t h  USAID and 
t he  GOCR, as programs would have been subm i t t ed  t o  an app rova l  p rocess  
t h a t  c o u l d  t a k e  yea rs ,  meanwhi le j e o p a r d i z i n g  on-going and f u t u r e  l o c a l  
cu r rency  a c t i v i t i e s  v i t a l  t o  j o i n t  AIDJGOCR development  s t r a t e g y .  The 
M i s s i o n  and t h e  GOCR agreed I n  t h e  ESR V I I  Agreement t h a t  t h e  1988 ESF 
l o c a l  c u r r e n c y  would n o t  be programmed n o r  t h e  1989 ESF program p u t  
f o r w a r d  u n t i l  such t i m e  as t h e  l e g a l  mechanism was i n  p l a c e  t o  a l l o w  f u l l  
u n r e s t r i c t e d  programming f o r  a v a r i e t y  o f  development  purposes ,  i n c l u d i n g  
p r i v a t e  s e c t o r  a c t i v i t i e s  as we1 1 as USAID o p e r a t i n g  expenses. I n  
a d d i t i o n ,  b o t h  p a r t i e s  agreed i n  t h e  ESR Agreement t h a t  t h i s  mechanism 
would be i n  p l a c e  by January  1, 1989. The M i n i s t e r  of t h e  P res idency  i n  
a June 6, 1988 l e t t e r  t o  t h e  U.S. Ambassador a l s o  commi t ted  t h e  GOCR t o  
t a k e  t h e  necessary  means no l a t e r  t han  January  1, 1989 t o  p e r m i t  t h i s  
appl  l c a t i o n  o f  ESR resou rces  t o  b o t h  pub1 l c  as we1 1 as p r i v a t e  s e c t o r  
uses. 

The c o m p l e x i t y  of t h e  p rob lem f o r  t h e  GOCR I s  
i l l u s t r a t e d  by t h e  f o l l o w i n g  i s sue :  As t h e  GOCR o v e r t l y  accep ted  
ownershl  p o f  t h e  l o c a l  c u r r e n c y  i n  t h e  1988 ESR V I I  Program, t h e  
Agreement was p r o p e r l y  termed a "Gran t  Agreement" o r  "Donaciqn"  i n  
Spanish. These te rms c o n t r a s t e d  w l t h  t h e  t e r m  "Assistance", o r  "Ayuda" 
I n  Spanish,  wh lch  i s  t h e  o p e r a t i v e  t e r m  used I n  t h e  B i l a t e r a l  Agreement 
o f  1962 t o  d e s c r i b e  U.S. development a s s i s t a n c e .  I n  t h e  p rocess  o f  
s o l v i n g  i t s  l e g a l  problem, t h e  GOCR chose t h e  B i l a t e r a l  Agreement as t h e  
v e h i c l e  by wh ich  t h e  GOCR c o u l d  1 i n k  I t s  l e g a l  c a p a c i t y  t o  unde r take  
m u l t i p u r p o s e  l o c a l  c u r r e n c y  p r o g r a m i n g .  I n  o t h e r  words, t h e  L e g i s l a t i v e  
Assembly r a t i f i e d  t h e  1962 B i l a t e r a l  Agreement p r o v i d i n g  t h e  E x e c u t i v e  
Branch a u t h o r i t y ,  I n  essence, t o  execu te  agreements w i t h  AID and use 
funds  p r o v i d e d  under  t hese  agreements t o  a s s i s t  AID i n  c a r r y i n g  o u t  i t s  
development program, 1 .e.  f o r  p u b l i c  and p r i v a t e  s e c t o r  and OE uses 
w i t h o u t  f u r t h e r  l e g l s l a t l v e  app rova l .  F o r  ESR V I I ,  however,  t h e  use of 
t h e  t e r m  "Gran t "  was i n c o n s i s t e n t  w l t h  t h e  B i l a t e r a l  Agreement, t h u s  
c o m p l i c a t i n g  f u r t h e r  t h e  a p p l i c a t i o n  o f  t h e  " l e g a l  mechanism" t o  ESR V I I  
l o c a l  cu r rency .  Ye t ,  t h i s  p rob lem had t o  be 'so lved p r i o r  t o  t h e  end o f  
1988 n o t  o n l y  t o  f u l f i l l  t h e  terms of t h e  ESR V I I  Agreement and p e r m i t  t h e  



. 
3 : ; a 5 c ? ~ e ~ , t  o f  t h e  1939  ? rogram,  b u t  a l s o  t o  p e r m i t  p r o g r a m i n g  o f  t h e  
E 5 R  VII l o c a l  c u r r e n c y .  

S t i l l  ano the r  p rob l em  i n  t h i s  p rocess  appeared upon 
t e r m i n a t i o n  o f  a  p r i o r  E x e c u t i v e  Decree wh ich  e f f e c t i v e l y  se r ved  t o  b a r  
even p u b l i c  s e c t o r  use of dona ted  funds f rom e x t e r n a l  sources  as o f  
January  1, 1989, w i t h o u t  app rova l  by  t h e  L e g i s l a t i v e  Assembly.  Thus, a  
l e g a l  programming mechanism had t o  be deve loped  b y  t h e  end uf 1988 wh l ch  
p e r m i t t e d  a p p l i c a t i o n  o f  ESF f unds  w i t h  f ew  i f  any programming 
r e s t r i c t i o n s ,  i . e . ,  t o  p e r m i t  n o t  o n l y  p r i v a t e  s e c t o r  programming o f  
HCOLC as o r i g i n a l l y  e n v i s i o n e d ,  b u t  p u b l i c  s e c t o r  uses as w e l l .  The 
GOCR, i n  t h e i r  v i ew ,  had t o  t h u s  n e g o t i a t e  and s i g n  an I m p l e m e n t a t i o n  
Agreement w i t h  AID f o r  t hese  purposes ,  p ropose  uses of t h e  1988 ESF l o c a l  
c u r r e n c y  f u n d s ,  n e g o t i a t e  and f i n a l l y  p rogram these  funds w i t h  AID. T h i s  
p rocess  c u l m i n a t e d  on  December 23. 1988 w i t h  t h e  s i g n a t u r e  o f  an 
" I m p l e m e n t a t i o n  Agreement" wh ich  i n t e r p r e t s  t h e  U.S.-GOCR B i l a t e r a l  
Agreement o f  1962 t o  a l l o w  t h e  programming o f  ESF l o c a l  c u r r e n c i e s  f o r  
t hese  purposes (See Annex I). 

I n  o t h e r  words, a l l  o f  t hese  e f f o r t s  combined have 
p e r m i t t e d  t h e  GOCR t o  now r e p r e s e n t  t o  AID t h a t  t h e  programming o f  funds 
f o r  p u b l i c  and p r i v a t e  s e c t o r  uses and f o r  AID OE and p rogram expenses i s  
p e r m i t t e d  by a p p l i c a b l e  Cos ta  R l can  laws.  r u l e s  and r e g u l a t i o n s .  
T h e r e f o r e  t h e  ESR V I I  Agreement r e q u i r e m e n t  has been met.  

A  f i n a l  p o i n t  i s  t h a t  t h e  GOCR and USAID agreed  e a r l y  on  
i n  t h e  HCOLC n e g o t i a t i o n  p rocess  t h a t  t h e  use o f  ESR V I I  l o c a l  c u r r e n c y ,  
f o l l o w i n g  app rova l  o f  t h e  " l e g a l  mechanism", would be i n  accordance  w i t h  
a  50-30-20 s p l i t  ( p u b l i c  s e c t o r / p r l v a t e  s e c t o r / i n t e r m e d i a t e ) .  T h i s  s p l i t  
between p u b l i c  and p r i v a t e  s e c t o r  and i n t e r m e d i a t e  uses was r e s p e c t e d  i n  
t h e  programming o f  ESR V I I  HCOLC t h a t  f o l l o w e d  app rova l  o f  t h e  l e g a l  
mechanism on  December 23. 1988, and w i l l  be a p p l i e d  t o  f u t u r e  ESF l o c a l  
c u r r e n c y  programs.  The GOCR and USAIDfCosta R l c a  have t h u s  
s a t i s f a c t o r i l y  ach i eved  t h e i r  o b j e c t i v e  o f  mu1 t i  purpose  l o c a l  c u r r e n c y  
programming. A c c o r d i n g  to t h e  GOCR Commlsslon, t h e  end r e s u l t  o f  t h e  
s i g n i n g  o f  t h e  l e g a l  " I m p l e m e n t a t i o n  Agreement" r e p r e s e n t s  a  s a t i s f a c t o r y  
r e s o l u t i o n  t o  t h e  p rob l em  of ESF l o c a l  c u r r e n c y  programming and t h e  
e s t a b l i s h m e n t  o f  a  s t r a i g h t  f o rwa rd  and f l e x i b l e  l o c a l  c u r r e n c y  
programming sys tem a p p l i c a b l e  t o  f u t u r e  Agreements. 

Programming of  l o c a l  c u r r e n c y  p r o v i d e d  under  t h e  ESR 
V I I I  p rogram w i l l  be f i n a l i z e d  f o l l o w i n g  o b l i g a t i o n  o f  t h e  Agreement.  An 
i l l u s t r a t i v e  l i s t  o f  l o c a l  c u r r e n c y  uses i s  c o n t a i n e d  I n  Annex J. 

4 .  Program T r u s t  Funds 

The M i s s i o n ' s  Program T r u s t  Fund was n e g o t i a t e d  w i t h  t h e  
GOCR and an agreement  was s i g n e d  i n  Feb rua ry ,  1984. S i nce  then ,  t h e  
M i s s i o n  has used t h i s  mechanism to  manage ESF l o c a l  c u r r e n c y - f i n a n c e d  
p r o j e c t  a c t i v i t i e s  for wh ich  i t  assumed day  to  day i m p l e m e n t a t i o n  



r ? j ; a n s i S i l i t i e j  ( t h e  M i j i i o n  a l s o  has an OE T r u s t  Fund t h a t  i s  c3vered  
by a  separa te  agreement).  

C u r r e n t l y ,  t h e  f o l l o w i n g  a c t i v i t i e s  a r e  r e c e i v i n g  
f u n d i n g  t h rough  t h e  T r u s t  fund: 

Spec ia l  Development f und  (SDf):  T h i s  i s  a  f u n d  t o  
f i nance  smal l  community s e l f - h e l p  p r o j e c t s  i d e n t i f i e d  b y  
Peace Corps Vo lun tee rs .  H i s t o r i c a l l y ,  Development 
Ass i s tance  funds  have been used f o r  t h i s  a c t i v i t y  b u t ,  
i n  v iew o f  t h e  a v a i l a b i l i t y  of  l o c a l  c u r r e n c y  and t h e  
absence o f  any d o l l a r  c o s t s  a s s o c i a t e d  w i t h  t h e  
a r o j e c t s ,  t h e  M i s s i o n  sw i t ched  t h e  f und ing  t o  l o c a l  
cu r rency  i n  1985. The e q u i v a l e n t  o f  a p p r o x i m a t e l y  
$500,000 i s  budgeted per  y e a r  f o r  t h i s  a c t i v i t y  t h rough  
1991. 

C i v i c  A c t i o n :  Under t h i s  program. a p p r o x i m a t e l y  $40,000 
i n  l o c a l  c u r r e n c y  i s  used each yea r  t o  purchase 
m a t e r i a l s  f o r  smal l  community p r o j e c t s  (e .g . ,  school  
r e p a i r s ,  pha rmaceu t i ca l s ) .  Labor f o r  t hese  p r o j e c t s  i s  
p r o v i d e d  by U.S. m i  1  i t a r y  personne l  who o p e r a t e  a t  
r e q u e s t  o f  and under t h e  c o n t r o l  o f  l o c a l  c i v i l i a n  
a u t h o r i t i e s .  We expec t  t h a t  FY 1990 w i l l  be t h e  l a s t  
yea r  o f  f und ing  f o r  t h i s  program. 

- Rura l  School Refurb ishment :  T h i s  program s t a r t e d  i n  
1987 i n  response t o  a M i n i s t r y  o f  Educa t i on  (MEPI 
reques t  f o r  a s s i s t a n c e  i n  imp rov ing  t h e  p h y s i c a l  s t a t e  
o f  e lementary  schoo ls  i n  r u r a l  a reas .  The program works 
i n  a  s i m i l a r  f a s h i o n  t o  t h e  SDf program. Peace Corps 
Vo lun tee rs ,  i n  c o o r d i n a t i o n  w i t h  MEP o f f i c i a l s ,  work 
w i t h  communi t ies t o  deve lop  p r o j e c t s  on a  ma tch ing  g r a n t  
bas i s .  The budget  f o r  t h e  program i s  t h e  e q u l v a l e n t  o f  
$1,900,000 o v e r  a  f ou r  yea r  p e r i o d ,  t e r m i n a t i n g  i n  1991. 

C e n t r a l  American Peace Scho la rsh ips  (CAPS): 
Imp lemen ta t i on  of t h e  CAPS program i n v o l v e s  a  v a r i e t y  o f  
i n - c o u n t r y  c o s t s  -- p r i m a r i l y  E n g l i s h  language t r a i n i n g  
and purchase o f  a i r l i n e  t i c k e t s .  A l t hough  cons ide red  a  
c o u n t e r p a r t  c o n t r i b u t i o n  t o  t h e  d o l l a r  funds. these  
resources  a r e  managed d i r e c t l y  by t h e  M i s s i o n  so  as t o  
f a c i  1  i t a t e  t h e  c o o r d i n a t i o n  of a c t i v i t i e s  a s s o c i a t e d  
w i t h  s e l e c t i o n  and p r e p a r a t i o n  of l o n g  and s h o r t - t e r m  
p a r t i c i p a n t s  f o r  t r a v e l  t o  t h e  U.S. 

- A g r i c u l t u r a l  C o l l e g e  (EARTH): Under t h e  terms o f  a  
l o c a l  cu r rency  Memorandum o f  Unders tand ing  w i t h  t h e  
GOCR, i t  was agreed t h a t ,  u n t i l  EARTH had t h e  c a p a b i l i t y  
t o  do so. t h e  M i s s i o n  would a c t  as I t s  agent  f o r  c e r t a i n  



procurement and c o n t r a c t i n g  purposes. E A R T H  s t a f f  have 
now acqu i red  most of these f u n c t i o n s  and the  m a j o r i t y  o f  
E A R T H  money f o r m e r l y  i n  the  T r u s t  Fund has been 
t r a n s f e r r e d  t o  an EARTH c o n t r o l l e d  account and t o  
monetary s t a b i l i z a t i o n  bonds. The H i s s i o n ' s  r o l e  w i l l  
con t i nue  t o  be phased o u t .  

- P o l i t y  P lann ing  and A d m i n i s t r a t i v e  Improvement (PPAI):  
These funds p r o v i d e  c o u n t e r p a r t  t o  t h e  M i s s i o n ' s  DA 
p r o j e c t  t o  f i n a n c e  t h e  l o c a l  cu r rency  c o s t s  o f  s e r v i c e s  
f inanced w i t h  t h e  do1 l a r  resources .  A f t e r  t h e  DA 
p r o j e c t  PACD o f  June 30, 1990. these funds w i  1 1  be 
u t i l i z e d  i n  t h e  same f a s h i o n  f o r  t h e  Pol i c y  and 
Technical  Support  P r o j e c t  (PATS), now under des ign .  I n  
c e r t a i n  l i m i t e d  cases where no d o l l a r  c o s t s  a r e  
r e q u i r e d ,  these funds w i l l  be used w i t h o u t  complementing 
d o l l a r  funds,  b u t  w i l l  s t i l l  be charged as c o u n t e r p a r t  
t o  the  DA p r o j e c t .  

- Emergency Preparedness Technical  Assi  stance: Thi s  f und  
f i nances  l o c a l  cu r rency  c o u n t e r p a r t  cos ts  f o r  t e c h n i c a l  
ass i s tance  prov ided under c o n t r a c t  w i t h  t h e  O f f i c e  o f  
Fo re ign  D i s a s t e r  Ass is tance (OFDA) f o r  such i tems as 
s a l a r y ,  pe r  diem, t r a n s p o r t a t i o n ,  housing,  communications 
and support  s e r v i c e s .  

- Support t o  AID Funded P r o j e c t s :  The l o c a l  cu r rency  
e q u i v a l e n t  o f  $5 m i l l i o n  has been programmed t o  p r o v i d e  
l o c a l  cu r rency  f i n a n c i n g  t o  suppor t  AID funded p r o j e c t s .  
The program covers t h e  c o n t r a c t i n g  o f  t e c h n i c a l  
ass i s tance ,  a u d i t s ,  s tud ies ,  t r a i n i n g . c o s t s  and o t h e r  
support  cos ts  r e q u i r e d  f o r  p r o j e c t  imp lementa t ion .  

The M lss lon  i s  p ropos ing  no new T r u s t  Fund a c t i v i  t i e s  a t  
t h i s  t ime .  However, t h e  a c t i v i t i e s  1 i s t e d  above a r e  on-going and may 
r e c e i v e  Incrementa l  f u n d i n g  under t he  ESF program (See Annex J ) .  USAID 
w i l l  con t i nue  t o  manage and account f o r  these a c t i v i t i e s  as i f  they  were 
d o l l a r - f i n a n c e d  AID p r o j e c t s .  The M lss lon  p lans  t o  c o n t i n u e  w i t h  t h e  
SDF, Rural  School Refurbishment, PPAI and Emergency Preparedness programs 
and, as i n  t h e  pas t ,  w i l l  p r o v i d e  r e p o r t s  i n  c o n j u n c t i o n  w i t h  t he  A c t i o n  
P lan  and Congressional  P r e s e n t a t i o n  t h a t  w i l l  i n d i c a t e  Implementa t ion  
s ta tus .  I n  a d d i t i o n  t o  these l l m l t e d  p r o j e c t  s p e c i f i c  a c t i v i t i e s ,  t h e  
M i  ss i o n  w i  1  1  a1 so con t  i nue f i nanci  ng PD&S-1 i ke i tems th rough t h e  Support  
t o  AID P r o j e c t s  a c t i v i  t y  v i a  t h e  T r u s t  Fund when o n l y  l o c a l  cu r rency  
cos ts  a r e  i nvo l ved .  I n  those cases, FAR procurement procedures w i l l  be 
employed . 

Bureau guidance r e g a r d i n g  the  programming o f  HCOLC was 
p rov ided  i n  1988 S t a t e  3131 59, i n c l u d i n g  guidance f o r  t h e  Implementa t ion  
o f  a c t i v i t i e s  funded th rough T r u s t  Funds. The cab le  a l l owed  a  t r a n s i t i o n  



~ e r i c d  l ~ q t i ?  2e:e~Ser  3 1 .  1938  f o r  f u l l  a o p l  i c a t i o n  o f  t h e  g u i d a r c e ,  b y  
~ r ~ i c n  t i n e  A A I J C  d ~ p r o v a l  as w e i l  as a  P P - l i k e  document f o r  T r u s t  F u n c j  
a c t i v i t i e s  was r e q u i r e d .  F o r  T r u s t  Funds a c t i v i t i e s  t h a t  a r e  o n - g o i n g ,  
i . e . ,  f u n d e d  u n d e r  agreements  s i g n e d  p r i o r  t o  December 31, 1988, i t  i s  
n o t  e n t i r e l y  c l e a r  t o  t h e  M i s s i o n  whe the r  p r o c e e d i n g  w i t h  new i n c r e m e n t s  
o f  HCOLC p rog rams f u n d e d  f r o m  T r u s t  Funds p a s t  t h e  t r a n s i t i o n  p e r i o d  i s  
a l l o w a b l e  w i t h o u t  a p p l i c a t i o n  o f  t h e  new r e q u i r e m e n t s .  On one  hand, t h e  
g u i d a n c e  s t a t e s  t h a t  f u l l  c o m p l i a n c e  ( i . e . ,  AA/LAC a p p r o v a l ,  e t r . )  i s  
r e q u i r e d  f o r  programs u s i n g  HCOLC a f t e r  December 31 , 1988. On t h e  o t h e r  
hand. t h e  c a b l e  s t a t e s  t h a t  fo r  t h e  use  o f  HCOLC made a v a i l a b l e  u n d e r  
e a r l i e r  ag reements ,  t h e  M i s s i o n  can p r o c e e d  b y  d o c u m e n t i n g  t h e  b a s i s  f o r  
n o t  c o m p l y i n g  w i t h  t h e s e  r e q u i r e m e n t s .  

I n  one  r e c e n t  case  o f  a p p l y i n g  p r i o r  T r u s t  Fund l o c a l  
c u r r e n c y  t o  a  p r e v i o u s l y  a p p r o v e d  a c t i v i t y  ( t h e  1989 $40.000 e q u i v a l e n t  
C i v i c  A c t i o n  p rog ram) ,  t h e  M i s s i o n  d e t e r m i n e d  t h a t  g r o u n d s  e x i s t e d  t o  
j u s t i f y  p r o c e e d i n g  w i t h o u t  t h e  P P - l i k e  document .  A  f e w  o t h e r  s i m i l a r  
cases,  such as  a d d i n g  f u n d i n g  t o  t h e  OFDA a d v i s o r ' s  c o n t r a c t ,  w i l l  a r i s e  
i n  t h e  f u t u r e  h e r e  r e s o l u t i o n  o f  t h i s  i s s u e  wou ld  be m o s t  h e l p f u l .  The 
M i s s i o n  p r o p o s e s  t h e  Bureau  a p p r o v e  USAID 's  p l a n s  t o  p r o c e e d  t o  j u s t i f y  
o n  a  case b y  case b a s i s  t h e  i n c r e a s e d  i n c r e m e n t a l  f u n d i n g  o f  t h e s e  
a c t i v i t i e s  w i t h o u t  a  PP. 

I n  a d d i t i o n ,  though  t h e  M i s s i o n  has no p r e s e n t  p l a n s  t o  
expand i t s  T r u s t  Funds a c t i v i t i e s ,  some new a c t i v i t i e s  w h i c h  a r e  
a p p r o p r i a t e  f o r  t h e  T r u s t  Fund ( a g a i n  u s i n g  C i v i c  A c t i o n  p rog rams as  a n  
example) ,  due t o  t h e i r  s m a l l  s i z e ,  s i m p l i c i  ty ,  s h o r t  d u r a t i o n  o r  l a c k  o f  
management implications f o r  t h e  M i s s i o n ,  a r e  n o t  c o n d u c i v e  t o  P P - l i k e  
a n a l y s i s .  The M i s s i o n  f e e l s  t h a t  USAID's  s h o u l d  be a l l o w e d  to  j u s t i f y  t o  
t h e  AA/LAC t h o s e  cases where T r u s t  Fund d o c u m e n t a t i o n  r e q u i r e m e n t s  a r e  
n o t  a p p r o p r i a t e ,  and p r o p o s e s  t h a t  t h e  Bureau  s o  m o d i f y  i t s  HCOLC 
g u i d a n c e  a c c o r d i  n g l  y .  



The 1989 ESF Program for Costa Rica is the major component o f  an 
overall U.S. supported balance o f  payments assistance program that 
includes the P L  480 Title I food commodities program, as well as the 
policy reforms negotiated as part of these programs. As discussed in 
Section I1 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 t o  decline at a steady 
moderate rate over the comlng years -- to $57 million in 1990 and t o  $36 
milllon in 1991. (Current plans call for the P L  480 Title I program t o  
contlnue at the current level o f  $15 milllon per year.) 

Declining levels o f  ESF resource assistance is consistent with what 
makes programmatic sense in light o f  the economic progress achieved by 
Costa Rica and USG budgetary constraints. Declines are also consistent 
with the principles o f  the Central America stretch-out plan submitted t o  
Congress in March 1987. As agreed at the Mission's Strategy and Action 
Plant reviews, by FY 1991 the Mission plans t o  shift from a cash transfer 
justification t o  a program that focuses primarily o n  the Costa Rican 
export sector -- one which is most critical t o  achieving the Mission's 
strategic objectives. 

Thanks in part t o  the strong f i nanci a1 and pol icy support of the 
IMF, IBRD and AID, Costa Rica has essentially emerged from its economic 
crlsis o f  the 1980-82 period. Major macroeconomic progress has been 
achieved in that there has been a return t o  posltive, i f  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, Iimi ting net banklng system net credit t o  the 
nonffnancial public sector, maintaining a unified exchange rate, etc. 
The pol icy reforms emphasized by thi s past ESF condl t ional i ty, whi 1 e 
having had significant positive effect, need t o  be further 
institutionalized t o  better prepare the country for the end o f  ESF 
assistance. Measures t o  reinforce the macroeconomic progress obtained t o  
date are di scussed below. 

As described in Section 111. B . ,  the Mission assumes that the 
current IMF Standby wlll be extended through 1989 and that the IMF will 
have the lead role for macroeconomic conditional 1 ty. Therefore, the 
Mission wlll include n o  new initiatives in this regard. However, if the 
IMF program for 1989 is delayed o r  not extended past March, 1989, the 
Mission will be ready t o  step in to request that the GOCR provide a 
satisfactory macroeconomic plan f o r  1989 prior t o  first disbursement o r  
prior t o  making subsequent ESF disbursements, depending upon timing o f  
this eventuality. This plan will include quarterly limits f o r  the 
following: ( 1 )  central government expenditures, (s) cumulative flnancial 
balances of the CCSS, RECOPE, ICE, CNP, and JPS; ( 3 )  net domestic assets 
o f  the Central Bank; ( 4 )  changes in banking system credlt t o  the 



->n-=l naqc'al sub! ic sectc~r; ( 5 )  the net i nternatimal r e s e r v e  pcs '  :'cn 
JF tne Central Bank; and ( 6 )  arrears o i  external payments. 

The Mission also assumes that the World Bank's S A L  I1 Program will 
take effect during 1989 following ratification by the Costa Rican 
Legi slative Assembly. The IBRD Board approved the loan i n mid-December . 
1988. The basic financial plan of SAL I1 is to have a 9100 million loan ' 

from the World Bank and a potential cofinancing (without additional 
pol icy measures) for $100 mi 11 ion 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 
commi tment. The SAL 11 loan would be disbursed in three tranches with 
the first disbursement of $40 million being made upon taking effect, the 
second tranche of 935 million after the first performance review and the 
third tranche of $25 million being disbursed after a second performance 
review. 

The SAL I1 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 flnancial sector. SAL I1 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 loan maturities 
in arrears for more than 180 days and interest in arrears more than 9 0  
days be treated as losses. The program aims to reduce the bad loan 
portfolio of state banks from about 3 0  percent to 3 percent over a three 
year period. 

In the trade sector, the main aim in SAL I1 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 
aqricultural prices. The CNP has been the principal marketer of 
domestically produced rice, corn, beans, sorghum and of imported wheat, 
and under SAL I1 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 XI program, the Bank and 
the COCR 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. While the Mlssion's pollcy dialogue with the COCR will 



. 
reinfarce certain 1323 pricrities (fcr exaiole : n  reinforcing f i ~ a n i i a l  
recarns o n  interest r a t e s ,  credit allocation and subsidies), the Mission 
will not undertake major new initiatives in ESR V I I I  c o n d i t i o n a l i t y  f o r  
the a r e a s  covered by the Bank. 

S t a t e  3 8 6 9 3 6 ,  received in December 1987, d e s c r i b e s  in general t e r m s  
the Bureau's ideas of moving toward a g r e a t e r  e m p h a s i s  o n  sectoral ESF 
policy conditionality. T h e  idea is that. given e a r l i e r  e m p h a s i s  a n d  
progress in attaining short-term stabilization o b j e c t i v e s ,  ESF p r o g r a m s  
need t o  e v o l v e  toward sectoral r e f o r m  o b j e c t i v e s  -- o n e s  t h a t  r e p r e s e n t  a 
logical next step in t h e  recovery a n d  g r o w t h  p r o c e s s  a n d  t h a t  s h o w  
demonstrable results. O u r  understanding of the  g u i d a n c e  for t h e  E S R  V I I  
Program and continuing t o  a large extent for t h e  ESR V I I I  program, 
stresses its transitional and f l e x i b l e  nature. i.e. macroeconomic 
conditionality should be continued and reinforced t o  t h e  extent 
appropriate and necessary, and where possible, the f o c u s  should be 
shifted t o  identifying sector programs t h a t  a r e  based o n  a solid 
analytical base and that c a n  better accomplish e c o n o m i c  g r o w t h  o b j e c t i v e s .  

T h e  c o v e n a n t s  and t h e  local currency programming contained in t h e  
1987 ESF program initiated t h e  Mission's focus o n  sub-sectoral t o p i c s  
such a s  investment promotion, public sector efficiency, promotion of 
non-traditlonal exports and support t o  t h e  private manufacturing s e c t o r  
through increased credlt availability. The 1988 ESR  V I I  program 
continued in this vein t o  sharpen o u r  focus a n d  m o r e  c l e a r l y  a r t i c u l a t e  a 
more sectoral approach, o r i e n t i n g  conditionality t o  a c h i e v i n g  sectoral 
policy reform r a t h e r  than simply programming f u n d s  f o r  sectoral 
initiatives. It should be noted too, t h a t  while past ESF c o n d i t i o n a l i t y  
is a n  o b v i o u s  and effective forum for pursuing sectoral issues, t h e  
establishment of t h e  Bipartite Commission and t h e  local currency sectoral 
programming and negotiatlon process described in S e c t i o n  I11 a b o v e  
provided t h e  Mission with an e v e n  m o r e  f a r  reaching a n d  e f f e c t i v e  a v e n u e  
f o r  pursuing sectoral reform prlorlties with t h e  GOCR. While t h e  
proposed ESR V I I I  program a s  described below s h o w s  f u r t h e r  e v o l u t i o n  a n d  
movement toward a sectoral program a n d  wi 1 1  be backed by continual l y  m o r e  
focused policy dialogue a n d  conditionality, t h e  Mission m a k e s  n o  c l a i m  
that w e  h a v e  y e t  arrlved a t  a well-defined sectoral program. Indeed, 
Mission plans call for a continued transition period of con c e n t r a t i o n  o n  
t h e  a r e a s  w h e r e  f u r t h e r  w o r k  and policy dlalogue a r e  needed in o r d e r  t o  
permit a n  eventual sectoral approach in o n e  o r  m o r e  sectors. C u r r e n t  
plans call f o r  t h e  Hlsslon t o  have developed a t  least a sectoral cash 
transfer p r o g r a m  by 1991 tha t  concentrates o n  t h e  removal of con s t r a i n t s  
t o  f u r t h e r  development of C o s t a  Rica's e x p o r t  sector. 

O t h e r  sections of this document s t r e s s  o u r  perspective t h a t  d e s p i t e  
substantial progress, victory c a n n o t  b e  y e t  claimed o n  t h e  m a c r o e c o n o m i c  
f r o n t  In C o s t a  Rlca -- t h e  progress, w h l l e  substantlal, I s  still 
revers1 ble. I1 l u s t r a t i v e l , ~ ,  a n  increase In t h e  pub1 I c s e c t o r  defi ci t 
could s e r v e  t o  d r a i n  credlt from t h e  private sector a n d  fuel increased 
I nflatlon. H e  m u s t  continue therefore o u r  macroeconoml c condl tional i t y  
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se;:aral focus.  Tne M i s s i o n ' s  nobeTent toward a  more s e c t o r a l  foc;s 
t he re fo re  i s  one t h a t  i s  e v o l v i n g  as a  r e s u l t  of progress achieved and 
:he growing m a t u r i t y  of the  Costa R ica  ESF program. This f ocus  i s  and 
w i l l  con t i nue  t o  be f i r m l y  founded on Miss ion ,  GOCR and o t h e r  donor 
analyses.  With Costa R i c a ' s  l a r g e  balance of payments gap and the  s t i l l  
s i g n i f i c a n t  l e v e l s  of ESF ass i s tance ,  t he  cash t r a n s f e r  approach o f  t h e  
p a s t  remains v a l i d .  By FY 1991 however, t he  convergence o f  an improved 
balance o f  payments s i t u a t l o n  and lower ESF l e v e l s  w i l l  make i t  
a p p r o p r i a t e  t o  s h i f t  t h e  ESF program t o  a  sec to r  o r i e n t a t i o n .  

Sec t i on  1 I I . A .  above descr ibes  t h e  e v o l u t i o n  o f  t he  M i s s i o n ' s  
s t r a t e g y  f rom "economic s t a b i l i z a t i o n "  t o  " l a y i n g  the  b a s i s  f o r  long- te rm 
growth",  w i t h  a  concomi t a n t  o r i e n t a t i o n  t o  areas where we be1 i eve  
s i g n i f i c a n t  progress can be achieved i n  f u r t h e r a n c e  o f  t h a t  g o a l .  
Acco rd ing l y ,  t h e  M iss ion  w i l l  concen t ra te  on th ree  p r i n c i p a l  areas which 
a re  complementary t o  t he  long-term growth s t r a t e g y  and which w i l l  f o rm  
the  parameters o f  t h e  M i s s i o n ' s  p o l l c y  d ia logue  agenda w i t h  t h e  GOCR. 
These are: 

( 1 )  Macroeconomic/Financia l  Concerns; 

( 2 )  P u b l l c  Sector  E f f i c i e n c y ;  and 

( 3 )  Expor t  and Investment Promotion 

A .  F i  nanci a1 /Macroeconomi c  Concerns 

The i n t e r e s t  i n  .the f inanc ia l /macroeconomic  area serves t o  
r e i n f o r c e  pas t  ESF e f f o r t s  aimed a t  economic s t a b i l i z a t i o n ,  complements 
IMF and IBRD c o n d i t l o n a l i t y  i n  t h i s  area,  and p r o t e c t s  t h e  progress  
achieved i n  economic s t a b i l i z a t i o n  s ince  1982. As w e l l ,  these concerns 
a r e  v i t a l  i n  c r e a t i n g  and p r e s e r v i n g  a  minimum c o n d l t i o n  f o r  
s t reng then ing  the  underp inn ings  o f  l ong  term economic growth i n  Costa 
R ica ,  i n c l u d i n g  e x p o r t  growth.  S p e c i f i c a l l y ,  as r e l a t e d  t o  expo r t s ,  t h e  
c o u n t r y ' s  balance o f  payments s i t u a t i o n  impacts on t h e  e x p o r t  s e c t o r ' s  
a b i l i t y  t o  impor t  needed p r o d u c t i v e  I n p u t s ,  w h i l e  p u b l i c  s e c t o r  d e f i c i t s  
l i m i t  t h e  amount o f  c r e d i t  a v a i l a b l e  t o  t h e  p r o d u c t i v e  p r i v a t e  s e c t o r .  
An emphasis on the  f inanc ia l /macroeconomic  area i s  a p p r o p r i a t e  i n  o r d e r  
n o t  o n l y  t o  back hard-won reforms t h a t  cou ld  be reversed,  b u t  a l s o  t o  
suppor t  t he  Costa Rican economic d e c i s i o n  makers who o f t e n  r i s k  s t r o n g  
p o l i t i c a l  pressures i n  o r d e r  t o  implement sound economic programs. 

The M iss ion  i s  t h e r e f o r e  n e g o t i a t i n g  c o n d i t i o n a l i t y  w i t h  t he  
GOCR t h a t  w i l l  c a r r y  ove r  aspects of p r i o r  macroeconomic c o n d i t i o n a l i t y .  
For example, t h e  Cen t ra l  Bank w i l l  be r e q u i r e d  t o  m a i n t a i n  d u r i n g  1989 a  
u n i f i e d  exchange r a t e  and t o  r e v i s e  t h i s  r a t e  as necessary, e s s e n t i a l l y  
t o  m a i n t a i n  purchas ing  power p a r i t y  w i t h  Costa R i c a ' s  t r a d i n g  p a r t n e r s .  
The Cen t ra l  Bank has fo l lowed a  c r a w l i n g  peg, o r  m i n i d e v a l u a t i o n ,  program 
s ince  January 1985. I n  1987 f o r  example t h e r e  were 25 m in i -deva lua t i ons  
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q1ni:evalua;ions w i t h  a  1 4 . 7 %  i n c r e a s e  i n  t h e  excnange r a t e .  The V i s s j o n  
w i l l  c l o s e l y  m o n i t o r  t h i s  covenan t  as i t  i s  a n t i c i 3 a t e d  t h a t  t h e  pace and 
amount o f  t h e  m i n i d e v a l u a t i o n s  w i l l  be h e l d  down i n  t h e  f i r s t  f o u r  months 
o f  1989 i n  o r d e r  t o  dampen i n f l a t i o n a r y  e x p e c t i o n s .  

A l s o ,  c o n d i t i o n a l i t y  w i l l  be i n c l u d e d  t o  r e q u i r e  no  i n c r e a s e  o f  
n e t  b a n k i n g  system c r e d i t  t o  t h e  n o n - f i n a n c i a l  p u b l i c  s e c t o r .  A  covenan t  
w i l l  a l s o  r e q u i r e  t h a t  b a n k i n g  sys tem i n t e r e s t  r a t e s  be gu i ded  by m a r k e t  
f o r c e s  so t h a t  t h e y  a r e  p o s i t i v e  i n  r e a l  t e rms .  I n  1988 t h e  C e n t r a l  Bank 
c o n t i n u e d  i t s  p o l i c y  o f  a l l o w i n g  commerc ia l  banks and f i n a n c e  companies 
t o  f r e e l y  s e t  t h e i r  i n t e r e s t  r a t e s  on b o t h  d e p o s i t s  an l oans  w i t h  t h e  
p r o v i s i o n  t h a t  t h e  spread between t h e  h i g h e s t  and l o w e s t  r a t e  o n  l oans  
n o t  exceed 9  pe r cen tage  p o i n t s .  I n t e r e s t  r a t e s  on  l oans  were p o s i t i v e  i n  
r e a l  t e rms ,  e x c e p t  f o r  s u b s i d i z e d  c r e d i t ,  wh ich  was 1 i m i  t e d  t o  l e s s  t h a n  
16% o f  t o t a l  c r e d i t  t o  t h e  p r i v a t e  s e c t o r .  

A  f u r t h e r  covenan t  w i l l  r e q u i r e  t h a t  a  program be f o l l o w e d  f o r  
t h e  p r o v i s i o n  o f  c r e d i t  t h a t  a v o i d s  d e t a i l e d  a l l o c a t i v e  c a t e g o r i e s .  I n  
1987, c r e d i t  c e i l i n g s  by banks and c r e d i t  a l l o c a t i o n  c a t e g o r i e s  were 
c o m p l e t e l y  e l i m i n a t e d .  However, i n  1987 c r e d i t  expanded f a s t e r  t h a n  
p r o j e c t e d  and c e r t a i n  g roups  o f  p roduce rs ,  n o t a b l y  c a t t l e m e n  and b a s i c  
g r a i n  f a r m e r s ,  comp la ined  abou t  n o t  r e c e i v i n g  s u f f i c i e n t  c r e d i t  f r o m  t h e  
b a n k i n g  system. As a  r e s u l t  o f  t hese  p r e s s u r e s ,  i n  1988 o v e r a l l  c r e d i t  
c e i l i n g s  by banks were r e i n s t a t e d  and a  l i m i t  was s e t  on  t h e  amount o f  
c r e d i t  t h a t  banks c o u l d  ex tend  t o  " o t h e r  a c t i v i t i e s " ,  1.e. .  commerce, 
s e r v i c e s ,  e l e c t r i c i t y ,  t r a n s p o r t a t i o n  and consumer c r e d i t .  As has been 
d e s c r i b e d  i n  p r e v i o u s  ESR PAADs, i n  1981-82, a l l  c r e d i t  i n  Cos ta  R i c a  was 
s u b s i d i z e d  i n  t h a t  t h e  r e a l  i n t e r e s t  r a t e  was n e g a t i v e .  Moreover ,  c r e d i t  
was a l l o c a t e d  t o  a  s e t  o f  54 t opes ,  o r  p re -de te rm ined  c a t e g o r i e s .  A  
r e t u r n  t o  o v e r a l l  c r e d i t  c e i l i n g s  i n  1988 was n o t  c o n s i d e r e d  a  s e r i o u s  
case o f  r e v e r s i o n  t owa rd  d e t a i l e d  c r e d i t  c a t e g o r i e s .  

P r e v i o u s l y  burdensome procedures ,  p o l  i t i c a l  i n t e r f e r e n c e  and 
l a c k  o f  c o m p e t i t i o n  impeded t h e  bank i ng  s e c t o r ' s  a b i l i t y  t o  respond  
e f f i c i e n t l y  t o  t h e  g r o w i n g  c r e d i t  needs o f  t h e  p r o d u c t i v e  s e c t o r .  As 
we1 1, i n  1982 t h e  p u b l i c  s e c t o r  r e c e i v e d  a  f u l l  43% o f  b a n k i n g  sys tem 
c r e d i t .  The c o m b i n a t i o n  o f  an i n f u s i o n  o f  c r e d i t  r e s o u r c e s  and p o l  i c y  
d i a l o g u e  by A I D - - i n c l u d i n g  s u p p o r t  t o  t h e  p r i v a t e  banks as an a l t e r n a t i v e  
t o  t h e  s t a t e  banks, suppo r t ed  by  ESF c o n d i t i o n a l  i ty--has r e s u l t e d  i n  
c o n s i d e r a b l e  s t r l d e s  i n  a m e l i o r a t i n g  t h e  c r e d i t  s i t u a t i o n .  The l a s t  two  
covenan ts  d e s c r l  bed  above w i  11 se r ve  t o  r e i n f o r c e  t h i s  p rog ress .  

An a g r i c u l t u r a l  c r e d i t  law (FODEA) was passed i n  1987 b y  t h e  
L e g i s l a t i v e  Assembly t h a t  c o n t a i n e d  p r o v i s i o n s  f o r  r e s c h e d u l i n g  l o a n s  
made a t  n e g a t i v e  r e a l  s u b s i d i z e d  i n t e r e s t  r a t e s  t o  d i f f e r e n t  c l a s s e s  o f  
a g r i c u l t u r a l  p roduce rs .  Fears  were h i g h  o n  t h e  p a r t  o f  USAID t h a t  FODEA 
would l e a d  t o  who lesa le  l o a n  d e f a u l t s ,  l e g i t i m i z i n g  t h e  non-payment o f  
t h e  o l d  l oans ,  w i t h  n e q a t i  ve impac t s  on  p r o d u c e r s  o f  n o n - t r a d i  t i o n a l  
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reschedulirg 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 o n  the rise within 
the National Assernbl y t o  provide another subsidized credit program, 
reviving old fears of the FODEA Law. To counter such moves. ESR VIII 
conditionali ty will require that subsidized credit be strictly 1 imi ted 
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. 

While the macroeconomic results o f  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 o f  other donors, particularly the IMF and IBRD, 
protects past progress that has been made, and continues movements toward 
future stabilization reform objectives. 

B. Pub1 ic Sector Efficiency 

USAIDICosta Rica has long been concerned with overcoming the 
effects o f  inefficiencies in the Costa Rlcan publ4c sector. A litany o f  
various deficiencies in the operation o f  the publlc sector has served not 
only to limit the ability of the economy t o  move from relative 
equilibrium to sustained growth, but also has served and continues to 
undermine progress made in a number of vital policy concern areas. These 
include investment and export promotion, preserving macroeconomic policy 
gains by 1 imi ti ng Central Government expend! tures, and significantly, in 
preserving and protecting the GOCR's capacity t o  provide its high level 
o f  support for soci a1 services, particularly education and health care. 

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

Illustratively, public sector employment in Costa Rica has 
increased from 36,200 in 1962 to 160,000 in 1988, distributed between 202 
publlc institutions. The 1962 level represented 9.8% of the labor force, 
up t o  a full 20% in 1988. Spurred on by social democratic traditions and 
bolstered by a past epoque of high traditional export earnings and 
different demographi cs, pub1 lc workers successful ly secured a range o f  
salary, employment and pension benefits that neither present nor future 
governments can realistically hope t o  finance. In the 80's the GOCR has 
been forced t o  drastically curtail capital expenditures in order t o  meet 
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i n i t i t u t i a n s .  G n n i p r e s e n t  Costa R ican  r e d  t ape  and b u r e a u c r a t i c  i n e r t i a  
confound and confuse c i r i z e n s  and f o r e i g n e r s  a l i k e ,  c r e a t i n g  and 
p e r p e t u a t i n g  o b s t a c l e s  t o  a  number o f  b e n e f i c i a l  programs,  f o r  example,  
t o  Cos ta  R i c a ' s  n o n - t r a d i t i o n a l  e x p o r t  i n i t i a t i v e .  I n  f a c t ,  t h e  
bu rgeon ing  f i n a n c i a l  demands and b u r e a u c r a t i c  i n e f f i c i e n c i e s  t h r e a t e n  t h e  
c o n t i n u e d  g r o w t h  o f  t h e  p r i v a t e  economy as w e l l  as  t h e  GOCR's much 
p r a i s e d  s o c i a l  s e r v i c e s  and w e l f a r e  programs.  

The p u b l i c  s e c t o r  e f f i c i e n c y  p rob l em  i s  more d i s t u r b i n g  upon 
c l o s e r  r e v i e w .  Of t h e  160,000 p u b l i c  s e c t o r  employees,  an i n t e r n a l  GOCR 
r e p o r t  e s t i m a t e s  many a r e  redundan t .  A l ow l e v e l  o f  t e c h n i c a l  t r a i n i n g  
o f  t h e  v a s t  m a j o r i t y  o f  t hese  employees makes f o r  l ow  governmenta l  
p r o d u c t i v i t y ,  c r e a t i n g  a  h o s t  o f  i n s t i t u t i o n a l ,  a d m i n i s t r a t i v e  and l e g a l  
p rob lems.  There a r e  n i n e t e e n  generous pens i on  systems f o r  t h e  p u b l i c  
s e c t o r ,  t e n  o f  wh i ch  a r e  p a r t i a l l y  f i n a n c e d  by  t h e  GOCR and n i n e  o f  wh i ch  
a r e  f u l l y  p a i d  by t h e  s t a t e .  The 40% o f  p u b l i c  employees e n r o l  l e d  i n  
these  pens ion  systems now absorb  f u l l y  3% o f  Cos ta  R i c a ' s  GDP. P u b l i c  
agenc ies  a r e  p l agued  by a  l a c k  o f  p l a n n i n g ,  d u p l i c a t i o n  o f  f u n c t i o n s ,  and 
i n e f f i c i e n t  use o f  i n f o r m a t i o n  i n  p u b l i c  a d m i n i s t r a t i o n .  The s i t u a t i o n  i s  
c o m p l i c a t e d  by a  r i g i d  c i v i l  s e r v i c e  system and a  code o f  c i v i l  l aw t h a t  
i s  sometimes i n c o n s i s t e n t ,  c o n t r a d i c t o r y  and o b s o l e t e .  End r e s u l t s  o f  
t h i s  s t a t e  o f  a f f a i r s  can h a r d l y  be expec ted  t o  be p o s i t i v e - -  one o f  t h e  
most  s e r i o u s  r e s u l t s  b e i n g  ( i n  a d d l t f o n  t o  t h e  g e n e r a l  wasted 
p r o d u c t i v i t y )  a  p l e t h o r a  o f  n e e d l e s s l y  complex,  o v e r l y  b u r e a u c r a t i c  and 
i n o r d i n a t e l y  t l m e  consuming p rocedu res  o f  p u b l l c  a d m l n i s t r a t i o n  
( " t r a m i t e s " )  t h a t  con found  and f r u s t r a t e  one and a l l .  T h i s  c h a r t e r i z a t l o n  
a p p l l e s  t o  a  number o f  i m p o r t a n t  f u n c t l o n s - -  c r e d l t  p rocedu res ,  i m p o r t  
l i c e n s i n g ,  customs,  c o n s t r u c t i o n  p e r m i t s ,  s o c i a l  s e c u r i t y  p rocedu res ,  
i m m i g r a t i o n  and s o  on .  The " t r a m i t e s "  Impac t  n e g a t l v e l y  on e f f o r t s  t o  c u t  
p u b l i c  s e c t o r  c o s t s  and t o  remove impediments  t o  economlc g r o w t h  
o b j e c t i v e s .  

A r e l a t e d  p rob l em c r e a t e d  by  p u b l i c  s e c t o r  i n e f f l c i e n c i e s ,  
p a r t i c u l a r l y  o v e r s t a f f i n g  and o v e r e n t i t l e m e n t ,  i s  a  s t r u c t u r a l  r i g i d i t y  
t h a t  p r e v e n t s  easy  movement o f  t h e  work f o r c e  between p u b l l c  and p r i v a t e  
s e c t o r s .  On one hand, i n c r e a s e d  p r i v a t e  bus i ness  i nves tmen t  on  t h e  Meseta 
C e n t r a l ,  p a r t i c u l a r l y  I n  draw-back i n d u s t r i e s  and o t h e r  n o n - t r a d i t i o n a l  
e x p o r t  o p e r a t i o n s ,  I s  p u s h i n g  t h e  economy I n  t h e  d i r e c t i o n  o f  f u l l  
employment. On t h e  o t h e r  hand, o v e r s t a f f e d  and overendowed p u b l l c  s e c t o r  
agenc les  l o c k  i n  l a r g e  numbers o f  p u b l i c  employees t h a t  c o u l d .  I n  
p r i n c i p l e ,  be used  more e f f i c i e n t l y  and p r o d u c t l v e l y  i n  t h e  p r i v a t e  
s e c t o r  work f o r c e .  

I t  i s  t h e  I n t e n t  o f  t h e  H i s s l o n ,  I n  c o n j u n c t i o n  w i t h  t h e  GOCR 
and m a j o r  donors,  t o  c o n c e p t u a l i z e ,  p ropose  and b e g i n  imp lemen t i ng  a  more 
comprehensive p rogram t o  address  some o f  t h e  s t a g g e r i n g  p rob lems of t h e  
p u b l i c  s e c t o r .  Due t o  t h e  s e n s i t i v i t i e s  i n v o l v e d  (perhaps  more s e n s i t i v e  
t h a n  o t h e r  a r e a s  o f  c o n d i t i o n a l l t y  and p o l i c y  d i a l o g u e ) ,  p u b l l c  s e c t o r  
e f f i c i e n c y  programs must be p e r c e i v e d  and o p e r a t e d  as t h e  GOCR's own 



cr3;ran. tie Sel ;eve t h a t  t h e  e v o l u t i o n  o f  t h i s  program, dcre p r o o e r l y ,  
nas tne p o t e n t i a l  o f  adaress ing t h e  i ssue  i n  a way t h a t  t ne  GOCR can see 
as p o s i t i v e  and suppor:ive o f  i t s  own p o l i c y  o b j e c t i v e s ,  a i ded  by 
p o t e n t i a l  sources o f  f i n a n c i n g  t o  ease p o l i t i c a l  s e n s i t i v i t i e s  and 
p r o v i d e  i n c e n t i v e s .  Whi le  t h e  i n i t i a t i o n  of  t h e  f i r s t  s t eps  toward a  
p u b l i c  s e c t o r  e f f i c i e n c y  program w i l l  be th rough t h e  v e h i c l e  o f  ESR V I I I  
c o n d i t i o n a l i t y ,  t h e  M i s s i o n  w i l l  work c l o s e l y  w i t h  t h e  GOCR th rough  
p o l i c y  d i a l o g u e  and o t h e r  forms o f  a s s i s t a n c e ,  t o  p u t  form and substance 
t o  a  GOCR p u b l i c  s e c t o r  e f f i c i e n c y  program t h a t  must n e c e s s a r i l y  be 
c a r e f u l l y  and i n c r e m e n t a l l y  developed.  

Though t h e  o u t l i n e  o f  t h e  proposed program below r e p r e s e n t s  a 
new M i s s i o n  i n i t i a t i v e  t o  more e f f e c t i v e l y  address an o l d  p rob lem,  p a s t  
c o n d i t i o n a l i t y  and p o l i c y  d i a l o g u e  have sought t o  accompl ish  p u b l i c  
sec to r  r e fo rms .  Pas t  M i s s i o n  i n i t i a t i v e s  have been i n  t h e  a reas  o f  
p r i v a t i z a t i o n ,  p u b l i c  s e c t o r  employment and customs reform. 

The Costa R ican  Development O r g a n i z a t i o n  (CODESA) founded i n  
1972, p e r p e t r a t e d  a  sad l egacy  of i n e f f i c i e n t ,  i n e f f e c t i v e ,  p o l i t i c a l l y  
mo t i va ted  and c o n t r o l l e d .  d u b i o u s l y  managed o r g a n i z a t i o n s  t o t a l l i n g  some 
42 i n  a l l - - a l l  t h e  w h i l e  hav ing  f r e e  and u n l i m i t e d  access t o  C e n t r a l  Bank 
c r e d i t  resources  u n t i  1  t h e  p r a c t i c e  was ended w i t h  AID p ressu re  i n  1984. 
Whi le  t he  AID-suppor ted p r i v a t i z a t i o n  and d i v e s t i t u r e  o f  CODESA has made 
s i g n i f i c a n t  p rog ress  (See Annex 0 ) .  t h e  CODESA expe r i ence  remains a  
t ex tbook  example of  t he  p u b l i c  s e c t o r  r u n  amuck. The A r i a s  
a d m i n i s t r a t i o n  has c o n t i n u e d  i t s  suppo r t  o f  CODESA d i v e s t i t u r e  though t h e  
t y i n g  up of  l oose  ends has i n  some cases taken l onge r  t han  expec ted .  
Given t h e  p o l i t i c a l  s e n s i t i v i t i e s  o f  t h e  s u b j e c t ,  p a r t i c u l a r l y  i n  a  
p r e - e l e c t i o n  year ,  p rog ress  on o t h e r  p r i v a t i z a t j o n  programs i s  l i k e l y  t o  
be slow though t h e  i n t e r e s t  o f  t h e  p resen t  a d m i n i s t r a t i o n ,  based on t h e  
CODESA exper ience ,  has p roven p o s i t i v e  indeed.  One p r a c t i c a l  l esson  f r o m  
t h e  CODESA d i v e s t i t u r e  exper ience  has been t h a t  much re fo rm ,  even i n  
p o l i t i c a l l y  s e n s i t i v e  a reas ,  can be made when o b j e c t i v e s  a r e  c l e a r l y  
de f i ned ,  l i n k e d  t o  p o l i c y  goa l s ,  c a p i t a l i z e d ,  and perhaps most 
i m p o r t a n t l y ,  when t h e  government takes  t h e  l e a d  i n  o p e n l y  s u p p o r t i n g  t h e  
program. 

Another  p r e v i o u s  aspec t  o f  p u b l i c  s e c t o r  improvement has been 
t h e  a rea  of  customs. The customs s e r v i c e  i s  renown among Costa R ican  and 
f o r e i g n e r s  a l f k e  as i n e f f i c i e n t ,  s low and b u r e a c r a t i c .  I t s  many problems 
i n c l u d e  an u n c l e a r  o rgan!  z a t i o n a l  mandate: u n t r a i n e d  t e c h n i c a l  personne l  ; 
an aura  o f  o p e r a t i o n a l  incompetence; and manual and r e p e t i t i o u s  
p rocess ing  o f  paperwork. The A r i a s  a d m i n i s t r a t i o n  ea r l y -on  a t t emp ted  t o  
dea l  w i t h  t h e  p rob lem by beg inn ing  a  customs r e o r g a n i z a t i o n ,  b u t  t h e  
e f f o r t  s t a l l e d  due t o  a  l a c k  of  p o l i t i c a l  suppo r t  and a  number o f  l e g a l  
problems. AID c o n d i t i o n a l i t y  i n  ESR V I  r e q u i r e d  t h a t  a  number o f  m o s t l y  
non -con t rove rs i a l  s h o r t  t e rm  reforms be adopted d u r i n g  1987. These were 
f o r  t h e  most p a r t  c a r r i e d  o u t  as r e q u i r e d .  r a i s i n g  hopes t h a t  more 
s u b s t a n t i v e  and f a r  r e a c h i n g  r e f o r m  c o u l d  be p lanned i n  t h e  near  f u t u r e .  
I n  ESR V I I  some l o n g e r  t e rm  changes were r e q u i r e d  -- imp lemen ta t i on  o f  a  
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~ e : + a n i z a t ? o n  or3gram, s i m c l i f i c a t i o n  c i  a d m i n i s t r a t i v e  an g p e r a t i c r a l  
o r3cedures ,  'mprovements i n  t h e  o p e r a t i o n  o f  t h e  customs l a b o r a t o r y  a i d  
development o f  a  t r a i n i n g  p l a n  f o r  customs pe rsonne l  -- changes wh ich  
responded d i r e c t l y  t o  t h e  expressed  p r i o r i t i e s  o f  t h e  D i r e c t o r  Genera l  o f  
Customs. 

The 1988 ESR V I I  p rogram c o n t a i n e d  c o n d i t i o n a l i t y ,  where f o r  
t h e  f i r s t  t i m e  AID focused d i r e c t l y  on  t h e  p u b l i c  s e c t o r  employment 
prob lem. The M i s s i o n  u n d e r l i n e d  i t s  i n t e r e s t  i n  p u b l i c  s e c t o r  employment 
l i m i t a t i o n s  i n  1988 ESF c o n d i t i o n a l i t y  by r e q u i r i n g  t h e  GOCR t o  r e a f f i r m  
i t s  commitment t o  ach i eve  r e a l i s t i c  employment t a r g e t s  b y  f r e e z i n g  p u b l i c  
s e c t o r  employment l e v e l s  as o f  September 30, 1987 ( t h e  d a t e  o f  t h e  l a s t  
GOCR p u b l i c  s e c t o r  employment r e p o r t )  t h r o u g h  c a l e n d a r  y e a r  1988. G i ven  
domest i c  p r e s s u r e s  on c e r t a i n  employment c a t e g o r i e s  ( f o r  example 
e d u c a t i o n  and p u b l i c  h e a l t h )  and p o l i t i c a l  r e a l i t i e s .  t h e  M i s s i o n  f e l t  
t h a t  t h i s  was t h e  most r e a l i s t i c  and a c h i e v a b l e  employment t a r g e t .  
Regard ing  t h i s  s e c t o r .  t h e  Wor ld  Bank d e c i d e d  n o t  t o  pu r sue  p u b l i c  s e c t o r  
employment r e d u c t i o n  t a r g e t s  i n  SAL I 1  due t o  t h e i r  b e l i e f  t h a t  t h e  goa l  
was b a s i c a l l y  unach ievab le .  Repo r t s  f r o m  t h e  GOCR r e p o r t  comp l i ance  w i t h  
t h i s  1988 AID covenan t  f r e e z i n g  p u b l i c  s e c t o r  employment l e v e l s  and t h e  
covenant  w i l l  be c a r r i e d  o v e r  I n  t h e  ESR V I I I  Agreement.  

On t h e  customs f r o n t ,  t h e  s h i f t  o f  c o n d i t i o n a l i t y  w i l l  be f r o m  
t h e  s h o r t e r  t e r m  r e f o r m s  Implemented under  ESR V I  t o  l o n g e r  t e r m  
changes. P rog ress  by t h e  GOCR i n  a d d r e s s i n g  t h e s e  tus toms r e f o r m s  has 
r e s u l t e d  i n  t h e  i ssuance  o f  a  d e t a i l e d  customs re fo rm  p l a n  t h a t  i n c l u d e s ,  
among o t h e r s ,  r e o r g a n i z a t o n  o f  t h e  c e n t r a l  customs a d m i n i s t r a t i o n  and 
t e c h n i c a l  t r a i n i n g  f o r  customs p e r s o n n e l .  

We have a t t emp ted  above to  p o i n t  o u t  i n  summary f a s h i o n  t h e  
impor tance  o f  t h e  p u b l i c  s e c t o r  e f f i c i e n c y  p rob l em  and p a s t  M i s s i o n  
programs and p o l i c y  d i a l o g u e  e f f o r t s .  F o l l o w l n g ,  t h e r e f o r e ,  i s  t h e  
o u t l i n e  o f  a  M i s s i o n  s e c t o r a l  Initiative t h a t  w i l l  e v o l v e  o v e r  t h e  
f o l l o w i n g  y e a r ,  backed by  ESR V I I I  c o n d i t i o n a l i t y ,  w e l l  r esea rched  p o l i c y  
d i a l o g u e ,  sound and i n c r e m e n t a l  d e s i g n  unde r t aken  p r i m a r i l y  by  t h e  GOCR 
w i t h  AID a s s l s t a n c e ,  and p o t e n t i a l l y  l o c a l  c u r r e n c y  and d o l l a r  f i n a n c i n g .  

A t  t h e  s u g g e s t i o n  o f  t h e  F i r s t  V i c e  P r e s i d e n t  o f  Cos ta  R i c a ,  
t h e  p rogram w i l l  be pursued  i n l t i a l l y  by  t h e  f o r m a t i o n  o f  a  h i g h - l e v e l ,  
b i p a r t i s a n  s t u d y  g roup  wh ich  w i l l  d e v e l o p  a  mas te r  p l a n  f o r  a d d r e s s i n g  
d e f i c i e n c i e s  i n  t h e  o p e r a t i o n  of t h e  p u b l l c  s e c t o r .  Though t h e r e  i s  a  
consensus among Cos ta  R i can  d e c i s i o n  makers t h a t  p u b l l c  s e c t o r  r e f o r m  i s  
essential, t h e r e  has n o t  e x i s t e d  to  d a t e  a  f o r u m  to  s y s t e m a t i c a l l y  
ana l yze  t h e  s t r u c t u r a l  p rob lems c o n f r o n t i n g  t h e  s e c t o r  o r  to  f o r m u l a t e  a  
s t r a t e g y  and p l a n  fo r  c a r r y i n g  o u t  r e q u i r e d  r e f o r m s .  G i ven  t h e  n a t u r e  o f  
t h e  t a s k  I n  a  p r e - e l e c t i o n  y e a r ,  t h e  development  o f  t h e  mas te r  p l a n  c o u l d  
p e r m i t  a  new GOCR a d m i n i s t r a t i o n  t o  b e g i n  Imp lemen t i ng  p o r t i o n s  o f  t h e  
p l a n  soon a f t e r  assuming off i ce. 



Discuss i ons  w i t h  t n e  GOCR t o  d a t e  on p u b l i c  s e c t o r  e f f i c i e n c j  
have c e n t e r e d  around two gene ra l  t o p i c s :  

( 1 )  P u b l i c  S e c t o r  Labor  M o b i l i t y ;  and 

( 2 )  Improved A d m i n i s t r a t i v e  E f f i c i e n c y  

a. P u b l i c  S e c t o r  Labor  M o b i l i t y :  A d i s t o r t i o n  o f  e f f i c i e n t  
l a b o r  a l l o c a t i o n  between p u b l i c  and p r i v a t e  s e c t o r s  has t h e  e f f e c t  o f  
d i m i n i s h i n g  t h e  maximum p r o d u c t i v i t y  o f  b o t h  s e c t o r s .  What i s  necessa ry  
a r e  s p e c i f i c  p o l i c i e s ,  i n c e n t i v e s  and programs t o  draw c e r t a i n  numbers o f  
p u b l i c  employees i n t o  p r i v a t e  employment, t h e r e b y  i n c r e a s i n g  l a b o r  
m o b i l i t y  and s i m u l t a n e o u s l y  i n c r e a s i n g  e f f i c i e n c y  i n  b o t h  s e c t o r s .  Such a  
program would b e g i n  w i t h  t h e  GOCR u n d e r t a k i n g  a  n a t i o n a l  employment 
e f f i c i e n c y  s t u d y  t o  i d e n t i f y  more s p e c i f i c  l a b o r  a1 l o c a t i o n  p rob l em  
areas ,  de te rm ine  p r i o r i t y  a c t i o n s  and i n s t i t u t i o n s  f o r  f o c u s ,  d e s i g n  a  
methodology f o r  e f f e c t i n g  t r a n s f e r  o f  a  p o r t i o n  o f  t h e  p u b l i c  s e c t o r  
l a b o r  f o r c e  t o  a  c o o r d i n a t e d  s e t  o f  a c t i o n s  such as p r i v a t e  s e c t o r  
employment. The program would emphasize f i nanc i  a1 i n c e n t i  ve packages, 
recommend an a d m i n i s t r a t i v e  s t r u c t u r e  t o  implement  t h e  program, examine  
a d m i n i s t r a t i v e  a n d / o r  l e g a l  c o n s t r a i n t s  t o  t h e  program. and make 
recommendat ions as t o  t h e  p r a c t i c a l  scope o f  such a  p rogram o v e r  t i m e .  

I t  shou ld  be emphasized t h a t  t h e  t h i s  s t u d y  and r e l a t e d  
subsequent a c t i v i t i e s  must be a t  t h e  i n i t i a t i v e  o f  and c a r r i e d  o u t  b y  t h e  
GOCR -- a1 b e i  t w i t h  a p p r o p r i a t e  AID t e c h n i c a l  and p o l  i c y  s u p p o r t .  
Conve rsa t i ons  w i t h  a  w ide  v a r i e t y  o f  GOCR o f f i c i a l s  and l o c a l  
businessmen, w h i l e  n o t i n g  t h e  s e n s i t i v e  n a t u r e  o f  t h e  u n d e r t a k i n g ,  have 
been p o s i t i v e  and h e l p f u l  i n  advanc ing  t h e  concep t .  W i t h o u t  f a i l ,  t h e  
impor tance  o f  c r e a t i n g  i n c e n t i v e s ,  and p o s i t i n g  t h e  p rogram as a  GOCR one 
and i n  t h e  demons t rab le  b e s t  i n t e r e s t  o f  a l l  i n v o l v e d  has been s t r e s s e d .  

The s t udy ,  t h e  o b j e c t  o f  ESR V I I I  c o n d i t i o n a l i t y .  wou ld  be 
f o l l o w e d  up b y  t h e  p r e s e n t a t i o n  o f  a  p rogram deve loped  as a  r e s u l t  o f  t h e  
l a b o r  a1 l o c a t i o n  s t udy .  The GOCR. p o s s i b l y  a i d e d  by  ESF l o c a l  c u r r e n c y  
and o t h e r  donor  c o n t r i b u t i o n s ,  wi 11 a i d  t h e  i m p l e m e n t a t i o n  o f  t h e  p rog ram 
by  t h e  d e s i g n  and h o p e f u l l y  t h e  e s t a b l i s h m e n t  o f  a  fund t h a t  w i l l  
address t h e  i n e v i t a b l e  i n c e n t i v e  and compensat ion i s s u e s  r e l a t e d  t o  
s a l a r y  l e v e l s ,  GOCR pens ions ,  severance pay  ( " p r e s t a c i o n e s " )  and 
t e c h n i c a l  t r a i n i n g  t o  improve  t r a n s f e r e e  s k i l l s  and m a r k e t a b i l i t y .  

I t  must  be n o t e d  t h a t  w h i l e  AID p o l i c y  d i a l o g u e  and 
n e g o t i a t i o n s  w i t h  v a r i o u s  GOCR o f f i c i a l s  t o  d a t e  have been p o s i t i v e  and 
encourag ing ,  n o  r e a l  i s t l c  assessment of t h e  proposed concep t  can a t  t h i s  
t i m e  gua ran tee  t h e  e s t a b l i s h m e n t  and o p e r a t i o n  o f  a  sound p u b l i c  s e c t o r  
program and t h e  p roposed  t r a n s i  t l o n  fund .  G i ven  t h e  " f i r s t  s t e p "  n a t u r e  
o f  t h e  p roposa l  and t h e  approach t h a t  a l l o w s  t h e  GOCR t o  pu r sue  i t s  own 
program i n  p r a c t i c a l  i n c remen ts  t h e r e  i s  however room f o r  op t im i sm .  



The i s s u e  s f  GOCF? p e p s i o n s  i s  one  t h a t  t r a n s c e n z s  t r e  
scope o f  r.e p u b l i c  s e c t o r  e ~ ~ l o y m e r t  p r o g r a m  d e s c r i b e d  a c o v e .  Hewel?- ,  
t h e  i e e d  f o r  r e f o r m  o f  t h e  s y s t e m  i s  a c c e p t e d  b y  C o s t a  R i c a n  d e c i s i o n  
makers ,  t h o u g h  a g a i n ,  t h e  s u b j e c t  i s  f r o u g h t  w i t h  s e n s i t i v i t y .  ESR V I I I  
c o n d i t i o n a l i t y  w i l l  r e q u i r e  t h e  GOCR t o  d e v e l o p  recommenda t ions  f o r  an 
i m p r o v e d  and  e c o n o m i c a l l y  f e a s i b l e  p e n s i o n  s y s t e m  and a  p l a n  f o r  
i m p l e m e n t i n g  t h e  recommenda t ions .  

b. I m p r o v e d  A d m i n i s t r a t i v e  E f f i c i e n c y :  T h i s  a r e a  i s  c l o s e l y  
r e l a t e d  t o  P u b l i c  S e c t o r  L a b o r  M o b i l i t y  d i s c u s s e d  above and  t w o  a s D e c t s .  
e n t i t l e m e n t s  ( p e n s i o n s  and s e v e r a n c e  pay) and 1  a b o r  a1 l o c a t  i o n ,  d i r e c t l y  
o v e r l a p .  S e r i o u s  e f f o r t s  a t  s o l v i n g  p u b l i c  s e c t o r  i n e f f i c i e n c y  p r o b l e m s  
mus t  p a r t i c u l a r l y  be d i r e c t e d  a t  t h o s e  i n e f f i c i e n c i e s  t h a t  u n d e r c u t  C o s t a  
R i c a ' s  c o n s i d e r a b l e  p r o g r e s s  i n  s u p p o r t i n g  s u s t a i n e d  economic  g r o w t h .  F o r  
examp le ,  t h e  Ml s s i o n  p l a n s  t o  c o n t i n u e  s u p p o r t i n g  e f f o r t s  t o  s t r e a m 1  i ne 
e x p o r t  and i m p o r t  p r o c e d u r e s .  (ESR V I I  c o n d i t i o n a l l t y  u r g e d  s u c c e s s f u l l y  
for t h e  e s t a b l i s h m e n t  o f  a  o n e - s t o p  window for  e x p o r t e r s . )  

The a r e a  of customs improvemen t  i s  a n  o b v i o u s  a r e a  where 
t h e  M i s s i o n  needs t o  and  w i l l  c o n t i n u e  i t s  f o c u s .  The e f f o r t s  o f  t h e  GOCR 
t o  s e r i o u s l y  d e a l  w l t h  p r e v i o u s  ESR V I I  cus toms  c o n d i t i o n a l i t y  f o r  
m e c h a n i z a t l o n .  p r o c e d u r e  s i m p l i f i c a t i o n  and t e c h n i c a l  t r a i n i n g  caused  
them t o  p r o d u c e  a  d e t a i l e d  p r o p o s a l  for  customs r e f o r m  and  a s k  A I D  f o r  
t e c h n i c a l  a s s i s t a n c e  i n  i m p l e m e n t i n g  t h e  p rog ram.  W h i l e  m a j o r  Customs 
changes w i l l  n o t  come o v e r n i g h t ,  t h e  M i s s i o n  assessmen t  i s  t h a t  t h e  GOCR 
i s  s e r i o u s  i n  i t s  r e f o r m  e f f o r t s  and  we w i l l  t h e r e f o r e  make a v a i l a b l e  t h e  
t e c h n i c a l  a s s i s t a n c e  as  r e q u e s t e d .  ESR V I I I  c o n d i t l o n a l l t y  w i l l  r e i n f o r c e  
t h e  GOCR's commi tment  to  c a r r y  o u t  t h e i r  own customs p r o p o s a l .  

A n o t h e r  a r e a  o f  a d m i n i s t r a t i v e  e f f i c l e n c y  t h a t  t h e  M i s s i o n  
w i l l  e x p l o r e  a t  some l e n g t h  i s  o n e  o f  o r g a n i z a t i o n a l  e f f i c i e n c y ,  i . e . ,  i n  
p a r t i c u l a r  t h e  r e l a t l o n s h i p  be tween  c e n t r a l  and l o c a l  gove rnmen t .  I t  i s  
i r o n i c  t h a t  C o s t a  R l c a .  one  o f  t h e  w o r l d ' s  m o s t  v i b r a n t  d e m o c r a c i e s ,  i s  
a l s o  one  of t h e  m o s t  c e n t r a l l z e d .  T h e o r e t i c a l l y ,  an  o p t i m u m  l e v e l  o f  
p u b l i c  s e c t o r  e f f i c i e n c y  i s  a p p r o a c h e d  be tween  a  d i v i s i o n  o f  
r e s p o n s i b i l i t i e s  be tween  a  c e n t r a l  gove rnmen t  and  l o c a l  a u t h o r i t i e s .  
C o s t a  R i c a n  a u t h o r i t i e s  have r e c o g n i z e d  t h e  b a s i c  I n c o m p a t l  b i l l  t y  be tween  
a  c e n t r a l i z e d  a u t h o r 1  t y  and a  s t r o n g  d e m o c r a t i c  t r a d l  t i o n ,  and  have  
i n i t i a t e d  t h e  p r o c e s s  t o  e n a c t  d e c e n t r a l i z a t l o n  l e g i s l a t i o n .  T h i s  
c o n s t l  t u t l o n a l  r e f o r m  w h i c h ,  If a p p r o v e d  b y  t h e  l e g i s l a t u r e ,  wi  11 
r e p r e s e n t  t h e  m o s t  f a r  r e a c h i n g  s t e p  t o w a r d s  d e c e n t r a l i z a t l o n  o f  
r e s p o n s i b l l l t y  and  a u t h o r i t y  f r o m  t h e  c e n t r a l  gove rnmen t  t o  m u n l c l p a l  
gove rnmen ts  s i n c e  t h e  C o n s t i t u t i o n ' s  a d o p t i o n  i n  1949. T h i s  r e f o r m  
p r o p o s e s  to: 

- S h i f t  102 of  c e n t r a l  gove rnmen t  r e v e n u e s  t o  t h e  85 
m u n l c l p a l  g o v e r n m e n t s  o v e r  a  t e n  y e a r  p e r i o d ,  t h u s  
t r i p l i n g  m u n i c i p a l  r e s o u r c e s ;  



- TransTer r e s p o n s i b i l i t y  f o r  c e r t a i n  b a s i c  s e r v i c e s  f r om 
the  c e n t r a l  government t o  l o c a l  m u n i c i p a l  governments;  

- Crea te  a  un i f o rm  c i v i l  s e r v i c e  system f o r  m u n i c i p a l i t i e s ;  
and 

- Fund a  t r a i n i n g  and t e c h n i c a l  a s s i s t a n c e  program f o r  
m u n i c i p a l  s t a f f  d u r i n g  a  two yea r  t r a n s i t i o n  p e r i o d .  

Though GOCR e f f o r t s  i n  t h i s  a rea  t o  da te  a r e  j u s t  
beg inn ing ,  USAID w i l l  seek t h rough  p o l i c y  d i a l o g u e  and o t h e r  
o p p o r t u n i t i e s  t o  promote a p p r o p r i a t e  programs and p o l i c i e s  t o  improve t h e  
p r o v i s i o n  of  p u b l i c  s e r v i c e s  t h rough  a d m i n i s t r a t i v e  and f i s c a l  
d e c e n t r a l i z a t i o n .  

The M i s s i o n  proposes t o  use t he  remainder  o f  FY 1989 and 
subsequent yea r  ESF n e g o t i a t i o n s  t o  frame the  pub l  1 c  s e c t o r  e f f i c i e n c y  
i ssue  p a r t i c u l a r l y  around t h e  two s u b s t a n t i v e  themes o u t l i n e d  above. Our 
i n t e n t  i s  t o  l i n k  p o l i c y  d i a l o g u e  w i t h  €SF and DA d o l l a r s .  l o c a l  c u r r e n c y  
and t e c h n i c a l  a s s i s t a n c e  t o  a s s i s t  t h e  GOCR p u t  i n t o  p l a c e  t he  p o l i c i e s  
and programs t o  enab le  i t  t o  m e a n i n g f u l l y  i n c r e a s e  t h e  e f f i c i e n c y  o f  t h e  
p u b l i c  s e c t o r  i n  t h e  t a r g e t e d  a reas .  D e s p i t e  t h e  acknowledged d i f f i c u l t y  
o f  t h e  t a s k  as o u t l i n e d ,  t h e  GOCR i t s e l f  i s  s e r i o u s l y  d i s c u s s i n g  t he  
i ssues  and a l r e a d y  g r a p p l i n g  w i t h  p o s s i b l e  s o l u t i o n s .  As i n i t i a t i v e s  
evo l ve ,  t he  GOCR w i l l  a l s o  b e t t e r  p l a c e  i t s e l f  i n  p o s i t i o n  t o  a t t r a c t  
mu l t i - dono r  suppo r t  w i t h i n  t h e  c o n t e x t  of  t h e  Cos ta  R ican  C o n s u l t a t i v e  
Group. 

ESR V I I I  c o n d i t i o n a l i t y  w i l l  t ouch  on t h r e e  a d d i t i o n a l  
areas of  pub l  i c  s e c t o r  e f f i c i e n c y ,  two new and one c o n t i n u i n g .  The 
c o n t i n u i n g  a rea  o f  c o n d i t i o n a l i t y  i s  p r i v a t i z a t i o n ,  -where a  p r i o r  
covenant  w i  11 be c a r r i e d  o v e r  p e r m i t t i n g  no  CODESA access t o  C e n t r a l  
Bank inves tment  c r e d i t .  F u r t h e r ,  two covenants w i l l  c a r r y  o v e r  GOCR 
commitments to  complete a c t i o n s  i n  p rocess  f o r  t h e  d i s p o s i t i o n  of  t h r e e  
rema in ing  CODESA companies. 

One new a rea  o f  emphasi s  1 s  i n  t h e  a rea  of p r i v a t e  power 
gene ra t i on .  Costa R i c a  low expec t s  s e r i o u s  s h o r t f a l l s  i n  t h e  p r o d u c t i o n  
of domest ic  power resou rces  i n  t h e  p e r i o d  1990-1992. Though n o t  a  ma jo r  
t h r u s t  per o f  t h e  M iss ion ,  AID has f i n a n c e d  a  s e r i e s  o f  e x c e l l e n t  
s t u d i e s  t h a t  c l e a r l y  demonstrate t h e  p o t e n t i a l  o f  p r i v a t e  Cos ta  R i c a  
power p roducers ,  p a r t i c u l a r l y  f r o m  bagasse-burn ing sugar m i l l s  and smal l  
hydo, t o  produce about  120 MM o f  t h e  s h o r t f a l l ,  o r  about  15% of  Cos ta  
R i c a ' s  t o t a l  demand, w i t h i n  t h e  coming 2-3 yea rs .  The GOCR, sugar 
i n d u s t r y  o f f i c i a l s  and t h e  n a t i o n a l  e l e c t r i c a l  a u t h o r i t i e s  a l l  agree t h a t  
t h e  p r o d u c t i o n  o f  p r i v a t e  power i n  smal l  commercial excess q u a n t i t i e s  t o  
t h e  n a t i o n a l  g r i d  r e p r e s e n t s  an i d e a  w i t h  g r e a t  promise for  Cos ta  R i ca .  
The i n i t i a l  ma jo r  i s sues  i n  p e r m i t t i n g  t h i s  p r o d u c t i o n  i s  a  l e g a l  one t o  
p e r m i t  p r i v a t e  power p r o d u c t i o n  I n  commercial  q u a n t i t i e s ,  and an 
a d m i n i s t r a t i v e  one, to  de termine  by decree  an adequate p r i c e  s t r u c t u r e  



f ~ r  t P 8 e  q - i d ' s  5drc+ase of tne produced excess Dswer. Lo th  o f  t?ese 
i s s d e s  a re  a c t i v e l y  be ing  pursued by t h e  M i n i s t r y  of Na tu ra l  Resource;, 
p a r t i c u l a r l y  t he  M i n i s t e r  (an ex-USAID employee) w i t h  ass i s tance  from 
AIDIN, and r e s o l u t i o n  o f  bo th  i s  reasonab ly  expected by mid-1989. AID 
c o n d i t i o n a l l t y  i n  t h i s  area no t  o n l y  serves t o  suppor t  a  p o s i t i v e  p o l i c y  
i n i t i a t i v e  i n  which AID has been i ns t rumen ta l  s i nce  i n c e p t i o n ,  i t  a l s o  
serves t o  r e i n f o r c e  and p r o t e c t  M iss ion  inves tment  and e x p o r t  p r o d u c t i o n  
goa ls .  as we1 1 as t o  p r o t e c t  balance of payments o b j e c t i v e s  ( o p t i o n a l  
imported power i s  p a i d  i n  p rec ious  f o r e i g n  exchange). From the  p u b l i c  
sec to r  e f f i c i e n c y  p e r s p e c t i v e ,  t he re  i s  no reason t o  promote the  
expansion o f  a  p u b l i c  u t i l i t y  company when p r i v a t e  power producers  a r e  
p r e s e n t l y  ab le  t o  beg in  t o  make up the  p r o j e c t e d  s h o r t f a l l  a t  t h e  same o r  
lower p r o d u c t i o n  cos ts  than the  u t i  1  i t y  o p t i o n s .  

An a d d i t i o n a l  aspect  o f  p u b l i c  sec to r  e f f i c i e n c y  addressed 
i n  ESR V I I I  c o n d i t i o n a l i t y  i s  i n  t he  area o f  p u b l i c  sec to r  a u d i t s .  A l a c k  
o f  GOCR c a p a c i t y  i n  c a r r y i n g  o u t  e f f e c t i v e  and comprehensive a u d i t s  o f  
i t s  p u b l i c  sec to r  programs and a c t i v i t i e s  has j o i n t l y  been i d e n t i f i e d  by 
USAID and the  GOCR. A covenant w i l l  r e q u i r e  t h e  GOCR C o n t r o l l e r  General 
t o  proposed a  t ime phased p l a n  t o  improve a u d i t  coverage, i n c l u d i n g  
p r o v i s i o n  f o r  t r a i n i n g  and a  revamped a u d i t  o r g a n i z a t i o n a l  s t r u c t u r e .  A 
f u r t h e r  covenant w i l l  p r o v i d e  f u r t h e r  d e f i n i t i o n  a t  t h e  p o l i c y  l e v e l  o f  
p e r i o d i c  a u d i t  requ i rements  o f  DA p r o j e c t s  and HCOLC activities. These 
p r o v i s i o n s  a re  expected t o  a s s i s t  the  GOCR i n  improv ing  an i m p o r t a n t  
aspect  of i t s  p u b l i c  s e c t o r  management and a c c o u n t a b i l i t y  o p e r a t i o n s .  

C. Expor t  and Investment Promot ion 

As descr ibed i n  p rev ious  sec t i ons ,  t he  p r imary  s t r a t e g i c  
emphasis of USAID ass i s tance  over t he  nex t  two t o  four  years w i l l  be t o  
h e l p  l a y  t h e  bas is  f o r  sus ta ined  economic expansion by suppor t i ng  e x p o r t  
l e d  growth.  The r a t i o n a l e  f o r  t h i s  approach i s  we1 1 known--in a  sma l l ,  
open economy such as Costa R lca ,  t h e  coun t r y  cannot e f f i c i e n t l y  produce 
a l l  o f  t he  goods i t  needs f o r  p r o d u c t i v e  a c t i v i b y ,  and t h e r e f o r e  impor t s  
goods p a i d  f o r  i n  f o r e i g n  exchange. As f o r e i g n  exchange has been i n  
ch ron i c  s h o r t  supp ly  i n  Costa Rica,  t he  c o u n t r y  must i nc rease  i t s  f o r e i g n  
exchange earn ings  i f  i t  hopes t o  ach ieve sus ta ined  l ong  te rm growth.  

A s h i f t  i n  t h e  c o u n t r y ' s  s t r u c t u r a l  underp inn ings  i s  necessary 
t o  p e r m i t  an i nc rease  i n  non- t rad i  t i o n a l  a g r i c u l t u r a l  and i n d u s t r i a l  
expo r t s  o u t s i d e  t h e  CACM bo th  i n  abso lu te  terms, and i n  r e l a t i o n  t o  t o t a l  
e x p o r t s  and t o  a  growing GDP. Promot ional  programs f o r  increased f o r e i g n  
and domest ic  investment,  as w e l l  as c a p i t a l  market  ass i s tance ,  increased 
p r o d u c t i v i t y  and market ing  a b i l i t y  a r e  a l s o  necessary i n g r e d i e n t s  i n  t h e  
e s t a b l  lshment o f  s u s t a i n a b l e  growth  i n  non- t rad i  t i o n a l  expo r t s .  

I t  i s  i m p e r a t i v e  f o r  severa l  reasons t h a t  e x p o r t  earn ings ,  
p a r t i c u l a r l y  from n o n - t r a d i t i o n a l  p roducts ,  c o n t i n u e  t o  increase.  F i r s t ,  
massive i n f u s i o n s  o f  donor ass i s tance  w i l l  n o t  l a s t  fo rever ,  debt  r e l i e f  
n e g o t i a t i o n s  w i  11 have f i n i  t e  r e s u l t s ,  and savings from reduced impor ts  



w i ' l  evei :ua! ly  have n e g a t i v e  impac ts  on ? r o d u c t i v i t y  and a r e  p r c b a S i y  
abou t  t o  be exhaus ted  anyway. ( T h i s  i s  t h e  c o n c l u s i o n  o f  a  r e c e n t  ~ 0 r l d  
Bank s t u d y . )  F u r t h e r ,  n o n - t r a d i t i o n a l  p r o d u c t s  r e p r e s e n t  t h e  b e s t  
p o t e n t i a l  f o r  i n c r e a s e d  e a r n i n g s  s i n c e  t h e  t r a d i t i o n a l s - - b a n a n a s ,  c o f f e e  
and sugar- -are a l r e a d y  p roduced  r e l a t i v e l y  e f f i c i e n t l y  and a r e  
c o n s t r a i n e d  by marke t  c o n d i t i o n s  and i n t e r n a t i o n a l  quo tas .  

I n c r e a s e d  i n v e s t m e n t  i n  n o n - t r a d i t i o n a l  e x p o r t  p r o d u c t s  i s  
r e s u l t i n g  f rom a  c o m b i n a t i o n  o f  f a c t o r s ,  i n c l u d i n g  c o n t i n u e d  economic 
s t a b i l i t y .  These f a c t o r s  a l s o  i n c l u d e  improvements i n  t r a d e  p o l i c y ,  
access t o  c r e d i t  and t h e  r e s u l t s  ach i eved  f rom dynamic e x p o r t  p r o m o t i o n  
e f f o r t s  t h a t  w i  11 c o n t i n u e  t o  have p a y o f f s  i n  t h e  f u t u r e .  

On t h e  p o l i c y  s i d e ,  p r e v i o u s  ESF, IBRD and I M F  c o n d i t i o n a l i t y  
have encouraged t h e  GOCR t o  r educe  p r o t e c t i o n  o f  t h e  m a n u f a c t u r i n g  s e c t o r  
i n  f a v o r  o f  d e v e l o p i n g  and expand ing  n o n - t r a d i t i o n a l  e x p o r t s .  The 
AID-encouraged p o l i c y  o f  m i n i d e v a l u a t i o n s  and t h e  u n i f i e d  exchange r a t e  
have had t h e  e f f e c t  o f  m a i n t a i n i n g  t h e  p r o f i t a b i l i t y  o f  e x p o r t s .  T h i s  
p o l i c y  c o n t i n u e s  as ev i denced  b y  a  January  1988 c o l o n  d e v a l u a t i o n  o f  6% 
and o v e r a l l  16% d e v a l u a t i o n  d u r i n g  c a l e n d a r  y e a r  1988. I n  a d d i t i o n ,  o v e r  
t h e  l o n g  r u n  t a r i f f  r e d u c t i o n  s h o u l d  encourage r i s k  adve rse  Cos ta  R i cans  
t o  t u r n  away f r o m  t h e i r  p r o t e c t e d  env i r onmen t  and p roduce  f o r  e x p o r t .  
The IBRD has t a k e n  t h e  l e a d  on  t h i s  i s s u e ,  and t h e  M i s s i o n ' s  r o l e  w i l l  be 
l i m i t e d  t o  s u p p o r t i n g  r a p i d  passage and i m p l e m e n t a t i o n  of  SAL I 1  i n  o u r  
p o l  i c y  d i a l o g u e  e f f o r t s  w i t h  t h e  B i p a r t i t e  Commi~ssion and by  encou rag ing  
suppo r t  among t h e  p r i v a t e  s e c t o r  g roups  w i t h  whom we d e a l .  

USAIDICosta R i c a  has p u t  much emphasis s i n c e  1982 on  t h e  
p r o v i s i o n  o f  t e r m  c r e d i t  f o r  t h e  p r o d u c t i v e ,  i n c l u d i n g  e x p o r t i n g ,  p r i v a t e  
s e c t o r .  P roducers  have had access t o  a l m o s t  $250 mi 11 i o n  i n  c r e d i t  i n  
s p e c i a l  d o l l a r  and l o c a l  c u r r e n c y  c r e d i t  l i n e s  e s t a b l i s h e d  a f t e r  1981, o f  
wh ich  some $180 m i l l i o n  has been t e r m  c r e d i t .  A t  p r e s e n t ,  some $27 
m i l l i o n  i n  AID d o l l a r  c r e d i t  i s  und i sbu rsed .  Producers  have access t o  
t h i s  c r e d i t  t h r o u g h  t h e  p r i v a t e  banks wh ich  o f f e r  e x p o r t e r s  a  more 
e f f i c i e n t  and r e s p o n s i v e  a l t e r n a t i v e  t o  s t a t e  banks.  IBRD and AID 
c o n d i t i o n a l i t y  d i s c u s s e d  i n  t h e  p r e v i o u s  s e c t i o n  s h o u l d  r e i n f o r c e ,  
p r o t e c t  and s t r e n g t h e n  p a s t  g a i n s  o f  t h e  p r i v a t e  f i n a n c i a l  s e c t o r ' s  v i t a l  
r o l e  i n  p r o m o t i n g  e x p o r t s .  

D l r e c t  I nves tmen t  p r o m o t i o n  a c t i v l t i e s  i n  Cos ta  R i c a  a r e  b e i n g  
c a r r i e d  o u t  b y  t h e  Cos ta  R i can  C o a l i t i o n  f o r  Development I n i t i a t i v e s  
(CINDE), a  p r i v a t e ,  n o n - p r o f i t  a s s o c i a t i o n  founded  i n  1983 by  a  g r o u p  o f  
p rom inen t  Cos ta  R i can  businessmen and p r o f e s s i o n a l s  w i t h  f i n a n c i a l  
s u p p o r t  f o r m  €SF l o c a l  c u r r e n c y  r e s o u r c e s .  CINDE's i n v e s t m e n t  p r o m o t i o n  
p rogram for t h e  i n d u s t r i a l  s e c t o r  (P IE)  i s  imp lemen t i ng  an i n t e n s i v e  p l a n  
t o  i d e n t i f y  i n v e s t o r s  and s e l l  them on  t h e  advan tages  o f  Cos ta  R i c a  as a  
p l a c e  f o r  d o i n g  bus i ness .  C u r r e n t l y  f unded  a t  abou t  $3.5 mi 11 l o n  p e r  
y e a r  CINDE/PIE has a t t r a c t e d  abou t  $130 mi 1 1  i o n  i n  n o n - t r a d i  t i o n a l  e x p o r t  
i n ves tmen t s  d u r i n g  t h e  p e r i o d  1986 t h r o u g h  1988. T h i s  has r e s u l t e d  i n  
t h e  c r e a t i o n  of  a b o u t  20,000 d i r e c t  new j o b s  fo r  t h e  i n v e s t m e n t  p e r i o d .  



4: l e a s t  h i i f  o f  t h e  f o r e i g n  i n v e s t a r s  i n t e r e s t e 3  i n  Ccs ta  R 'ca 
*aTIt t: e s t a b i i s h  o p e r a t i o n s  i n  f r e e  t r a a e  zcnes .  Re;pondi?g t o  t r e  n 2 2 3  
f o r  a d d i t i o n a l  f r e e  zone space, t h e  M i s s i o n  has implemented a  s e r i e s  o f  
programs t o  a c c e l e r a t e  f r e e  zone development .  Our ma jo r  d o l l a r  and c o l o n  
c r e d i t  l i n e s  were l i b e r a l i z e d  t o  p e r m i t  f r e e  zone i nves tmen t s .  T e c h n i c a l  
a s s i s t a n c e  was dona ted  t o  t h e  GOCR agency (CZF) r e g u l a t i n g  f r e e  zones t o  
a s s i s t  i n  t h e  d r a f t i n g  o f  an improved law des i gned  t o  f a c i l i t a t e  t h e  
g row th  o f  improved f r e e  zones and make i t  more a t t r a c t i v e  f o r  t h e  f o r e i g n  
i n v e s t o r  t o  l o c a t e  i n  a  f r e e  zone; t h e  M i s s i o n  a l s o  engaged i n  d i r e c t  
p o l  i c y  d i a l o g u e  t o  encourage t h e  i n c o r p o r a t i o n  o f  consu l  t a n t '  s  
recommendat ions i n  a  b i l l  s u b m i t t e d  t o  t h e  l e g i s l a t u r e .  I n  a d d i t i o n ,  we 
w i l l  be a s s i s t i n g  t h e  CZF t o  p r i v a t i z e  t h e  f r e e  zones t h e y  a r e  now 
o p e r a t i n g .  Most r e c e n t l y ,  t h e  M i s s i o n  approved  a d d i t i o n a l  t e c h n i c a l  
a s s i s t a n c e  t o  a s s i s t  p r i v a t e  f r e e  zone t o  d e v e l o p  improved  s a t e l l i t e  
communicat ion systems and t o  improve  t h e  a d m i n i s t r a t i o n  and o p e r a t i o n  o f  
t h e i r  e x p o r t  p r o c e s s i n g  zones.  Because e f f i c i e n t  f r e e  zones a r e  an 
i m p o r t a n t  component o f  CINDE's i n ves tmen t  p r o m o t i o n  p rogram i n  p r o v i d i n g  
a  l o c a t i o n  f r e e  o f  t a x e s  and b u r e a u c r a t i c  r e d  t ape ,  t h e  M i s s i o n  i s  
s u p p o r t i n g  a  s e r i e s  o f  a c t i o n s  t o  encourage p r i v a t e  f r e e  zone deve lopment  

CINDE I s  a l s o  a d d r e s s i n g  f o r e i g n  and domes t i c  i n v e s t m e n t  i n  t h e  
a g r i c u l t u r a l  s e c t o r  i n  much t h e  same way as t h e  i n d u s t r i a l  s e c t o r .  
Overseas o f f i c e s  have t a r g e t e d  new i n v e s t m e n t  and j o b  g e n e r a t i o n s  w i t h  a  
concom i t an t  t a r g e t  o f  s h i f t i n g  domes t i c  a g r i c u l t u r a l  i n v e s t m e n t  i n t o  
n o n - t r a d i t i o n a l  c rops  by  $7 m l l l i o n  p e r  y e a r .  A  p i l o t  o f f i c e  has opened 
i n  Mlami and i s  a c t i n g  t o  c o o r d i n a t e  t h e  m a r k e t i n g  o f  n o n - t r a d i t i o n a l  
p r o d u c t s  i n  t h e  U n i t e d  S t a t e s  and as a  c o n d u i t  f o r  i n v e s t m e n t .  

A  v a r i e t y  o f  DA, l ~ c a l  c u r r e n c y  and PL 480 funded measures a r e  
p r e s e n t l y  a d d r e s s i n g  s e c t o r  w ide  c o n s t r a i n t s  t o  t r a d e ,  i n v e s t m e n t  and 
e x p o r t  p romo t i on .  The r o l e  f o r  t h e  accompanying p o l  i c y  d i a l o g u e  t a l k s  on  
t h e  s u b j e c t  b e i n g  c a r r i e d  o u t  w i t h  t h e  B i p a r t i t e  Commission i n  g e n e r a l ,  
and w i t h  r e s p e c t  t o  ESR V I I I  c o n d i t i o n a l i t y  s p e c i f i c a l l y ,  i s  t o  p romote  
an i n s t i t u t i o n a l  and p o l  i c y  f ramework t h a t  max im izes  t h e  a b i  li t y  o f  t h e  
p r o d u c t i v e  p r i v a t e  s e c t o r  t o  p roduce  f o r  e x p o r t .  I n  t h a t  r e g a r d ,  t h e  
M i s s i o n ' s  p r i n c i p a l  p o l i c y  t a r g e t  i s  t o  ensu re  t h e  s u s t a i n a b i l i t y  o f  an 
e f f i c i e n t  e x p o r t  and i n v e s t m e n t  p r o m o t i o n  o p e r a t i o n  i n  Cos ta  R l ca .  

The M i s s i o n  has t o  d a t e  w i t h  t h e  c o o p e r a t i o n  o f  a  number o f  
i n f l u e n c i a l  GOCR M i n i s t e r s  and businessmen, pushed t o  a c h i e v e  such an 
o p e r a t i o n  t h r o u g h  a  r e o r g a n i z a t i o n  p l a n  t o  r a t i o n a l i z e  and c o n s o l i d a t e  
e x p o r t  and i n v e s t m e n t  p r o m o t i o n  o p e r a t i o n s .  A  p roposed  covenan t  wou ld  
r e q u i r e  t h e  GOCR to  advance a  r e o r g a n i z a t i o n  o f  t h e  GOCR's e x p o r t  and 
f o r e i g n  i nves tmen t  p r o m o t i o n  a c t i v i t i e s  so  t h a t  t h e y  w i l l  be p a r t  o f  a  
s i n g l e  GOUl agency, capab le  of p a y i n g  s u f f i c i e n t  s a l a r i e s  t o  a t t r a c t  and 
r e t a i n  h i g h  q u a l i t y  s t a f f ,  and i n c l u d i n g  t h e  p a r t i c i p a t i o n  o f  p r i v a t e  
s e c t o r  r e p r e s e n t a t i v e s .  

Recent  ESF n e g o f i  a t  i ons have 1  n d l  ca ted ,  however,  a  1 a c k  o f  
consensus among t h e  GOCR C a b i n e t  and B l p a r t i t e  Commission t h a t  t h i s  



sbjt?iinaSle e x p o r t  and i nves tmen t  r o l e  can b e s t  be a c c o m ~ ! i s i e d  t k r ~ u g q  a  
r e o r g a n i z a t i o n ,  i . e . ,  s p e c i f i c a l l y ,  t h rough  a  c o m b i n a t i o n  o f  CINDE and 
t h e  GOCR's CENPRO ( t h e  GOCR's o f f i c i a l  i n ves tmen t  p r o m o t i o n  agency ) .  If 
c o n t i n u i n g  n e g o t i a t i o n s  o n  t h i s  s u b j e c t  p rove  i n c o n c l u s i v e ,  t h e  M i s s i o n  
w i l l  p a r t i a l l y  a l t e r  t h e  c o n d i t i o n a l i t y  as p r e s e n t l y  w r i t t e n ,  and pu r sue  
t h e  goa l  o f  o r g a n i z a t i o n a l  s u s t a i n a b i l i t y  t h r o u g h  seek i ng  t o  gua ran tee  
t h e  a v a i l a b i l i t y  o f  f unds  f o r  e x p o r t  and i nves tmen t  p r o m o t i o n  o v e r  t h e  
l o n g  and medium t e r m  - f o r  example v i a  i n i t i a t i o n  of  l o c a l  c u r r e n c y  
endowment o r  t r u s t  f unded  f r o m  1989 ESF l o c a l  c u r r e n c y  r e s o u r c e s .  The 
M i s s i o n  p l a n s  t o  r e q u i r e  t h e  GOCR t o  p l edge  t h e  programming o f  t hese  
l o c a l  c u r r e n c y  funds a t  t h e  same t i m e  as s i g n i n g  t h e  ESR V I I I  Agreement.  
The i s s u e  i s  f u r t h e r  d e s c r i b e d  i n  Annex F. 



ESR V I I I  C o n d i t i o n a l i t y  w i l l  support  and focus on the  p r i o r i t i e s  and 
accompanying p o l i c y  d ia logue  issues d iscussed i n  Sec t i on  I V  above. 
C o n d i t i o n a l i t y  on f inancia l / rnacroeconomic concerns, p u b l i c  sec to r  
e f f i c i e n c y  and inves tment  and e x p o r t  promot ion w i l l  h e l p  assure t h a t  t h e  
po l  i c y  o b j e c t i v e s  o f  t he  balance of payments program a r e  achieved.  

The ESR V I I I  Agreement w i l l  be signed by AID and t h e  GOCR f o l l o w i n g  
PAAD a u t h o r i z a t i o n .  l i k e l y  i n  e a r l y  A p r i l .  D e t a i l e d  d i scuss ions  on t h e  
1988 ESF program have been underway w i t h  the  GOCR-AID B i p a r t i t e  
Commission s ince  mid-January and w e l l  be fo re  as regards  a  number o f  
r e l a t e d  po l  i c y  d ia logue  t o p i c s .  Though s u b s t a n t i a l  p rogress  has been 
achieved i n  most areas.  t he  i s s u e  o f  n i n e  unreso lved inves tment  d i s p u t e s  
i n v o l v i n g  U.S .  i n d i v i d u a l s  o r  companies, has r e s u l t e d  i n  p ressure  by 
non-AID USG a u t h o r i t i e s  t o  w i t h h o l d  p a r t  of 1989 ESF program funds 
pending s a t i s f a c t o r y  progress  by the Costa Ricans i n  moving t o  r e s o l v e  
these cases. M i s s i o n  o f f i c i a l s  have r e p e a t e d l y  s t ressed  w i t h  l e a d i n g  
GOCR o f f i c i a l s  t he  importance of maklng p rog ress  i n  t h e  r e s o l u t i o n  of 
these cases. Th is  i s s u e  remains most troublesome t o  a  s a t i s f a c t o r y  
conc lus ion  o f  t h e  ESR V I I I  n e g o t i a t i o n s  and w i  1 1  have unknown 
consequences on o t h e r  ESR V I I I  r e l a t e d  i n i t i a t i v e s .  No tw i ths tand ing ,  
Miss ion  o f f i c i a l s  w i l l  seek t o  conclude n e g o t i a t i o n s  w i t h  t h e  GOCR 
Commission ve ry  soon a f t e r  PAAD a u t h o r i z a t i o n  and w i l l  i n c o r p o r a t e  
a d d i t i o n a l  guidance. p a r t i c u l a r l y  on the  inves tment  d i s p u t e  i ssue ,  
rece i ved  d u r i n g  t h e  PAAD rev iew .  

1 .  Cond i t i ons  Precedent  t o  Disbursement 

The M iss ion  p lans  t o  r e q u i r e  as a  c o n d i t i o n  f o r  t h e  f i r s t  
disbursement o f  ESR V I I I  d o l l a r s ,  t h a t  t h e  GOCR submit  f o r  AID approva l  
an economic program f o r  ca lendar  year 1989 which con ta ins ,  i n t e r  a l i a ,  
q u a r t e r l y  l l m i t s  f o r  t he  f o l l o w i n g  v a r i a b l e s :  ( a )  c e n t r a l  government 
expend i tu res ,  ( b )  t he  cumu la t i ve  o v e r - a l l  f i n a n c i a l  balances o f  t he  CCSS, 
RECOPE, ICE, CNP, and JPS, ( c )  n e t  domest ic  assets  of t he  Cen t ra l  Bank, 
( d l  changes i n  banking system c r e d i t  t o  t h e  n o n f i n a n c i a l  pub1 i c  s e c t o r  
(e )  t he  n e t  i n t e r n a t i o n a l  rese rve  p o s i t i o n  o f  t h e  C e n t r a l  Bank, and ( f )  
a r r e a r s  on e x t e r n a l  payments. 

F u r t h e r ,  t he  M i s s i o n  p lans  t o  r e q u i r e  t h a t  t h e  COCR be i n  
compliance w i t h  repayment terms of a l l  AID l oan  and HIG Agreements, and 
t h a t  thus  t h e  GOCR end i t s  c u r r e n t  p r a c t i c e  o f  w a i t i n g  u n t i l  s t a t u t e  
620(q) i s  n e a r l y  t r i g g e r e d  p r i o r  t o  unde r tak ing  repayments t o  t h e  USG. 
Nego t i a t l ons  on t h i s  s u b j e c t  t o  da te  have achieved the  GOCR's agreement 
t o  make c u r r e n t  d u r i n g  t h e  course o f  t h e  c u r r e n t  yea r  t h e i r  o u t s t a n d l n g  
AID l o a n  o b l i q a t l o n s .  

I n  a d d i t i o n ,  t h e  s tandard  s t a t u t o r y  c o n d i t i o n s  f o r  d e s i g n a t i n g  
a u t h o r i z e d  r e p r e s e n t a t i v e s  f o r  the  p r o j e c t  ( i n c l u d i n g  specimen 
s igna tu res )  and an o p i n i o n  from GOCR l e g a l  counsel t h a t  t h e  Agreement i s  
a  b i n d l n g  commitment w i l l  be r e q u i r e d .  



Second and t h i r d  disbursemenrs w i l l  be made acco rd ing  t o  
ev idence p rov ided  by t he  GOCR t h a t  t hey  are  i n  s u b s t a n t i a l  compl iance 
w i t h  terms o f  t he  1989 economic p lan ,  by cont inued compliance w i t h  AID 
repayment p r o v i s i o n s .  and upon a  d e t e r m i n a t i o n  by t h e  M i s s i o n  t h a t  GOCR 
compl iance w i t h  ESR VIII c o n d i t i o n a l  i t y  i s  s a t i s f a c t o r y .  

2. Covenants 

The GOCR w i l l  covenant as f o l l o w s :  

- - To m a i n t a i n  d u r i n g  ca lenda r  year  1989 a  u n i f i e d  exchange r a t e ;  
and t o  rev iew  t h e  app rop r i a teness  o f  t h e  exchange r a t e  on a  
c o n t i n u i n g  bas i s .  and r e v i s e  i t  when necessary,  i n  accordance 
w i t h  t h e  f o l  l ow ing  f a c t o r s :  r e l a t i o n s h i p  of  a c t u a l  domest ic  
p r i c e s  t o  p r i c e s  i n  t h e  p r i n c i p a l  c o u n t r i e s  w i t h  which Costa 
R ica  has commercial r e l a t i o n s ,  t h e  s t a t u s  o f  t h e  c u r r e n t  
account  i n  t h e  balance o f  payments, s e r v i c e  of  f o r e i g n  deb t ,  
and non-compensatory n e t  c a p i t a l  in f lows.  

-- To reduce t h e  p u b l l c  s e c t o r  d e f l c i t  i n  1989 by 0.5 pe rcen t  of  
t he  1988 GDP l e v e l  and to comply w i t h  t h e  l i m i t s  s t a t e d  i n  t h e  
economic p l a n  f o r  c e n t r a l  government expend i t u res .  t h e  
cumu la t i ve  o v e r - a l l  f i n a n c i a l  balances o f  t h e  CCSS, RECOPE. 
ICE, CNP, and JPS, and changes i n  banking system c r e d i t  t o  t h e  
n o n f i n a n c i a l  p u b l l c  s e c t o r .  

-- To con t i nue  w i t h  t h e  p o l i c y  t h a t  banking system i n t e r e s t  r a t e s  
respond to  t h e  domestic f i n a n c i a l  market  r e a l l  t i e s  I n  a  manner 
t h a t  they  a r e  p o s i t i v e  i n  r e a l  terms, s t i m u l a t e  f i n a n c i a l  
sav ings  and a v o i d  c a p i t a l  f l i g h t ,  and t o  supp ly  A.I.D. w i t h  

. q u a r t e r l y  r e p o r t s  on i n t e r e s t  r a t e s  i n  t h e  o rgan i zed  f i n a n c i a l  
markets.  

-- To implement and m a i n t a i n  d u r i n g  ca lendar  year  1989 a  c r e d i t  
program t h a t  eschews d e t a i l e d  a l l o c a t l v e  c a t e g o r i e s  f o r  t h e  
p r o v i s i o n  o f  c r e d l t .  

-- To m a i n t a i n  o u t s t a n d i n g  balances o f  subs id i zed  c r e d i t  d u r i n g  
ca lendar  year  1989 a t  l e v e l s  no h i g h e r  than 1988 l e v e l s ,  o r  
7.7 b i l l i o n  colones,  and which do  n o t  exceed t h a t  l e v e l  by 
more t h a n  5% on a  p u r e l y  seasonal b a s i s  d u r i n g  t h e  course  of  
1989; and to  r e p o r t  to  A . I . D . ,  w i t h i n  t h r e e  months of t h e  end 
o f  each ca lendar  q u a r t e r ,  i n f o r m a t i o n  s u f f i c i e n t  t o  
demonstrate compliance w i t h  t h i s  c o n d i t i o n .  Subs id i zed  c r e d i t  
I s  d e f i n e d  as c r e d i t  extended by  domest ic  financial 
i n s t i t u t i o n s  f r o m  a l l  domest ic  and e x t e r n a l  sources a t  



i n t e r e s t  r a t e s  lower t han  t h e  s ix-month d e p o i i t  r a t e s ,  
i n c l u d i n g  c r e d i t  a t  s u b s i d i z e d  r a t e s  when s u b s i d i e s  g ran ted  by 
t he  government o r  o t h e r  o r g a n i z a t i o n s  r a i s e  t h e  r e t u r n  t o  
banks t o  a  l e v e l  equal t o  t h e  s i x  month d e p o s i t  r a t e .  

-- To p r o v i d e  t o  A . I .D .  f r o m  t h e  s i g n i n g  o f  t h i s  Agreement u n t i l  
t h e  end o f  ca lenda r  yea r  1990, cop ies  of a l l  r e p o r t s  t o  t h e  
I n t e r n a t i o n a l  Monetary Fund as r e q u i r e d  under  p r e s e n t  o r  
f u t u r e  agreements w i t h  t h e  Fund; t o  p r o v i d e  each such r e p o r t s  
t o  A. I .D.  a t  t h e  same t i m e  t h a t  t h e y  a r e  p r o v i d e d  t o  t h e  Fund; 
and, i n  t h e  even t  t h a t  a t  any t i m e  d u r i n g  such p e r i o d  no  
agreement w i t h  t h e  Fund i s  i n  e f f e c t ,  t o  p r o v i d e  t o  A.1 .D. 
d u r i n g  such p e r i o d ,  r e p o r t s  whose t i m i n g  and c o n t e n t  s h a l l  be 
s u s t a n t i a l l y  s i m i l a r  t o  those  c u r r e n t l y  p r o v i d e d  t o  t h e  Fund. 

- - To p r o v i d e  ev idence t o  A. I .D.  t h a t  t h e  GOCR i s  s u p p o r t i n g  and 
r e i n f o r c i n g  t h e  measures s t i p u l a t e d  i n  Law 7052 which c r e a t e d  
t h e  N a t i o n a l  Mortgage Housing Bank (BANHVI), s p e t i f l t a l l y  t h a t :  

1)  B A N H V I d i s t o u n t s m o r t g a g e s o n l y t o a u t h o r i z e d f i n a n c i a l  
i n s t i t u t i o n s  and does n o t  engage i n  d i r e c t  p r o j e c t  
l e n d i n g .  

2 )  BANHVI adopts  c r e d i t  p o l i c i e s  t o  reasonab l y  guaran tee  
f u l l  c o s t  r e c o v e r y  of  loans  by a u t h o r i z e d  on - l end ing  
f i n a n c i a l  e n t i t i e s .  

3) GOCR c o n t r l b u t l o n s  t o  BANHVI a r e  p a i d  w i t h o u t  undue 
d e l a y .  

-- To adopt  p o l  i c l e s  wh ich  w i l l  s u p p o r t  f i n a n c i a l  mechanisms t h a t  
gua ran tee  s e l f - f i n a n c i n g  o f  i n f r a s t r u c t u r e  I nves tmen ts  f o r  
hous ing  c o n s t r u c t i o n ,  i n c l u d i n g  f u l l  c o s t  r e c o v e r y  o f  c a p i t a l  
e x p e n d i t u r e s  (wa te r ,  sewerage. and s to rm  d ra inage )  and 
o p e r a t i o n  and maintenance c o s t s .  

-- To under take  t h e  necessary  measures t o  (1  c l e a r l y  de f ine  t h e  
r o l e s  o f  a l l  hous ing  s e c t o r  l n s t i t u t i o n s .  p a r t i c u l a r l y  INVU, 
IMAS and CEV. t o  a v o i d  d u p l i c a t i o n  o f  e f f o r t  and r e l i a n c e  o n  
emergency p rocedures ,  i nc rease  management e f f i c i e n c y  and (2 )  
f o c u s  p u b l i c  s e c t o r  hous ing  i n s t l t u t i o n s  p r o j e c t s  e x c l u s i v e l y  
on  f a m i l i e s  a t  l ow  and moderate income l e v e l s .  

-- To a f f i r m  i t s  c o m i  tment  t o  m a i n t a i n  pub1 i c  s e c t o r  employ- 
ment l e v e l s  t o  t h e  l e v e l s  o f  September 30. 1987. t h rough  
ca lenda r  y e a r  1989, e x c l u d i n g  those  p o s i t i o n s  c r e a t e d  i n  t h e  
1988 budget  f o r  educa t i on ,  and t hose  necessary  f o r  t h e  expan- 
s i o n  o f  p u b l i c  h e a l t h  s e r v i c e s ,  and t o  p r o v i d e  q u a r t e r l y  
r e p o r t s  t o  A . I .D .  t h rough  March o f  1990 r e g a r d i n g  t h e  number 
o f  Cos ta  R ican  p u b l i c  s e c t o r  employees, number o f  vacant  



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 o f  
the Costa Rlca publlc sector. Once established, the group 
wi 1 1  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 o f  public sector 
institutions and numbers o f  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 o f  action and a fund that will, as soon as is practical 
and feasible, facilltate the integration o f  public sector 
employees into the private sector. 

-- To propose by March 31, 1989, using as a basis the 
IBRD/MIDEPLAN report "Economi c Analysi s o f  Pension Systems i n 
Costa Rl ca and Recommendatlons 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 publ ic sector pension and retirement 
plans), and an implementation plan for carrying out these 
recommendat ions. 

-- T o  undertake measures by May 1 ,  1989 t o  permit the 
cogeneration o f  electricity in commercial quantlties by 
private power producers. 

-- To Issue by May 1 ,  1989 an Executive Decree determl nl ng an 
adequate price structure for the purchase o f  cogenerated power 
from private power producers t o  the national electrical grid 
and undertake whatever further measures required for the 
adoptlon of this price structure. 

-- To implement the customs reform program as proposed by the 
Vlce-Mlnfster of Finance in a letter to AID o f  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 audl t coverage of publ l c sector programs, incl udl ng 
identlf lcatlon of an organlzatlonal structure and trai ni nq 
required for an effective, comprehensive audit program. 



. 
- - T 3  p r e s e n t  t o  U S A I D  by June 1 ,  1339 and a n n c a l l y  t h e r e a f t e r ,  a  

schedule f o r  t h e  corno le t ion  o f  f i n a n c i  a1 and compl i ance  aud i  t s  
f o r  t h e  f o l l o w i n g  12 months, o f  U.S. d o l l a r  funded and l o c a l  
c u r r e n c y  funded agreements;  and f u r t h e r ,  t o  p r o v i d e  USAID w i t h  
cop ies  o f  t h e  comple ted  f i n a n c i a l  and compl i a n c e  a u d i t  r e p o r t s .  

-- To l i m i t  CODESA's a c t i v i t i e s  such t h a t  i t  w i l l  be p e r m i t t e d  
n e i t h e r  t o  access C e n t r a l  Bank i nves tmen t  c r e d i t  n o r  t o  
guaran tee  new i nves tmen ts .  

To comple te  t h e  s a l e  o f  100% o f  t h e  shares  o f  CATSA by June 1 ,  
1989. 

To s i g n  agreements w i t h  FINTRA t r a n s f e r r i n g  100% o f  t h e  shares  
o f  FERTICA and CEMPASA i n  t r u s t  to  FINTRA by A p r i l  1 ,  1989, 
p r o v i d i n g  f o r  management o f  t h e  two companies by  FINTRA a t  
l e a s t  u n t i l  40% o f  t h e i r  shares a r e  s o l d .  

To e x e r t  i t s  b e s t  e f f o r t s  t o  comple te  t h e  s a l e  o f  40% o f  t h e  
shares of CEMPASA by December 31, 1989. 

To e x e r t  i t s  b e s t  e f f o r t s  t o  comple te  t h e  s a l e  o f  40% o f  t h e  
shares o f  FERTICA by March 31, 1990. 

-- To e x e r t  i t s  b e s t  e f f o r t s  t o  secure  permanent  f i n a n c i a l  
r esou rces  f o r  and advance a  r e o r g a n i z a t i o n  o f  t h e  GOCR's 
e x p o r t  and f o r e i g n  i nves tmen t  p r o m o t i o n  o p e r a t i o n s ,  such t h a t  
these  o p e r a t i o n s  a r e  lodged i n  a  s i n g l e  GOCR agency w i t h  t h e  
f o l l o w i n g  c h a r a c t e r i s t i c s :  

1 .  I t s  o p e r a t i o n s  w i l l  be r e s p o n s i v e  t o  f o r e i g n  t r a d e  
p o l  i c y  as e s t a b l i s h e d  b y  t h e  GOCR: 

ii. I t  w i l l  n o t  be s u b j e c t  t o  S e r v i c i o  C i v i l  or t h e  
A u t o r i d a d  P r e s u p u e s t a r i  a ;  

iii. A m a j o r i t y  of i t s  g o v e r n i n g  body w i l l  be d e s i g n a t e d  by  
p r i v a t e  s e c t o r  o r g a n i z a t i o n s .  
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ijf'rt . k ~ t i ? t i 3 ' 1 ~ .  After  t??e s i s ~ ~ s i o n  of puklic sector  debt se--ice 
ir. ;L)?dst 1 9 f l ,  t?e F k n ~ e  adzinis trat ior .  n e g o t i a t e  two successive r 0 ~ ~ 7 9 s  cf 
5,'s s ~ ~ p r t  pckaaes .  n e  f i r s t  r o w 2  m s  l ink& tc the IFF S t a x b y  cf  
B c e ~ b e r  20, 1982. In January 19e3, the GOCR signed a debt r e s c h e d u l i ~  
ageement w i t h  ten b i l a t e r a l  c redi tor  m t r i e s  urrjer the a d s  of the Par i s  
QuS.l/ In r q d d  t o  m e r c i a l b a n k  credi tors ,  i n  Mil 1963 the GOCR s i ~ e 5  
a mer&andun of  understandiw covering 95 % of pr inc ipa l  i n  a r r e a r s  and 
f a l l i n g  due i n  1983 and 1984, which were r e shedu led  t o  a pericd winqir-q ir. 
1987 and ending i n  1931. In adCition, the agreement a o v i d e d  a k v o l v i n q  
Credit Fhc i l i t y  i n  favor of Costa Rica (of se l f - l iquida t ing  and diminishino 
charac ter )  c c q m e d  of f i f t y  percent of i n t e r e s t  p a p b l e  and due i n  1963. 
h e s e  arrangements and the res t ruc tur ing  of suppliers' c r e d i t s  and do l l a r -  
demrrinated c e r t i f i c a t e s  of deposit  (issued by the  e n t r a l  Bmk) provided 
r e l i e f  anxzti.rq t o  $ 941 mil l ion i n  1983 and $ 154 mil l ion i n  19M. L? 
106-: t he  GO=3; i n i t i a t e 5  a sewn6 romd of n g r o t i a t i m s  with external  
crec'itors.2/ A Sta~rTSy a r rLyenen t  with a p e r i d  of 13 mtfis and a vr lue  cf 
S X  54 rriliior! ( ? b u t  S 55 millior.), a s r o v e d  f-ry the PF or, h r c h  13, 19E5, 
b . 2 ~  a key pr ior  condition for  the r e s c h e d u l i n ~  of debt w i t h  externa l  b i l a t e r s l  
c reEi tc rs ,  for  a $ 75 rril l ion lorn fror; f o r e i ~ ,  m m e r c i a l  bx& creciitors,  and 
a s  p r io r  actior.  fo r  an $ 60 c i l l i o n  M r l d  Bank S'suctural Mjustment h~ 
(SLL I ) .  e u l y  19E5 the GOCF r e a d e d  debt r e l i e f  agreements k i t h  b i l a t e r a l  
a k i t o r s  ( t h e  ten credi tor  countries i n  the Paris  Club) and with foreigr, 
m r c i z l  The 1985 k r i s  C l u b  agreement (&xi1 22, 19t?5) reschec'ule5 
o f f i c i e l  c r e d i t s  cmt rac t ed  before Ju ly  1, 1962 and f a l l i m  due frorr J a n u ~ ~ y  
1 ,  10ES t o  Pzrch 31, 19% ( the  consolidatior. period)  o r  ir. =rears  a t  kce~?&ker 
31, 1964.3/ In January 1985, Costa Rica ' s  foreign cocpnercial bank medi  tcrs 
a g e 5  to-reec?edu?e 10C % o f ' m t u r i t i e s  f a l l i n g  due t o  pa r t i c ipa t ing  
w m e r c i a l  barks ir! 1985 and 1986 a ~ d  t o  the prwisior!  of $ 75 p i l l i o n  i n  new 
c red i t .  This  h e a v i l y - c d i t i o n e d  zlqeenent was f ina l i ze6  i n  b y  19e5.4/ 
Even t h o ~ q 3  t h e  1985 B/P s u m r t  packaae (debt r e l i e f ,  Dl? Standby, and-ESF) 
ap_raoximted $ 600 millior,, delays undermined q l i a n c e  w i t h  the  I W  prg?-ar: 
and a l s c  held Centrcl Bank foreign exd.umge holdings t o  low leve l s  i n  1985. 

S t a 5 i l i z a t i m .  The 19e3 s t ab i l i za t ion  e f f o r t ,  which included strong 
measures t o  reduce the pub l i c  sector d e f i c i t ,  cbtained rap id  recnvery of price 
and change r a t e  s t a b i l i t y .  By the end of  1983 the cmsumer ard hlesa le  
 ice idices were inaeasing at annual rate6 of a-dy 10.7 4 and 5.9 8 ,  
respect ively,  and the inte&xdc ard 'free" m k e t  udmxqe rates that I& 
t d s t e d a t t 3 t e a r t a e t o b ~ ~ e ~ n i f i e d b y ~ 1 9 8 3 .  PlrWrgc 
a d m i n i d m  a .  reduced tk aaTfc financial deficit. Riblic 
e c c t o d ~ ~ l 5 ~ y i n l g e j a n d 1 9 6 4 W i t h a r ~ D f m ?  
total deficit fram 14.6 4 of Q3P in 1982 to 6.6 8 of QR in 1904. Ihe 
d e f i c i t  of the xxmfinancial piblic sectco, r+li& had increa#d fraP 6.7 B o f  
GCB in 1977 to a hi* of 14.1 4 of 5 P  i n  198l, * ~ s  reduced to 3.1 4 of GIXJ i n  
1983 and to less than 2.0 a of  QF in  1984 and 1985. l h i s  reduction can be 
a t t r ibu ted ,  i n  large measure, to revenue generatian pol ic ies ,  i.e., to higher  
 ices f o r  petrolem ~ o d u c t s  and Wlic utilities, to increased social 
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L73no.-~r c"mY?. ';he & s t ~  FicX? - . m y  roved stroncly c_rr*ard h - i t !  
- -- ;. -ezses I n  (223 cf 5.5 F ir! 1 7 E  ~ ? d  5.1 % ir, 19E7. ?.is csA3-. hzs 
-cc?!le< by a 15.6 % increase i n  exp r t  eunings in 1986 fjllcwed b.,. a 3.1 E 
i~cre=se  ir! 19E7; see Bble VI. Coffee e m r t  earnir-qs were an im,mrtant 
factor i n  this grwth; s u c ?  earnings increased eon: $ 267 million i n  1964 tc 
$ 3C2 ri l l ion ir! 1986, minly frm hiqher mid rriarket prices, with a 8eclir.c- 
to  $ 335 nillion i n  1987. Wever, total export earnings d i d  m t  decline 
with coffee eamir-qs i n  1987 due to  the csntinued q& of nontraditional 
expcrts+ick increased by $ 84 million i n  1987. By 1986 the m i n g s  of 
nontraditional exports had recovered to the 19eS level due to the strow 
grcw'kh of sa&. exports to w k e t s  wtside of Central h r i c a .  In 1986 a s 2  
1987 the real incone of Costa R i m  increased as a functicn of h i a e r  pri-s 
for mffee exports, lcwer prices for imported petrolem, ard of an inaasec '  
v o l m  of nontraditional exports. As an exaxrple, Gross bmestic E!xpendit=e, 
i .e., the s lx  cCf TOt21 Co~s 'q t ion  an5 Qoss bnestic Investrent, inaeased %. 
14.7 2 i r  the t e y e a r  ,rim5 1?&19€7 & e l l m e 2  ~ in l taneous  increases ir. 
cons~x~stioz zi5 irves'mct; see M l e  11. Corstmgion increased by 13.3 1 i n  
*is peria? a ~ d  Grcss DCxctic I r t v e ~ t w ~ t  increased by- 13.2 8 .  IF 19% an? 
1SE': u r e u s  or: exterr,al deSt service were allwed to qrcw as plrt of a 
n e ~ c t i ~ t i o r .  s'-rat-, aim& a t  o h t a i n i ~  neh de5t relief urarperents b i t 3  

foreigr ccimercial k-ks and governme~ts. ?he grcwtk cf payment arreEs alsc 
ccrCX:3e~sste2 for t k e  lack cf deht relief and net inf1.m~ frm tbe DF, f c r e ip  
m7.-,ercial b a ~ . s ,  a ~ d  the Paris Clu5. 

bl~netu\~,'~lscal b l icy .  Ir. 1366 metar) .  maaerent moved to replace 
h.k-s_pxl f lc  11u.  t s  w i t 3  mre or'hodo;. i d i r e c t  instrume.?ts, i .e., 
o-wr rci:et opretions, c?anaes ir. reserve requirements, and m e s  ir. 
redismunt rates. In the f i r s t  half of 1967 reserve requirenets were raised 
to  corpnsate for a lcweri-ng of the d a t o r y  local currency deposits fcr 
imprters. Fbever, the inaease i n  reserve requirements was less effective 
thal expected, therety penr.ittirq s t r q  credit e-ion i n  1987. Later i n  
the y e r ,  several unregilated p r i ~ t e  finance mmmies failed, inhibiting 
mmetar). authorities frcm taking s t rcqer  restrictive acticn. Thus, ir. 1087 
net dmestic credit increased by 25.4 % and credit t o  the p r i ~ t e  sector 
increased by 24.4 $ as capred with rates of growth below 20 % for these 
vuiables in 1984, M 5 ,  and 1986. (The w c  sector deficit was not a cause 

systemaedit totbePenfinarmal of t h i s  exp~lsicnt hrnkuo p b l i c  sector 
declined by 2.2 % in 1987:) Ihe i n a d  ace of credit expmian in 1967 as 
weU. a s t h e 1 e d r r t i m o f ~ t a x e s m ~ P c r t O t o e h i c & s ~ t a 1 9 . 7  % 
inuease in c "tySsaa+r inm- m b f i s a a l p e r f - ,  1987 
brougfrt iwouwmt. P.Le mtral adubistratirn able to )aid expenditure 
grarth to &B 8 spinst a 17.3 % -ease in revenues (which also increased 
partly brr to him m). A t a x  pedcagc to  raise a k u t  4 billim 
cblmes in revawes wis me dbjec t  of a t e  in the kgislative bseubly 
fran February until passage in Nowsnber 1987. 
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FYo.%eiar., C o n e . ~ - i c r . ,  a ~ d  I rves 'nnt .  Ir! 1PW Qcta R i e l s  e m s  
m ~ e s t i c  ?r&ct ( G S j  grew a t  2 r a t e  o f f i c i a l l y  e s t i r z t e d  a t  3.4 %. Severzl 
1-1 e-ists bel ieve tha t  1388 GlF gcwth was on the  order of 4.0 % are 
eat the  o f f i c i a l  nat ional  accounts a re  not r e f l ec t ing  a d p t e l y  the s t r o ~  
increase i n  n o ~ t r a d i t i o r s l  exports. A r a t e  of qr&. on the order of 3.4 P 
t o  C.0 8 i s  r e l a t i v e l y  high co~:,pred w i t h  Costa Rica 's  GDP g r w h  i n  the ea-rl:' 
1 9 f X ~ ,  but  1-r thm the  5.5 % and 5.1 % g r W  r a t e s  registered i n  1986 2-7f 
1987. Ln r q a r d  t o  the  bas i c  productive sec tors  of the  econamy, t h e  
e s t i m t e d  r a t e s  of gaJth for  1 9 s  a re  3.9 8 for  agr icu l ture ,  3.5 $ for  
m. l ; fac tur ing ,  and 4.2 % for  mnst ruc t ion;  see Thble I. kwever,  t he  
s .~-sectors  of a q i m l t u ~ e  a d  ~ ~ n u f a c t u r i v  linked to m t r a 8 i t i o n a l  exp=rtc 
t o  w k e t s  outside of G n t r z l  Amrica undoubtedly had s u b t a n t i a l l y  f i i e e r  
rEtes  cf qra-th tl-,~? the sec tora l  cverages, fi.i& are closer  t o  the r a t e  cf 
ini=rp.se i n  dcxrtestic cars,mpticr,. h t i o n a l  accountin5 ~ t a  also ind ica t e  
cY.~-:ges ir. the  vol- of prcduction, cor.s~slptior., investment, inports ,  2.e 
ex-pcrts; see 11. k c o r d i n g  t o  these e s t i m t e s ,  the physical volume of 
e m r = s  c f  g&s and services inaeasec '  ly 4.0 % i n  1 9 s  wt-ile the Wysice l  
vsl=e cf i r p r t o  i n e e + s &  by 3.7 S i n  1%7. Turning t o  co.rsmptior. and 
i n v e s t m r t ,  cl&el absorption, o r  Qcss brestic Expenditure, gew hy 3.4 % ir! - - 
1Scc.  C o ~ s . m , ~ i o n  grer.; by 5.2 % ~ r i n l y  a s  r e l a t e6  t o  a 5.3 $ grcwth o f  
Pr iva te  Cors )q t lo r . .  Qoes f i x &  Investmer.t increased ty 1.P 8 ,  h t  Qoss 
b n e s t i c  Investment declined ky 2.7 8 i n  198E due xrainly to 1cwe.r i n v e n t o q  
accp,Aatior.  

k l m c e  of kym?ts--re~t Azc0u.t. Coste Rica's 198f balance of 
p q n e z t s  current  account d e f i c i t  is e s t l m t e d  a t  $ -243 million, whic? is 
s ~ ? e t = t i a l l y  lower thzn the $ -384 million d e f i c i t  of 1SP7; see 7bUe V. In 
1962 t o t a l  exprts reached $ 1,226 n i l l i o n  while Wrts (CIF)  were 
$ 1,410 million. In 198F i r p r t e  were cnly a b u t  $ 2C millim (1.3 $1 hi$er 
thL? i n  19f27, but 19W export earnings ( includirq the value adtied of &awkck 
expcrte)  were 10.2 % hi$er m, i n  1967; see 'Ibble VI. The value of 
t r ad i t iona l  exprts (coffee, bananas, sugar, and beef )  i n a e a s e d  by d y  1.3 % 
i n  198€ with coffee e.=rnings up $ 9 W i m  and banma exparts up $ e millim. 
b t r a d i t i c n a l  exports ( includi  ehe valueadded of drawback exports mover2 up 
frm $ 517.6 m i l l i m  in 1987 -7 626.6 riLLlcn in1988. Lc., an increase of 
21.1 4. Within this categc~ry, tk pehruxxq . . esthate far xmtraditiaml 
-a tD xdcctb m d e  ob Umdnd W r a  irdimtex tht & cnperrto 
i n a d ~ $ U J ~ m m 1 9 8 8 t o $ 4 3 6 ~ i n e r e a s e o f ~ 3 5  % 
in lSB8 aDlf an inreasc ed 148 1 ern 1985 level. &t ~ Y B Q  h p t s  
(see net in 'Lhble V) imreased by $41 rdllion in 1- *ease of 
61 4. 

Inf la t icn .  'Ihe December 1987 to 1988 ccnsunrer pice index 
reg is te red  an increase o f  25.3 4 as ampred w i t h  16.4 4 far m e  year 
earlier. The r a t e  o f  increase in the tholesale price index alm aazelerated 
to a r a t e  of 19.6 8 for I3ecember 1988 as -ed with a r a t e  of  10.9 % f o r  
Decahx 1987. Possible  causal factors explaining the a c c e l e r a t i m  
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. c - : -  ir.:l.sie Eis: ;~ ' t&x-e  of expctatiw.s l i r ~ e ?  t~ '5 % st€? 
1 .-----icr. of J a r l z ~ .  lSG, rmetizt ior!  cf the incresse i.7 fcrei?. 
ex&,t?;e reserves, oxtinuec' exF-slor. of mtraditiorial expr t s  an2 t h e  
kidZi3g cf resources to this +ic rector, a relatively liberal waae 
aejils'mnt ~ o l i c y ,  and the exceptional i npc t  of h d  weather in creatirq 
shrtages in the second half of 198e. 

Red koes and Eirplopent. In 1988 two waae increases were approved 
for private sector em?loyees, one i n  January and a s e m d  i n  July. 
kccoreirq to p4yroll data (for  worker^ subject to social security, heclth 
an5 pnsion beqefits) r e 1  ha-s declined by 2.4 % for prblic sector 
evlqWvees and 2.5 % for private sector enployees. b e v e r ,  these 
czlculations do m t  include the impact of the wage increase mde in  
e r r .  Ir! r e r 2  to e q l w n t ,  pre1ixrimx-y data indicate stra-q 
grm-tS. of er?lq.;.e~t i n  19E.6 and a? a - v e n t  gr~k*, rate cf 7.0 % £roc 
2:1y 13E7 tc Ju!y 1 9 s .  Flowever, we j,doe *,at these stat is t ics cre nct 
F d l y  a ~ y  z e .  b > i o ) ~ e n t  surveys alsc iGiczte -,tinuation of 2 lck 
(5 .6  e )  reze of opr! unersiqmrt.  

P~tlic Sectcr Mnznce.c. ' P e  deficit  cf the ptFlic sector incressec' 
frc: 3 . 2  5 of G I F  t c  3.5 % cf G3F due tc  a strop? increase ir: Central 

net o.erstino losses (em 2.9 % cf GDP to 3.5 P of GCP).  ?he plar 
fzr 196E *lit sector f ir,&?cial oprations projectee an wer-211 p l j l i c  
ssctcr deficit at  3 . C  € cf GW. In *is plan, Central Bank losses mule 
ap-=cxirzte 3.e % of GD?, but this m i l d  ke offset by a surplus of the 
nor.fir,z?ciel p k l i c  sectcr m m t i ~  tc  0.8 P of GDP. I n  r q u d  to 
reclizztior,, a7 irr;povmer!t i n  the situation of the nonfimcial @lit 
sectcr t c c k  place in 1981 k t  anounte to about 0.3 8 of GEP, thereby 
kri3~ing i t s  s ~ v l u s  to less t h r .  0.1 % of GDP. This imprwenent was leas 
t\z: hzs needed to  hold the line m N l i c  sector deficit, h+i& i n a e s s e  
iror 3.2 '4 of GIP in 1987 t o  3.5 % o f  = i n  1988. In r e r d  to  
perfomace of the central adrinistration, revenues i l w e a - 4  by 20.4 % ir 
198E and expenfitures increased by 21.4 %. 'he deficit of the central 
a&Ir?istrstim inaeased f rom 5.7 b i l l im  colones ($ e1.3 millim) in 19e7 
tc  7.4 billion wlms ($ 92.6 million) in 1988. 'he surplus of thg rest  
of 9erleral gwernnent (the Cbsta Rica social security institute and 
decentralized a w c i e s )  declh& b y  appnrinntely 0.1 billion mlcrres t o  
3.5 bi l l ion colanes in 1988. ?hc state emteqrioe m a r  increased its 
surplus arm aoZones in 1387 b 4.1 U r n  adme? in 1988. 
' ~ h e ~ x e s u l t ~ ~ ~ a l ~ c ~ ~ a d l l i c m  
d o n  surplt~ ($1.7 millicm), Oentml Bank l r r a ~ r r  mum- to .13 . 

s i z m  oolums (4 133.2 millicm). 

Performance. The antral EQdc 8ms mt successful In 
reducing inflation in  I S 8  wen .this was an of the main goals of 
the nmetary pqram. Mcnetary explanatims far tk aooeleratim of 
inflation i n  1988 inclu3e the following, (a) the easing of nrnetary policy 
in late 1987 and early 1988 i n  arder t o  stop thc rms on and failure of 
p iva te  financial entities; (b) the lagged effect of a sharp expansion of 
credit i n  1987 into 19881 an8 (c) the strong expansim of Qsta Wca's 
internatianal reserves in 1988, particularly in the seand half of the 
year and the related increase in the etock of darestic m e y .  

BEST AVAILABLE COPY 



k:-mr~tary v u i L - i e s  w:' a l s s  e x ~ l e i r .  r p r t i o n  of +be h i + e r  r a t e  of 
i .-f lat ior!  ir: I??€. Strcna i r ! f l a t i c r , ~ z  e x p e c t a t i m s  were o e ~ e r a t e d  the 
6 % s t e p  devaluatior!  o f  J m ~ a ~ y  19fE. Iri add i t i on ,  a Liage pclicy car. be 
coysidered a s  feed i rq  i n f l a t i o n  i rasmdi  a s  waqe inc reases  aimed to  
cm-z?=te f u l l y  f o r  p a s t  i n f l a t i o n .  Turning to metary data (see Tajle 
n'), c r e d i t  t o  t h e  p r i v a t e  s ec to r  e w n d e d  i n  1368 by 11.2 8 i n  rmiral 
tem.s, a l n r x t  i n  l i n e  wiLh the 10 % t a rge ted  i n  t h e  m e t a r y  p r q m  a t  
tihe o u t s e t  o f  the year. b k e v e r ,  banking -cystem n e t  c r e d i t  to the 
mf inavc i a l  prblic s e c t o r  increased by 6.e %, i n  c o n t r a s t  wi th  a planned 
3 % dec l ine .  Ir. totzl, ne t  danes t i c  assets o f  t h e  bank im  +cystem, 
exc lus ive  o f  counterpar t  arrears, expanded by 16.8 % i n  nominal terns. IE 
r e q u 6  t o  h+irq systerr liabilities to the  p r i v a t e  sector, m e y  (i.e., 
currency i n  c i r c u l a t i o n  and d m d  depos i t s  i n  a x m e r c i a l  h a s )  e@ed 
01- 20.0 % ( i  .e., akmt  7 percer.taqe point5  higber  than p ro j ec t ed )  crd 
qdaci-mxej. r c s e  by 37.5 % i r ?  m i n a l  terns (quasi-mney i n c l ~ e s  
ste 'r i l izztio::  bmds  z-15 d c l l u  d e ~ o r i n c t e d  6 e p s i t s ) .  b l l a r - d e x r i ~ t e d  
c j e -mz i t~  rose  26 8 (i.e., by &out $ 99 clillior,). Placements o f  
s t ak i l i z a t i o r !  bor?ds d l s c  increased & 52 t due m i r J y  t o  sc,t-ps of "3resa" 
C35 conversion of  e x t e r z t l  de5 t .  

C r e i t  k l i c y .  In 19EE the Cer'tral Pa?k continued i ts pcliq. cf 
a l l - i ~ c  coAxxrrial banks m d  f i n m c e  m w ~ i e s  to  f r e e l y  set their 
irterest r c t e c  or! kokk d e ~ s i t s  an lm?s w i t h  t h e  provisior.  t h a t  the 
s-area6 tetweer. the Y;i$,es: cnC lowest r a t e  or: loans not ex& 9 
?erce-taqe p i n t s .  Apart frorr suksi5ized crdit, wbi& *es l i r i t e d  t c  
less t h e  16 8 of t o t a l  c r e d i t  to  the p r i v a t e  s e c t o r ,  i n t e r e s t  r a t e s  cr. 
1 0 ~ 7 , ~  were p s i t i v e  i n  r e c l  t e rns .  M e v e r ,  a s  a resclt of r i s i . ~  
i ~ f l a t i o r ,  a72 of i d l e  l iq i l id  &lances i n  s t a t m e d  W s ,  i n t e r e s t  r a t e s  
or? tern depcrsits ir! s t a t m e d  banks decl ined i n  r e d  terms d u r i r q  the 
second Yalf and were orily slit$-tly p i t i v e  i n  the last cpzrter. In  
genera l ,  i n  198f the Cen t rz l  Bank b c k e d  c f f  fran the l i be r a l i z a t i o r !  
progrm. i n i t i a t e d  i n  1383. By 1987, the Cent ra l  Bank had xroved t o  an 
i n d i r e c t  con t ro l  of a d i t ,  r e ly ing  u p n  mre a c t i v e  use o f  m v e n t i m a l  
m n e t z z y p o l i c y  ins t ruments ,  e.g. &awes i n  reserve r e q u i r m t s  on 
d e p i  ts i n  W s ,  and apen m k e t  ope ra t i c a s  (eales /purchases  o f  Centrsl 
Bark s t a b i l i z a t i o n  M), In addi t ion ,  =edit ceil ings by banks and 
adit allccatim a w e s  were q l e t e l y  eliminated. b e u e r ,  in 
1987 usdit e-1 faster than wjected and aertain of 
p r o d u a e r m ,  mtably mttlarm d baBic grain hnners, m q d m r m d  ~ b t  
receiving sufficient uedit &QII the hvlking system. Bs a result of these 
~ e s s u r e ,  in 1988 wefall adit aei- 'try bmks uexe reinstat& ard a 
l i m i t u a s s e t m t h e ~ t  o f  aedit &ath&a  c a i l d e x t e d t o m o t h e r  
aCtiVltlemm, i.e., aarmerce, memias, electzidty, transpcrtaticn d 
axlsumer utdit. 

B/P-Qipital Account and *serves. Zhe clef icit an the basic bdlance 
o f  Cbsta Wca's externdl payments, which is the sum of the w e n t  accarnt 
balance p l u s  aut-s capital inf lcws ( p r i m t e  capital, o f f i c i a l  
amort izat ion,  and disbursements o f  project l oans ) ,  amwnted to $ 4 4 3  
mi l l i on  i n  1988 as campared w i t h  $ 4 4 2  mil l ion  i n  1987. Ple major 
sources  o f  f inance  for the basic balance d e f i c i t  were a $ 378 mi l l i on  
i nc r ea se  i n  external payment arrears, $ 36 m i l l i o n . o f  deb t  r e l i e f ,  an2 a 
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r.e: E s s ! ~ ~ . m r t  - - i z f im  cf $ 11G rillior.; see 7&le V. %e c ~ ~ e r - d l  
'c;_:~ncf fcr 19E, per 5 5 i e  Y, i s  a $ 8C rrillior. ss-rplus. A: yez-s-:- 
19S2, Cer,*-rzl kr& holdincs of *eely.disp=s&le foreiT exc\xl;-. ~.=..=;z';E 

a,mcted to $ 254 rilliow-an increase of $ 140 million in 1988. ?he 
increase in C m t r a l  Bank foreign exchaqge assets in 1988 exceeded the B,/? 
su,rplus due to the gra th  of foreign excharqe deps i t s  i n  cmrercicl lxnk-c 
i n  Costa Rica-+hi&l inceasee by $ 53.8 million during the year. The 
C e n t r a l  W. has a 100 % reserve reqcirement c n  these deps i t s  (i.e., 
these de-psits are Central Rmk l iabil i t ies) .  The IMF adjusts the 
presentation cf Cer!tral Bank official FX reserves to eliainate the 
incease in these deps i t s  em, year-erd 1986 in order to recognize the 
urlcertainty concerninq these deps i t s  and their potential for w i t h d r a w l  or. 
short notice. W l e  VII includes this adjustment. 

@L* ,, Azrcrs a . k  S t t l w e z t  Pros-pects. AS i s  indicated i n  Bkle 
I? I ,  C0stz Ftice's cff icial reserve posltior, has increased rapidly as a 
7:qative ~:r-?xr durinc the past three year-c due to a strong increse 
~ ~ T E T . ' .  erre=s or! external debt. nese  arrears inceased ear; aSoct 
I 1GC s i l l io r  a t  yeer-en2 l?F€ to $ 561 cillion s t  yea-end 19E7 and tc 
$933 rr i l l iczat  y ~ r - e n d  1966. As i s  s b m  i n  ThbleVIII, the lamest 
s:-sre cf these p q m n t  arrears are t c  fo re ip  m c r c i a l  h k s  (aSaut 
$ 606 1rillio2) and foreigr, gaovermr!ts (about $ 206 ~Ll l ion) .  ?& i s  
inticated ir! Tzble V, the UIF!Central Bn). have separated arrears into t m  
cateqories: refiza~cihle and nonrefinancible. Elefinancible arrears 
i-.lclvde a l l  c f  the principl  -re? to comrcia l  t a n k  a d i t o r s  ad a 
size&le portior, of *e arrearaqes to f o r e i ~  qvernnents inzsmu& as noct 
of these a-rrezs ~31;le &o&tedly be resc??eduled i n  any forms1 d&t 
rescheduling agreene~t . A t  yesr-end 1966, the nonref irancible arrears 
m u t e d  t o  $ 325 million. Kithir. *.is eatery, wereue interest t c  
comerciai creditors munte2 to  $ 248 million. Ln 1967, in the case 
of Qsta Rica, the ItT deputed erni aevious aac t i ce  of reqciring 
settlement with external bank a d i t o r s  as a condition for a Standby, but 
rqvired qood. faith pa n t  of a partian of the interest to amnnercial 
bank aedi tcrs ,  i.e., iF 5 million per nonth when full  payment muld have 
been abatt $ 12  millim per mcntl?. Various settlement wqmsals hive bee!! 
ansidered by the -and its mmercial bank m e d i a s  as follows: ( a )  
a plan built ammd belw w k e t  interest  rates dhi& did mt pasper due 
b b & ~ f ~ & x ~ e a r p e n t h a e d i t o o ~ ~ ~ I b ) a ~ f a P : a  
t-tage operaticn builving a mlmtary *back ab debt financrd by 
grants and -si& a e d i t s  *an * i d y  hlhd by a 
~ D f a p t i c m 8 b t b e r ~ ~ l g b a r 3 r  cruli-. 
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A l a p ?  P=-=... Elermts of a rrscroemnoric 232 finencia1 ~ W L -  
for 19E? u e  e,mrgirq. At presert the prospects for an LhF Setandby to 
byin i n  the second quarter of 1989 (after ternination of the exi2inc 
p o q a ~ )  are uncertain. 'The fundanental objectives of ar, eanoric 
p ~ q a r  for 19E9 m u l d  be to continue the export-led grokrC& strategy that 
h s  already shewn g a d  cbjsctive results and has improved Costa Rica's 
balance of payme-its. %duction of the rate of inflation and mtsinare~t 
of the N l i c  sector deficit are also important cbjectives for 1989. 
O~viously ar? ItT prqrm entails specification of quarterly w t i  tative 
ceili%s on certain key test variables, e.g. domestic hLnking system 
credit to the norrfimqcial public sectar, net domstic assets and the net 
i n t e r n ~ t i ~ a l  reserve position of the Central Bank, and the stock of 
p~>me-t =rears. me key pclicy in -ce~m>ts  for any ~rcqrarr u e  the 
exclianqc rate, interest rates, and f i s ~ l  operatim.~. Ar: accept&le 
econoric prg.r&- fcr lSP? * o d d ,  ir. CIZ view, cor.tain the f c l l m 5 ~ :  ( 2 )  
ar. ~~5ersrzi5inc r e r d i n g  raagemert of the excFarlqe rate in orZer tc  
?revert erosior. of export corptitivenecs; (b) an  uncierstmding concerr.i?c 
the expysion of binking syster credit aimed at  reducing the rate cf 
ir.flztior almc with a tiCf.t restrictim or the use of banking ,cyster 
credit by the nor.fin&!cial pLhlic sector and a l ipi t  on the grokth cf 
exp.??it~-es of the ceztral adrrInis'~ation; an? ( c )  ar! aceenent to 
czi~tair .  psi t ive real interest rates along with a lirrit on the vollme cf 
s.Lxidize2 a&:t a d  a mvenzqt tc rrsintain a flexible interest rate 
-~clicy sc as to encourage the holding of domestic mxtary instruner.ts. 

Prciectec' klznce cf Fz)lmerts. The ~ o j e c t e d  balwce of papeztc 
for 19E3, ~esented  i n  Ta5le V, was prepared by the Gntrzl h n k  an2 IF? 
ir. early Cemker 1983. Lrl 19.99 exprts (FOE) are projected to ~ ~ l h '  by 
10.7 % iri nminal US dollars ant imports (CIF) are ~ o j e c t e d  to grow b]? 
6.E %. Wnfactor service incame, transfers, and the net mflm on 
investment incane are expected to m e  only slightly &om the 1988 
levels. These assmptims ~ n e r a t e  a current acoount balance deficit of 
$ -253 millim, which i s  a t  $ 10 million (i,e,, nore negative) himer 
than in 19W. 'Ihe projected net basic balance deficit for 19P9 is 
$ 4 7 4  million, tihit31 is $ -3 millicn him W in 1388. AE is 
M c a t c d  in !bhle V, an -ease of rei%an&de arrears to 
L276rFllirnir-fPi#RrithminCr-h1yrvable 
arrears, Of w e e ,  thfs innas aculd aleo take Saac as debt relief (ece 
mle V) if a yes ~ m a e s ? l i d m d .  po-m 
for 1989 i n c l m 3 e s s l  B/P assistance i n  fhc fcrp of $ BS a i m  
of US. l k u c d c  S q p z t  Ftmds and $ 70 million in disbxsesmt fremr t3e 
second 6trudxdI  Ad justsent IbM. -forming to thc 'am rotd 
a w e ,  the w e r a l l  b a l m  of paymmts deficit is $ 43=. 2his gap 
dces mt inclw3e povisicn far an increase in Oentral Bank (official) FX 
reserves. Central Bank/M ~o jectian states the gap as $ W million 
because a target increase of $ 51 millicn in official reserves i s  also 
assumed. Qverage of this gap LJaild have to  axre as an increase i n  
nmrefimcible arrears or, i n  the event of settlement with omrmercial 
bank creditors with a "buy-back," as debt relief arising *an a lower 
interest m e  m this debt. 
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7-e  19E9 hbnetarylCredit F r q ? . .  k restrictive c-&it- p-r-&- fcr 
C-.e Fivste sector, axs:ste.-,t ~ i t l -1  oLLher mzssaes desi~ne9 to rdclce 
-..- ; r~lLc; h3s ap-moved by the Centrd Byk in late Gecwber 1 S E .  
k ~ x r $ i n c  to this prograrr. the expansion of credit fund& iron dorestic 
resDuces will bz l i ~ i t e d  to 5 % over the oustandiw balance of su&. 
a e z i t  as of &ve?&r 30, 1988 (this lir.it applies to each of the 
stateomed arrd private banks individually). Qedit funded f rm externel 
resources is not s b j e c t  to  a specifir limit, hwever, o~ei-dll credit 
e-~sion should not exceed 13 %. In additim, a 10 % l ir . i t  was also set 
or: c ed i  t extexM by p iva te  finance m i e s .  In reqard to the 
allocation of credit, commercial banks and finance W e s  are requirei 
t o  oSse-rve during 1989 the same pr t fo l io  ampsit ion outstanding as of 
en5 bva--hr 1968 as rwzzds preferential activities (i .e., agriculture, 
livestock, mufacturing, mtruction,  housing and tour is^.) and other 
activities ( i  .e., cmrerce, services, transportation, electricity 
ge~eratior. me mnsmer a e d i t ) .  &t a e d i t  to the prblic sector i s  
prc$e=.:ed to decli3e by 3.0 % an2 net d m s t i c  credit ( to  *lit and 
plvete  sectors) i s  projected to ew7d  by 6.3 %. The Certral Bank 
~ r c j e c t s  that tFle stock of money ( F 2 )  will ineezse by 17 % ir. 1 9 E  zd 
LFz= q.;esi-mey hill increase by l e  %. 

Reductior. cf L?flation. The reduction of inflat im frar 25.3 ? ir: 
1 9 G  to 1 2  % i n  1963 i s  now one of the min a d s  of the GOCR. To this 
ex=3, the QXR annoir~ced r ece~ t ly  the f o l l m i k  measures: ( a )  
ir_zleren~etion of a res t~ ic t ive  a e d i t  prograr; (b) reductim of losses of 
the m 3  ICE (0.6 billion colo~es and 4 billion colones, respectively) 
01.' ma?s of increeses i n  the price of wheat and in electricity rates; (c )  
expnditue ccts  i n  *lit sector entities amuzting to 4 billion colones; 
( d )  a s1w dm: i n  the pace of minidevaluations; (e )  price controls 
(UP-scified); ( f )  s-rt t o  the acpimltural sector (aimed at  
elirrinating shortages of farm ~ d u c t s )  ; (g) suppor t  for the S9L I1 
prqran; and (h )  a national agreement to fi*t against inflation. 

Exbarqe rate ~o l i cy .  The Cent ra l  Bylk has announced that a strona 
step devaluation su& as that of Janmry of 1988 will not be wde during 
1969. Ple system of minidevdluatiahls of the colon t o  oampensate for 
differences in inflatien rates mwen Cbsta Rica and its w i n  trading 
partners will mime dm5ng 1989. As of I)eaxr&zr 1968, tht IMF 
calculatian of tht frdex n- for the real effectiue rate 
( h s e d  u p ~ n  a -ightd idis of 1980 with redl thpeciatian as a 
nmkrmex1DO) - U 7 - B a s - d d a 3 3 B m 7 f c r - l 9 8 7 d a  
hi#of141.OfarFBy 1988. In Jancary, m l y t m d e m l l a t i a i s  (of 0-U 
-1- cac)l) were rpldertaken. We ap~t t%at the perce aTld of tllc 
minidevaluatims vill h held dcvn in the first fixr ocnths of 1989 in 
order t o  dampen inflationary expectatians. The Oentral Bank has follckzed 
a crawling peg, or minidevaluation, program since Januasy 1985. In 1985 
there were 21 minidevaluatians w i t h  a L2.4 % increase i n  the e x m e  
rate; in  1986 there were 17 minidevaluatiau w i t h  a 9.8 % inaease in the 
ex&ange rate; i n  1987 there were 25 minidevaluations with a 17.7 % 
inaease in the e x m e  rate; and in  1988 there were 20 minidevaluatims 
with a 14.7 % increase in  the e x m e  rate. 
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?l;-:lic *=tor %EZ?=?~S. 2,e W l i c  sector finm:ial p r q a r  is 
presertly t5e oSject c f  dismssion betwer. the I E  and the G X R ,  ~ 7 d  a 
d~f i r . l t ive  pojert ion i s  nut yet amilable. Ini t ia l  projeztions of C?E 
p .k l ic  sector deficit  for 19P9 indicated a deficit ecyivalent t o  5.2 P of 
G Z .  Oxrerlt infomation indicates that the gover-t has f i m  plans 
for expnditure cuts/revenue enhan-nt a m r o x i m t i ~  7.e5 billion 
colones and that with these actions the projected over-all plblic sector 
def ic i t  for 1989 would approximte 3.4 % of GDF. L! regard t o  
corpsi t ion,  pojected Central Bmk losses amount t o  2.8 % of GLP and the 
deficit  of the nonfinancial plblic sector amounts t o  0.6 % of GDP. BcF1 
1.0 % of GCF appoxirrrates 4.4 bill ion mlmes. Thus, a reduction of the 
defici t  to  3.0 % of GW, whi& would be only a slight improvement as 
cornwed with the 3.2 % deficit of 1987, muld require additimal 
expndlture cuts and revenue e b c e m e n t  of 1.8 billion colones. 'he 
princi.pl diff icul ty i n  the area of revenue erihancement is  the off icial  
~ i & ? e  not to  inaeese taxes ( a t  least via hois le t ive  b s e ~ k l y  artioz) 
d u i n s  t.?e rerainder of the Arias a d ~ ~ i ~ i s t r a t i o n .  

Lcox~-1c Grmhik. The Ceri'del Bank expc t s  ( p r  i t s  projection of 
early Jatuary) that G Z  w i l l  grow by 3.6 % i n  1989. Even with relatively 
restrictive mretary an8 f i s e l  palicies i n  19P9, success i n  the prcqrar 
t o  reduce inflstion will tend t o  increase real income in 1989, l i f t i n s  
re21 derm2, CLP, and i n p r t s .  Therefore, we expect that 1989 econ0;r.i~ 
grohtl-i w i l l  be 4 % as a rir.im. ( I n  addition, i n  recer,t years, the 
tendency i n  the preparation of officiel  national accountiry eatirates and 
projections has been tward in i t i a l  uncjerstatement of GDP and sectoral 
q m - 5  rates with subsequent revisions t w x d  hi&er gok*Lh rates.) 
'Paning t o  the supply side, the obvious dynamic element in  Costa Rica's 
current econmic grcclrth is nontraciiticml exports and they are likely t o  
continue expanding i n  1989. Even though detailed data or. particular 
s9qply a.d m k e t  mnstraints are not available, businessmen report that 
the labor constraint is now important. I-kwever, w e  dcubt thst this  
consA~aint  w i l l  choke off the qok-th of the n o n t r a d i t i o ~ l  and draljback 
exparts in  1989. 
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C-3 i z  W r e n =  Pr ices  (C) 157,922 245,958 285,145 350,2G 
C-l'? ir! L.S. b l l a r  E iy iva le2 t  ( C )  3,922 4,3= 4,541 4,608 - ~n Constayt Prices 1977-100 114 120 126 131 
G3; Per Capita in Q3nstznt P r i c e s ,  

1977=100 (E) 9 2 94 97 9 7 

Qw+h of G P  i n  Constant P r i c e s  
(Percent o l m q e )  

Gross brwstic Product 0.7 5.5 5.1 3.4 
&sic Prcdilctive Sectors  -1.0 5.8 4.3 3.7 
-,&=icdture -5.5 4 .e 4.0 3.9 
-!.kqlf a=tcin2 2.0 7.2 5.5 3.5 
- C c ~ s C - ' u c t i c ~  5 . 6  3.1 -0.3 4.2 
G=ve----,e~.= C.5 2. C 2.5 2.0 
P-5er Sectcrs 2 . 6  5.9 6 . 5  3.4 

?rice5 (7ercer.t C-~..ge) 
G2F b f l z t o r  (h--71i21 Averege) 20.5 17.8 10.3 le.  E 
Cor..s.asr Prices (M. t o  i k c . )  10.0 15.4 16.4 25.3 
h5z l e sa l e  Prices ( k c .  t o  k c . )  7. 6 11.9 10.9 19.  E: 

Lherp;o>~ezt  (Percent ) ( F )  6.8 6.1 5.6 5.0 
Ektlqe3 LiSOr Force ( T h m s ~ ~ 5 s )  (F)  f 2 €  .7 E 54.2 923.3 9E7.6 

k z l  A v e r a ~ e  b 8 s  (19771103) 
k o r  CC.E,/F:inhb, b , p l q .  Survey(F) 10C 102 12 2 R/A 
- M l i c  Sector 8 E 88 109 N/k 
- h i v a t e  Sector  107 111 132 K/ A 
Fror  Payrol l  r e p o r t s  t o  Soc.Sec.(G) 101 105 106 10 3 
-Fcbl ic  Sector e6  8 F e 9 e 7  
-Primte Sector 132 117 116 114 

B t e  (Colors per U.S.$) 
(mling Rice, Dec. 31) 

o f f i c i a l  m k e t  fFi) 20.50 30.50 20.50 20.50 = lhified mket S3 -95 5 9 2 5  69-7s 80.00 

l W c s r  
(A) Relhhxy. (B) Rojectd data. (C) Hillions of mimes, 
(D) Millicru of U.6. nirlrrrm. 
(E)  Fer Qpita QP was calculated based upon the -ation eerie8 fran the 

Central Rmk ( o f f i c i a l )  k t i d  Amxnts 1977-1986. Fhr 1987, 1988 an8 
19m a 2.67 % grcwth rate was usetd to poject poplatian.  

(F) July o f  ea& year. In 1987 the suwey nrethodolcqy was cf.wged, 
therefore, data are not fu l ly  armparable. 

( G )  Average of  Mu&, July and Wember ;  except 1988, inasmuch as  data f o r  Mvember 
are not available, 

(H) A cust i tut ional  r q u i r m t t  not used for any transacticns. 
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k k Fercezt of 1977 
&el Value 

Gross b re s t i c  Product 
k L p r t s  of e s  h Services 
Exprts of G c a %  h Services 
Gross b s t i c  Experditures 
Cbnsmpt ion 
Private Cbnsmption 
Pclblic Corsurgtion 
Gross m s t i c  1nvestner.t 

Per @;its Es i s :  
Grcss k r e s t i c  P r c d ~ f t  53.7 91.8 9 4 . 3  0E.6 05.2 9E.S 
E t z l  Cb?.s.qtio:. 64.9 €5.7 91.4 92.2 94.5 92.e 
Pr i v? t e Cbns~z;? i or: €4.4 E5.E 02.5 93.7 9E.E 96.0 
Grzcc i lxestic L?vestner.t 06.0 00.3 76.9 76.4 74.2 €5.9 

E. N ~ ~ a t e s  s* Sctc rs  cs Perce?ta?e of Gross b r e s t i c  Rodtlct 
t 

Grass b.mstic Product 
k t  F b r e i ~ .  Bilance 
I r p r t s  of W s  h Services 
Ekprts of. ,Goods h Services 
Gross bmestic B-.pe&iture 
Tbtal (b.nsmption 
Pric-2 te Cbnsmption 
Public Cbnsurption 
Gross bnest ic  Investment 
Gross Fixed Lnves-t 
C h q e  i.n Inventories 

100.0 m i m l t u r e  10.0 
0.9 Pmufactur ing 22.3 

36.6 Qmezuct ion 4 . 2  
33.7 Basic Productive Sectors 45.6 
99.1 Ccanmerce 17.5 
76.8 h a n s p r t a  tion 7.6 
€5.1 financial Services 5.9 
11.7 Wus incj 7.0 
22.4 Per sondl Servi ces 4.1 
20.1 Electricity 3.0 
2.3 Other Service Sectnrs 45.1 

Gw-t 9.3 
'Ibtalt mars TLrrPrtic 
Prodrrt loo. 0 
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Revexe 
bpzr ld i  t-ue 

Current 
Capitel an2 net lending 

Rest of General Governnezt 
Feveme 

Current 
&pi t c l  

Fx.zn5i tme 
=rer,t 
Gcital c+ r,ct IcnEi?? 

S:zte D . . = ~ ~ r i s s  
Fĉ ve::~: 

ZCL-rert 
Gei t z l  

b ~ ? S i  
32rrent 
Gci t t l  &7Z net 1eniir.Z 

P ~ 5 l i c  Sector Ccrrezt 
Accc;~r.t Kkficit ( -1  

~ r . f i ~ a ~ c i e l ' E 1 i c  Sectcr 
Overell Deficit (-1 

Statisticcl Disaepz?~ '  ( 2 )  1,766 
Deficit F i n ~ x i m  
Fxterncl net 
b m s t i c  -1,055 -70 -2,7% -3,4€5 

Eankhg System (505) - 1 . 3 )  (-2,654) (1 ,562)  
0 t h ~  (-1,56C) (1,053) (-142 ) (-5,047) 

Change in e x t d  arrears -3,096 2,845 R/A N/A 
k s d d h l i n g  7.167 33m sr/A N/A 

4& Ri=sxtafQO) 
mn+zal &Yminimtion 

lkficit -2.0 -3.4 
a!wmm &6 S . 7  
Expenditure -18.7 -19.1 

%st. o f  General Gclvernment 
I k f i c i t  (-) 1.4 1.5 

S t a t e  Ehterprises d e f i c i t  (-) -1.3 0 .3  
k n f  inancial  Public Sector 

(Xlerall I k f i c i t  (-) -1.9 -1.7 
Central Eank Net Operating bsses(D) -5.3 -3.8 
Total Public sect& D e f i c i t  (-1 
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S x r c e :  19P519815, C e ~ t r a  Bar-1 of Cbsta W c z  an3 PC; 19.57-19E 
I'i?.istz of Flrmce a?d 1I.S 

B t c  are based on the reduced pblic sector which corprises the osntrel 
government and the 18 largest demtralized institutians and pLhlic 
enterprises. 

(A) IFF and PLnistry of Firance projection. 

(B) Statistics1 disaepzncy between bujqet liquidations and 
defici: f ina~cinc. 

( C )  Cer.=zl E E ~ :  net 0-mrctinc lacses xe or. accruals basis. 
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E3td;bme r a t e s  used f o r  
c o n v e r ~ i a n  of  FX t o  Qlons: (56.50/U& (63.00/U&) (7E. OC/US$ ) 

& t I r . ternat iorz1 &serves  -3747 - -8202 -9147 -19530 -412CC -54356 
O f f i c i a l  k s e r v e s  -1154 19f4 2206 -2627 139i 16552 
P a p z t s  Arrears -2593 -10181 -11353 -16903 -42590::)-7093f (I! 

!kt t w e t t i c  Assets 1 7 K 3  25509 26454 39000 60M3 79??CI 
kt Credl t  t o  Pi'rLic Sector (C )  342Z 48356 415f3 43521 3 x 5 6  
I;et Cr&it  tc  Eiz-2s -12443 -11106 -12C70 -6192 -14€?7 -26592 
Gcverr-lert Trust  Fmbc -109Ej -16263 -18263 -15676 -15676 -100% 
S--"-' - c - A l i z ~ t i o r .  b.+s -4900 -5079 -5079 -7B5 -7495 -11422 
Lox-:err F c r e i ~ .  Liatil i  ties -939E; -102979 -11482E -1LZE7 -125111 -125967 
C o l z ~ t e r p r t  k r e z r s  2593 101E5 11353 16W3 42203 7 0 E 3  
Other Xccou:ts !;e= 1C2477 1Ge059 117263 123152 137324 1508% 

-M justed ~ e t  Csedit  (D) 26161 25038 3e356 3- 3 W 3  40625 
- C e n u a l  Government 11897 13240 18956 21265 21230 28787 
-Rest of Publ ic  Sector 14264 11798 20000 l6@19 16e13 11839 
Credit to Private Sector 381e3 44824 42855 53301 M 60746 
Lmp7knn =reign I d d b i l i t i e s  -98181 -104209 -116197 -114314 -126883 -327958 
o o l e r n t s  &t (El 107060 -4 327761 148147 2176,U 

Li&ilities to Rivate €kctor f1719 87658 88065 104386 10B243 1417e4 
m %@7i5 ?ism ~ 7 a 6 7 ~  48229 

Sburce: 1985-1986 and 19861987 Central Bank and PiFt 1987-1988 Central Bank 
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Percectage Cl,ange (1) 

B c k i n ~  Syster 19E5 - 1966 - 1967 - 19E e - 
Set bnes t i c  Issets  (G) 10.3 .  16.5 25.4 16.e  

Net Credit t o  Public Sector (D) 0.8 -5 .3  -2.2 6.e 

Cre2it t o  Rivate Sector 16.1 17.4 24.4 11.2 

L i e i l i t i e s  t o  Rivere Sector 12.5 22.2 18.5  31.0 

- :dcx;- 22.7 37.7 1.4 2:. r! 

- m~:+.p~;; 13.1 11.7  32.7 37.5 

( C )  3 e  defir.itior: cf net c r d i t .  to t\e *lit sectcr w , f m s  to  Cer. tz~l  
B-3r nmeta-y acma7ts. Oebt ass- ty the k ~ t r e l  Bank ar. be2!&lf 
cf t2e *lie s e e o r  related t o  the res&eduling of external debt i s  
i~cluded. ?his reflects orJy an a o x m t i n ~  entq in *.i& the 
inaeese ir. C k n t r c l  BE?! externrl l iab i l i t ies  i s  offset t.c. an 
G i v a l e z t  increase in Bank credit t o  the m?.fin$rcicl 
@:ic sector. 

(Cj h e  definitim of net cr&t t o  the @lit m a r  is adjust& tc 
-3- t o  the defi.z?it.cn d e r  the S w  Rogran lircit. 
r a & t ~ L y t h e ~ a l B a s 3 r a ! ~ f o f t h c ~ c r e a o r  
relatd+o~raddulhgnicItcrPslrb#chswkaSactrranrr'l 
-w=i-= 

(F) Pcrccntage &anger have been calculated using ehe mre 
ra te  for the arrversian of foreign exehangc to =lanes i n  aach 
of the years -ed. 

(C.) Bcludes m t e r p a s t  of external payments arrears. 

(HI Lrl the 1987-1988 colms ill arrears (both r e f i m c i e l e  a?d 
m e f  inanciable) are included. 
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* 
A F Z L  Y : BXA-'XZ OF P.kl?Z=: -A FJCk 19E4-15EO 

(rillicrs cf C.E. d o l l a r s )  

B2lznce of Trade -102.7 -172.0 -77.4 -2eS.2 -184.1 -lPS.C 
- M i t y  E3rports, FQB 997.5 - -  939.0 1,085.8 1,107.0 1,225.9 l,s:?.O 
- d r r o d i t y  bprts, CIF -1,102.2 -1,110.9 -1,163.2 -1,392.2 -1,410.0 -1,534.0 

Wr.fa=tor Services 122.5 105.5 136.6 122.8 173.2 I f  2.0 
- -Rei@t  ,Insurance, ne t  10.4 10.2 10.6 11.7 13. E r.2. 
-Travel, ne t  66.1 64.3 71.4 67.6 1 0 ~ .  5 n.2. 
- - 2 ~ c ~ . - t a : i o r . ,  ne t  21.5 1.1 6.9 6.1 12 .2  r .e .  
--her Services, net 24.5 29.9 47.7 36.8 3E. 7 r.. 2.  

Ir .ves*mrt I n m ,  ne t  -212.6 -2E2.2 -280.7 -297.1 -32C.1 -32C.C 
-3rlva:e Profat ,  Lyteres: 0.4 -1.9 1.0 -12.4 -13.2 -12 .C 
- 4 5  f :c icl  In t e re s t  -314.0 -2BC.3 -2E1.7 -2M.7 3 -3Tf.C 

( i t r .p ld :  men=. ) (-lOS.3) ( -35.3) ( -97.e) (-162.6) (-153.1) - 
L k r ~ i i t e 5  Tre-sfers 45.5 5E. I? €9.4 75.9 €7.6 E2.C 
- 4 5  f i cia1 Sectcr , net 14.C 16.2 34.7 37.2 36.1 - 
--p - \- c - .e Sectcr, pet  31 .? 42.6 34.7 3E.7 - 41.5 - 

W-=:ion (-1 o r  increase 
(+I  cf &rezirs (Dl (175.3) (-1ES.S) (135.7) (402.1) (277.5) (276.C 

-)icrief i m c i b l e  (E) 175.3 -169.5 U5.7 105.5 49.7 - 
--4efim.-• - - - 296.6 327. e 27€. C, 

( B/P w r t  Innaws) (145.9) [305.b) (84.1) (57.8) (109.9) (155.0 
-5 &ans C Grants . 130.0 160.0 80.6 l20.0 125.0 - e5.0 
--Revolver Credit h c i l i t y  49.9 75.0 - - - 
--M biet lnflcw -34 .O 30.0 -36.0 4 2 . 2  -15.1 n.e. 
- I!F3Stmc.  Wjust. Loa,?~ - 40.0 39.5 - - 7Q.O 
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?jctes: 

( A )  P r e 1 i ~ i . m ~ .  

(E) Projected. 

(C) The basic balance is defined as the current account balance 
plus autcnmus capital flm9s, i.e. the s l ~  of private =pitdl (and 
errors and emissions), official arrortizatim and disbursements of project 
1oar.s ( incldirq PL 480). 

( P I  P. &~anoe ir. payrer.t u r e x s  h l t h  a a = i t i v e  siF i s  an 
acc=;;~ticr  of arresrs, and a cfia~ge i n  pyment arrears w i t h  a nes t lve  
si?. i s  a net d i s a m ~ l a t i o r ,  (repqme;..:). 

( 5 )  The estirate shanx for each year corres.ends to  the net cFls,?e 
i:. p l x r , t  arre=s. ?he cancept of mrzefinanclkle versus re f i r r~c ib le  
debt service rests u-mg ~ b t  cay normlly be expected to refinanced iz  
ne=.tietiors with external creditors, e.?., the ncnrefinancible arrezzs 
incluie ~ q m i d  debt service to exterriil multilatcal aeditors,  and 
izteres: to comercia1 k n L  aeditors.  For 19W, the e~t i r r r te  of 
a $ 49.7 rr.illion incease ir! mi ' e f inmib le  arrears includes the 
f : l l an . i~ :  ( 2 )  an increase of $ 130.1  illi ion i n  m.pid i ~ t e r e c t  
ot1icaticr.s due In 1988, ( 5 )  an incease of $ 45.9 rill icr,  i n  unpaid 
amrtizatior due i n  19S ,  ( c )  the prfle?t of $ 45.7 rillior. i n  interest 
unpid ir. previms yeus ,  ( 2 )  the paFt of $ 41.0 million in 
amr t i z t iw :  unpaid i n  previous years, a d  (e)  an adjustment with a 
neqative sign of $ 3.6 million to  account for the last two mt?? of 
1 9 E .  

( F )  ?he fi-naxial gap is the sur of the basic &lance, the charqe 
in arrears, ard debt relief operations. 

(G) Pte m a l l  blame w i t h  a pnsitive sign is an iaaease in tbe 
official  pet intematimal r m  mtiprL and dth a sign it 
isa-- 
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?. ..-z -- - ~ 1 :  s a . T S  EY F?Z>C;X 2?3>'X'X, 193-1': 

( V a l u e  i:. ri l1ior.s of L.S. Ec:lzrs, 
vo:me i:. tbmxnds cf r i t s  india :&,  

r.it vdue ir. U.S. dollars) 

Qf fee 267.3 315.6 391.9 335.5 343.2 371.C 
--Vcl.ze ( q u i c W s ,  100 lb. ) 2457 26E3 2053 3004 2776 292; 
---&.it value (per q u i n t a l )  108.8 117.7 190.9 111.3 123.6 127 .1  

--- ." - C S ~ L ~ Z L  ? r l ~ r i ~ :  c.: 193.c 142.5 9c.9 1 ~ 9 . 4  11e.o 127.4 
--- -, - >--AL-z 36.3 2F. 9 41.7 47.6 23.0 25.C 
--t? *st of k\e c r 1 6  170.9 175.6 255.6 316.4 435.6 4f7.6 

(tc k i t e d  States)  ( C )  (n.a.) ( n.e.1 ( n.a.1 (158.0) (250.0) ( n.2.) 

k a x h c k  &lue MdeB 26.1 35.0 37.3 44.2 50.0 55.0 
( i n c l u 3 d  i n  @her Services) 

(A)  Rel iminary ;  excl-s $ 24.1 millim of exports aarrecipding to the Wue 
of the sale and rtaticn of mta ry  gold (to m t a r y  p u h s e ) .  
(B) R o j e c t c d .  Thta cn nmtraditicnal exparts to the Lhited States excludes 
drawback gosds, which are also exprted nea r ly  exc lus ive ly  to  the lhited States. ( C )  
I s t a  f o r  t h e  years 1984 thro@ 1986 are fran the FY 1988 PAAD. The v e l i ~ i n z q  
data i n  t h e  B/P for 1967 exports FDB i s  $ 1,107.0 mi l l ion  instead of $ 1,114.1 
.m i l l i on  per notat im by the Central  Bank as adjustment for volume. 
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* .  u 

OF FE  CC,?ZG-I. BX'X GF -A ?JCA 
(3s  of Decerjer 31 of eat? yezr; 

ir  u,illior.s of C.S. dcllazs) 

1. .kt Official  Rese.rves 35.7 41.0  

hssets 
Freely Dispxele  

Go1 d 
Eizk b p s i t s  
F o r e i ~ .  Fxd-a-qe 
Sectxi t ies  
S-=rid Drawin? Pi$.ts 
3-5 e r 

P-F er &sets 
- '  .ire >posi5s i z  C& 

Ce~.~_ral B~r2 . i~ )  
C. A Y ~ .  CLezriy An&!::. 
Ccr.'~i:?. tc CF. S:&. f i n 5  
@L? e r 

Li  ~ k i l i ~ i e s  
:&t .Fesitio:: kt': I!F 
%vclve: Credit B c i  lit:.? 
,%-- - - ,er  SIX: Te-rr 

D T E w ~ ? ?  cz CA Stay.  F u ~  
k ~ c c  de. ~izliic3 

( &  cl-inc) 
B17m &-3~,~lic  de Color:k,ia 
Cther 

MjurL in t  of Short Te,?r 
LiaSilities (by Ulf )  

Note: i. e, signifies inclded els-e. 
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Principal Ir.terest T ~ t a l  

Cm.~erciel h-ks (A) 371.3 235.1 606.4 

C.? 

€56.1 

Ikte  s : 
(J . )  F r i ~ c i . 4  ir. u r e a r s  relcted to the Revzlvi .~ Credit &w 

Ei3ney Fzcility is not include6, i n a s z : ~ ~ ~  zas i t  i s  treated as  
a rese~rve l i s5 i l i ty .  kbwever, Interest i n  a r r e u s  related to  
t ?ess  l i a i l i t i e s  is included. 

( E l  CD., of the "Press" are not included, inasmch ss they are 
treated as  l i ab i l i t i e s  to residents. 
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-.-- - -. - -  - , -  : 3~x1~ S';c ,r  EI:-:.--: z-~ 
(or. e Cisburs& h s i s ,  lkce-&r 31, l O E 5  
S p t e r h r  30, 1967 an5 Se?tp,-- 30, 1965, 

i n  r r l l l i a - s  of C.S. do l lus )  

E i  lateral 1-7s 
-Taris C1b 
--3t:~er 

R t e c :  
( A . )  k:in~.l.~ ir, 1 9 s  "Press a" s e  treated e s  l is3i l i t iee tc 

resijer.?s. 
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l;?.:s scree-zt res~5edi i led  e5 8 c f  the pr inc ipc l  &* i n t e r e s t  i~ - 
a r r e ~ - s  a t  J m e  3G1 19E2 and f e l l i n ?  a;e between J u l y  1, 1982 and I k ~ r 3 e r  
31, 1063 t o  a severr-year period mnni.~ kcember 1985. The to-1 dekt 
r e l i e f  pov ided  M e r  t h i s  agreement is e s t i r a t e 6  a t  $ 136 mil l ion.  

2/Inasmc\ a s  n w t i a t i m s  for  the  19E5 Standby ageement  l a s t ed  f c r  - 
over one year ,  Tranche I1 of t he  1963 agreement w i t h  m r c i a l  banks d i d  
not  Go i n t o  e f f e c t  u n t i l  e a r l y  19e5, and t o t a l  debt r e l i e f  i n  1?W was 
l e s s  than had b e e n  expected. Ln a a i t i o n ,  new a r r e a r s ,  p r i n c i p l l y t o  
b i l a t e r e l  c r ed i to r s  and ccmnercial banks, =re accurrmlated i n  the second 
h l f  of 1964. 

31Det.t se rv ice  r e s s l t i n c  ecu: a s *  Ricz ' s  19F3 k r i s  Cl* aFeere:t - 
K Z E  not elici5le f c r  r e ~ t r u c t u k c .  In  t h e  19E5 a q e e n e n t ,  9G 8 of t h e  
d f : ~ t  s e -v i ce  ir: the cor.sslidetior.  p e r i d  k?s r e sdxdu le?  h i t h  a f i v e - y e ~ r  
qz:e &=ria3 ' ( tc 1991) fcllowed by a five-year r e p p r . t  perio5. 9-!e 
ErreLrs a t  f ~ e  enE of l9 fS  were rescheduled k i t h  e tl,ree-year o r a c e  p e r i d  
L?? eickt-yeer rep)lle-.t p e r i d .  b c h  c f  the t w c  10 % res idua l  arrour.ts 
Kerc sc?edcled t o  Ix pic' ir! Oree iwtallrrents--fror? 1 9 8  t o  1 9 E .  

4"it;e p r inc ipz l  2ue i~ 1585 an5 1966 m s  rescfieciuled over e te2-year 
pericx5-witI- a t h e e - y e a r  F a c e  p r i e  foil- by a s e v e r r y e u  r e p p e n t  
p r i & .  Tr,e 19E5 ac reemnt  h i t h  the  Bz?k Steer ing  Corn i t tee  wzs 
ccnCl t i enee  u p  Costa Eiica bein? i n  cccpliance h5th the 1985 St~n*:., tc 
~-n~=roval by the M r l d  -j: a76 GCCFF of a S t ruc ture1  M j ~ t m e ~ t  kccr~,  a?d 
u-: Lye GOCR seekina corpr&le deSt r e l i e f  f r o r  o ther  c r e 5 i t o r s  for  dekt 
cf s i c i l z r  r ie tur i t i es .  

5,/Ever thou*, d e t e i l  or: the  m L p i t i o r ,  of n o ~ t r a d i t i m ~ a l  exprts  
( h T )  Ts mt avai labe f o r  any p a r t  o f  198E, we expect t h a t  aver  h z l f  o f  
t h e  $ 119 r i l l i o n  increase ir! non-drawback hTE t o  markets ou ts ide  c f  
C e ~ + ~ a l  h r i c a  are from the a g r i c u l t u r a l  sector. Loail observers repcrt 
s t r q  increases  i n  expor t s  of pi-mpple, macabia  nuts,  and ornamental 
plants- 
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A .  CODESA D i v e s t i  t u r e  

Background : 

The C o r ~ o r a c i t n  C o s t a r r i t e n s e  de D e s a r r o l l o ,  S.A. (CODESA) was 
e s t a b l i s h e d  i n  1972 t o  se rve  as a  development  bank and v e n t u r e  c a p i t a l  
p a r t n e r ,  c o o p e r a t i n g  w i t h  p r i v a t e  e n t e r p r i s e  t o  deve lop  new i n d u s t r i e s  i n  
Costa R i c a .  CODESA was o r i g i n a l l y  expec ted  t o  p l a y  a  s h o r t  t e r m  r o l e  i n  
each v e n t u r e ,  t u r n i n g  i t s  i n t e r e s t  o v e r  t o  t h e  p r i v a t e  s e c t o r  once t h e  
bus iness  e s t a b l i s h e d  i t s  v i a b i l i t y .  

I n  a c t u a l  expe r i ence ,  however,  CODESA ( w h i c h  i s  owned a lmos t  
e n t i r e l y  by t h e  GOCR) t o o k  a  m a j o r i t y  o r  s o l e  owne rsh i p  p o s i t i o n  i n  many 
e n t e r p r i s e s .  The p u b l i c  s e c t o r  t hus  t o o k  on management o f  a  r ange  o f  
commercial  a c t i v i t i e s  i n c l u d i n g  aluminum m i l l i n g ,  cement p r o d u c t i o n ,  
sugar  r e f i n i n g ,  f e r t i  1  i z e r  m i  x i  ng, c o t t o n  p r o c e s s i n g ,  and o t h e r s .  

Non-commercial and non-economic f a c t o r s  o f t e n  p redomina ted  i n  t h e  
des i gn ,  s t a f f i n g ,  and management o f  t hese  e n t e r p r i s e s .  Pol  i t i c a l  
i n t e r f e r e n c e  and some o u t r i g h t  c o r r u p t i o n  l e d  t o  a  p a t t e r n  o f  
u n p r o d u c t i v e  i nves tmen t s  g e n e r a t i n g  c o n s i s t e n t  l o s s e s .  CODESA r e p e a t e d l y  
tapped i t s  f r e e  access t o  C e n t r a l  Bank c r e d i t .  I n  t h e  e a r l y  1980 ' s  i t  
was consuming o n e - t h i r d  o f  a l l  p u b l i c  s e c t o r  c r e d i t ,  w h i l e  g e n e r a t i n g  
l e s s  t han  1.5% o f  t h e  GDP and l e s s  t han  0.5% o f  n a t i o n a l  employment.  

I n  1984, t h e  GOCR agreed  w l  t h  t h e  M i s s i o n  on covenan ts  t o  t h e  ESR 
I11 program wh ich  c u t  o f f  CODESA's access t o  BCCR c r e d i t  f o r  new 
i nves tmen t s ,  and t h e  l e g i s l a t u r e  enac ted  a  l e g a l  framework f o r  t h e  
d i v e s t i t u r e .  D u r i n g  1985, t h e  M i s s i o n  worked w i t h  t h e  GOCR t o  deve lop  a  
s p e c i f i c  p rocedu re  f o r  d i v e s t i n g  o r  1  i q u i d a t i n g  CODESA's h o l d i n g s ,  based 
on t h e  1984 law.  T h i s  complex p rocedu re ,  whose d e s i g n  and i m p l e m e n t a t i o n  
have been d e t a i l e d  i n  t h e  PAAD's f o r  1985-87 (ESR I V  - V I ) ,  i n c l u d e d  
l a r g e  t r a n s f e r s  o f  ESF-generated l o c a l  c u r r e n c y  back t o  t h e  BCCR t o  
reduce CODESA d e b t  t h e r e .  These t r a n s f e r s  ( e q u i v a l e n t  r o u g h l y  t o  $175 
m i l l i o n )  f a r  exceeded t h e  r e a l  commerc ia l  v a l u e  o f  t h e  s u b s i d i a r i e s  wh i ch  
CODESA was d i v e s t i n g .  The d e c i s i o n  t o  t r a n s f e r  such l a r g e  amounts was 
d r l v e n  by  two p r i n c i p a l  c o n s i d e r a t i o n s .  ( 1  1 The M i s s i o n  conc l uded  t h a t  
i t  was d e s i r a b l e  t o  "demonet ize"  o r  "sterilize" these  f u n d s ,  s l n c e  
a c t u a l l y  spend ing  them i n  t h e  l o c a l  economy (e .g .  f o r  development  
p r o j e c t s )  wou ld  e n t a i l  unaccep tab le  consequences i n  te rms  o f  i n f l a t i o n  
and a d d i t l o n a l  i m p o r t  demand. ( 2 )  On a  cosme t i c  l e v e l ,  t h e s e  t r a n s f e r s  
would m i n i m i z e  p o l  i t i c a l  embarrassment and o p p o s i t i o n  t o  t h e  d i v e s t i t u r e ,  
by p r o t e c t i n g  t h e  GOCR f r o m  a  charge  t h a t  i t  was g i v i n g  away p r i c e l e s s  
n a t i o n a l  a s s e t s  w i t h o u t  r e c e i v i n g  s u f f l c l e n t  compensat ion.  



- .  
- i n a n c : a ; l : ~  s z e 3 ~ i n g ,  t h e  m o s t  s i g n i f i c a n t  r e s u i t  o f  t h e  p rocess  

was ach ieved  a lmos t  i m m e l i a t e l y ,  when CODESA's access t o  c r e d i t  f o r  new 
i nves tmen t  was c u t  o f f  i n  1984. D u r i n g  t h e  p r i o r  f o u r  y e a r s ,  CODESA1s 
o p e r a t i n g  a s s e t s  had grown each y e a r  by abou t  C1.S b i l l i o n  ( e q u i v a l e n t  t o  
abour  $30 m i l l i o n  a t  an average  r a t e  o f  5 0 : l ) .  Subsequent h i s t o r y  has 
demons t ra ted  t h a t  most o f  t hese  i nves tmen t s  went f o r  o v e r p r i c e d  and 
uneconomic o p e r a t i o n s ,  so t h a t  most o f  t h e i r  v a l u e  was l o s t  t o  t h e  
c o u n t r y  on t h e  day t h e  i nves tmen t s  were made. 

A t  t h e  b e g i n n i n g  o f  t h e  p rocess ,  o v e r  90% o f  CODESA1s o p e r a t i n g  
asse t s  c o n s i s t e d  i n  seven companies. 

- - ALUNASA (a luminum)  was bought  by  FINTRA, a  p r i v a t e - s e c t o r  
t r u s t  s e t  up by AID,  i n  December, 1985, and was s o l d  by FINTRA 
t o  a  p r i v a t e  buye r  as a  g o i n g  concern  i n  J u l y  1987. 

-- CATSA ( s u g a r )  was t r a n s f e r r e d  i n  t r u s t  f rom CODESA t o  FINTRA 
i n  September,  1987, under  a  c o n t r a c t  wh ich  p r o v i d e s  f o r  onward 
s a l e  t o  p r i v a t e  c o o p e r a t i v e s .  As o f  January  31, 1989, 72% o f  
CATSA shares  were s o l d  and t h e  rema inder  a r e  expec ted  t o  be 
s o l d  by  March 1989. 

- - CEMVASA (cement)  i s  n o t  v i a b l e .  I t  has been i n a c t i v e  s i n c e  
1983. CODESA i s  w e l l  a l o n g  i n  t h e  comp lex . lega1  p rocess  o f  
l i q u i d a t i n g  CEMVASA a s s e t s .  

-- FECOSA ( r a i  l r o a d )  and TRANSMESA (bus  company) were t r a n s f e r r e d  
o u t  o f  CODESA i n t o  o t h e r  GOCR agenc ies ,  as r e q u i r e d  by law.  

- - Under c u r r e n t  law,  o n l y  40% o f  t h e  shares  o f  FERTICA 
( f e r t i l i z e r )  and CEMPA (cement)  may be s o l d .  The GOCR i s  
a c t i v e l y  c o n s i d e r i n g  t r a n s f e r i n g  100% o f  t h e s e  companies i n  
t r u s t  t o  FINTRA f o r  management by  FIN'TRA u n t i l  40% o f  t h e i r  
shares have been s o l d .  

CODESA has s o l d  o r  l i q u i d a t e d  i t s  i n t e r e s t s  i n  most  o f  i t s  35 o t h e r  
s u b s i d i a r i e s  and a f f i l i a t e s . '  None o f  t h e s e  r e p r e s e n t  more t h a n  1% o f  
CODESA's n e t  o p e r a t i n g  a s s e t s ;  t h e  m a j o r i t y  were empty c o r p o r a t e  s h e l l s .  
P rogress  on  c l e a n i n g  up t hese  m ino r  l o o s e  ends has been s low,  b u t  
r easonab l y  s a t i  s f a c t o r y .  

' " S u b s l d l a r i e s "  a r e  companies i n  wh ich  CODESA has controlling i n t e r e s t ,  
whi l e  " a f f  i 1 f a t e s "  r e p r e s e n t  m i n o r i t y  p o s i  t i o n s .  



The b i g g e s t  change t o  o c c u r  t h u s  f a r  d u r i n g  t h e  f o u r  y e a r s  o f  t h e  
CODESA d i v e s t i t u r e  p r o g r a m  has been t h e  GOCR a d m i n i s t r a t i o n ' s  c o n c l u s i o n  
t h a t  p r i v a t i z a t i o n  can y i e l d  s i g n i f i c a n t  p o l i t i c a l  a d v a n t a g e s ,  e s p e c i a l l y  
w3ere a  company i s  s o l d  o n  f a v o r a b l e  t e r m s  t o  a  w i d e  g r o u p  o f  l o c a l  
b u y e r s .  Thus t h e  GOCR has p u r s u e d  p r i v a t i z a t i o n  more a g g r e s s i v e l y  i n  t h e  
l a s t  t w o  y e a r s .  The s a l e  of CATSA ( s u g a r  t o  p r i v a t e  co-ops) i s  a l m o s t  
c o m p l e t e d .  

Under  t h e  banner  o f  "economic  d e m o c r a t i z a t i o n " ,  t h e  GOCR w i l l  
p r o b a b l y  s e l l  t h e  l e g a l  maximum o f  40% o f  FERTICA ( f e r t i  1 i z e r )  and CEMPA 
(cemen t )  t o  b road -based  g r o u p s  o f  C o s t a  R i c a n  c i t i z e n s .  The gove rnmen t  
has i n d i c a t e d  w i l l i n g n e s s  t o  p l a c e  t h e s e  companies  i n  t r u s t  w i t h  FINTRA 
t o  f a c i  1 i t a t e  r e s p o n s i b l e  management and s a l e  o f  40% o f  t h e s e  compan ies .  
Once 40% o f  t h e s e  companies  has been t r a n s f e r r e d  s u c c e s s f u l l y ,  t h e  
government  w i l l  p r o b a b l y  be w i l l i n g  t o  c o n s i d e r  an e v e n t u a l  p r i v a t i z a t i o n  
o f  t h e  r e m a i n d e r ,  t h o u g h  l e g i s l a t i v e  a p p r o v a l  w o u l d  b e  n e c e s s a r y .  

A f t e r  CODESA's s u b s i d i a r i e s  and  a f f i l i a t e s  have been d i v e s t e d  o r  
l i q u i d a t e d ,  t h e  f a t e  o f  t h e  h o l d i n g  company r e m a i n s  an open  q u e s t i o n .  
The d i v e s t i t u r e  p r o c e s s  w i l l  h a r d l y  h a v e  been a  g r e a t  s u c c e s s  i f  t h e  GOCR 
were t o  t u r n  a r o u n d  a  c o u p l e  o f  y e a r s  l a t e r  and  fi 11 u p  t h e  CODESA s t a b l e  
w i t h  new p a r a s t a t a l  compan ies .  

O f  c o u r s e ,  n o  p r e s e n t  a c t i o n  b y  AID o r  t h e  GOCR c a n  c o m p l e t e l y  
p r e c l u d e  such  a  p o s s i b i l i t y  i n  t h e  f u t u r e .  The b e s t  t h a t  c o u l d  be done 
r i g h t  now w o u l d  be t o  d i s s o l v e  CODESA. A  second-bes t  a l t e r n a t i v e  w o u l d  
be a  l e g i s l a t i v e  r e s t r u c t u r i n g  of CODESA w h i c h  p r o h i b i t e d  i t  f rom 
a c q u i r i n g  new s u b s i d i a r i e s .  I n  s u b s t a n c e ,  t h i s  l a t t e r  a l t e r n a t i v e  w o u l d  
be s i m i l a r  t o  a  d i s s o l u t i o n  o f  CODESA, i n  t h a t  e i t h e r  a c t i o n  w o u l d  r e s u l t  
i n  l e g i s l a t i v e  a p p r o v a l  b e i n g  r e q u i r e d  f o r  any  f u r t h e r  p a r a s t a t a l  
a c q u i s i t i o n s .  However, t h e  A r i a s  a d m i n i s t r a t i o n  has i n d i c a t e d  
d e f i n i t i v e l y  t h a t  i t  w i l l  u n d e r t a k e  n e i t h e r  o f  t h e s e  s t e p s ,  w h i c h  w o u l d  
be h i g h l y  o f f e n s i v e  t o  a  p o w e r f u l  w i n g  o n  t h e  i n c u m b e n t  p a r t y  w h i c h  was 
a s s o c i a t e d  w i t h  CODESA's c r e a t i o n  and g r o w t h .  

The GOCR has  a g r e e d  t o  p r e c l u d i n g  f u r t h e r  CODESA b o r r o w i n g  o r  
i n v e s t m e n t  b y  a d m i n i s t r a t i v e  d e c r e e .  I f  CODESA i s  l e f t  a l i v e  as  a  
c o r p o r a t e  s h e l l ,  b u t  s u b s t a n t i a l l y  w i t h o u t  s u b s i d i a r i e s ,  t h e n  t h e  GOCR 
w i l l  have t o  d e f i n e  a  ( f a c e - s a v i n g )  r o l e  fo r  t h e  h o l d i n g  company. I t  has  
been s u g g e s t e d  t h a t  CODESA m i g h t  be t r a n s f o r m e d  i n t o  an  agency  t o  
imp lemen t  i n d u s t r i a l  r e s t r u c t u r i n g  p o l  i c y  and p r o v i d e  a d m i n i s t r a t i v e ,  
t e c h n i c a l  and  m a r k e t i n g  g u i d a n c e  t o  a f f e c t e d  compan ies .  



The p r e s e n t  a d m i n i s t r a t i o n  made an a t t e m p t  l a s t  yea r  t o  pursue  t h e  
p r i v a t i z a t i o n  o f  ICE, t h e  power and l i g h t  company, and R a d i o g r s f i c a ,  t h e  
Tel e g r a m / t e l e x t  company. Th i s  was d r o ~ p e d  a f t e r  c lumsy  f i rst s t e p s  
provoked heavy p o l  i t i  c a l  oppos i  t i o n .  

I t  i t s  l a s t  y e a r  i n  o f f i c e ,  t h e  a d m i n i s t r a t i o n  i s  u n l i k e l y  t o  
pursue  any p o l i t i c a l l y  c o n f l i c t i v e  p r i v a t i z a t i o n  a c t i v i t i e s .  

Bo th  t h e  GOCR and t h e  M i s s i o n  b e l i e v e  t h a t  A I D ' S  r o l e  i n  f u r t h e r  
p r i v a t i z a t i o n  (beyond CODESA) ough t  t o  be a  r e l a t i v e l y  p a s s i v e  one. The 
GOCR f e e l s  t h a t  a  h i g h l y  v i s i b l e  f o re i gn -dono r  p resence  would a g g r a v a t e  
p o l i t i c a l  o p p o s i t i o n  t o  t h e  program. A f t e r  some y e a r s  o f  a  h i g h  M i s s i o n  
p r o f i l e  and i n t e n s e  c o n t r o v e r s y  o v e r  v a r i o u s  M i s s i o n  p rograms,  t h e r e  i s  
something o f  a  consensus i n  t h e  M i s s i o n  t h a t  we m i g h t  d i r e c t  more o f  o u r  
program and p o l i c y  d i a l o g u e  i n t o  a reas  wh i ch  a r e  l e s s  i n f l a m m a t o r y .  I n  
any even t ,  t h e  p r a c t i c a l  e x p e r i e n c e  o f  t h e  CODESA d i v e s t i u r e  has made i t  
abundan t l y  c l e a r  t h a t  s a t i  s f a c t o r y  r e s u l t s  a r e  o b t a i n e d  o n l y  when i t  i s  
t h e  government t h a t  i s  p u l l i n g  t h e  p r i v a t i z a t i o n  c a r t .  

N o t w i t h s t a n d i n g  t h e  above s u g g e s t i o n  o f  a  l o w - p r o f i l e  approach  on 
f u r t h e r  p r i v a t i z a t i o n ,  USAID expec t s  t o  coope ra te  w i t h  t h e  GOCR i n  mak ing  
r esou rces  a v a i l a b l e  whenever r eques ted  f o r  t h i s  e f f o r t .  The n a t u r e  and 
amount o f  f u n d i n g  r e q u i r e m e n t s  have y e t  t o  be de f ined :  I t  m i g h t  i n c l u d e  
a  fund t o  pay s p e c i a l  severance i n c e n t i v e s  t o  encourage t h e  r e s i g n a t i o n  
o f  government employees. However, we wou ld  n o t  env i sage  t h e  i n c l u s i o n  o f  
l a r g e  amounts o f  l o c a l  c u r r e n c y  t o  f i n a n c e  t h e  s a l e  o f  companies ( as  was 
done i n  t h e  case o f  CODESA). 
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I n  con fo rmance  w i t h  a  r e q u i r e m e n t  i n  t h e  1987 C o n t i n u i n g  
R e s o l u t i o n ,  t h e  GOCR was r e q u i r e d  t o  open a  s e p a r a t e  a c c o u n t  i n  w h i c h  a l l  
d o l l a r  d i s b u r s e m e n t s  u n d e r  t h e  ESF p rog ram were t o  be d e p o s i t e d .  I n  
c a r r y i n g  o u t  t h e  d i r e c t i v e s  for t h e  s e p a r a t e  a c c o u n t ,  USAID had as  i t s  
o b j e c t i v e s  t h a t :  

ESF d o l l a r s  n o t  be c o m i n g l e d  w i t h  o t h e r  GOCRJBCCR f u n d s ;  €SF 
d o l l a r s  f i n a n c e  e l i g i b l e  t r a n s a c t i o n s  w h i c h  a r e  c a r e f u l l y  i d e n t i f i e d  b y  
AID; t h e  c a s h  t r a n s f e r  n a t u r e  o f  t h e  ESF p r o g r a m  n o t  be a l t e r e d ;  and  t h e  
mechani  sm be f 1 e x i  b l  e  enough t o  permi  t changes based o n  e x p e r i e n c e  and 
d e v e l o p m e n t s  w h i c h  may a f f e c t  i t s  e f f i c i e n c y .  

I n  c o l l a b o r a t i o n  w i t h  t h e  C e n t r a l  Bank, USAIDJCosta  R i c a  d e v e l o p e d  
t h e  f o l l o w i n g  p r o c e d u r e s  f o r  d i s b u r s e m e n t  t o  t h e  S e p a r a t e  A c c o u n t  and t h e  
r e i m b u r s e m e n t  o f  e l e i g i b l e  i m p o r t  t r a n s a c t i o n s :  

D o l l a r s  u n d e r  ESR ag reemen ts  a r e  d i s b u r s e d  t h r o u g h  t h e  T r e a s u r y ' s  
E l e c t r o n i c  Funds T r a n s f e r  s y s t e m  (EFT) t o  a  s e p a r a t e  a c c o u n t  m a i n t a i n e d  
b y  t h e  C e n t r a l  Bank i n  t h e  F e d e r a l  Reserve  Bank w h i c h  has p r o v i d e d  
a s s u r a n c e s  t h a t  t h e  sub -accoun t  e s t a b l i s h e d  t o  r e c e i v e  t h e s e  funds  w i l l  
p r e c l u d e  c o m i n g l i n g  o f  ESF d o l l a r  f u n d s  w i t h  o t h e r  r e s o u r c e s .  Any 
i n t e r e s t  e a r n e d  by  t h e  f u n d  w i l l  be c r e d i t e d  t o  and d e p o s i t e d  i n  t h e  
s e p a r a t e  sub -accoun t .  

The BCCR has s u b m i t t e d  c o n f i r m a t i o n  t h a t  t h e  s e p a r a t e  sub -accoun t  
has  been e s t a b l i s h e d  and t h e  M i s s i o n  has c e r t i f i e d  t h a t  t h i s  a c c o u n t  i s  a  
s e p a r a t e  non -coming led  sub -accoun t ,  e s t a b l i s h e d  s o l e l y  t o  r e c e i v e  ESF 
do1 l a r  f unds .  

Re imbursement  f o r  s p e c i f i c  i m p o r t  t r a n s a c t i o n s  f i n a n c e d  w i t h  t h e  
GOCR's f o r e i g n  exchange r e s e r v e s  w i l l  be made f r o m  t h e  s e p a r a t e  a c c o u n t .  
The use  of f o r e i g n  exchange f o r  a l l  i m p o r t s  mus t  be a p p r o v e d  b y  t h e  
C e n t r a l  Bank. The BCCR's c o m p u t e r i z e d  i m p o r t  a p p r o v a l  s y s t e m  uses  a  
NAUCA code  s y s t e m  t o  p r o d u c e  a  l i s t i n g  of i m p o r t s  f r o m  t h e  U n i t e d  S t a t e s  
b y  a  d a t e  r a n g e ,  i n  a c c o r d a n c e  w i t h  p r e d e t e r m i n e d  e l  i g i  b l e  NAUCA c o d e s .  
The M i s s i o n  has  r e v i e w e d  and d e t e r m i n e d  t h a t  t h e  C e n t r a l  B a n k ' s  s y s t e m  
f o r  a p p r o v i n g  f o r e i g n  exchange and m a i n t a i n i n g  d o c u m e n t a t i o n  s u p p o r t i n g  
t h e i r  a p p r o v a l  has been r e l i a b l e  and i s  e x p e c t e d  to  c o n t i n u e  to  be 
r e 1  i a b l e  assuming  compl i a n c e  wi  t h  e s t a b l  i shed p r o c e d u r e s .  



- 3  '$:-?s: r e i - c u r s e m e - 7  f r o m  t h e  s e c a r 3 r e  acc,:un:, t h e  C2qt:3; 
3azk r ' i l  a:3dide t h e  uSAID w i t h  a r e q u e s t  f o r  r e i m b u r s e m e n t  s u p p o r t e d  by  
a c e r t i f i e d  r e p o r t  o f  e l i g i b l e  i m p o r t s .  The i m p o r t s  l i s t e d  i n  t h e  r e p o r t  
d i l l  t o t a l  a t  l e a s t  110% o f  t h e  v a l u e  o f  f unds  f o r  w h i c h  r e i m b u r s e m e n t  i s  
b e i n g  s o u g h t  -- t h i s  i s  t o  f a c i l i t a t e  t h e  r e v i e w  p r o c e s s  s h o u l d  
i n e i i g i b l e  i t e m s  be d i s c o v e r e d  d u r i n g  USAID 's  r e v i e w  o f  t r a n s a c t i o n s .  

Upon r e c e i p t  o f  t h e  r e p o r t  f rom t h e  C e n t r a l  Bank ,  t h e  M l s s i o n  w i l l  
s a t i s f y  i t s e l f  t h r o u g h  a  r e v i e w  o f  d o c u m e n t a t i o n  o n  f i l e  t h a t  t h e  r e p o r t  
c o n t a i n s  e l  i g i  b l e  t r a n s a c t i o n s  e q u a l  t o  t h e  ESF do1 l a r  d i s b u r s e m e n t ,  p l u s  
e s t i m a t e d  i n t e r e s t  e a r n e d  on  f u n d s  d e p o s i t e d  i n  t h e  s e p a r a t e  a c c o u n t  f o r  
wh ich  we c a n  r e i m b u r s e  t h e  GOCR. F o r  t h e  ESR V I I I  p r o g r a m ,  o n l y  
t r a n s a c t i o n s  t a k i n g  p l a c e  a f t e r  t h e  l a s t  r e v i e w  o f  d o c u m e n t a t i o n  o n  f i l e  
a t  t h e  BCCR for t h e  ESR V I I  p r o g r a m  w i l l  be  e l i g i b l e  f o r  f i n a n c i n g .  

D o c u m e n t a t i o n  r e v i e w e d  a t  t h e  C e n t r a l  Bank t o  d e t e r m i n e  e l i g i b i l i t y  
o f  t h e  r e i m b u r s e m e n t  i n c l u d e s ,  ( 1 )  t h e  a p p l i c a t i o n  and  a p p r o v a l  o f  
f o r e i g n  exchange,  ( 2 )  s u p p l i e r ' s  i n v o i c e .  ( 3 )  B i l l  o f  L a d i n g ,  ( 4 )  cus toms  
d e c l a r a t i o n  i n d i c a t i n g  t h e  c o m m o d i t y ' s  e n t r y  i n t o  t h e  c o u n t r y ,  and ( 5 )  
e v i d e n c e  o f  paymen t .  T h i s  d o c u m e n t a t i o n  w i l l  b e  r e t a i n e d  b y  t h e  C e n t r a l  
Bank f o r  a  p e r i o d  o f  t h r e e  y e a r s  and w i l l  be a v a i l a b l e  t o  USAID, or i t s  
r e p r e s e n t a t i v e ,  f o r  a u d i t  p u r p o s e s .  

The M i s s i o n  p l a n s  t o  c o n t r a c t  f o r  a  r e v i e w  o f  t h e  s u p p o r t i n g  
d o c u m e n t a t i o n  and s t r a t i f y  t h e  t o t a l  p o p u l a t i o n  o f  t r a n s a c t i o n s  to  b e  
r e v i e w e d .  A l l  " L a r g e "  t r a n s a c t i o n s  ( a p p r o x i m a t e l y  $15 ,000  and  o v e r )  w i l l  
be  r e v i e w e d  b y  d i r e c t  i n s p e c t i o n  o f  s u p p o r t i n g  d o c u m e n t a t i o n .  Sma l l  
t r a n s a c t i o n s  wi  11 b e  r e v i e w e d  o n  a  s t a t i s t i c a l l y  v a l i d  samp le  b a s i s  u s i n g  
t h e  " m o n e t a r y  u n i t  s a m p l i n g "  method.  The M i s s i o n  has o b t a i n e d  s u c c e s s f u l  
r e s u l t s  o n  two o c c a s i o n s  u s i n g  t h i s  s y s t e m  and does n o t  a n t i c i p a t e  any  
d i f f i c u l t y  u t i l i z i n g  i t  I n  t h e  f u t u r e .  

The p u b l i c  a c c o u n t i n g  f i r m  w h i c h  r e v i e w s  t h e  s u p p o r t i n g  
d o c u m e n t a t i o n  a l s o  p r o v i d e s  recommenda t ions  o n  i m p r o v i n g  BCCR i n t e r n a l  
c o n t r o l s .  The M i s s i o n  e n c o u r a g e s  t h e  C e n t r a l  Bank t o  i m p l e m e n t  t h e s e  
recommenda t ions .  M o r e o v e r ,  t h e  i m p l e m e n t a t i o n  o f  t h e s e  recommenda t ions  
i s  v e r i f i e d  i n  s u b s e q u e n t  r e v 1  ews. 

A f t e r  M l s s i o n  c o n f l r m a t l o n  o f  i m p o r t  t r a n s a c t i o n s  e l i g i b l e  f o r  
r e l m b u r s e m e n t  u n d e r  t h e  ag reemen t ,  t h e  M i s s i o n  a u t h o r i z e s  r e l e a s e  o f  
D o l l a r s  f r o m  t h e  S e p a r a t e  A c c o u n t  t o  t h e  GOCR g e n e r a l  a c c o u n t s  a s  
r e l m b u r s e m e n t  for I m p o r t s  b y  t h e  C o s t a  R l c a n  p r i v a t e  s e c t o r  o f  r a w  
m a t e r i a l s ,  i n t e r m e d i a t e  goods,  s p a r e  p a r t s ,  e t c .  from t h e  U n i t e d  S t a t e s .  
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Sefisr 
Deane R. Hinton 
E~.Sajador de 10s Estadcs 
Unidss de Arerica 
SU CESTACHO 

Estimado senor Errbajador: 

Tengo el gusto de dirigirre a usted, para solicitarle la 
coritinusci6n de 10s prosraicas de asistencia econ6nica COT. el 
Gzbierno de 10s Estados Unidos de America para el ano 1989. 

El Programa de Estabilizaci6n y Recuperation Ecofib~ica 
de 1929 es un apoyo importante a 10s esfuerzos del Gobierr~ 
de Costa ,Rita p c r  sentar bzses firmes para un crecirniento 
econS~~ico sostenido. 

Los recursos que se obtengan mediante este acuerdo 
posibilitaran la expansi6n de la economia a1 proporcionar 
divisas que permitiran mantener la capacidad de importaci6n 
de 10s sectores productivos. A1 mismo tiempo, fortaleceran 
las acciones d e l  Gobierno a d v e l  macro-econbmico, que tienen 
por objeto, en cuanto a1 Sector Piiblico, Aatroducir 10s 
cambios necesarios que conduzcan a rrna mejora sustancial en 
3s eficiencia y 1a d i d a d  de 10s ~ D S  pCblicos, y en 
c u m  Seetor Privado, fortalecer y rrodesrrfisr la 
.capacidad de l m  sectoms pmductivpc para respmd= 
adecuadamente a un crecimierrto de la economia naciorral &isado 
en el incremento de h productividad y de su capacidad 
competitiva en 10s mercados internacionales. 

-4 ,- 

Es intenci6n del Gobierno continua~ 10s esfuerzos por 
aumentar la eficiencia del Sector PSblico y mejorar la 
asignaci6n de recursos humanos dentro del Sector, mejorar el 
funcionamiento del Sistema Aduanero y del Sector Vivienda, 



c c - ~ l e t a r  l a  v e n t a  C e  CATSA y  a v a n z a r  s i g 2 i f i c a t i v a m e n t e  e n  
e l  t r a s ? a s o  d e  F E R T l C A  y  CEXPASA, a s i  como a p o y a r  l a s  
g e s t i o n e s  d e l  K i n i s t e r i o  d e  Recursos  N a t u r a l e s ,  E n e r g i a  y  
X l z a s  q u e  p e r m i t a n  a u n e c t a r  l a  p r o d u c c i 6 n  d e  e n e r g i a  
c a s e 3 e r a C a .  

Los r e c u r s o s  q a e  se ob tengan  a  t r a v e s  d e  es te  a c u e r d o  d e  
a s i s t e n c i a  econ6mica  s e r 6 n  u t i l i z a d o s  p o r  e l  G o b i e r n o  d e  
C c s t a  Rita, t o n s n d 3  e n  c o n s i d e r a c i 6 n  las recornendaciones  Ce 
l a  C c ~ , i s i 6 n  c r e a d a  p a r  D e c r e t o  E j e c u t i v o  KO. 18.108-P, d e r . t r o  
d e l  r , a r e o  d e l  P l a n  t i a c i o n a l  d e  C e s a r r o l l o .  

h p r o v e c h o  l a  o p o r t u n i d a d  p a r a  i n f o r m a r l e  q u e  e l  P r o y e c t c  
de Prks tamo d e  A j u s t e  E s t r u c t u r a l  I 1  se e n c u e n t r a  p a r a  s u  
e s t u d i o  e n  l a  X s a ~ ~ b l e a  L e g i s l a t i v a  y  q u e  c o n  e l  Fonda 
!.:;r;sttirio International, e l  Gobie rno  ha  p r e s e ~ t a d o  s u  
~ r o z j r a n a  e c o n s ~ i c o ,  e l  c u a l  se e s t a r b  n e g o c i a n d o  e:: 
K=s>, ington a f i n a l e s  d e l  mes d e  f e b r e r o .  

f k \ " O \  Ro r i g o  A r i a  Q ! L - U \  a n c h e z  



Sc- : = - L  
,-_-,, Lofs:i3n: Costa Ri=a 

~ " ; e ' C  - - - - - -  ~es::i;:i~n: Tne Przje:: c o n s i s t s  of a c a s 3  t r a n s f e r  t: 
p rav ide  ba lance  of p a y n e i t s  a s s i s t a n c e  :: 
s i o p r t  e c o n o ~ i z  s t a ' s i l i z a t i o n  an5 recav3ry  i- 
Costa 3 i c a  d ~ r i n g  CY 1923. 

Ya-133334 3 ,  Cna7t.r 2 ,  Aj?e?cix 23,  S r z t i 3 -  
2 1 6 . 2 . ( c ) ( 2 ; ( v i )  s t a t e s  t C G t  wcontrib~:i3i;  t: . . . Na:ional Organ iza t ions  by t 7 e  u n i t e 2  S:?t?s 
mi:? 2;s n z t  f3r t 3 e  p u r j 3 s e  of c ~ r r j i n ;  c j :  2 
s 2 s c i f i c a l l y  i d e n t i f i a ~ l e  p r s j e z t  c r  ;r2je:tsV 
a r e  n3 t  suei jezt  t o  A.1.3. ' s  e n v i r ~ r r ~ e i t a l  
pr3zeL:ss .  

T ~ E  C S : I 3 / 3 ~ s t i  9i:a FY e9 P 1 Z  q r o v i d s s  f o r  c a s 3  t r a n s f e r s  t o  t n e  Costa 
- .  ->sczn L o i t r ; l  Sa14 f ~ :  b a i a 7 ~ 0  of p a j n e i t s  s u p g s r t .  A; a n o u i t  of fsrti;? 
?xs;ai?e e3ci ivale?t  t o  tna: ? r o v i J e i  unJer  t n e  cash  t r a n s f e r  i s  use: 2y 
t n e  Zen t r a?  ban4 t o  f i n a n z z  imparts fs: use by Costa R i z a ' s  p r i v 6 t i  
s ~ z t s r  ii rna7ilf az tur i r lg  a72 o t i e r  p roduc t ive  a c t i v i t i e s .  P e s t i c i d e s  wi:: 
ns: be p x c d r e 5  wi tn  t 3 e s e  funds  wi tnout  f i r s t  da ing  an Enviromen: 
A s s ~ s s ~ e n t  an$ having  i t  appravec' by A I D / W .  Also,  an a m m t  of l o c a l  
ck:rency e ~ ~ i v a l e q t  t o  t h e  cash  t r a n s f e r  w i l l  be d e p o s i t e d  by t h e  C e n t r a l  
Ban;< f o r  mutda:ly a g r t e 3 - w o n  development purqoses .  m e  PAX3 does  no: 
a ~ t h o r i z e  A . I .D. funds  f o r  i d e r l t i f i a 3 l e  p r o j e z t s ,  r a t h e r  p r o v i d i n ?  
a7;r3;riste3 funds  f o r  a n  economic s t a b i l i z a t i o n  an3 recovery  progran .  

3 a s e 5  on A.I.D. r e g u l a t i o n s  i n  Hand3o~k 3,  C h q e r  2, the A.I.D. Mission 
t o  Costa Rica recunmds that no furtqer e n v i r D m e n t a l  study be 
u n d e r t z k m  for this PACW and that  a acateporiral e ~ c h s i f m ~  be appzt ted .  

+m-- 'ZEE prepared by: 
H e r i b e r t o  Rodr iguez  

Gene ra l  €ngin&r  

Concurrence : 
Carl H. Leonard 
Mission D i r e c t o r  
US4ID/Costa Rica 
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A Cosra  Rita? i n s t i t u t e  
F c r  The P roco : ion  Of So : -Tra? i : io~ ,a l  E x p c r t s  

- ih:s p a p e r  w i l l  ( 1 )  r e v i e v  t h e  r e c e n t  h i s t o r y  o f  p u b l i c  a n ?  p r i v a r e  
e x p s r t  p r o m o t i o n  p r o g r a a s  i n  C o s t a  R i c a ,  ( 2 )  o u t l i n e  a  p r o p o s e d  r e o r g a : i z z t i o n  
a ~ d  c o n s o l i d a t i o n  o f  t h e s e  p rograms  i n t o  a  n e v  a g e n c y ,  and  ( 3 )  d i s c u s s  f u - i i c g  
o p t i o n s  f o r  t h i s  a g e n c y  i n  t h e  c o n t e x t  o f  USAID's 1989-1991 ESF p r o g r a z s .  

m e  P o l i c y  E n v i r o n m e n t .  T h e r e  i s  a  c o n s e n s u s  v i t h i n  t h e  GOCR, a  a z ; c g  
t h e  i n t e r n a t i o n a l  d o n o r  c o n o u n i t y  a s  v e l l ,  t h a t  t h e  o n l y  v i a b l e  1022- :er= 
so1u: ion t o  C o s t a  R i c a ' s  b a l a n c e  o f  p a y m e n t s  p r o b l e ~  l i e s  i n  s u s t z i n e ?  
i n c r e e s e s  i n  n o n - t r a d i t i o n a l  e x p o r t s  ( h l E ' s ) .  

I n  a c h i e v i n g  s u c h  a  s t r u c t u r a l  t r a n s f o r m a t i o n  o f  t h e  e c o n o = y ,  t h e  
e s s e n t i a l  p r e r e q u i s i t e  h a s  been  a  s e r i e s  o f  p o l i c y  r e f o r a s  t o  " l e v e l  t h e  
p l a y i n g  f i e l d " ,  c o r r e c ~ i n g  a n  a n t i - e x p o r t  b i a s  v h i c h  had  d e v e l o p e d  d u r i n g  t h e  
' 6 3 s  a n c  ' i G s ,  v h e 3  C o s t a  R i c a  v a s  p u r s u i n g  a n  i m p o r t - s u b s t i t u t i o n  s t r a t e g y  o f  
d e v e l o p 3 e n t .  

I n  t h e  c o u r s e  o f  t h e  ' 8 0 s ,  C o s t a  R i c a  h a s  a c h i e v e d  e x p o r t - o r i e n t e d  
p o l i c y  r e f o r n s  which  l o o k  a l l  t h e  more i m p r e s s i v e  when t h e i r  h i g h  p o l i t i c a l  
c o s t  i s  c o n s i d e r e d .  A b a d l y - o v e r v a l u e d  e x c h a n g e  r a t e  v a s  r a t i o n a l i z e d ,  e v e n  
though  t h i s  c o n t r i b u t e d  t o  a  b u r s t  of i n f l a t i o n  v h i c h  t e m p o r a r i l y  peaked  above  
1 0 0 2 ,  and  a  d r o p  o f  a b o u t  402  i n  r e a l  v a g e s  (mos t  o f  wh ich  h a s  s i n c e  been  
r e c o u p e d ) .  E l i m i n a t i o n  o f  t a x e s  o n  KTE's, and  p r o m u l g a t i o n  o f  a  c o m p e r i t i v e  
package  o f  e x p o r t  and i n v e s t m e n t  i n c e n t i v e s ,  r e q u i r e d  a  s e r i o u s  f i s c a l  
c o z a i t m e n t .  D e r e g u l a t i o n  o f  c r e d i t  m a r k e t s  l e d  t o  a s t e e p  r i s e  i n  i n t e r e s t  
r a c e s ;  b u t  t h i s  s t e p  h a s  r e v e r s e d  a  p a t t e r n  o f  c a p i t a l  f l i g h t ,  e n d i n g  t h e  
c a p i t a l  s t a r v a t i o n  v h i c h  was s t r a n g l i n g  new e x p o r t  i n v e s t m e n t s .  The GOCR i s  
making c o n t i n u e d  p r o g r e s s  i n  r e d u c i n g  t h e  t a r i f f  b a r r i e r s  v h i c h  had p r o v i d e d  
pe rmanen t  s h e l t e r  f o r  i n e f f i c i e n t  i m p o r t - s u b s t i t u t i o n  i n d u s t r i e s .  An 
e f f e c t i v e  r e g i m e  f o r  t h e  e n c o u r a g e n e n t  of pr iva te  free f r a d e  zones h a s  been  
put  in place. 

<)ac miet - c t  t b t  r d u d e  wuld k reqrdfed for s a c  of these 
ref- t o  tuve tWr full * c t ,  ht r l r t r d y  Zbe results have been itr1Ung: 
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1953 19E; - - 19e5 - 1985 195' - - 19E8 ( e s t . )  - 

(Average Annual Grovth Rate:  28%)  

P r o n o t i o n a l  Progracs :  Problems t o  Date. Once a  sound p o l i c y  f r a z ~ v s r k  
has been put i n  p l a c e ,  a  s e r i e s  of  e f f e c t i v e  " o p e r a t i o n a l "  p rog racs  (expo:: 
and inves tment  promotion,  e t c . )  i s  r e q u i r e d  i n  o r d e r  t o  maximize t he  r a t e  of 
K'TE grovzh.  

Over t he  y e a r s ,  a  n c b e r  of G O C E  agenc i e s  have been charged & i t h  such 
:asks.  The Center  f o r  P r o ~ o t i o n  of Expor ts  (CESTRO) v a s  g iven  r e s p o n s i b i l i t y  
t 3  pronote  f o r e i g n  an?  l o c a l  i n v e s t 3 e n t  i n  hlE b u s i n e s s e s ,  a s  w e l l  a s  t o  
faci1i:a:e e x p o r t s  by e x i s t i n g  l o c a l  c o ~ p a n i e s  through marke t ing  s e r v i c e s ,  
d a t a  b a s e s ,  t r z i n i n g ,  e t c .  The Ka t iona l  Investment Counc i l  Gas t o  a d z i z i s t e r  
t h e  package of KTE i n c e n t i v e s .  The Free  Zone Corpora t ion  v a s  e s t a b l i s h e d  t o  
a d z i n i s t e r  GOCZ-o~xed Free  Zones and r e g u l a t e  pr ivately-owned zones .  

Hovever, a  r e c u r r i n g  p a t t e r r .  o f  p r ~ b l e m s  has  hobbled t h e s e  a g e n c i e s .  I n  
a l l  of them, t h e  p r i n c i p a l  s t a f f  mecbers a r e  expec t ed  t o  vork  c l o s e l y  v i t h  
s o p 5 i s t i c a t e d  p r i v a t e  inves :ors  ( e s p e c i a l l y  f o r e i g n  i n v e s t o r s ) .  Iiovever, i t  
h a s  proved i z p o s s i b l e  t o  h i r e  and r e t a i n  a d e q u a t e l y  q u a l i f i e d  pe r sonne l  f o r  
such jobs ,  because of Costa R i c a ' s  10s c i v i l  s e r v i c e  s a l a r y  l imi ts .  L i k e K i s e ,  
managers have r e p e a t e d l y  found t h a t  undcr  t h e  c i v i l  s e r v i c e  regime they  l a c k  
t h e  neces sa ry  f l e x i b i l i t y  t o  m o t i v a t e  and manage t h e i r  employees. H i r i n g ,  
f i r i n g ,  and o p e r a t i o n a l  d e c i s i o n s  have sometimes been s u b j e c t  t o  p o l i t i c a l ,  
r a t h e r  than  t e c h n o c r a t i c ,  c o n s i d e r a t i o n s .  

CISDE. S ince  t h e  e a r l y  1 9 8 0 1 s ,  USAID has a s s i s t e d  t h e  COCR i n  c a r r y i n g  - 
o u t  e x p o r t  promotion programs. Eovever ,  h igh - l eve l  GOCR o f f i c i a l s  agreed  v i t h  
t h e  USAID Miss ion  t h a t ,  because  o f  t h e  above l i m i t a t i o n s ,  t h e  e x i s t i n g  p u b l i c  
agencies were Lnadequare  vehicles f o r  r o u t i n g  c f f e c t l v e  programs. It v a s  
d e c i d e d  t h a t ,  u a t emporary  expedient, s u p p o r t  vould be prov lded  t o  p r l v a t e  
sector groups, wtride &be goul rxmeat ,  t o  mount some a f  the n e c e s s a r y  
programm, a t  1-2 unti l  s u c h  time as t h e  COCR uar d b l e  t o  r c c ~ f i  r h e  

reatructrrring ef it. pmmot1ooa.l i ~ ~ ~ t i t u t l c m e .  

&st af the OMXD c u p p o r z  for erporz p r a o t i o n  progrrns m s  t h m a c l l e d  
through CTRZE, p r i v a t e  settor non-profi t  o r g a n i t a t i o n .  A f t e r  8 r l w  s t a r t ,  
CINDE i s  now a c h i e v i n g  e x c e l l e n t  r e s u l t 6 .  The most d r a m a t i c  of  CIh'DE's 
accomplishments  have came i n  i t s  PIE program, which c o n c e n t r a t e s  on promotion 
of  f o r e i g n  inves tment  i n  n e v  NTE b u s i n e s s e s  i n  Cos ta  Rica .  PIE 'S  
e x t r a o r d i n a r y  r e c o r d  is  summarized i n  E x h i b i t  2 on t h e  f o l l o v i n g  page.  
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!;uzLer o f  C o c p a ~ i e s  I n v e s t i n g  

T o t a l  I n v e s t n e n t  ( $ 0 0 0 , 0 0 0 )  

C u r r e - t l y  P r o j e c t e d  C i r e c t  J o b s  
a t  Full P r o d u c t i o r .  

A c t - a ?  C l r e c t  J o b s  t o  D a t e  

F r c j e c t e ?  A-nu51 Ex;;rts a t  F u l l  
Pro2,u:t i o n  ( $ 3 3 :  , 0 0 0 )  

P r o = ~ t i o a a :  Cos t  p e r  D i r e c t  J o b  
Cre;:el (E) 

hTE I n v e s t m e n t s  Committed I n  
1986 1967 1988 - - - I o t  e !  

The v a s t  m a j o r i t y  o f  t h e  i n v e s t m e n t s  r e p o r t e d  i n  t h i s  t a b l e  r e s u l t e d  f rom 
" c o l d  c a l l s "  by P I E ' S  o v e r s e a s  o f f i c e s ,  s o  t h a t  i t  i s  s a f e  t o  a s sume  t h a t  t h e  
i n v e s t m e n t  v o u l d  n o t  h a v e  o c c u r r e d  a b s e n t  P I E ' S  e f f o r t s .  

The p r o m o t i o n  o f f i c e r s  who are produclng these results are being pa id  
ralarles  which are quite high  Cost8 Ucrn s-dards - ucll above c i v i l  
rerviot linits. Y e t  the tort-cffectfreness df the  program is  except ional:  
promotiom1 c o s t a  are Noning about $430 per direct  job ersrted,  8 cull 
fraction of the tosts mica1 in r h i k  grograms i n  o t b n  camtrles. (shere 
are reaaoorble grounds to - b a t e  that tso me= Indirect job r u e  frm each 
direct  job created.) 

BEST AVAILABLE COPY 



? - \ . - -  . . 
,- . - L ' S   ex;:^: t r a : > l n g  ; r 2 g r a = ,  F R I . 3 . 2 ,  :'.is ~ r c v i l d  c 3 - r ; e ;  i a  v : : ~  

ra:.ze zi ~ r a c r i c a :  s u b j e c t s  f c r  aSou: l Q , G , j C  c ;per  a n h i d - l e v e l  c a z a g e r s  c f  
!::a! e x ; o r : - r e l a t e ?  b u s i z e s s e s .  A r e c e n t  ~ l C / ' n '  i ndependen :  eva1ua : ion  f o u n l  
: t h e  p a r t i c i p a n t s  had u n i f o r z l y  h i g h  p r a i s e  f o r  t h e  u s e f u l n e s s  of  t h e  
c o u r s e s ,  a n 2  t h a t  t h e  p r o g r a -  was e x c e p t i o n a l l y  v e l l - m a n a g e d .  

C.44.P i s  a r e l a t i v e l y  y o u ~ g  CISDE program v h i c h  i d e n t i f i e s  ne; 
a g r i c c l t u r a l  e x p o r t  o p p o r t u n i t i e s ,  p r o v i d e s  t e c h n i c a l  a s s i s t a n c e  t o  deve:oi 
t h o s e  o p p o r t u n i t i e s ,  p r o o o t e s  a g r i c u l t u r a l  i n v e s t m e n t ,  and  p r o v i d e s  marketing 
a s s i s t a n c e .  L 'h i l e  C W  r e c e i v e d  s t r o n g  p r a i s e  i n  a  r e c e n t  A I D / W  i n d e p n d e n :  
e v a l u a t i o n ,  i t  i s  s t i l l  t o o  e a r l y  t o  q u a n t i f y  CAAP's r e s u l t s  i n  t e r m s  o f  n e v  
i n v e s t m e n t s ,  j o b s ,  o r  e x p o r t s .  

B e g i n n i n g  i n  1 9 8 9 ,  CISDE i s  i m p l e m e n t i n g  a  new I n d u s t r i a l  D e v e l o p e n t  
P r o g r a c  t o  a s s i s t  l o c a l  i n d u s t r i e s  i n  making t h e  c o n v e r s i o n  f rom i rnpor t -  
s u S s t i t u t i o n  t o  e x p o r t i n g .  

D e s p i t e  i t s  s u c c e s s e s ,  CIhDDE i n  I t s  p r e s e n z  I n s t i t u t i o n a l  f o r m  h a s  n e v e r  
b e e n  t h o u g h t  t o  be  a  p e r c a 3 e n t  s o l u t i o r !  t o  t h e  p r o m o t i o n a l  c h a l l e n g e .  As a  
p u r e l y  p r i v a t e  body,  i t  l a c k s  o f f i c i a l  s t a t u s ,  a n d  some government  o f f i c e r s  
h a v e  o c c a s i o n a l L y  c o m p l a i n e d  t h a t  C I K 3 1  i s  n o t  r e s p o n s i v e  enough  t o  GOCR 
p o l i c y  i n t e r e s t s .  T h e r e  h a s  b e e 3  d u p l i c a t i o n  o f  f u n c t i o n ,  a l o n g  w i t h  
p r e C i c c a b l e  t u r f  w a r s ,  b e t v e e n  CISDE and CESPRO, t h e  main GOCR p r o m o t i o n a l  
a g e n c y .  F i n a l l y ,  a n d  mos t  i m p o r t a n t l y ,  CISDE's f i n a n c i a l  f u t u r e  i s  i n s e c u r e .  
I t s  a c t i v i t i e s  i n  r e c e n t  y e a r s  h a v e  b e e n  f u n d e d  a l m o s t  e n t i r e l y  by p e r i o d i c  
CS.;I3 g r a n t s  ( o f  ESF-genera ted  l o c a l  c u r r e n c y )  f o r  a n n u a l  o p e r a t i n g  e x p e n s e s :  
d e c l i z i n g  EST l e v e l s  make t h i s  a  d u b i o u s  s o u r c e  o f  f u n d i n g  a f t e r  1991 .  

A l l  a c t o r s  -- g o v e r n m e n t ,  p r i v a t e ,  and d o n o r  -- a r e  coming t o  a  
c o n s e n s u s  t h a t  a  r a t i o n a l i z a t i o n  and  c o n s o l i d a t i o n  o f  o p e r a t i o n a l  p rograms  
r e l a t e d  t o  h ' T E . p r o o o t i o n  i s  n e c e s s a r y ,  a l o n g  v i t h  e s t a b l i s h m e n t  o f  s u s t a i n a b l e  
f inan : ing  f o r  t h e  f u t u r e .  

11. PROPOSED REORC.L\1:ZATIOh' 

A t  t h e  b e h e s r  of Vice P r e s i d e n t  J o r g e  H a n u e l  Dengo, a study was 
c o n d u c t e d  i n  late 1987 ro r e e m m e n d  a r e s t r u c t u r i n g  of Costa ' l U c a 9 s  f o r e i g n  
t r a d e  sector, including both p d l c y  a n d  operatdona1 f uactions. I h t  r&udy9s  
p r o p o s a l  b s  b e a  furher rdlad in dircussionr l ~ o n g  %he &be prlvrte 
wctm,  ad IISUD, 

'Ibe id*dolr qnvpostd An rhc follarlng p8ges rclrtu o n l y  t o  
operational ( I  p r o m o t i o n a l )  f u a c r i o n ~ ,  not fo policy-settiag m d  v r d e  
n e g o t i a t i o n  f n n c t l a n s .  ?here is f a i r l y  v i d e  c o n s e n s u s  on i t s  b a s i c  o u t l i n e ,  
t h o u g h  s o ~ t  o f  i t s  d e t a l l s  w i l l  r e q u i r e  f u r t h e r  r e s o l u t i o n .  
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. . C  .\;? .-. P; ,.= - - " ,-... n-  . A s i z g l e  nev i -s : i tucio:!  v3u:l be esraklis:- .+. '  2 . * 7- , L s . z r g ' i  -I::. e x e : ~ c i c r ,  of a l l  pub l i c ly - funded  p r c g r a z s  r e i a t e d  t c  ex?;:: 

p r o m t ; o n .  I t  would be an o f f i c i a l  G O C R  agency ,  but  "autononous" i n  t he  s e n s e  
t k a r  i t  would be o u t s i d e  of c i v i l  s e r v i c e  and o t h e r  GOCR adminis:ra:ive 
r e s t r i c t i o n s .  I t s  board of d i r e c t o r s  would I n c l u d e  r e p r e s e n t a t i o n  f r m  t h e  
r e l e v a n t  GOCR m i n i s t r i e s ,  bu: a  heavy m a j o r i t y  vould  be d e s i g n a t e d  by priva:e 
s e c t o r  b o d i e s ,  i n c l u d i n g  t h e  v a r i o u s  chambers. The Nev CEh'PRC, would of cours 'e 
be governed by GOC7-defined t r a d e  p o l i c y ;  but t o  t h e  maximum e x t e n t  p o s s i b l e ,  
i t s  cb .a r te r  would provide  p r o t e c t i o n  a g a i n s t  p o l i t i c a l  i n f l u e n c e  i n  i t s  
s t a f f i n g  o r  o p e r a t i o n s .  

There  I s  p r eceden t  i n  Costa  Rica f o r  such  a  " n o n - p o l i t i c a l "  e n t i t y  under 
GOCR a e g i s :  f o r  i n s t a n c e ,  ICE, t h e  e l e c t r i c  power coapany,  h a s  been l e f :  
f a i r l y  f r e e  of p o l i t i c a l  i n t e r f e r e n c e  i n  o p e r a t i o n s  and s t a f f i n g  f o r  r z r y  
y e a r s ,  w i th  t h e  r e s u l t  t h a t  i t  i s  c h a r a c t e r i z e d  by a  r e l a t i v e l y  h igh  deg ree  o f  
t e c h n o c r a t i c  e f f i c i e n c y .  

F~n:: i3ns.  F i n a l  d e t e r n i n a t i o n  of t h e  programs t o  be  c a r r i e d  ou t  by t h e  
Kev CESPz3 v ~ u l d  r e q u i r e  f u r t h e r  c o n s u l t a t i o n  between t h e  GOCR and t h e  s e c t o r s  
i n v o l v e d .  But t h e  t e n t a t i v e  l i s t  i n c l u d e s  t h e  f o l l o w i n g :  

-- Prono t ion  of f o r e i g n  hTE i nves tmen t ;  

- - Techy ica l  and marketi7.g a s s i s t a n c e  f o r  l o c a l  industrial and 

a g r i c u l t u r a l  e x p o r t e r s  ( o r  p o t e n t i a l  e x p o r t e r s ) ;  

- - A s s i s t a n c e  t o ,  and mon i to r ing  o f ,  p r i v a t e  development of f r e e  t r a d e  
zoaes  and i n d u s t r i a l  parks  ; 

-- Xaintenance  of coamerc i a l  and t e c h n i c a l  d a t a  b a s e s  and l i b r a r i e s ;  

-- Techn ica l  a d m i n i s t r a t i o n  of governmental  h?E i n c e n t i v e s ;  and 

-- A d m i n i s t r a t i o n  of  t h e  "one-stop" e x p o r t  p r o c e s s i n g  c e n t e r .  

The Nev CEKPRO vould n o t  have t o  b e g i n  from scratch. I ts  p o i n t  o f  
d e p a r t u r e  would be  t h e  i n c o r p o r a t i o n  of t h e  o u c c e s c f u l  o r  p romis ing  programs 
uhlch axe i l r e n d y  up and running I n  a d i s p a r a t e  g r o u p  of publ ic  md p r i v a t e  
i n s t i t u t i o n s .  These existing i n s t i t u t i o n s  uould dfuppear ,  or uodd at l u s t  
w r  o v a  al l  their p r o m t i &  rc&irdZlem t o  tbc tku m. 

Ir It h a s  been sugges t ed  t h a t  t h e  most  conven ien t  way t o  e s t a b l i s h  t h e  new 
i n s t i t u t i o n ' s  l e g a l  framework would be  t o  amend t h e  e x i s t i n g  CENPRO law. 
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- - . : - .  - -  r:.'-- : - -  e  T:-.e p r ; ? c s e i  recrga:.!za:i3? u i l l  re:'. ' 
- - - - . - - - r e  :e~:sl.:I-e . . ac:!~?.. n-2:. L'S.A:3 f i r s t  b e g a z  d i s c u s s : o n s  on t h e  s u b j e c t  i n  1 9 E i ,  i: v a s  

a n r i c i ~ a r e ?  t5.at l e g i s l a t i v e  a p p r o v a l  of  t h e  r e o r g a z i z a t i o n  v o c i d  be 
d i f f i c c : : ,  a n 2  i n  a ? y  e v e n t  u n l i k e l y  t o  o c c u r  b e f o r e  t h e  n e v  a d c i n i s t r a : i o n  
a ? ?  1egis :a :ure  t a k e  o f f i c e  i n  Hay of  1 9 9 0 .  h a n g  t h e  f a c t o r s  wh ich  m i 1 i t a : e t  
a g a i - s :  a?. ex2ec:a:ion o f  q u i c k  a c t i o n  were  ( 1 )  t h e  p o l i t i c a l  s e n s i t i v i t y  of a  
p ropcsa :  c a l l i n g  f o r  p r i v a t e  s e c t o r  d o a i n a t i o n  o f  t h e  b o a r d  o f  t h e  n e v  a g e n c y ,  
( 2 )  t h e  g e n e r a l  pa : tern  o f  l e g i s l a t i v e  i n e r t i a  i n  C o s t a  R i c a ,  and ( 3 )  t h e  
p a r t i c u l a r  d i f f i c u l t y  o f  p u s h i n g  a  c o n t r o v e r s i a l  i n i t i a t i v e  d u r i n g  t h e  y e a r  
b e f o r e  a: e l e c t i o n .  

E o x e v e r ,  t h e r e  a r e  r e c e n t  p o l i t i c a l  d e v e l o p m e n t s  v h i c h  may j u s : i f y  
s o e e v h a t  mare o p t i ~ i s m .  L a t e  i n  1 9 8 8  t h e  P r e s i d e n t  named a  n e v  F o r e i g n  T r a d e  
R i n i s t e r ,  L u i s  Diego E s c a l a n t e .  E s c a l a n t e ,  one  o f  t h e  f o u n d e r s  o f  CIYDE, h a s  
p l a c e ?  t h e  p roposed  r e o r g a n i z a t i o n  h i g h  on h i s  l i s t  o f  p r i o r i t i e s  f o r  h i s  t e r e  
of  o f f i c e .  F u r t h e r ,  E s c s l a n t e  b r a v e d  c o n s i d e r a b l e  o p p o s i t i o n  t o  n a a e  a n  
h s r i c a z  c o n s u l t a n t ,  C a r l o s  T o r r e s ,  a s  t h e  i n t e r i m  d i r e c t o r  o f  CEhTRO. T o r r e s  
i s  a f o n e r  d i r e c t o r  of CISDE's P IE  p r o g r a r  who was i n s t r u m e n t a l  i n  P I E ' S  
d e s i g n  a n  s u c c e s s f u l  i q l e n e n t a t i o n .  One of  T o r r e s '  p r i n c i p a l  t a s k s  v i l ?  be 
p r e F a r i a g  t h e  r a y  f o r  t h e  r e o r g a n i z a t i o n  o n t l i n e d  i n  t h i s  p a p e r .  His p r e s e n c e  
a t  CE';?R2 h a s  e f f e c t e d  a  t r u c e  i n  t h e  t u r f  w a r s  v h i c h  p r e v a i l e l  i n  e a r l i e r  
y e a r s  be:seen CESFXS and  CIS3E. 

Desp::e t h e s e  e n c o u r a g i n g  i n t i c a t i o n s ,  t h e  p o l i t i c a l  h o r i z o n  i s  s t i l l  
v e r y  u n c l e a r .  I f  t h e  p r o p o s e d  r e o r g a s i z a t i o n  t u r n s  o u t  t o  be  i m p o s s i b l e  o v e r  
t h e  shor :  o r  l o n g e r  t e r m ,  t h e n  t h e  s e c o n d - b e s t  a l t e r n a t i v e  would be  t o  
c o n t i n u e  a s  a t  p r e s e n t ,  v i t h  t h e  b u l k  of  t h e  p r o p o s e d  a c t i v i t i e s  b e i n g  c a r r i e d  
o u t  by a p c r e l y  p r i v a t e  o r g a n i z a t i , o n  (CIS3E) .  I n  a n y  e v e n t ,  t h e  l o n g - t e r a  
f i n a n c i z :  v i a b i l i t y  of t h e s e  a c t i v i t i e s  must be a d d r e s s e d .  

111. FIKA!;C!SC THE "hTV CES?ROW 

Fund ing  R e q u i r e m e n t s .  Based o n  e x p e r i e n c e  v i t h  e x i s t i n g  p r o g r a m s ,  a n d  
r o u g h  e s t i m a t e s  f o r  n e v  o n e s ,  E x h i b i t  3 o n  t h e  f o l l o w i n g  p a g e  p r o j e c t s  a n  
a n n u a l  cost fo r  t h e  M u  CP;PRO equivalent t o  $8,500,000 per year, a d j u s t e d  f o r  
i n f l a t i o n . *  

r E v e n  though rwt of the New CDZ'BO's costs and rumxrcs U k 
d e n o m i n a t e d  i n  c o l o n e s ,  T l i h i b i t  3 ir d m o m i n a t c d  In fl.S. dollars, t o  a v o i d  t h e  
lndeterniaaciem r e l a t e d  t o  colon i n t e r n s t  and dwrluatien ~ t t e s .  r e c e n t  
years, colon i n t e r e s t  a n d  d e v a l u a t i o n  rates have moved p r e t t y  much i n  t andem;  
a s  l o n g  as  t h i s  p a t t e r n  c o n t i n u e s ,  d o i n g  p r o j e c t i o n s  i n  d o l l a r s  w i l l  n o t  
r e s u l t  i n  s u b s t a n t i a l  d i s t o r t i o n s .  
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im IF83-1'190 rprraliar 

YoL 2: dprrdiq lmJs mjtdd fmr m r p l i r d r n l  Lo Urn's ) t m t  OFlrakd m a t i o a r ,  d j a s t d  f t r  i n l l r t i x .  
Yot included r r r  1.p Dh-funded projects rith t l m ,  did r i l l  disburrr rbwt  61.3 milliar pt? pn in 1-:, md 1WO. 
Costs assotiated with certain a c t i v i t i n  sou i n  EWKD (e.9. one-stop r i n d a )  should be o f f w t  by dropping 
certain tiYN activities which won't be transferred l o  the nm rnt i ty  (e.q. lobbyinp). 

N>te 3: The Ctntral Cask bas rqrnd to donate to CIkCE and i t s  ruccessor m amount of interest 
e ~ ~ i !  13 about 298 r ~ i i i o n  :olonet per year lot twenty yer*r, 9enoattd l r ~  m export-orimted t r t d ~ t  line. 

hate 4 :  CIhOE mns shares in the Private Investrent krporation whose lacr value IS a b ~ u t  $5 rill ion. 
I t  should be possible to sel l  the8 on v instalrtnt bo ls .  

l a t e  5: This item reflects principal and interest proceeds lror a 190: Trust Agreerent. 
k;:e 6: Interest IS ttlculated on average lund b a I l n t ~ 5 ,  utinq the sar ol the asrurrC inflation ant real Interest rater.  
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k > c :  cvo t h i r d s  o f  t h i s  cos :  v i l l  be i n  l o c a l  c u r r e z c g .  Thus f a r ,  t i e  
C e - t r a l  B;ni (BtCX) h a s  been w i l l i n g  t o  c o n v e r t  c o l a y e s  t o  f o r e i g n  e x c h a n g e  t o  - - .. f o r  t h e  h a r d - c u r r e n c y  c o s t s  a s s o c i a t e d  w i t h  e x p o r t  p r o m o t i o n .  

C s e r  F e e s  and P r i v a t e  C o n t r i b u t i o n s .  The b u l k  o f  Kew CE%?X:'s 
a c t i v i t i e s ,  i n i t i a l l y  a t  l e a s t ,  v i l l  b e  p r o g r a a s  t a k e n  o v e r  f r o a  CIS3E. Ic 
t h e  p a s t ,  CIKDS's p r o g r a s s  have  n o t  g e n e r a t e d  s i b s t a n t i a l  " i n t e r n a l "  r e v e n u e s  
f r o n  u s e r  f e e s  o r  p r i v a t e  s e c t o r  d o n a t i o n s .  I n  t h e  Five-Year  P l a n  which  CIN35 
s u b m i t t e d  t o  AID/h'ashington i n  A u g u s t ,  1 9 8 8 ,  t h e  C I N D E  Board c o m m i t t e d  i : s e l f  
t o  s u b s t a n t i a l l y  i n c r e a s e d  e f f o r t s  i n  t h i s  d i r e c t i o n .  However,  f o r  r e a s o n s  
d i s c u s s e d  i n  c o n s i d e r a b l e  d e t a i l  i n  t h a t  F ive -Year  P l a n ,  t h e s e  r e v e n u e s  would 
t a k e  s e v e r a l  y e a r s  t o  r e a c h  maximum l e v e l s ,  and  i t  would b e  i m p r u d e n t  t o  
depend on t h e i r  e v e r  e x c e e d i n g  p e r h a p s  20% of a n n u a l  program c o s t s  ( t h e  peak 
l e v e l  assumed i n  E x h i b i t  3 ) .  

P u b l i c  Funding A l t e r n a t i v e s .  Given t h e  r e a l i s t i c  l i m i t s  o n  u s e r  f e e s  
z z  p r i v a t e  c o n t r i b u t i o n s ,  i t  i s  c l e a r  t h a t  t h e  f i n a n c i a l  s u s t a i n a b i l i t y  o f  
t h e  n e v  i n s t i t u t i o n  would depend p r i ~ a r i l y  o n  p u b l i c  o r  i n t e r n a t i o n a l  d o n o r  
f u n h i n g .  T h i s  s h o u l d  cone  a s  no s u r p r i s e :  t o  t h e  b e s t  o f  o u r  k n o v l e d g e ,  t h e  
g o v e r a ~ e n t  f i n a n c e s  most o r  a l l  o f  t h e  c o s t  i n  e v e r y  c o u n t r y  i n  t h e  w o r l d  
v i i c h  h a s  e s t a b l i s h e d  s u c h  e x p o r t  p r o a o t i o n  p rograms  on a l o n g - t e r m  b a s i s .  

I n  o t h e r  w o r d s ,  e x 2 e r i e n c e  i n d i c a t e s  f a i r l y  c l e a r l y  t h a t  t h e  n o t i o n  o f  a  
n a t i o n a l  e x p o r t  p r o n o t i o n  p r o g r a z  f u n d e d  p r i m a r i l y  by v o l u n t a r y  payments  f rom 
t h e  b u s i n e s s  comziunity i s  n o t  r e a l i s t i c .  Such p rograms  a r e  a  c l a s s i c  ^ p u t r l i c  
gooC" i n  t h e  e c o n o z i s t s '  s e n s e .  

Houever ,  f u n d i n g  t h i s  i n s t i t u t i o n  t h r o u g h  t h e  GOCR's a n n u a l  b u d g e t  
p r o c e s s  would p r e s e n t  s e r i o u s  p r o b l e m s  a t  t h e  p r e s e n t  t i m e ,  g i v e n  t h e  
c o u n t r y ' s  p r e c a r i o u s  f i s c a l  p o s i t i o n  a n d  h e a v y  p r e s s u r e  t o  c u t ,  r a t h e r  t h a n  
e x p a n d ,  c e n t r a l  government  e x p e n d i t u r e s .  More i m p o r t a n t l y ,  U S A I D  i s  c o n v i n c e d  
t h a t  i n  t h e  C o s t a  R ican  p o l i t i c a l  e n v i r o n m e n t ,  t h e  New CEhTRO would be una t r l e  
t o  p r o t e c t  i t s e l f  f rom damaging p o l i t i c a l  i n t e r f e r e n c e  i f  i t  h a d  t o  g o  b a c k  t o  
t h e  l e g i s l a t u r e  e a c h  y e a r  f o r  an  a n n u a l  a p p r o p r i a t i o n .  

As an a l t e r n a t i v e ,  some loca l  business l e a d e r s  h a v e  s u g g e s t e d  t h a t  
e x p o r t  p r o m o t i o n  o p c r a r i o n s  be f i n a n c e d  o u t  of r d e d i c a t e d  tax on R I Z ' s ,  whose 
p r o c e e d s  W d  pass o u t m a t l u l l y  t o  the Rco CLRPBO. Tblm idea b s  certain 
l o g i c  to it, But such t u  would b tareted - d i s a t t n  to met; it 
roald k e s p c 5 d J y  mmttraetirs bearre; &.pite taw moccusful poUcy 
ye-, Cwta Uem m'8 still maffrr fra rum .tfocmrtal d i + l n c e n t i v e s  
orrtb u 8horr i l l y  h i ~ h  -%part +btt+ ett. ilrrreolcr, p 8 s n ~ e  of m y  
d e d i u t e d  tax m u l d  ~ o b r b l y  k wery difficult p o l i t i e d l y .  

An . Endowment. A r e m a i n i n g  p r a c t i c a l  a l t e r n a t i v e ,  v h i c h  i s  b e i n g  
p r o p o s e d  h e r e ,  i s  t h e  g r a d u a l  a c c u m u l a t i o n  o f  a pe rmanen t  e n d w m e n t .  E x h i b i t  
3 a s s u m e s  endovment  c o n t r i b u t i o n s  e q u i v a l e n t  t o  a t o t a l  o f  $86 r i l l i o n  d u r i n g  
1989-91, a b o u t  h a l f  o f  v h i c h  v o u l d  come f rom ESF-gerated c o l o n e s ,  w h i l e  t h e  
o t h e r  h a l f  v o u l d  b e  p a r a l l e l  or j o i n t  f i n a n c i n g  f r o m  o t h e r  i n t e r n a t i o n a l  
d o n o r s .  
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Las:  y e a r ' s  ~13,'s e v a l u a t i o n  of CISDE recornended cons fde r s : i cn  of an 
e:'::=ict a s  t he  p r e f e r r e d  way t o  fund e x p o r t  p rooo t ion  i n  Cos:a R ica .*  

Hoxever, i t  v a s  v i t h  c o n s i d e r a b l e  r e l u c t a n c e  t h a t  USAID caae  t o  a::e:: 
t k i s  r e c o t s e n d a t i o n .  Such an e n d o ~ m e n t ,  e s p e c i a l l y  vhen i t  i s  a s  l a r g e  a s  t h ?  
oze proposed h e r e ,  might tend t o  l e s s e n  t h e  e x t e r n a l  p r e s s u r e  0 2  t h e  
i n s t i t u t i o n  t o  j u s t i f y  i t s  programs and demonst ra te  i t s  r e s u l t s  on a  r e g u l a r  
b a s i s .  Kzjor  r e s o u r c e s  w i l l  be t i e d  up i n  a  program v h i c h  USAID v i l l  no t  be 
a b l e  t o  monitor and i n f l u e n c e  a f t e r  i t s  f i r s t  f e u  y e a r s .  

The K i s s i o n  has  f i n a l l y  come t o  s e t t l e  on t h e  endobment c o n c e p t ,  n o r  
because i t  i s  f r e e  of problems,  bu t  because  t h e  r e a l i s t i c  a l t e r n a t i v e s  p re sen t  
v c r s e  d a n g e r s ,  a s  i n d i c a t e d  above (and a s  d i s c u s s e d  a t  g r e a t e r  l e n g t h  i n  t h e  
C I N D E  Five-Year P l a n ) .  The most dangerous  a l t e r n a t i v e  of a l l  would be t o  
a l l o u  Costa Rican expor t  and inves tment  promotion t o  l a n g u i s h  through l a c k  of 
de?endaS:e fun2ing .  

C S . i I 3  views t h e  Kev CESPRO a s  a  deve lopaen t  inves tment  vhich  p r o c i s e s  
excep t io r i z l l y  high r e t u r c s ,  f o r  r ea sons  v h i c h  can be s m a r i z e d  a s  f o l l o v s ;  

-- Costa R i c a ' s  ample com?ara t ive  advan tages ,  i n  terms of p o l i t i c a l  
s t a b i l i t y ,  vo rk fo rce  , and geography,  make expor t  promotion he re  a  
much more promising avenue than in-many o t h e r  LDC's ( a s  evidenced 
by t h i s  c o u n t r y ' s  i n i t i a l  s u c c e s s e s  over  t h e  p a s t  f i v e  y e a r s ) .  

-- The COCR has a l r e a d y  demonst ra ted  i t s  commitment t o  t h i s  s t r u c t u r a l  
t r a n s f o r m a t i o n  by implementing,  a t  c o n s i d e r a b l e  p o l i t i c a l  c o s t ,  a  
sound package of p o l i c y  re forms.  

-- Seve ra l  c o r e  programs t o  be i n t e g r a t e d  i n t o  t h e  Xev CEKPRO a r e  
a l r e a d y  up and runn ing ,  and have demonstrated e x c e l l e n t  p r o s p e c t s .  

-- The new i n s t i t u t i o n  would have t h e  advan tage  of t a k i n g  ove r  CIKDE 
a d m i n i s t r a t i v e  sys tems ( f i n a n c i a l  c o n t r o l s ,  pe r sonne l ,  procurement ,  
e t c .  ) v h i c h ,  a f  tcr y e a r s  of work by AID and CINDE, a r e  c o n s i d e r a b l y  
s t r o n g e r  than t h o s e  of  most comparable Cos t a  Ucan i n s t i t u t i o n s .  

- In Cos t a  Wea, ae tontrastcd with many m h e r  d e v e l o p i n g  c o u n t r i c e ,  
i t  i r  d a p ~ e m b l e  that t h e  macrotumarie W f i t r  st-ng from 
crpcat perth  be shared praporrioarlly by tbe ~ e r  levels of 
the p p u l . U n .  (This t d b j c c S  AS di.cmed rt wart= l t n g t h  in a 
recent papa mbnittd to bIDfU for r)re p r c r i d e n t i a l  z r m s i d o a  
t-. ) 

* Checchi  6 Co., Hay 1988: s e e ,  f o r  example, Execu t ive  Summary, p. 8. 
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Due t o  i n t e n s e  i n f l a t i o c z r y  p r e s s u r e s ,  t h e  G 3 Z K  and L'S.4:; z r e  
e x c e e 2 i n g l y  a n x i o u s  t o  l l e i t  t h e  m o n e t i z a t i o n  of  E S F - g s - e r a t e ?  
l o c a l  c u r r e n c y .  The e n d c s n e n t  p r o p o s e d  h e r e  v i l l  h a v e  t h e  
advan:age o f  "de -mone t i z ing"  l a r g e  a m o u n t s  o f  c o l o n e s :  t h e  
p r i n c i p a l  o f  t h e  endo.xnent v o u l d  be  i n v e s t e d  i n  G O C R  o c 3 e t a r . y  
r : a b i l i z a t i o n  bonds ,  a n d  n o t h i n g  v o u l d  be a d d e d  t o  t h e  money s ~ p p l y  
e a c h  y e a r  e x c e p t  t h e  i n t e r e s t  on  t h e s e  b o n d s ,  which v i l l  be s p e z c  
f o r  program o p e r a t i o n s .  

I n  C h i l e ,  a n  endovment  o f  t h e  s o r t  p r o p o s e d  h e r e  Gas  t h e  p l a t f o r =  upon  
which  F u n d a c i 6 n  C h i l e  b u i l t  a n  e x t r a o r d i n a r i l y  a g i l e  and s u c c e s s f u l  e x p o r t  
p r o m o t i o n  p r o g r a n ,  v h i c h  i s  c o n t i n u i n g  t o  h a v e  m a j o r  p o s i t i v e  i u 7 a c t  on  
C h i l e ' s  b a l a n c e  o f  payment s  and n a t i o n a l  income .  

C u r r e n t  S t a t u s  o f  K e g o t i a t i o n s .  I n  a c c o r d a n c e  v i t h  AID/LAC g c l d a n c e ,  
l a s t  y e i r ' s  CIS3E F ive -Tear  P l a n  shoved  a  g r a d u a l  r e d u c t i o n  1:: a n T u l  
o:erz:icg f u n t i n g  by means of  CSAID-CIKDE HOC's ( m e a o r a n l a  o f  u n d e r s t a c 2 i c g ) :  

l 9 e 9  10G:: of  p r o g r a n  c o s t s  
1 9  9  0  100: 
1 9 9 1  7 5  :: 
19  9  2 50% 
1 9 9 3  2 5 %  
193.; OX 

A c  t h e  s a a e  t i m e ,  t h e  P l a n  r e c o g n i z e d  c l e a r l y  t h a t  o t h e r  p u b l i c  o r  d o n o r  
f u c d i n g  v o n l d  be e s s e n t i a l ,  e v e n  a f t e r  making t h e  most  o p t i m i s t i c  e s t i m a ~ e s  o f  
r e c e i p t s  f r o =  u s e r  f e e s  a n d  p r i v a t e  d o n a t i o n s .  

I n  D e c e c b e r ,  1 9 8 8  a n  a g r e e m e n t  v a s  s i g n e d  b e t v c e n  t h e  GOCR, U S A I D ,  a n d  
CISDE, t o  a l l o c a t e  t o  e x p o r t  p r o m o t i o n  a c t i v i t i e s  a b o u t  $16 m i l l i o n  v o r t h  o f  
GOCR-owned l o c a l  c u r r e n c y  g e n e r a t e d  u n d e r  t h e  1987 ESF p rogram.  ( T h i s  amount  
i s  e q u i v a l e n t  t o  most o f  CIKDE's 1989-90 r e q u i r e m e n t s . )  T h e s e  f u n d s  v e r e  
d i s b u r s e d  t o  a  CIKDE a c c o u n t ,  b u t  on a  " t e m p o r a r y "  b a s i s :  i t  was a g r e e d  t h a t  
a s  s o o n  a s  a  s a t i s f a c t o r y  r e o r g a n i z a t i o n  c o u l d  b e  a c c o m p l i s h e d ,  t h e  r e m a i n i n g  
f u n d s  c o u l d  b e  t r a n s f e r r e d  ( a l o n g  v i t h  most of CINDE's p r o g r a m s )  t o  t h e  X e v  
cmmto. 

Also 8% tbc a d  of 1908, the r r r l  Ccn- Sank agreed t o  d e d i u t e  
a38 U (equlwaleat t o  abut $3 W Aa 1989) t o  export psromtioo 
every y u r  fco t u a u y  years. These annual Jafnrio~r -311 k m frnm t h e  
interest wead on an ~ o r t - a r l r n t e d  c r e d i t  line i n  tbe C e n m l  B a n k  v h i c h  
has bcco f d e d  by ESF local currency g e n e ~ a t i o a r .  ZSkc the funds described 
i n  t h e  p a r a g r a p h  above, t h e s e  C e n t r a l  Bank c o n t r i b u t i o n s  w i l l  b e  d e p o s i t e d  
v i t h  CINDE's s e p a r a t e  i n v e s t m e n t  a c c o u n t ,  b u t  v i l l  b e  t r a n s f e r r e d  t o  t h e  Nev 
CEhTRO upon i t s  e s t a b l i s h m e n t .  
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Ir. : e r = s  of f u t u r e  L'S.IID c o n t r i b u t i o n s ,  Exh ib i :  3 above a s s , c e s  f u r : i e r  
i - f u s i c n s  of EST-generaced c o l o n e s  e q u i v a l e n t  t o  a  t o t a l  o f  $.6 ~ i l l i o ?  
bezveen 1 9 S 9  a n i  1991 .  

The 5 s s i o n  v i e v s  t h i s  a c t i v i t y  a s  b e i n g  p a r t i c u l a r l y  s u i t e d  f o r  
c o - f i n a n c i n g  v l f h  one o r  more o t h e r  d o n o r s ,  and h a s  p r o p o s e d  i r  I n  a  r e t e n :  
c a b l e  t o  A I D / W  a s  a  c a n d i d a t e  f o r  c o o p e r a t i o n  v i t h  t h e  J a p a ~ e s e .  
C o n v e r s a t i o n s  have  a l s o  been i n i t i a t e d  w i t h  t h e  T a i ~ a n e s e  and c e r t a i n  EEC 
c o u n t r i e s .  L%ile i t  i s  t o o  e a r l y  t o  make a n y  p r e d i c t i o n  a s  t o  t h e  outcome of 
t h e s e  d i s c u s s i o n s ,  E x h i b i t  3 assumes $40 m i l l i o n  f rom o t h e r  i n t e r n a t i o n a l  
d o n o r s .  

I n  t h e  e v e n t  t h a t  t h e  Nev CEh'PRO f a i l s  t o  a t t r a c t  t h i s  l e v e l  of  s u p p c r t  
f r o c  o t h e r  d o n o r s ,  t h e  USAID Y i s s i o n  v o u l d  p r o b a b l y  v a n t  t o  f u n d  s o a e  o r  a i l  
o f  tba:  s h o r t f a l l  v i t h  a d d i t i o n a l  a l l o c a t i o n s  o f  ESF-generated c o l o n e s . *  

I n  t e x s  of  n e g o t i a t i n g  pos:ure ,  t h e  M i s s i o n  e x p e c t s  t h a t  i t s  v i l l i n g n e s s  
t o  fund  a  l a r g e  p a r t  o f  t h e  N e w  CEhTRO's r e q u i r e m e n t s  f rom EST-generated 
c o l o n e s  vou ld  g i v e  us  t h e  l e v e r a g e  n e c e s s a r y  t o  i n s i s t  on a  p r o p e r  ( i . e .  
p o l i t i c a l l y  i n s u l a t e d )  s t r u c t u r e  f o r  t h e  new a g e n c y .  The c u r r e n t  a r r a n g e a e n t  
of  t e n p o r a r i l y  d e p o s i t i n g  t h e s e  f u n d s  v i t h  CIXDE a l s o  h a s  a  n e g o t i a t i n g  
a d v a n t a g e :  i n  t h e  e v e n t  t h a t  s e r i o u s  d e l a y s  a r e  e n c o u n t e r e d  i n  t h e  
l e g i s l a t u r e ,  p r o g r a n s  can c o n t i n u e  t o  f u n c t i o n  i n  t h e  i n t e r i n ,  and v e  v i l l  n o t  
be f o r c e d  t o  a c c e d e  t o  an u n s a t i s f a c t o r y  compromise  on s t r u c t u r e  i n  o r d e r  t o  
g e t  f u n d s  moving and programs under  v a y .  

O t h e r  I s s u e s .  ( 1 )  The H i s s i o n  i s  a s s u m i n g  t h a t ,  h o v e v e r  an e n d o b a e n t  i s  
s t r u c t u r e d ,  i t  s h o u l d  n o t  i n c l u d e  a n y  r e q u i r e m e n t  of  l o n g - t e r m  USAID 
~ o n l t o r i n g  ' o r  o v e r s i g h t .  F u n d a m e n t a l l y ,  t h e  Nev CEhTRO would be  a c c o u n t a b l e  
t o  t h e  g r o u p s  who a p p o i n t  i t s  d i r e c t o r s .  As t h e  s t r u c t u r i n g  moves a h e a d ,  v e  
v i l l  c o n s i d e r  w h e t h e r  i t  i s  d e s i r a b l e  t o  a d d  a n o t h e r  l i n e  o f  a c c o u n t a b i l i t y  by 
s e p a r a t i n g  management o f  t h e  endowment f rom management o f  t h e  p rograms .  Under 
s u c h  a n  a r r a n g e m e n t ,  t h e  T r u s t e e s  o f  t h e  Endowment would be  s e p a r a t e  f rom t h e  
D i r e c t o r s  o f  t h e  New CEKPRO, and  v o u l d  h a v e  some d i s c r e t l o n  as t o  d i s b u r s e -  
ments f rom t h e  endovment.  

(2) C.re dl1 have t o  be e x e r c i s e d  t o  szraactrue the e n d w m e n t  
c o n t r i b u t l l o n s  An a may which oorrld not dampen tbc nmw r g a t c y l r  iacentive t o  
m d m i z e  user feu And prlvUC 

+The U s s i o n ' e  r e c e n t l y - s u b m i t t e d  A c t i o n  P l a n  p r o p o s e d  a n  Export S e c t o r  
Development program f o r  FY 1991 ,  u n d e r  which  l o c a l  c u r r e n c y  e q u i v a l e n t  t o  $32 
m i l l i o n  w u l d  b e  used. f o r  e x p o r t  and inve ta tment  p romot ion .  E x h i b i t  3 a b o v e  
r e f l e c t s  a 1 9 9 1  c o n t r i b u t i o n  t o  t h e  New CENPRO e q u i v a l e n t  t o  $10 m i l l i o n .  The 
b a l a n c e ,  e q u i v a l e n t  t o  $22 m i l l i o n ,  c o u l d  be a v a i l a b l e  f o r  t h e  New CEh'PRO i n  
t h e  e v e n t  t h a t  o t h e r  donor  c o n t r i b u t i o n s  f a l l  s h o r t  o f  t h e  l e v e l s  p r o j e c t e d  i n  
E x h i b i t  3 .  



( 3 )  Xuch o f  t h e  S e v  CES?R3's e n d o w a e n t  w i l l  be  d e n o c i n a t e d  i: i 2 c a l  
c c r r e c c y .  T h u s ,  t h e  p r i n c i p a l  v a l u e  o f  t h e  e n l o m e n t  wouiC b e  a t  r i s k  i t h e  
eve-:  o f  a  s u d d e n  and u n e x p e c t e l  d e v a l u a t i o n .  T h i s  r i s k  c a n  be r e d ~ u c e d  b y  
k e e p i n g  t h e  c o l o n  p o r t f o l i o  i n v e s t e d  i n  r e l a t i v e l y  s h o r t - t e r m  i n s t r u s e n t s ,  
t r a d i n g  off  s l i g h t l y  r e d u c e d  c u r r e n t  i n c o n e  a g a i n s t  improved  p r o t e c r i o n  f r o c  
d e v a l u a t i o n  l o s s e s .  An o b v i o u s  a d v a n t a g e  o f  p a r t i c i p a t i o n  by o t h e r  d o n o r s  i s  
t h a t  t h e i r  c o n t r i b u t i o n s  i n  h a r d  c u r r e n c y  v o u l d  c u s h i o n  t h i s  d e v a l u a t i o n  r i s k .  

C o n c l u s i o n .  The K i s s i o n  i s  w e l l  a v a r e  t h a t ,  a t  l e a s t  a t  f i r s t  b l c s h ,  
t h e  amoun t s  i n v o l v e d  i n  t h i s  p r o p o s a l  seem b r e a t h t a k i n g ,  i n  t e r m s  of  t h e  - .  

a n n u a l  o p e r a t i n g  c o s t s  a s  w e l l  a s  t h e  s i z e  o f  a n  e n d o m e n t  n e e d e i t o  
p e r z a n e n t l y  f u n d  t h e n .  

Our w i l l i n g n e s s  t o  a l l o c a t e  s u c h  h e a v y  r e s o u r c e s  t o  t h i s  a c t i v i t y  s t e = s  
p r i n c i p a l l y  f r o c  t h e  e x p e c t e d  r e t u r n  on i n v e s t m e n t .  Even i f  o n e  were  t o  
i g c s r e  a l l  t h e  o t h e r  b e n e f i t s  of t h e  Kev CESPR6 e x c e p t  f o r  t h e  h i s t o r i c a l l y -  
d e m n s t r a c e ?  r e s u l t s  of t h e  f o r e i g n - i n v e s t m e n t  p r o n o t i o n  a c t i v i t y ,  t h s s e  
r e s u l c s  a l o n e  v o u l d  r e p r e s e n t  a  c o s t - b e n e f i t  r a t i o  w h i c h  c o n p a r e s  v e r y  
f a v o r a b l y  v i t h  s i n i l a r  p r o g r a z s  e l s e v h e r e  i n  t h e  w o r l d .  M o r e o v e r ,  p a s t  
e x p e r i e n c e  s a t i s f i e s  us  t h a t  t h e  r e t u r n  o n  a n  i n v e s t m e n t  i n  a  Kev CEKPX3 would 
p r o k k l y  be b e c t e r  t h a n  t h e  r e t u r n  f r o 3  a  t y p i c a l  a l t e r n a t i v e  a c t i v i t y  o n  
w h i c h  t h e  GOCK and USAID ~ i g h t  spend  t h e  sauie ESF-genera ted  c o l o n e s .  



- c lisEe3 i n  Part A are . . a::-::srls geiir3:ly t~ FA4 fdnds, a73 
s-I;,~; be US" i ~ r e s p e ~ t i v e  oC tne 
- - - - - - - I  
. - d , - =  s f u q C i 7 ;  S ~ J T C ~ .  In P ~ z t  5 a 
c l s t l z - t i 9 7  i s  ma3e betreen the c r i t e r i a  
a:rl::a::e t 2  Econa-ic S u 3 2 ~ r t  Fun3 
- - - .  a3:lsfc7:e a72 tSe c r i t e r i a  wplica3lo t; - .  - Lssistaqce. Sole:tion of t i e  
--. - . . , - - - s r z  w;ii ae2e-c 0-1 t ~ e  f u ~ z i n g  soJrCn 
C - -  - - -  rr - -r - -  - -  - - F - - - -  2 . 

2 .  L Se:. 611(a! !2) .  If fur tqer  
le;islz:ive ac:io; i s  required wit7i1 . . -a^. C .  .,,,,,e7t couytry, m z t  i s  basis fo r  
r e a s m a ~ ~ l e  expeztazion tnat  s u m  aztion 
w i l l  be cm:lete3 in  time t o  permit 
ora t r lg  accon;lismeqt of p u r p ~ s e  of t% 
assis:a?ee? 

3, FA4 Sec, 209. Is assistance more 
e f f i c i en t ly  aM effectively provided 
mrow repiorral ar wltilatua 
orgpnizatims? 17 a, m y  is assistan# 
rot so provided? InTonnatian and 
corrlusims on whew assistarrce rill 
encourage develcping W r i e s  to 
cooperate i n  regional developnent 
programs. 

4 .  FAA Sec. 601(a). Information and 
c o ~ l u s i o n s  on wnether assistance w i l l  
encourage e f fo r t s  of the comtry to: 
( a )  increase the flow of internat ional  
trade; ( b )  fos te r  private i n i t i a t i v e  and 

C o n ~ r e o s  ?.as S e e ?  
n o t i  f ice tF.ro.dgh t h e  
FY 8 9  C o z g r e o ~ l c n a l  
P r e s e z z a t i c r .  

K O  f ~ r t h e r  p r e -  
c o z 2 i t i o n s  f c r  
~ S l i ~ a t i o r ~ s  a r e  
n e c e s s a r y .  

No. 

The a s s i s t a n c e  will 
i n c r e a s e  i n t e r n a t i o n a l  
t r a d e  f o s t e r  p r i v a t e  
i n i t i a t i v e  and compe- 
t i t i o n ,  and irc2rove 
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. . z,-;lll'.l :-, ' - \  , \ - ,  
?-,3=-:c-f z 3  . , e - ; ; -= - -  - - - - - -  ,:= - r  - - - -=- -  - ;  - - - - .  - 

c - --- 4 L-  - - - -  = - - v 2 5 ,  - A  z -  - - G-: 2 - 5 ,  . . 
37: ~ 3 4 i 7 5  a?: 12;-, asso::at:g7s; (5) 
- 2  ,->,3-:3;2 -- f?373>2::s:i= p i a ~ : 1 3 0 5  ; ( 5  ) 

~-;:ZVE tec~rli:;: ecCi:iency oC i n -  
rj-~:::, a; r icd l t~re ,  an5 c3-17'?rze; a;: 
( f  j s i re -~yten  f re? l a x :  u3ioqs. 

5 .  F L U ? : .  6Cl(c). Info,ma:ion a13 
C C - I : ~ ~ S ; ~ - ~  07 n3w assistaqce w i l l  
e7codrsJe U.S. privste trade a73 
invostne~t a5roaj an2 erlcoJrage private 
u.S. parti:i?a:i3~ i n  foreig? assistanze 
- 7 - q F  ,-,,-a-s ( i w i ~ ? i n ;  use of private t r a x  
c-,~??els a t-e servizes of U.S. 
;riv;:e en:er;ris~). 

r c:: - .  . ! =  3 ~ 2  & 3 5 ; - ) -  , FY L357 - .  ----.- .-- - - - e l -  9 2 5 .  5 3 7 .  5 2 5 .  
rG---, ,,>,.Ix s:e;s ;a. ;e~ t: a s s ~ r e  t 7 ~ : ,  t 3  
,.- , != - K S X ~ T J - ,  exte?: p?ssi3:e, f c z f i g ~  
:-rre~cies ob8n?3 S; t7e U.S. ar? 
~ : i l i z e z  i? l ie9 oF o~!?;rs ta  meet the 
czs: cC z3ntract~z1 a72 cC7er servizes. 

7 .  F  S 2 .  Does t7e mi te3  States 
ah-  ex:ess f 3 r e i g ~  cdr,enc)l o' tne 
cg~-~:ry a?:, i f  sa, e t z t  arranseaeqts 
* ,342  3eei nas? f=lr i t s  rt!eafz? 

- r e  5 .  r - -  53:. 63L:t). Will t7e assistante 
u t i l i z e  ca~pez i t l  ve sele: t i a ?  
p r ~ e d ~ r e s  f a r  t7e ararjing of 
coqtracts, excest w%ie ap2licasle 
prscdrexnt r ~ l e s  a l low otnerwise? 

9. FC3 1 2 1 ( d ) .  If assistance i s  being 
f~rnisneg under the Satlel Deveiwment 
PropGn, has a determination been made 
tnat tre tost govemnent nas a 
-ate systm for axnmting ?a and 
controlling -2 a W  expenrlZ,lrnr of 
4J-L fLnds? 

8. FWIN; eRI7EflfA FOR NIEPrRDm AS5Efm 

1. Nonproject Criteria for Ewncmic 
Support Fund 

a. FAA Sec. 531(a). Will this 
assistance prm3te econunic an3 
polit ical stabili ty? To the maximun 
extent feasible, i s  this assistanze 

Via this balance c f  
payment assist~zce, 
U.S. markets f c r  
Costa Rican proC+;=ts 
w i l l  be expandei e z 3  
U.S. private ir-;~srze:.= 
an5 tra2e in Car:? Z.i=z 
will be e n h a ~ c e e .  

Acreemente k 7 i t ? .  C3:F. - .  e n c ~ u r a ~ e  use c :  -aczl 
currencies fsr 1 3 ~ ~ 1  
neezs. 

Yes 
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,- 7-  : 

r .  F&A Sb:. 5?1!e). K i l l  a s s i s t a i = e  ?; o 
U ~ Z ~ T  t 7 i s  c~a3:er  be use3 f 3 r  

-. c .  r k &  Se:. 531(d) .  Will ESC funds Yes/k'es 
r a z e  a ,da i i a3 l s  f o r  commzity im?o;t 
pro;rans o r  o t n e r  prograpl a s s i s t a n c e  ce 
use3 t 2  genera t?  l o c a l  cu r renc ies?  I f  
s o ,  h i 1 1  a t  l e a s t  53 percent  of s u m  
l x a l  c u r r e n c i e s  be a v a i l a b l e  t o  
sil?23rt a:tivi:ies c o n s i s t e n t  witn t h e  
o2jc::ives of FGA s e c t i o n s  133 t i r o 4 " l  
1 ° C  - Js? 

2 -  / - 
3 .  FSh SEIC. 6 2 3 .  I 7  cm-- - ;+  # .  .J, ,  , i e s  a r ?  . \ ,  A 

ts be ;rs;:ez s3 t h a t  s;le pr3:eegs 
hi : l  a cc r Je  :3 tne  r e c i ~ i e i ' .  c s ~ c i t r y ,  
$avz S ~ e c i a l  Account ( couq te rga r t  ) 
arraqle-t?n:s bee3 maje? 

e .  F i i  1995 C ~ ? ' , i i ~ i i g  = e s 3 1 ~ : i o ~ .  If Yes 
a s s i s : a i : ~  i s  i n  t i e  f ~ r  oC a cash 
t r a - s f e r :  ( a )  a r e  a l l  sileq c a s t  
;a,,-?i:s t o  be m a i i t a i n e j  by t i e  
C O J T ~ T I  i n  a s q s r a t e  accou?: an: n X  
t3 be c u n r i ~ g l ? ;  w i t i  any o tne r  funds? 
(3) w i l l  a l l  l o c a l  cu r renc ies  t h a t  may 
be g e q e r a t o j  w i 3  funds pr3vide3 a s  a 
casq t r a q s f e r  t o  such a country a l s o  be 
d e p ~ s i t e d  i n  a s s c i a l  account t o  be 
used i n  accordaqce witn FAA Sec t ion  609 
(w?ich r e q u i r e s  such l o c a l  c u r r e n c i e s  
t o  be made a v a i l a b l e  t o  t h e  U.S. 
governnent as the U.S. determines 
necessary  f o r  me requirements of the 
US. C o m m e n t ,  and uhich =quires t h e  
remainder to be used for programs 
agreed b by  the US. Goernment t o  
carry DLR the p- for which mu 
Pmds authorized by FA4 rould 
themselves be available)? {c) Has 
Congress received p r i o r  n o t i f i c a t i o n  
providing i n  d e t a i l  how the f m d s  w i l l  
be used, inc lud ing  t h e  U.S. i n t e r e s t s  
t h a t  w i l l  be served by t h e  a s s i s t a n c e ,  
and, a s  appropr ia te ,  t h e  economic 
po l i cy  reforms t h a t  w i l l  be promoted by 
t h e  cash t r a n s f e r  a s s i s t a n c e ?  
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- 
szle c r  l-zzrts cr f 3 ; e i ~ ~  ex=?a-j? C, 
:ye 33ker7-3t of a e5J-1try ii 
Sus-5s-arai Ariica f r3- f UICS 
- 7 - -  ?-i 
a,+. 3,. ,ate3 m3er Su=-Saia:a? Arri:a, -. 
U- *en ae~osi ted i n  a spezizi aczodit 
esta31isne3 Sy t%; governne-t, an3 are 
tyese io=31 currexies  availaale o i l y  
for use, i n  accor3an:e w i t 7  a n  
a;re?neit wi t7  tne United States, for 
develop~en: act ivi t ies  wClich are 
coisistei: w i  tn tne policy dire: tions 
of Section 102 of tne FAA and for 
necesszry a r i i i s t r a t i v o  requlreneits 
or t i e  d.S. Govermeit? 

a .  FG: Srcs. 132:a), 111, 113, 2 5 i ! a ) .  - 
L xte-,: t2 w ~ l e i  aztivity w i i l  ( a )  
eFFeztivzly involve t>e po3r i n  deve?o?n?nt, , ex;~-~:ii; actess t o  ec5n3-: at local 
,evzl, i n c r s z s i i ~  la%:-inteisiv~ pr3ddztioi 
a i d  tne use of a,?;iro;riate techi3:03y, 
s?r?ati i ;  investwit  out fro? c i t ies  t o  
 all t 3 ~ - , s  a?: r ~ r a l  areas, a73 i n s ~ r i n g  
h i 3 2  , : --4.;  ,-,,,o_,3n o' t7e posr i n  tne 
be i t f i t s  0' d e v e l o ~ e i t  07 a sustained 
basis, usii; t i e  aJ?ro?riate U.S. 
insti tutions; ( D )  help develo? coo2tratives, 
espezially by technical assistance, t o  
assist  rural an3 urban poor to help 
tnenselves toward better l i f e ,  and otherwise 
encoxage demozratic private and local 
governmental institutions; (c )  scpport the 
self  -help effor ts  of developing countries; 
( d l  prunute the participatiun o f  m e n  in  
the national emnanies developing 
carrtries Prd imcuommnt of  ranen's 
status; and (e) & i ~ i z e  an3 encourage 
regional c a p e r a m  by develcping awltries? 

a. FAA Sets. lu3, lox, 104, m, 106, 
1S21. Is assistance beinu made - - ~ - 

a b l e :  (include only Gplicable 
paragraph which corresponds to  source of 
funds used; i f  more than one fwd source i s  
use3 for assistance, include relevant 
paragrap for each fund source): 

(1) (103) for agriculture, rural 
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- -  - - - ---  - - -  . . , , . = - - 1 ;  ii 53  ' * G ,  
e x - = , - -  L - . . _ _  I -  b - r(7i 2-7 a:'_;i:;y i s  
s > e : i C i c z l i y  d e s i g T e 3  t~ in:reast  
p r35~: r lu i :y  ai: inzc)?? of  r ~ r o l  7 3 2 : ;  
( 1 S X )  i f  f3; a s r i c u l t ~ r a i  r e s e a r c ? ,  , 
azcaun: s h a l l  3e t a k e n  o f  t n e  n e e 3 s  of 
s ~ a l l  f a r m e r s ,  a n 3  e x t e n s i v e  u s e  of 
C ' 

A l e l 3  t e s t i n g  t 9  a d a ~ t  c a s k  r e s e a x n  
t o  l o z a l  c o n 3 i t i o i s  s h a l l  be made; ( b )  
e x t e q t  t o  m i 3  a s s i s t a n c e  i s  u s e 3  i n  
c o a r z i n a t i o n  w i t n  e f f o r t s  c a r r i e d  o u t  
u n d e r  Sec. 1 0 0  t o  he17 i m ~ r a v e  
n d t r i t i o n  of t h e  p e o j l e  of d e v e l o ~ i n g  
c a u n t r  ies  t n r o u p  encouragement  o f  
in:reased p r o g ~ c  t i o n  of  crags w i t n  
~ t e s t l r  n u t r i t i o n a l  v a l u e ,  i m ~ r 3 v e n e n t  
rr r s l a ' n i n ~ ,  r 2 f z s r ~ 9 ,  a n 3  e m c a t i o n  
n i t :  r ? sJ rc :  t 9  nu:ri; ion, p a r t i c ~ l a r l y  
7 ;EC5:21:p t 3  i ~ j i 3 ~ p i l e ~ :  a n 5  
e x ; a m r i  u s e  of  i i z i 3 e n 3 u s l y  p r33uced  
f a s z s l d f f s ;  a13 t n e  u n o e r t a k i n z  o r  . . ;x:t o r  d?,713ns;rs t ian pr3;:37s 
e x 2 l i c i t l y  a d d r e s s i n ;  t n e  p r o 3 l o i  of 
3 an; v u l n e r ~ z l ?  peo;?e; an: ( c )  
efteclt t o  w5icn a z t i v i t j  i n c r e s s z s  
n z ' i m a l  f 005 s e z u r i  t y  by i rn;ravi ig  
f o ; Q o l i z i e s  a n 3  ranagz,Tei:  a n 5  by 
s:r~?;:-~enin; n a t i o n a l  foo: r e s e r v e s ,  
wl:-, p a r t i c L a r  c o n c e m  f c z  t h e  n e e d s  
of  t n e  p a ,  t"lau39 rneasJ res  
e 3 i o ~ r a ; i n ~  d r n e s t i c  produ: t i m ,  
b u i l 2 i n g  n a t i o n a l  f o o d  r e s e r v e s ,  
exsangin ;  a v a i l a s l e  s t a i a g ?  f a c i l i t i e s ,  
r e ~ d c i r i g  p o s t  h a r v e s t  f o o d  l o s s e s ,  and 
i ~ ~ j r 3 v i n g  f o o d  d i s  t r i b u t i o ~ .  

( 2 )  (104)  f o r  p o p u l a t i o n  p l a ~ n i n g  
u n d e r  Sec. 1 D 4 ( b )  o r  h e a l t n  under Sec. 
104(c); i f  so, e x t e n t  t o  which a c t i v i t y  
e m m a s i z e s  l ~ w - ~ ~ s t ,  i n t e g r a t e d  
dellvery system Tor health, m i t i o n  
and fduily pbmhg far the @mrest 
pe@e, aim particular attention b 
the needs of mothers and yomg 
ctdldren, u s i n g  p a r a m e d i c a l  and 
a u x i l i a r y  medical personnel, c l i n i c s  
and  h e a l t h  POS ts , cmerc ia l  
d i s t r i b u t i o n  s y s t e m s  and o t h e r  modes of 
c m u n i t y  o u t r e a r c h .  

( 3  (105) f o r  e d u c a t i o n ,  p u b l i c  
a d m i n i s t r a t i o n ,  o r  human r e s o u r c e s  
d e v e l o p n e n t ;  i f  s o ,  ( a )  e x t e n t  t o  which 
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an= U T ; ; ~  F S ~ T ,  a72 s tre7;;qo-s 
r ja7a - I?-,?-,: ca;a=ility o f  ins t i tg t i3ns  
ena:iin,; tn. pc:r to par;i:i~;;e ii 
devfi3?-,oi;; an3 ( 0 )  exi?nt t 3  rhich 
assistan2e p rov ides  a3vance3 education 
a72 : r i l i n g  of pew11 o f  d?vel3pin~ 
cod7;rios i n  sdc? disci3l ines 3s are 
required fo r  piaming an3 
i~$%enta t ion  of puzlic and private 
c l e ~ e l s ? ~ : ~ n ;  a z t i v l t i e s .  

( L )  (135) f3 r  t c h n i c a ?  assistance,  
e7?r;y, resesrc?, reconstru:tioi, a n 3  
~ 2 l t z t t t  C'V~:S?-?-: pr3:;?-5; if 53, 
ex:?-,: a:::vic) i s :  

, .  \ f , , , ) csnc2r~e3  n'l:7 ca t2 
C3;1e2bi -" a12 a ~ a l y s i s ,  t 7 f  
*--:-,: 
;- =, . , la  O F  s ~ ~ L ~ P Z  P S I S ~ I T Q ~ ,  
resezren on an3 3evv"lo?-,cr\t c f  
s ~ i  ta:':e e-Er;y s>Jrzes ,  aic' pilz: --- t .me  t 3  test n n '  3m~tngc's G: 

p r m ~ = : i m ;  a73 ( D )  
f a c i i i t ; ~ i v ~  G' resezrc7 Dn aid 
zevei27-2nt a iz  use of 
s-zll-scale, d?ce~1tra!ize3, 
re7ek;:ie ex:;! s 3 ~ r c e s  f 3 r  rur;: 
aress,  eiip7asizing develop~ent of 
ensrgy T~SOJT:?S w3icn are 
envirorneit3lly a=ce?:a:le an3  
require n i 7 i n ~ n  caa i t a l  investment; 

(ii) c o n t ~ r n e 3  witn technical 
cooper6 t ion an3 development, 
es?ecizlly witn U.S. private and 
voluntary, or  r e g i ~ n a l  an3 
international  d e ~ l o p n e n t ,  
organiza tim ; 

Uu) ruearm Into ,  and 
emlLa+5m 07, ecaomic 
development proasses and 
techniques; 

(iv) reconstruction a f t e r  natural  
or  mamade disas ter  and programs 
of d isas ter  preparedness; 

( v )  f o r  special  development 
pro3lerns, and to ena3le pmper 
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( v i )  for ursan d?elome?: 
;)r331e?s , e s y c i ~ l l y  s ~ i l l ,  
1333:-intensive enter?rises, 
naret ing systerrs for m a l l  
pro3ucors, and  financial or other 
i n s t i t u t i ~ n s  t~ he?? ur3an p o x  
p a r t i c i ~ a t e  i n  econmic and sozial 
development. 

( 5 )  (123-21 for tne Sanelian region; 
if 53, ( a )  extent t o  w3icn there i s  
irlteriational cocr3ina t i m  i n  p l a n n i n g  
--i . a ,, 1;.;.:?7e7tbti07; pbrti:ipatim a n 3  
sJzr=rt 9 Crricai cwntries a73 
crg37izztlo?s i n  d e t e r  i n i n s  
03 vei32rtnt p~i3ri:ies ; and a 
1272-t~rr, ,  m~::i-337:: 3ev~lop-~ent $an 
w-::? cal ls  f a r  eq:i t a z l t  
3-rce3-s33ri7~ w i t h  o t n s  don3rs; ( D )  
has a doter;,l7ati~n bee7 in331 t n a z  tne 

re=ei;t an3  ex2e7:it~:e of projezts 
f u n 2 5  (dollars c r  l x a l  currencj 
3erlsrste3 therrf ray j?  

c. FCA Se;. 1C7. IS spezial em;)?asis 
plaze3 on use of apjrogriate tech70lo~y 
(de?inei as relatively smaller, cost-saving, 
lz33r usin2 technclogies t h a t  are generally 
mast appropriate for tne s m a l l  farms, s n a l l  
businesses, an3 s m a l l  incmes of the p o x ) ?  

d. F A A  Sec. 281(b). Describe extent to  
which the activity recognizes the particular 
needs, desires, and capacities of me peeple 

7m countsy; utilizes the wwrtry,.s 
intellectual resoms to encourage 
insti tutional deelcpmnt; end s m  
civic educatim and eainirq In skills 
required for eWective participation i n  
govemnental and poli t ical  processes 
essential to  self-goverment. 

e. FAA Sec. 101(a). Does the activity give 
reasonable prmise of contributing to the 
development of economic resources, or to  the 
increase of productive capacities and 
self-sustaining economic growtn? 
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7,- ,,-, ,, : 2--:s;72s 6 2  C z s t a  
-: --  r-,: y C s t z x s  u - i x s  de L ~ ~ Z r i c a  
~2;5::2:3?~ uri C C I S V S T ~ O  Gerleral para 
l a  A j u s a  Econb-ica,  Tecnica y para  
p r 3 2 b s i t o s  Af ines  ("Convenio Gene- 
r a ? " ) ,  e l  m a 1  fue a?robado por l a  
Ley 3011 do1 18 de  j u l i o  de  1962, 
s e j h  e l  m a 1  e l  Gobierno de  10s 
E s t a m s  Unidos p r o p o r c i o ~ r d  ayuda 
d s  corlf a m t i 5 a ! c o n  acuerdos  por  es- 
c r i t o  y f i r c a d o s  por r ep rese r l t an t e s  
de ambos Gobiernos; 

POR C?IWTO, e l  Convenio General  es- 
t a b l e c e  que l a  ayuda que 10s Estados 
unidos  proporc ione  s e r d  para  e l  pro- 
g r e s a  s o c i a l  nac iona l  y progranas  d e  
o e s a r r o l l ~  e m n b i c o ;  

PO3 C9ALiT0, e l  Gobierno d e  10s Esta-  
dos  Unidos, actuando por medio de  l a  
Agencia para  e l  O e s a r r o l l o  In t e rna -  
c i o q a l  ( " A I D n ) ,  y e l  Goaierno de 
Costa Rica ,  ac tuando por  medio d e l  
M i n i s t e r i o  de l a  P re s idenc ia  
("ZXRtv) desearl m n p r m e t e r  e l  t o t a l  
de 10s fondos d i s p o n i b l e s  en l a  
Cuenta No.215-03-031/0 ("Cuenta Es- 
p e c i a l " )  en  e l  Banco C e n t r a l  de  Cos- 
t a  Rica  ( "aZzRf t ) ,  para  s e r  usados en  
p r o g r a m s  d e  d e s a r r o l l o  econbnico y 
s o c i a l ;  

POR CUANTO, l a  A I D  y e l  GOCR son 
c i t a d o s  en  con jun to  cano " l a s  
P a r t e s n ,  pa ra  10s p r o p d s i t o s  de este 
4cuerdo; 

RHORA, WR LO TCWTO, &s Partes gar 
este medio aamdan Ir pro0rarrd6n 
dc los F- parm vrogr- 
~ ~ y p u ; r ? m & s Q r c l  
eOOR w i  ropo Clmbmida mra 
los gropztus rimnciados por la 
AID, de confonnldad eon 10s tenninos 
y cordidones e s t a b l e c i d o s  a 
mt inuac ih ;  y el BCCR e s t d  de 
acue rdo  wn 10s tCnninos  y 
c o r d i c i o n e s  que se a p l i c a n  a1 dm. 

- - j ,  t T e  i : \$r-,-?-ts c C  z - : : ,  
Riza and t 7 e  : S:;:es z C  
Fmerica e n t e r e d  i n t o  a  2e-12:~: 
Agreanent f o r  E c o m I i c ,  Tec?rlical 
and R e l a t e d  Ass i s t ance  ( " S e ~ e r a l  
k g r e e m e n t ~ )  vhich was apprave3 by 
Law 3011 of J u l y  18, 1962,  undsr  
h i c h  a s s i s t a n c e  from t h e  Gavern- 
ment o f  the United S t a t e s  waul3 be 
provided  i n  accordance  w i  t3 
agreements  w r i t t e n  and s i p e 3  
between t h e  r e g r e s e n t a t i v e s  of ba tn  
Governments; 

WHEREAS, t h e  Genera l  A g r e e ~ e T t  
e s t a b l i s h e s  tha t  t h e  a s s i s t  a ~ z e  
provided  by t h e  United S t a t e s  w i l l  
be f o r  n a t i o n a l  s o c i a l  p r o z r e s s  arld 
ecomic d e v e l o p e n t  p r o a r a n s ;  

MREAS, t h e  Governmmt of  t h e  
United S t a t e s ,  a c t i n g  through t h e  
Agency f o r  I n t e r n a t i o n a l  Develop- 
ment ( " A I D n ) ,  and t h e  Goverrrnent of  
Cos ta  R ica ,  a c t i n g  through t h e  
M i n i s t r y  o f  t h e  Pres idency ("GOCan) ,  
d e s i r e  t o  m i t  t o  economic and 
s o c i a l  d e v e l o p e n t  programs t h e  
t o t a l  amount of funds  a v a i l a b l e  i n  
Account No. 2 1 5 4 3 4 3 1 / 0  ( "Spez ia l  
Accountn)  i n  t h e  C e n t r a l  Bank of 
Cos ta  R ica  ("6CCRW); 

WEREAS, A I D  and t h e  GOCR a r e ,  f o r  
pu rposes  o f  t h i s  Agreement, collec- 
t i v e l y  r e f e r r e d  t o  a s  " the  P a r t i e s n ;  

m, vmwur., ue Parties a0 
m t g r e e - - P = ! F = w f l  
tt, Fuds ?tar sectnr poopms ard 
t n ~  lal33 caurterpiot b lmb 
Tirunced paojects, In a a x u d a e  
uittr the tcnnr mb &ti- set 
forth below; nrrd the Baa agrees b 
the t e r m s  and c o n d i t i o n s  t h a t  a p p l y  
to  it. 
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Secci51 4. RESJ-21 d e i -  P r o ~ { a . ~ .  
E l  t o t a l  de  1Fs tonaos ls?on3lD e s  
en l a  Cuenta Espec ia l  es de c u a t r o  
m i l  c i e ~ t ~  t r e i n t a  y c inco  mi l lones  
s e t e c i m t o s  cuarenta  y un m i l  
q u i ~ e n t o s  colones (U,135,741,500) 
(wFondosw).  Por e s t e  medio s e  
com?rme;en y d i s t r i b u y e n  e s t o s  
fond3s e n t r e  10s programas de  
acuerdo con l a s  s i g u i e n t e s  
c a t e g o r f a s  genera les :  

As i s t enc ia  s e c t o r i a l  C3,335,741,500 

Cont rapar t  ida  d e l  GOCR 
a proyectos  en d6 la res  
d e  l a  A I D  C 808,000,000 

E s t a s  c a t e j s r f a s  genera les  s e  espe- 
c i f i c a ~  con ds d e t a l l e  en 10s Ar- 
t f c u l o s  I1 y I11 de e s t e  Acuerdo y 
en  e l  Anexo I t i t u l a d o  w?resq3uesto 
d e l  Programa en Moneda Localw e l  
cual s e  ad junta  a e s t e  Acuerdo. 

Soccidn a. Com7romiso y Asi?.ra- 
c i d n  de Fondcs. Para 10s f i n e s  de  
e s t e  Acuerdo, wComprmisow s e  d e f i n e  
c m o  un a p o r t e ,  i r r e v o c a b l e  de  f m -  
dos ,  t a n t o  por p a r t e  de l a  A I D  cuno 
d e l  GOCR, a l a s  ac t iv idades  que s e  
e s p e c i f i c a n  en e s t e  Acuerdo, que 
puede s e r  cambiada h i c a m e n t e  por 
w t u o  acuerdo d e  e s t a s  mismas par- 
tes expresado en una ermienda e s c r i -  
ta a este Acuerdo. La n A s i ~ c i 6 n m  
de Fmdos se Wine e m  l a  Eoloca- 
ci6n de fondos sbs igdmte  a t s te  
aararlo qut etectJc el 60CR ut Irs 
il7stituciorru eJecrRoras irdi- 
k s  mdimte el us0 dc c#xmmlacih 
WqJr~lentc mn las ~ t t i c a s  y 
aslimimtos htenms dcl COCFI. 'hl 
docurnentacibr  ti^ el uw 
que se l e  dard  a 10s fondos a s f  eamo 
10s t 6 r m l m s  y condidones q s  se 
a p l i c a r d n  a 1  uso de fondos por  parte 
de l a s  i n s t i t u c i o m s  e jecv to ras .  

S e ~ t i 0 n  A .  F r o  ~a SuTa . me 
t o t a l  amount o un s a v s l  a3le i n  
t h e  S p e c i a l  Account i s  four  b i l l i o n  
one hundred t h i r t y - f i v e  m i l l i o n  
seven hundred for ty-one- thousa~=l ,  . 
f i v e  hundred c o l m e s  
(CO ,135,741,500) (wFunds"). 
These Funds a r e  hereby m ~ i i t e d  
and a l l o c a t e d  among p rogram 
according t o  t h e  fo l lowing general  
c a t e g o r i e s :  

Sec to r  Ass i s t ance  C3,335,741,533 

GOCR Counterpar t  
t o  A I D  $ P r o j e c t s  C830,000,090 

These genera1 c a t e g o r i e s  a r e  mGre 
s p e c i f i c a l l y  d e t a i l e d  i n  A r t i c l e s  
11 and I11 of  t h i s  Agreement and 
i n  Annex I e n t i t l e d  "Local Cur- 
rency Program Budgetw, a t t a c h e d  t o  
t h i s  Agreement. 

Sec t ion  B. C m i t m e n t  and A s s i p  
ment of Funds. For purposes of 
t h i s  Agreement, mComnitmentw i s  
de f ined  as the  d e f i n i t i v e  a l l o c a -  
t i o n  of  funds  by AID and t h e  G E R  
t o  t h e  a c t i v i t i e s  s p e c i f i e d  i n  t h i s  
Agreement, that  can be changed only  
by mutual agreement of t h e s e  same 
p a r t i e s  i n  a w r i t t e n  amendment t o  
t h i s  Agreement. nAssigmentw of 
funds Is defined as  the a U o c a t i m  
crf fUdf by the GooR -sequent to 
thit Agreemart to ind iv idual  w- =- .tt.uw* 
m t i m  cornittat d m  
intaral l m C t i c t 3  and m. 
SLlctr dll s p e c i f y  
~ u s c o f t h t f ~ e n d ~  terms 
and conditims a y i n g  t o  t h e  use 
of the fvds by the implementing 
institutions. 
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L 3 
V 6 ,  q,t e s  e l  n x s i t o  en 

~ J P  ~ C S  fondcs pasan a s e r  p a r t e  de 
l a s  e x i s t e n c i a s  monetarias d e l  pa fs ,  
l a  c u a l  o c u r r i r d  cuando 10s fondos 
pro;ra-dd3s a 1  tenor  de e s t e  Acuerdo 
Sean desembolsados de l a s  cuentas  
i n d i v i m a l e s  e s t a b l e c i d a s  d e n t r o  del 
BCCR conforme a 10s Ar t fcu los  I1 y 
I11 de e s t e  Acuerdu (1) hacia  
cuentas  es?ecf f i c a s  de l a s  unidades 
e j e c u t o r a s  a b i e r t a s  en  bancos 
comerciales,  a menos que 10s fondos 
Sean irmediatamente devue l tos  a 1  
Banco Cent ra l  c m o  r e i n t e g r o  de 
deuda u o t r o s  mecanismos que e v i t e n  
efe: tivamente que 10s fondos ingre-  
sen a l a  c o r r i e n t e  econbr,ica; o (2 )  
directamente a l a s  e n t i d a d e s  ejecu- 
b r a s ,  se$7 s e  d e s c r i b e  con mds 
a r p l i t u d  en e l  Art fculo  11, Secci6n 

d s t a l l a d a  rrds aSajo.  No s e  m n s i -  
derard  que ha habido monetizaci6n 
cuando 10s Fondos solamente s e  
t r a n s f i e r a n  de l a  Cuenta Espec ia l  en 
e l  BCCR a l a s  cuentas  indivic)Jales 
de l a s  i n s t i t u c i o n e s  e j e c u t o r a s  o de 
10s prozramas s e c t o r i a l e s  en e l  E C R .  

La A I D  y e l  GOCR convienen en que l a  
t a s a  de rnonetizacidn s e r d  e s t a b l e c i -  
da por e l  BCCR y que 10s c r i t e r i o s  y 
procedimientos para cumplir  con esa  
t a s a  de monetizacidn se rdn  e s t a b l e -  
c idos  mediante un convenio e s c r i t o  
adicio-1 s u s c r i t o  por  e l  GOCR y l a  
AID. 

Secdbn A, Resuaen be1 Rmgranra 
Stxfmial, Un total de 
C 3 , 3 3 5 , f a , m  =w- a1 
te&r -de &tc &cuedo para la 
grarpacilsn sectorbl dcl GOCR. E l  
m n t o  conprometido ser4 a s i p d o  par 
el  GOCR tal cam s i p :  

1. Sector:  A a. 850 millones % de colones se a s i g n a r  n a 1  I n s t i t u t o  
C o s t a r r i m e  de A c u e d ~ c t o s  y Alcan- 

b z m e  p a r t  of t h e  n a t i o n ' s  n m z y  
su?2!y, w i l l  be deane5 t o  have 
occurred when funds pro;rame$ 
under t h i s  Agrement a r e  Q i s b ~ r s e z l  
from i n d i v i d u a l  accounts es ta3-  
l i s h e d  wi th in  the BCCR i n  a c c o r s n c e  
w i t h  A r t i c l e s  I11 and I V  of t 3 i s  
Agreement (1) i n t o  t h e  accounts of 
t h e  i n d i v i d u a l  GOCR implement in^ 
i n s t i t u t i o n s  i n  m e r c i a l  haws, 
un less  t h e  funds w i l l  irrune3iately 
be re tu rned  t o  t h e  BCCR t n r o d p  
deSt repaymwlts o r  o t h e r  mecha0is;ns 
whia, i n  e f f e c t ,  prevent f u - 1 9 ~  
from e n t e r i n g  t h e  economy, o r  
( 2 )  d i r e c t l y  t o  t h e  im?le r ;e~ t ing  
e n t i t i e s ,  a s  f u r t h e r  descr ibed i n  
accordance w i t h  A r t i c l e  11, Sect ion 
D below. Monetization w i l l  not  be 
deemed t o  have occurred uhei  t h e  
Funds a r e  only  t r a n s f e r r e d  from t h e  
Spec ia l  Account i n  t h e  BCCR t o  t h e  
i n d i v i d u a l  accounts  of t h e  imple- 
menting i n s t i t u t i o n s  o r  s e c t o r  
programs e s t a b l i s h e d  wi thin  t h e  
BCCR. 

A I D  and t h e  GOCR a g r e e  t h a t  t h e  
r a t e  of monet izat ion w i l l  be esta5- 
l i s h e d  by t h e  BCCR and t h e  c r i t e r i a  
and processes  f o r  cunpliance w i t h  
t h e  r a t e  o f  monet izat ion w i l l  be 
es taS l i shed  through f u r t h e r  w r i t t e n  
agreement between the GOCR and A I D .  

AKTIILE II, Sector Prowamninq 

Sstion A. Sectco SLnc 

for [;DCR sector programing and the 
ammt crnnitted shall k assipEd 
by the 6CCU as tollors: 

1. Sector :  Water. 12850 
million w i l l  be ass igned  t o  the 
Costa Rican I n s t i t u t e  of Water and 
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z m a s  rclra:es y u r2a ias .  Las a z t i -  
vi%:es i ~ c i u i r d n  l a  const rucci6n de 
a - ~ e j u c t c s  r i r r a les  y mcli icipales y 
uqa e7c;es:a a e  neces i3a3es  de 
ayda.  Los o b j e t i v o s  p r o z r a d t i m s  
be1 2x3 son: 

a .  F o r t a l a c e r  e l  s e c t o r  de  agua 
po taS le ,  que e s  e s e n c i a l  e n  e l  
mejorarniento de l a  s a l u d  y c a l i -  
dad de vida de 10s c o s t a r r i c e n -  
s e s ;  

b .  O r i e n t a r  e l  agoyo d e l  s e c t o r  d e  
agJa po ta2 le  p r i n c i ~ l ~ e n t e  para 
beneficia:  a l c s  gru?cs mds 
p3s te rgadss  de l a  po5laci6n; y 

c .  Ccq t ru i r  183 acueductos menores 
o r u r a l e s ,  9 acueductos mayores, 
y 25 a c u e d x t o s  m u n i c i p l e s .  

2. Sector :  
pa ra  e l  Traqsps r t e .  
r x i o ~ e s  s e  a s i g i a r d n  a 1  I n s t i t u t o  de  
F m e n t o  y ~ s e s o r i a  Municipal (IFAM) 
para  l a  const ruccidn y rnantenimiento 
de  c a r r e t e r a s  y puentes ,  y a l a  
Direccidn General .ae Aviacidn C i v i l  
pa ra  l a  const ruccidn y m n t e n i m i e n t o  
de ae ropuer tos .  E l  GOCR conseguird 
l a  colaboracidn d e l  IFAM, Aviacidn 
C i v i l ,  y e l  M i n i s t e r i o  d e  Obras 
Pl lb l icas  y Transpor tes  en  l a  ejecu- 
c i 6 n  del p r o g r a m  d e  i n f r a e s t r u c t u r a  
para el t r a n s m e .  10s o b j e t i v o s  
programdtias del gl;R son: 

b. Promover l a  i n c o r p o r a c i h  a l a  
ec&a national de cada una de 
l a s  regimes d e l  pafs; y 

c. C o n s t r u i r  y mejorar  unos 1.400 
kms de caminos (basandose m un 
c o s t o  prunedio dc a l r e d e d o r  de 
C240,OOO por k i l b n e t r o )  . 

j ~ ~ f - 3 - 3  - e n  ' <-. - - - - +  ? C  . - -  , L 5d----. d L _ >  

pztz:lp kite: p:3;:3-5 i 7  r-r-1 a?: 
urban a-a . - a s .  A c t i v i t i e s  vi;; 
i nc lude  c o ~ s t r u c t i o n  of  r u r a l  a x  
m ~ n i c i p a l  aqueducts  aqd a water- 
needs survey.  GXR program objec- 
t i v e s  a r e :  

a .  To s t r e n g t h e n  t h e  p o t a b l e  water 
s e c t o r ,  which i s  e s s e n t i a l  t o  
improvement of h e a l t h  and t n e  
q u a l i t y  of l i f e  of Costa Ricans; 

b. To o r i e n t  po tab le  water s e c t o r  
suppor t  p r i n c i p a l l y  t o  benef i t  
t h e  t h e  most disadva~:age? 

' -*  . segments of the  po?cl;o~lon; 
and 

c .  To c o n s t r u c t  180 smal l  o r  r u r a l  
aqueducts ,  9 major aqueducts,  
and 25 municipal  aqueducts.  

2. Sector :  
I n f r a s t r u c t u r e .  C740 
be  ass igned  t o  

T r a n s p o r t a t i ~ n  
m i l l i o n  w i l i  

t h e  National  
I n s t i t u t e - f o r  Municipal D e v e l o ~ e n t  
( I F A M )  f o r  t h e  c o n s t r u c t i o n  a7d 
maintenance of roads  and b r idges ,  
and t o  t h e  D i r e c t o r  General f o r  
C i v i l  Avia t ion f o r  a i r p o r t  construc- 
t i o n  and maintenance. The GOCR w i l l  
e n l i s t  t h e  c o l l a b o r a t i o n  of IFAM, 
C i v i l  Avia t ion,  and t h e  Minis t ry  of 
P u b l i c  Works and Transpor ta t ion  
(MWT) i n  implementation of  the 
t r a n s p o r b t i o n  i n f r a  s t r u c t u r e  
progran. CDW program objectives 
are: 

a, 70 Iupmuc Ve ixrtlaral m a d s  
and crmnrrlcatims r r e t d  of 
the anntry, as well as 
prevmtirp its detuioratiar,  

b. To promote thc i n t e g r a t i o n  of  
i n d i v i d u a l  regions of the 
c a m t r y  into thc n a t i m l  
economy; and 

c. To c o n s t r u c t  and inprove  some 
1,400 of r o a d s  and b r idges  
(based on a n  average  cost o f  
approximate ly  C240,000 per 
k i l a e  t er . 
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c;-3-2s SO a s i ~ ~ a r d n  a 1  I n s t i t u t o  
h;a3i3761 de ~ i v i e n r l a  y Urbanism 
(It;,'J) para l a  cons t rucc idn  y G n t e -  
n i r i m t o  de c e n t r c s  e s c o l a r e s  en 
c m ~ n i d a d e s  r u r a l e s  y urbanas.  E l  
G K ?  procurar6  l a  colaSoracidn d e l  
IhnlJ y e l  M F T  en l a  e j ecuc idn  d e l  
p rogama,  de conformidad con l a s  
p r i ~ r i d a d e s  que determine e l  E P ,  
Los o b j e t i v o s  prograrrdticos d e l  GCCR 
son: 

a .  Apoyar 10s M i n i s t e r i o s  de  Educa- 
c i6n  PGSlica y de Obras PS3l icas  
y T r a n s p x t e s ,  con l a  p a r t i c i p a -  
c i5n  d i r e c t a  de 10s c e n t r o s  
e d ~ c a t i v o s  y s u s  cornclnidades 
r e s g e c t i v a s ,  para d i s i n u i r  e l  
d e f i c i t  de a ~ l a s  y a tender  l a s  
mds urgentes  neces idades  de 
i n f r a e s t r u c t u r a  educa t iva ;  

5. LLevar a cab0 un pro;ram d e  
const ruccidn y ainpliacidn de  
e s c u e l a s  en zonas marginales y 
z z x s  r u r a l e s ;  

c. Lograr l a s  s i g u i e n t e s  metas d e  
const ruccidn y mejoramiento: 
const ruccidn de aproximadamente 
203 a u l a s  en  zonas r u r a l e s ,  
renovacidn y m a n t e n h i e n t o  de 
aproximadamente 50 escue las  
urbanas,  r econs t rucc idn ,  rehabi-  
l i t a c i d n  y recrbicacidn d e  
aproximadamente 144 a u l a s  afecc 
tadas pm el Wraodn UM, y 
cmstmcdbt y mgdlacidn de 
aproJdmdalmte4s,crcr* 

4, Sector: Siemstar y !mud 
Infantilo 300 rrnmp?c de a&ms 
se asigvrin a h Witirra de 
Cooperacidn Intemacionel para la 
Salud (OCIS) p a r a  l a  cons t rucc i6n  d e  
c e n t r o s  d e  b i m e s t a r  i n f a n t i l .  
Los o b j e t i v o s  programdticos del GOCR 
sm: 

3 .  Sec :;r : - -  --.:-- _ - - _ - - - _  . , .- I n f r 3 s t r ~ ~ t ~ ~ e .  c?+5 IT:-~~:- m i  
be a s s i p e ~  t o  tfie Na;io".ai irrSs7 
Hausilg I n s t i t u t e  (Iwu) f a r  
c o n s t r u c t i o n  an3 maintenance of  
r u r a l  and urban cm;runity p r i ~ ~ a r y  
schools .  The GOCR w i l l  s ecure  t n e  
coopera t ion  of  IWU and M S T  ii 
i m p l m e n t i n g  t h e  prosram i n  
conformance w i t h  p r i o r i t i e s  
determined by t h e  Minis t ry  cf  
Education ( E P )  . G E R  progra-I 
o b j e c t i v e s  a r e :  

a .  To suppor t  t h e  M i n i s t r i e s  of  
P u b l i c  Education and of P ~ 2 : i c  
Works and Transpor t ,  w i t :  t h e  
d i r e c t  p a r t i c i p a t i o n  of t 5 e  
s c h o o l s  and t h e i r  r e s p e c t i v e  
c m u n i t i e s ,  t o  reduce t h e  
classroom d e f i c i t  and t o  a t t e n d  
t o  t h e  most urgent  educa t ion  
i n f r a s t r u c t u r e  needs; 

b. TO implement a school m n s t r u c -  
t i o n  and expansion program i n  
marginal  m u n i t i e s  and r u r a l  
a r e a s .  

Achieve the f 01 lowing 
c o n s t r u c t i o n  and improvernmts 
t a r g e t s :  c o n s t r u c t i o n  of  
approximate ly  240 classrooms i n  
r u r a l  zones ,  renovat ion and 
maintenance of approximately 50 
urban s c h o o l s ,  r e c o n s t r u c t i o n /  
r e h a b i l i t a t i o n  and r e l o c a t i o n  
of a p p r o x i m t e l y  144 classroorns 
affected by Wricane &an, and 
anstructlm and eqm+lon nt 
~ ~ t e l y  45 smalls. 

4. w: Child Welfare 
a n d m t h .  C300millim clill be 
a s s i p d  t o  ttrc Office Tor 
X n t e m a t i w r e l  C o o p r a t l m  in Health 
(XIS) for the c o n s t r u c t i o n  o f  
& i l d  welfare centers. GOCR 
program o b j e c t i v e s  are: 

BEST AVAILABLE COPY 



b .  " n 2 ~ z i r  l c s  f n d i c e s  d e 
3 l s n u t r i c i 5 n  p ro te ico-ca lb r i ca  
e i t r e  n i k s  mensres de  c inco 
a5os de edad; 

c.  C o n s t r u i r ,  ampl iar  y meJorar 
aproxirrddmente 67 c e n t r o s  de 
cuidado i n f a n t i l ,  20 de 10s 
c u a l e s  e s t d n  j u n t o  a puestos  de  
s a l u d .  

5. Sec to r :  Desa r ro l lo  Cownzl .  
lE r r i l l m e s  de czlones  s e  as ignardn 
para a s i s t e n c i a  financiers a 
p r ~ y e z t o s  pequesos de d e s a r r o l l o  
m ~ m a 1  y/o peque?os proyectos  
produzt ivos .  Antes de l a  a s ignac idn  
de  l o s  fondos a l a  i n s t i t u c i d n  
e j e c u t o r a ,  l a  A13 y e l  GOCR 
accraa rdn  por e s c r i t o  l a  s e l e c c i d n  
de l a  i n s t i t ~ c i b n  e j e z u t o r a  
apro;liada Y 10s o S j e t i v o s  
esgecf  7ims para e l  p rogram.  

6. Sec to r :  Agr icu l tu ra .  320 
mi l lones  de  colones  s e  as ignardn a 1  
Consejo ~ a c i o n s l  d e  Produccidn (CW) 
para s u  r e e s t r u c t u r a c i d n  y moderni- 
zaz idn  y para  a c t i v i d a d e s  de  apoyo 
a 1  pequefio a g r i m l t o r .  Los o b j e t i -  
vos p r o g r a d t i c o s  d e l  GOCR son: 

b. la pa^ la a u t d i d e n c i .  
operati- y tinanriaa del 
ptograraa dc cstabilizacidn de 
p r m  y e v i t a r  b s  

c. Wjorrr la -ridad * los 
pequeibs y medianos a g r i w l t o r e s  
y mejorar  10s s i s t e m a s  de merca- 
deo y manejo de 10s p r o d c t o s  
a g r f c o l a s  mediante a c t i v i d a d e s  
de a s i s t e n c i a  t k n i c a ,  mejor 

b )  To reduce p r o t e i n / c a l o -  
r i c  m l n u t r i t i o n  i n d i c e s  anon; 
m i l d r e n  under f i v e  yea r s  of age;  

c )  To c o n s t r u c t ,  expan:, 
and improve approximately 67 
m i l d - c a r e  c e n t e r s ,  20 of whim a r e  
a t t a e h e d  t o  h e a l t h  p o s t s .  

5. Sector :  C m n i t y  D e v e l o p  
ment. C l O O  m i l l i o n  w i l l  be - a s s l g n e 3  f o r  f i n a n c i a l  a s s i s t a n c e  
t o  small c m u n i t y  d e v e l o p e n t  
p r o j e c t s  and/or  t o  smal l  production 
p r o j e c t s .  P r i o r  t o  t h e  assigrrnent 
of funds t o  t h e  imglenenting 
i n s t i t u t i o n ,  A I D  and t h e  GOCR shall 
f u r t h e r  a g r e e  i n  w r i t i n g  on t h e  
s e l e c t i o n  o f  t h e  a p p r o p r i a t e  
implementing i n s t i t u t i o n  and on t h e  
s p e c i f i c  o b j e c t i v e s  f o r  t h e  program. 

6. Sec to r :  A r i c u l t u r e  
C320 m i l l i o n  w i l l  be %mi provl  e 
t h e  Na t iml Product ion Council 
(CW) f o r  i t s  r e s t r u c t u r i n g  and 
modernization,  and f o r  a c t i v i t i e s  
i n  suppor t  of  t h e  smal l  l a m e r .  
GOCR program o b j e c t i v e s  are :  

a. To modernize, r e s t r u c t u r e  and 
decentralize t h e  W; 

-eve cpeatiaral end 
fimncfil sdf-sutficienty of 
the! prim stabil iation 
eml amid S e s .  

c. m inpm? w v i t y  OI 
small and mediun farmers and 
improve the marketing systems 
and handlFng of the farmers '  
produce through technical 
a s s i s t a n c e  a c t i v i t i e s ,  improved 
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-*l-i5b.--: 4 -  - 3 -  3~ 12s i ~ v e ~ t a -  
-; ̂.C 
A A & -  es:ar :ecis ie~to de un 
a r c ~ i v o  madelo de inforrraci61-1, y 
nsjoras  en l a  planta de rezibo 
qds re3uzirfan 10s costos de 
p r o - e s a r i e ~ t o  en un 10 por 
ciento.  

7 .  Sector: Vivienda Rural. 
345 millones de colones s e  asignardn 
a 1  Institute Mixto de Ayuda Social  
( IMS)  para f inanciar  viviendas 
ru ra l e s  de bajo costo. E l  program 
serd llevack a cab0 de nanera t a l  
Clue garant ize l a  c m p l e t a  
recuperacidn de 10s gastos de 
c a p i t a l ,  y gastos de operacibn. Los 
oh ~ j e ~ i v o s  ' p r o j r a ~ d t i c o s  de l  G E R  son: 

a .  Contribuir en l a  solucidn d e l  
pro5lerra de vivienza en l a s  
zonas ru ra l e s ;  

b. Froporcionar, a t raves  de l a  
autoco1strilcci6n, ayuda mcrtua u 
o t ro  sisterra estaSlecido de de 
financiamiento para vivienda, l a  
construcci6n de viviendas para 
f a c i l i a s  de escasos recursos 
econbicos .  

c. Proporcionar alrededor de 1.000 
soluci  ones de v i v i  enda . 
8. Sector: Financiamiento a 1  

Sector Pcblico. C335,/41,500 se 
asigrlardn a 1  BCCR para reducir  s u s  
p k d i d a s  d e  operacibn. 10s 
obje t ivos  prograndtias del son: 

de has ta  e l  cinco por' c i en to  de 10s 

i?vs-lt::y r2-2 -,- -L-o-L  - - 2-1 

e s t j > : i ~ ? ~ ? t  C: a r z s t s r  
i n f o r ~ a t i o n  f i l e ,  a33 receivin* 
p l a n t  imj rove~en t s  t h s t  sclould 
reduce processing cos t s  by 13 
percent. 

7. Sector: Rural Housinq. 
C315 mil l ion w i l l  be provide3 t o  
the  Social  Assistance I n s t i t u t e  
(IMAS) fo r  low-cost r u r a l  h o ~ s i n g  
finance. The program w i l l  be 
implmented so  a s  t o  guarantee f u l l  
cost recovery of c a p i t a l  e x p e ~ e i -  
t u re s  and operating costs. GX1 
program objec t ives  are:  

a .  To contr ibute t o  a so lu t ion  t o  
the  housing problem i n  ru ra l  
zones; 

b. To provide, through se l f -he lp  
construction, mutual ass i s tance ,  
or  establ ished housing-finance 
systems, housing construction 
fo r  low-income famil ies .  

c. To provide f o r  approximately 
1,000 s h e l t e r  solut ions.  

8. Sector: Public  Sector 
Finance. C335,741,5DO wlll be 
provided t o  the  BCCR t o  reduce i t s  
operating losses, The CDCR program 
abpctiuer are: 

4. To rcduec the emsciuatcd 
@uc - * f t  d 

Section B. Use of F v d s  f o r  
Financial Manapement. The COCR is 
authorized t o  use of t o  f i v e  
percent of the fvds provided f o r  
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cri::c ,-:a (:j z ~ s a r r s i l a r  o m ? j +  
ra; i z s  sist5,-as y p r o c e d i n i e ~ t o s  
u:i!iza~:s t a n t o  pcr  l a s  e n t i a a a e s  
e j e c d t z a s  c m o  por e l  G X R  , y/o  
( 2 )  r e a i i z a r  a ~ d i t o r f a s  f i n a n c i e r a s  
y de  c u n ~ l i m i e q t o  n e c e s a r i a s  pa ra  
l o s  pra ; rar~as .  

Secc i6n  C .  Asignacibn de Fondzs por  
P a r t e  d e l  GE8. A 1  s u s c r i b i r  este 
AcuerJo, A13 conviene  en  que  que e l  
GXR p o j r d  a s i g n a r  fondos  pa ra  10s 
pro;raqas d e s c r i t o s  y h a s t a  pDr 10s 
rrontos des ignadas  en l a  Secc i6n  A .  
a n t e r i o r ,  de  acuerdo con s u s  
r e q - i s i t o s  de d o c m e n t a c i 6 n  i n t e r n o s  
s i n  que n e z i e  un acue rdo  e s c r i t o  
a l i c i o n a l  co? l a  A I D ,  exce? to  pa ra  
e l  p r z ~ g r a r ~ a  do a?oyD a 1  s e c t o r  de  
D e s & r r z l l o  C m ~ q 1  d e s c r i t o  e n  l a  
%bse,-ci6n 4 a n t e r i o r ,  e l  c u a l  
r e q u i e r e  acc ionos  a d i c i o n a l e s  
e s p e c l f i c a s  a n t e s  de  a s i g n a r  
fondos .  Las t r a n s f e r e n c i a s  y 
desomS3lsss  e f e c t u a d ~ s  despues  de  l a  
a s i g n a c i 5 n  se rd?  hechos c o n f o n e  a 
10s p r s c e d i ~ i e n t o s  e s t a b l e c i d o s  en 
l a  Secc i5n  D s i g u i e n t e .  

Sezc ibn  D. R e s p m s a b i l i d a d e s  d e  
l a s  P a r t e s  

1. ResponsaS i l idades  d e l  GOCR. 
E l  GOCR, por  medio d e l  M i n i s t e r i o  
d e  l a  ~ r e s i d e n c i a  (el  c u a l  c o n t a r d  
a n  l a  ayuda  de l a  O f i c i n a  de 
C o n t r o l  y Segu imien to  y la Unidad de 
EJearcibr del PL 480 dcl C C i n i s m i o  
de Q l a n i f h d h ) ,  wifioori  qa el 
d i d ,  ~)carcih,  Y 
tvaluacm * los pmparros - arnc 
m-= 
a, Aprobando a c t i v k f a d e s  sectoria- 

l e s  e s p e c f f i c a s  basadas en l a  
r e v i s i b ,  de su s o l i d e r  programd- 
t i c a ,  a d n i n i s t r a t i v a  y financie- 
r a  y e n  UM m s i d e r a c i b n  ade- 
cuada d e l  impact0  ambien ta l ;  

€ 3 ~ -  c C  t ? 2  a L - . , =  -~.--j~szrik: ; : 2 ; ~ 2 - ~  

t z  (1; C ? . E : ~ ?  c r  i,-p;:;~e '--;-- 
c i a 1  sys t e - s  and p i s c e J u r e s  us?: by 
e i t n e r  t h e  im?leneqt ing  e n t i t i e s  
o r  t h e  GXR, and/or  ( 2 )  conduct  
nezes sa ry  f i n a n c i a l  and com??lance 
a u d i t s  o f  t h e  programs. 

S e c t i o n  C. GOCR A s s i g m e n t  of 
Funds. I n  s i g n i n g  t h i s  Agreer~ent ,  - 
A I D  a g r e e s  t h a t  t h e  GXR may 
proceed t o  a s s i g n  funds  f o r  the 
programs d e s c r i b e d  and up t o  t h e  
amounts d e s i p a t e d  i n  S e c t i o n  A 
above, a c m r d i n g  t o  i t s  i n t e r n 2 1  
d o c m e n t a t i o n  r equ i r emen t s  wit5z1ut 
f u r t h e r  w r i t t e n  agreement w i t h  A S ,  
excep t  f o r  t h e  Cmmi t y 
Development s e c t o r  suppor t  program 
d e s c r i b e d  i n  SuSsec t ion  4 a b ~ v e ,  
which r e q u i r e s  s p e c i f i c  a d d i t i o n a l  
a c t i o n s  p r i o r  t o  a s s i g r n e n t  of  
funds.  T r a n s f e r s  and d isbursements  
a f t e r  a s s i g m e n t  w i l l  be i n  
accordance  w i t h  p rocedures  s e t  f o r  
i n  S e c t i o n  D below. 

S e c t i o n  0. R e s p o n s i b i l i t e s  of  t 5 e  
P a r t i e s .  

1. GOCR R e s p o n s i b i l i t i e s .  h e  
GOCR, through the Min i s t ry  o f  t h e  
p re s idency  T a c h  w i l l  be- a s s i s t e d  
by the Office of Contra1 and Fallow- 
rg and the M i n i s t r y  of P l a r n i n g l s  
Pl 480 Ihit), rill 
CCISLIZY COICd -, AnQkentrtion, 
mnitorirrg afd eaAuzim uf rn 
-by: 

a. A p p r o v h g  W v i ~ l  sectnr 
a c t i v i t i e s  based  on  review o f  
p r o g r a m t i c ,  a d n i n i s t r a t i v e ,  
and  financial soudness, and 
adeqwte c o n s i d e r a t i o n  o f  
e n v i r o r m e n t a l  impact;  
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r - - - - -  . . . ,= ,, SS;-:-~?-,:C a l a s  a c t i v i -  
C 3 3 e s  r s f e r e ~ t e s  a l a  aSn in i s -  
t r a c i 5 n  f i n s n z i e r a  y progreso  
g l a z e 1  de 10s p r o j r a m s ;  

c .  V e r i f i c a n j o  que 10s programas y 
m e c a q i s ~ o s  d e  e j e c u c i h  Sean 
c o n g r ~ e n t e s  con l a s  c l d u s u l a s  de 
p ~ l f t i c a  de  10s Acuerdos ESR, 
con e s ~ e c i a l  a t e n c i d n  a l a s  
c l d u s u l a s  r e l a t i v a s  a p r o g r a m s  
de  v iv ienda;  

d .  ~ s o g u r d n d o s e  d e  que  10s fondos 
pro;rarra3es s e  usen pa ra  apoyar 
l a s  c a t e p r f a s  s e c t o r i a l e s  que 
s e  acuerZsn por este medio; 

e .  Real izands  eva luac iones  de  10s 
pro j raTzs ;  

f .  Poniendo a d i s p o s i c i 6 n  d e  l a  A I D  
o s u  r e p r e s e n t a n t e ,  pa ra  que l a  
e x a ~ i n e ,  l a  docummtacibn r e l a -  
t i v a  a 1  uso de  10s fondos en  
m n e 3 a  l o c a l ,  secjljn se d e t a l l a  
en l a  Secci6n E aBajo; 

M n t e n i e n d o  r e g i s t r o s  c o n t a b l e s  
d e  acuerdo con r e g u l a c i o n e s  
e s t a b l e c i d a s  por l a s  l e y e s  
c o s t a r r i c e n s e s ,  s u f i c i e n t e s  para  
a d m i n i s t r a r  l a  programacidn y 
desembolso de 10s fondos  para  
apoyo s e c t o r i a l  y mos t ra r  e n  s u  
t o t a l i d a d  el  e s t a d o  en  que se 
e n c u e n t r a  la e j e d d n  de 10s 
programs. (Cada entidad 
ejecutora mantend registros 
mtablcs M a -  de 
c o n f ~  ton el m t f d n  m, 
SeCcLdn 8,)- 

n. v - i ? i a  oc &S 
auditorfas de lor p r o g r a m 5  dc 
mf ormidad an e l  Artf c u l o  IV .  , 
Seccidn D. ) 

. M ~ n i t o r i n ~  a c t i v i t i e s  wi:- 
r e z a r d  t o  f i n a n c i a l  m 7 a ~ r ; o n t  
an3 o v e r a l l  p r o s r e s s  of  t n e  
prosrams;  

c. Ensur ing  t h a t  programs an3 
im?lementat ion mechanisms a r e  
c o n s i s t e n t  with p o l i c y  covena3ts  
under t h e  ESi? agreements,  w i t h  
s p e c i a l  a t  t e n t i o n  t o  covenants  
r e l a t e d  t o  housing programs; 

d. Ensur ing  t h a t  the funds  pro- 
g r a m e d  a r e  used t o  suppor t  t5e 
s e c t o r  c a t e g o r i e s  agreed upon; 

e. Conducting e v a l u a t i o n s  o f  t h e  
programs; 

f .  Making a v a i l a b l e  f o r  examina- 
t i o n  by A I D  o r  i t s  rep resen-  
t a t i v e  documentation r e l a t i n g  
t o  l o c a l  currency u s e ,  a s  
d e t a i l e d  i n  S e c t i o n  E of  t h i s  
Article; and 

g. Main ta in ing  account ing  r e c o r d s  
i n  accordance  wi th  the regula-  
t i o n s  e s t a b l i s h e d  by t h e  Cos- 
t a  R ican  laws,  s u f f i c i e n t  t o  
manage t h e  p r o g r a m i n g  and 
d isbursement  of  the s e c t o r  sup- 
p o r t  f u n d s  and t o  f u l l y  d i s -  
c l o s e  the s t a t u s  of implementa- 
t ion o f  the program.  (De ta i l ed  
a c c o m t i n g  records w i l l  tR . 
maintained by eah lnplmting 
ent i ty  acwnhnce dth 
Rrticlt N, Sectiorr %.I 

tr, E ~ i r p ~ t U d i t s ~ t b ~  
gram m uldertakm in 
accordance with Article I V . ,  
Section D. 
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a .  C=rir cuentas  s-aradas en e l  
BSC2 d o  acuerdo con l a  Seccibn 
G. 1. d e s c r i t a  aSa jo;  

b. T r a n s f e r i r  y desembolsar 10s 
fondos, a s o l i c i t u d  e s c r i t a  de 
l a  A I D  y e l  G X R ,  de acuerdo con 
las  d i spos ic iones  de t ransferen-  
c i a  y desemSolso inc lu fdas  en l a  
Seccidn D d e s c r i t a  abajo ,  o de  
o t r o  modo, seg6n l o  convengan 
por e s c r i t o  e l  GOCR y A I D ;  y 

c .  P e r  docameqtaci6n a d e a a d a  
qve a s ~ e s t r e  l a  t r a n s f e r e n c i a  y 
desemS3l so de fondos. 

3 Fiesponsa3ilidades de l a  
A I D .  La responsa3i l idad de A I D  s e  r: * -  

A -  a r e v i s a r  l a  documentaci6n 
para d e t e n i n a r  que l a  moneda l o c a l  
fue  t r a n s f e r i d a  o desmbolsada a 
cuentas  acordes  con l a  programacibn 
s e c t o r i a l  presentada en e s t e  Acuerdo. 

a .  Opening s e p r a t e  accounts i n  
t h e  K C R  accordance with 
Sect  ion D. 1. below; 

Trans fe r r ing  and d i s t u r s i n g  
funds upon w r i t t e n  r e q u e s t  from 
A I D  and t h e  GOCR, i n  a c c o r d a c e  
wi th  t h e  t r a n s f e r  and 
disbursement p rov i s ions  
included i n  Sec t ion  D below o r  
a s  o therwise  agreed t o  i n  
wr i t ing  by A I D  and t h e  K C R ;  
and 

c. Maintaining adequate docunenta- 
t ion demonstrating t h e  t r a n s f e r  
and disbursement of t h e  funds. 

3. A I D  R e s p o n s i b i l i t i e s .  
A I D ' S  r e s p o n s i b i l i t y  i s  l i m i t e d  t o  
reviewing documentation t o  de te r -  
mine t h a t  l o c a l  currency was t rans -  
f e r r e d  o r  d isbursed t o  accounts  
m n s i s t e n t  with t h e  s e c t o r  program. 
ming presented i n  t h i s  Agreement. 

Sect ion E. Transfer  and Disburse- 
ment of Funds. 

- 

1. Transferencia  de Fondos 1. Trans fe r  of Funds 

a. E l  BCCR a b r i r d  w e n t a s  
separadas ,  que no devenguen 
i n t e r e s e s  en e l  mismo BCCRj a nombre 
de las i n s t i t u c i o n e s  ejewtoras o 
bien del sector especlfiw o 
c o n t r a p a r t i d a  que se f i n a m k u d  a 
d s  tar* thint. &as kwJl dC 
timarse este keucrdD; dentro del 
m i S t m ~ t l ~ ~ i o n a r Q .  
IaAIDmallstadclasars l tatr  
satisfacddn * la m. U am 
tambib proprrrcionar4 ma capia de 
l a  l i s ta  a1 GOCR. 

b. Ocntru cie 10s q u i n a  
d f a s  s i g u i m t e s  a1 rec ibo  de l a  lis- 
t a ,  l a  A I D  e n i t i r d  doamentacidn an 
i n s t r u c c i o n e s  a 1  BCCR para t r ans fe -  

a. The Ba=R w i l l  open a 
s e p a r a t e ,  non - i n t e r e s t  - bear ing 
account i n  the BCCR i n  the name of 
the implementing i n s t i t u t i o n s  nr t h e  
specific s e c t o r  or c o u n t e r p a r t  to 
be firrarrad mt later than m y  
days rftes the siqatrg af m i s  
4greUmt; ud rimin that we, 
the BCCR -11 mm to afI) r 
list Qt .t)r -s s a t l t t ~ y  
-AID. T n t f r P l l a l u ,  
prov ide  a a p y  of the list t o  the 
GOCR. 

b. Within f i f t e e n  days 
a f t e r  r e c e i p t  o f  the list, A I D  rill 
i s s u e  d w m e n t a t i o n  i n s t r u c t i n g  the 
BCCR t o  transfer funds  from the 
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c .  E l  BSZR con t ra f i rmard  
e l  b 3 c ~ n t n t o  p r e s e n t a j o  por l a  A I D  y 
e :e~:~ar6  l a  t r a n s f e r e n c i a .  

a .  E l  GCCR y l a  A I D  acor- 
dardn un procedimiento para  e l  de- 
semSalso de  fondos de l a s  cuen tas  
e s ? e c f f i c a s  d e l  BZCR a l a s  unidades 
e j e c u t o r a s  o a s u s  c u e n t a s  en  e l  
s i s t e n a  bancar io  n a c i o ~ l .  E s t e  
procedimiento r e f l e j a r d  10s mejores 
e s f u e r z o s  d e l  GCCR y de l a  A I D  para 
cun;lir con l c s  r e q u i s i t o s  de  ejecu- 
c i6n  d e l  prograd- manteniendose den- 
t r o  de 10s l h i t , e s  de monetizacibn. 
E l  BCCS v e r i f i c a r d  que s e  cumpla con 
10s l f n i t e s  de monetizacibn. 

b. Una vez que e l  proce- 
dirr,iento haya s i d o  aprobado, e l  BCCR 
podrd, a s o l i c i t u d  d e l  GOCR,  dese- 
b o l s a r  fondos de l a s  c u e n t a s  i n d i v i -  
d u a l e s  d e l  K C R  a l a s  unidades  e j e -  
c u t o r a s  o a s u s  cuen tas  en  e l  s i s t e -  
rrla bancar io  nac iona l  conforme a 10s 
procedimientos acorrjabos. 

Seccidn F. Informes. E l  GOCR 
acuerda propor-Cionar a l a  A I D  10s 
s i g u i e n t e s  informes d u r a n t e  l a  vi- 
gencia d e l  Acuerdo: 

1, Infomres  trimestrales de los 
desembolsos de las cumtat espe- 
c f t ' s  del BCCR tach lar uric 
dades ejetxtaras o Q ~ S  
m el sbteru bitmaxi0 mchml; 
Y 

2. Inf- smrstrales del fmgreb 
so global dc 10s p r o g r a m s  sec- 
t o r i a l e s .  

c .  The BCCR w i l l  couqter-  
s ign  t h e  dxument  presented by GI3 
and e f f e c t  t h e  t r a n s f e r .  

2. Disbursement of Funds. 

a .  The GCCR and A I D  w i l l  
ag ree  upon a procedure f o r  
disbursement of funds  from t h e  
i n d i v i d u a l  BCCR accoun t s  t o  t h e  
implementing i n s t i t u t i o n s  o r  t h e i r  
accounts i n  t h e  n a t i o n a l  banking 
system. m e  procedure w i l l  r e f l e c t  
GCCR and A I D  b e s t  e f f o r t s  t o  meet 
program implementation requirements 
whi le  complying wi th  monet iza t ion 
l i m i t s .  m e  BCCR w i l l  ensure  
a m e r e n c e  t o  monet iza t ion limits. 

. b. Once t h e  procedure has  
been approved, t h e  BCCR my, a t  t h e  
reques t  of t h e  GOCR, d i s b u r s e  funds 
out  of t h e  l n d l v i c b a l  BCCR accounts  
t o  t h e  implementing i n s t i t u t i o n s  o r  
t o  t h e i r  accounts  i n  t h e  n a t i o n a l  
banking system i n  conformance wi th  
t h e  agreed procedures. 

Sec t ion  F. Reports .  m e  GOCR 
a g r e e s  t o   provide^^^ wi th  t h e  
fo l lowing r e p o r t s  dur ing  t h e  l i f e  
of t h e  Agreement: 

1. Quarterly repOrb m 
dlstxosamts fsan i r d i v d d r a l  
rn accomts t o  the 
irprsratirp -- ueh a- In ttu banking 
systap; md 

2. Sani-rmJal rcpaats m 
w m l l  V S  toward 
o b j e c t i v e s  of the s e c t o r  
progr-• 
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1. Fcrn:S-,lclto de l a  A7r3Sacidn 
de 1 s  LIZ. La ajrobacrbn par p a r k  -- 
a":; ce es:as ac t iv idades  sect-  
ria:es r e f l e j a  su conformidad con 
10s p rog rams  s e z t o r i a l e s  gloSales, 
basd-dase en QJe e l l o s  son coheren- 
t e s  con e l  Acta de Asis tencia  Exte- 
r i o r  y con e l  Convenio General .  La 
aprosacidn no s e  basa en una valora-  
c i67  tecnica  o c u a l i t a t i v a  de  l a s  
ac t iv idades  individuales .  

2 .  Aeje?bsito de  Fondas. S i  
suze3m e v m t o s  que den a i a  A12 
bases r a zma3 le s  para c r e e r  que e l  
G O 3  o cualquiera  de  l a s  unidades 
e j e zu t c r a s  han f a l l ado  en e l  cumgli- 
rniecitij de e s t e  Acuerjo, l a  A I D  podrd 
s o l i c i t a r  que s e  redeposi ten en l a  
Cutnia Esgecia l  cualesquiera  montos 
gas tadas  contra  l a s  normas de e s t e  
Acuer do. 

A R T I C U L O  Contrapar t ida  d e l  GOCR 
a Proyectos F inanc i ams  
Dor l a  A I D  

Seccidn A .  Resunen de  Program- 
c ibn  de l a  Contrapartida d e l  GOCA. 
E l  t o t a l  de 8a0 millones de  colones  
d i sponib les  bajo  e s t e  Acuerdo curio 
fondo de  con t r apa r t e  para l a  progra- 
macidn de 10s Proyectos de  A I D  se 
campromete bajo el Proyec to  de Con- 
s o l i d a t i h  de la Zma Wrte m t o m  
a1 Acuerdo firmado el 22 de a p t 0  
d c 1 9 8 8 g a t l a A l D y e l  m a e l  
e l 6 0 0 R Q l W i ~ ~ r n ~  
1.058 dt CgPD 

t r a p a r m  d proyecto. 

Semith0. RelrponsabUdades dc 
l a s  P a t e s .  Las r e sp tn sab i l i dades  
de l ineadas  on esta seccibr son  r e l a -  
t i v a s  ikicamente a l a  a d n i n i s t r a c i b n  
de 10s recursos  de m t r a p a r t i d a  en 
m d a  l o c a l  cgprmtidos a1 tenor  
d e  este Acuerdo. 

1. Basis  of A X  ,4?2rova?. 
A I D ' S  a?praval of these  se:t;r 
prosrams r e f l e c t s  concurrence i n  
the  o v e r a l l  s ec to r  programs on the  , 

b a s i s  t h a t  they a r e  c o n s i s t e n t  wit? 
t h e  purposes 07 t h e  F c r e i p  
Assistance Act, and w i t h  tne 
General Agreement. The approval 
i s  not based upon a t e chn i ca l  nor 
c p a l i t a t i v e  assessment of tho 
i nd iv idua l  a c t i v i t i e s  include3 i n  
t h e  s ec to r  program. 

2. Redeposit of Funds. I f  
events  have occurred t h a t  g ive A12 
reasonable grounds t o  be l i eve  t h a t  
t h e  GOCR o r  any GOCR implementins 
e n t i t y  has  f a i l e d  t o  comply wi th  
t h i s  Agreement, A I D  may r e q u i r e  tfie 
redepos i t  i n t o  t h e  Special Account 
of any amounts expended i n  
v io l a t i on  o f  t h i s  Agreement. 

ARTICLE 111. GOCR Counterpart  t o  
AID-financed P ro j ez t s  

Sec t ion  A.  GOCR Counterpart  Pro- 
r a m i n g  Sunmary. R e  Total  C%$O 

t i l l i o n  made a v a i l a b l e  under t h i s  
Agreement f o r  counte rpar t  t o  A I D  
p r o j e c t s  programning i s  convnitted 
t o  the Northern Zone Consolidation 
Project pursuant  t o  the agreement 
sf- on August 22, 1988, 
between CUD and tnc 6UX in rh ich 
the - .greed ta prwldt C1.058 
~ f l a r E a n t a p o r t t o t t r e  
mj- 

Stctlm 8. Respansf b i l f t f e  or tne 
P a r t i e s .  The r e s p o n s i b i l i t i e s  out- - this section r e l a t e  o n l y  t o  
management of the cocn te rpar t  l o c a l  
currency r e sou rce s  ca rml t ted  m d e r  
this Agreement. 
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. . ,  . . 1. GX? Res=~s :c :~? ' . : es .  - 
The GXR, t f iouan  tne   ini is try OF 

n i s t r s c i 6 n  f i n a n c i e r a  de  l a  c o n t r i -  Planning .(MIDEPL~N), i s  r e s ? o n s i ~ l e  
bu3i57 de r n ~ t r a p ~ r t i d 3  com?rmetida f o r  t h e  f i n a n c i a l  r r a n ~ m e n t  of  t h e  
sezjjn l a  Seccibn .A a n t e r i o r .  coun te rpa r t  c o n t r i b u t i i n  c m ~ i t t e d  

under S e c t i o n  A above. 

2 .  R ~ s p o ~ s a b i l i d a d e s  de  A I D .  2. A I D  ResponsiSi1i:ies. 
La res?onsaSi l idad de  l a  A I D  s e  11- A I D ' S  responsi6i-rity is l i m i t e d  t o  
m i t h  a l a  r e v i s i d n  de  l a  docunenta- reviewing d o m e n t a t i o n  t o  deter- 
c idn  para determinar que 10s fondos mine t h a t  l o c a l  currency was t r a n s -  
en m~neda  l o c a l  fueron t r a n s f e r i d o s  f e r r e d  o r  d i sbursed  t o  a c m m t s  
o desembolsados a cuen tas  congruen- c o n s i s t e n t  with GOCR coun te rpa r t  t o  
t e s  con l a  programacidn d e  proyectos AID-financed p r o j e c t s  prozjrar- 
d e l  GCCR presentados  en e s t e  Acuerdo ming p resen ted  i n  t h i s  Agreement. 
m o  c o n t r a p a r t i d a  de  10s proyectos  
f inanc iados  por l a  A I D .  

3. Respmsab i l idades  de l  BCCR. 3. BCCR R e s p o n s i S i l i t i e s .  m e  
Las responsa9 i l ida3es  d e l  K C ?  s e  BCCR r e s p o n s i b i l i t i e s  a r e  s e t  f o r t ?  
e s t a b l e c e n  en e l  Ar t fcu lo  11, 2:- i n  A r t i c l e  11, Sec t ion  C.3. above. 
c i6n  C.3. d e t a l l a d o  anter iormente .  

Seccidn C . Transf e renc ia  y DesemSol- Sec t ion  C. T rans fe r  and Disburse- 
s o  de ~ o n d o s .  Los proce-s ment of Funds.' Procedures f o r  t h e  
ps ra  l a  t r a n s f e r e n c i a  y desemSolso t r a n s f e r  and disbursement of Funds 
de Fondos se es tab lecen  en e l  Ar- a r e  s e t  f o r t h  i n  A r t i c l e  11, 
t f c u l o  11, Seccibn D. S e c t i o n  0. 

ARTICULO I V .  Disposic iones  Generales ARTICLE I V .  General  P rov i s ions  

Seccidn A.  Prohibic idn.  Ninguno d e  S e c t i o n  A. P roh ib i t ion .  No funds  
10s fondos de e s t e  Acuerdo se usard under t h i s  Agreement w i l l  be used 
pa ra  c a p a c i t a c i d n  p o l i c i a l  o con f o r  p o l i c e  t r a i n i n g  o r  f o r  m i l i t a r y  
p r o p d s i t o s  m i l i t a r e s  o p a r a m i l i t a r e s .  or p a r a m i l i t a r y  purposes. 

Secci6n 0. Contabi l idad y Regis t ros .  
El GUX v d f i c a r d  que las entidades 
e jecutoras respmsables d e s i m s ,  
--man, - -, 
F, w-, -I Y -a 
emdemia -1 dC aQ1CtdD Qn 

m- - Is-=-- 
mb-, -- Onrr - 
t o t a h t e  b s  grstos y el rsdbo dc 
bferm y # n i t i o s  a 1  tm de este 
W e r d o .  I p l n a n t e ,  E l  GOCR se 
asegura rd  de quc 10s registros ti- 
nanc ie ros ,  doamentac idn  de apoyo y 
t o d a  o t r a  doamentac idn  p e r t i n e n t e s  
a este Awerdo sean ~ n t d d 0 ~  por 
l a  midad e j e c u t o r a  w r r e s p o n d i e n t e  

S e c t i o n  0 .  Accounting and Records. 
The GOCR bll assure t h a t  i t s  
desigvttd responsible i i p l e a m t i n g  
entities, as 4QJxogriate, rill 
d n t a h  boob, mmr€k, doerrsats, 
r r d a t h c r ~ ~ l r l  - rfm ~ l l y  accepted 

sdxtmuate ~ t l l r e s  a 
ncclpt ot goods and s e r v i c e s  vrder 
this Agreement. SimLlarly, the 
C;O(=R s h a l l  a s s u r e  that f i n a n c i a l  
records, scppor t ing  doaments, and 
a l l  other rewrds p e r t i n e n t  t o  this 
Agreement shall be maintained by 
the r e s p o n s i b l e  e n t i t y  f o r  a p e r i o d  
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r e s l i z a m  ba ja  e s t e  Acuerdo. La A I D  
a s o l i c i t u d  suya tendra' acceso opor- 
turn a l a  doculnentacibn dt apoyo y 
pozrd v i s i t a r  10s l u g a r e s  en donde 
s e  115ven a cab0 l a s  a c t i v i d a d e s ,  
seg ih  sea  a p r w i a d o ,  mn el f i n  be 
v e r i f i c a r  que s e  cumglan 10s tCrmi- 
nos de e s t e  Acuerdo. 

Secci6n C . Audit o r f  a s. Exdmenes de  
10s prograrras f inanc iados  b a j o  e s t e  
Amerdo en forma de  a u d i t o r f a s  s e  
l l e v a r d n  a cab0 a 1  menos una vez 
den t ro  de un perfodo d e  1 2  meses 
l u e p  d e  haberse  i n i c i a d o  cada 
programs de a s i s t e n c i a  s e c t o r i a l  y 
d e s g d s  de e s t o  a 1  menos una vez 
cacia dos  aiios. Tarbibn habrd una 
a u d i t o r i a  de  c i e r r e  para ca5a uno de  
10s p r o g r a m s ,  T a l e s  a u d i t o r i a s  
serdn hechas por l a  Con t ra lo r fa  
General  de  l a  RepCSlica de  acuerdo 
con s u s  f a c u l t a d e s  l e g a l e s  o por 
f irrnas c o n t a s l e s  prjblicas 
e s t a 3 l e c i d a s  en Costa Rica seg3n 
p r d c t i c a s  c o n t a s l e s  acep tab les .  Se 
proporzionard a l a  A I D  una cogia  de  
togas 10s i n f o r n e s  de a u d i t o r f a .  

Seccidn D. Uso de  10s Fondos. A 
menos que l a s  p a r t e s  convengan de  
o t r a  f o r m  f o r  e s c r i t o :  

1. S a l a r i o s  y Suplemmtos. E l  
GOCR s e  a segura rd  de que a r a l q u i e r a  
de l o t  fondos p r o p o r c i m d o s  b a j o  
estc Acuerdo spe se uoc para pagar 
s a l a r i o s  y asigraci- a cnpludos 
d e l G I l C R v r i i ~ * . l m ~ n ,  
P r s a a p C 1 . ~ t i c h ~ l a s  
byes, =@= Y -- 
a X = R g J e n O u l P n ~  
s o l i c i ~ ,  y QJe dc m a  m e  rr, 
se esti4n p r o p o r c i m n d o  
dup l i cados  o suplementarios.  

2. Costos Locales. Los fordos 
proporcionados b a j o  este Aarerdo se 
usardn pr incipalmente  pa ra  f i n a n c i a r  

o f  t7r'e yei;rs f z 3 -  tt?' 53:' c' :-? . --  l a s t  d i s b ~ r s m e ~ t  h?;eu?:?r. H - ,  

s h a l l  have t ime ly  a c c e s s  t 3  
suppar t ing documentation and s ? a l l  
be a b l e  t o  v i s i t  a c t i v i t y  s i t e s ,  
a s  appropr ia te ,  i n  o r d e r  t o  
v e r i f y  compliance w i t h  t h e  t e r , ~ s  
of this Agreement. 

Sec t ion  C. Audits. Examination of 
t h e  programs-anced under t h i s  
Agreement i n  t h e  form of  a u d i t s  
s h a l l  be made a t  l e a s t  once wi tn in  
t h e  12-month pe r iod  fol lowing t 3 e  
i n i t i a t i o n  o f each s e c t o r  
a s s i s t a n c e  program and t h e r e a f t e r  
a t  l e a s t  once every  two years .  
There s h a l l  a l s o  be a c l o s i n g  a u d i t  
f o r  each of t h e  programs. The 
a u d i t s  w i l l  be made by t h e  
C o n t r o l l e r  General of t h e  Republ ic  
i n  accordance w i t h  i t s  l e g a l  
a u t h o r i t i e s ,  o r  by independent 
p u b l i c  accounting f i r m s  o rgan ized  
t o  do business  i n  Costa Rica i n  
accordance w i th  normal accoun t ing  
p r a c t i c e s .  A copy of  a l l  a u d i t  
r e p o r t s  s h a l l  be f u r n i s h e d  t o  A I D .  

Sec t ion  0. Use of Funds. Except 
a s  t h e  P a r t i e s  may o the rwise  a g r e e  
i n  wri t ing:  

1. S a l a r i e s  and Supplements. 
The GOCR shall e n s u r e  t h a t  any 
funds provided rrndez t h i s  Agreement 
used to pay salaries and allowances 
b eOCR mglnyees shall G paid a t  
m N ~ m i 3 n t n a t  
pemimsluda a ,  zulcs 
. n d - t t e m  
govrrnirp - paylaslts -=J, 
arrd that rm zhgUcate or s@emmt 
p a w s  ure k i n q  provided f r u n  
another source. 

2. Local  Costs.  Funds 
provided d e r  t h i s  Agreement w i l l  
be  used p r i n c i p a l l y -  t o  f i n a n c e  
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c 2 s ' _ z 5  1;32:15 (57 C C ~ Z T ~ S )  de 
C S ~ ? ~ S  y srrvici2s. Los b ienes  
i n? s r t sg s s  a 1  pafs  rnediante c a r n i e s  
CD-~ercia ios ,  per0 no especfficamente 
i n ? o r t a m s  para un proyecto o 
p r o s r a ~ a  de d e s a r r o l l ~ ,  son 
eie;i t i les,  en t an to  Sean pagados en 
colones  en  Costa Rica y que su 
fuen te  y or igen sea 10s Estados 
Unidos y naciones d e l  mundo l i b r e .  

3 .  v i a j e s  y v id t i co s .  Para  
togas  l a s  ac t iv idades  que s e  r e a l i -  
cen a 1  tenor  de e s t e  Acuerdo que 
reqclieran de v i a j e s  y v i d t i c o s ,  10s 
m n t o s  mdximas que un v i a j e r o  i nd i -  
v idua l  reciba en reemSols3 serdn 
f i j a d a s  corlfo*me a 10s procedimien- 
t c s  e s t ab l ec idos  en l a  unidad e jecu-  
tars. E l  t o t a l  pagadc por v i d t i c o s  
m deSerd excecjer l a s  t a s a s  de vid- 
t ims  f i j a 3 a s  p3r e l  Gobierno de 10s 
Estados Unidos, a menos que l a  A I D  
convenga de o t r a  forma por e s c r i t o .  

Seccidn E. Prec ios  Razonables. Las 
unidades e j e cu to r a s  no pagardn &s 
que 10s p i ec io s  razonables por l a  
adquis ic idn  de bienes y s e r v i c i o s  
f inanc iados  p a r c i a l  o to ta lmente  
ba jo  e s t e  Acuerdo. Tales  b ienes  y 
s e r v i c i o s  s e  procurardn mediante e l  
em?leo de p rdc t icas  ccmercia les  
j u s t a s  y cor rec tas .  Para  todo 
t r a b a j o  se obtendrdn c o t i t a d o n e s  
compet i t ivas  de a w e r d o  con l a s  
l e y e s  de Costa Rica. 

CI mums p~ 1- anvcng~n de 
atre tenno m b ,  la fed-a dt 

d? la t b a n c i a d h  
t rp la l  y db mtraprtida ubkrt~s 
p ~ ~ e t t t A c u m b , w i d 8 d e  
Diciembre de 1993, fecha en l a  ma1 
todos  10s s c r v i c i o s  f inanc iados  a1 
temr de este Acuerdo ya habrdn s i d o  
r e a l i z a d o s  y todos  10s b i enes  
f inanc iados  ba jo  este A m r d o  habrdn 
sido entregados para  10s p r o g r a m s  y 
m t r a p a r t i d a  m t e r r p l a d o s  ba jo  este 
Acucrbo. 

1 ( c  c a s t s  o? g;:ts a - z  
se rv ices .  GmZs i n p r t ~ d  17;: t -5  
country throug? C ~ T ~ T C ~ S ~  
channels,  but  not s p ~ c i f i c a l l y  
imported f o r  a p r o j e c t  o r  
development program, a r e  e l i ~ i S l e ,  
so  long a s  they a r e  paid  f o r  i n  
colones i n  Costa Rica and t k i r  
source and o r i g i n  is t h e  Unite3 
S t a t e s  and free-world na t ions .  

3. Travel  and Per  Diem. For 
a l l  a c t i v i t i e s  under t h i s  Agreenent 
t h a t  r equ i r e  t r a v e l  and per  diem, 
t h e  m a x i m  amounts t h a t  an 
i n d i v i d ~ a l  t r a v e l e r  may be 
reimbursed s h a l l  be t h e  a w u n t  
provided f o r  i n  t h e  i n p l m e ~ t i n g  
e n t i t y ' s  e s t a b l i s h e d  p r o c e d ~ r e s .  
The t o t a l  pa id  f o r  per  diem may not 
exceed Government of t h e  United 
S t a t e s  per diem r a t e s ,  un l e s s  A I D  
otherwise agrees  i n  wr i t i ng .  

Sect ion E. Reasonable Pr ices .  
Im2lmenting i n s t i t u t i o n s  s h a l l  pay 
no more than reasonable  p r i c e s  f o r  
t h e  procurement of goods and 
se rv ices  f inanced i n  whole o r  i n  
pa r t  under t h i s  Agreement. Such 
goods and s e r v i c e s  w i l l  be procured 
by employing f a i r  and good 
commercial p rac t ices .  Competitive 
quotat ions  f o r  a l l  work w i l l  be 
obtained a s  requ i red  mder Costa 
Rican law. 

ARnCLE: V. E f t e c t i v e  Life nf the 
Agreement 

EaqJz .smePut ia . rpyOt t r r \d3c  
PehC*-,-Eanplctiar 
*te s e c e  pmgmtl nrrd - rlnancing by 
this A g r e e m e n t ,  uhich is Oeoernkr 6, 
1993, i s  the d a t e  by r N c h  a l l  
s e rv i ce s  financed ude r  this 
Agreement w i l l  have been performed 
and a l l  goods financed uder the 
Agreement w i l l  have been furnished 
f o r  the programs and counte rpar t  
c o n t m l a t e d  under t h i s  Agreement. 
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E s t e  f :~e rz :  e s t 2  prz7sraoz t a n t o  en 
il;lSs ca-3 e7  Es?aSol. En c a s 3  a e  
a-:igYoza: o c o n f l i c t 3  e n t r e  l a s  dos  
v e r s i m e s ,  re;ira' l a  v e r s i d n  e n  Es- 
p a i ~ l .  

EN FE DE LO CUQL,  l a  RepGalica d e  
Costa R ica ,  e l  Banco C e n t r a l  de  Cos- 
t a  R ica ,  y 10s E s t a d o s  Unidos de 
Ans r i ca ,  cada uno ac tuando  po r  medio 
d e  s u s  r e p r e s e n t a n t e s  debidamente 
auto:izad3s, han hecho que  e s t e  
Azuer io  s e  f i rme  en  s u  nomare y r i g e  
a p a r t i r  de  l a  fecha  y a6o d e l  mism3. 

BANCO CENTf'i DE C0STA RICA 

T?is  A;:os,erlt i s  p r e ? a r t j  ir, ~ z t 5  
Ena l i sn  a n 3  Span i sh .  I n  t h e  eve7 t  
of am3igui ty  o r  c o n f l i c t  b e t e e n  
t h e  two v e r s i o n s ,  t h e  Engl i sh-  
l a n g ~ a g c  v e r s i o n  w i l l  p r e v a i l .  

I N  WITNESS WHEREOF, t h e  Re?ublic  of  
Costa R ica ,  the C e n t r a l  Bank o f  
Costa R ica ,  and  t h e  Uni ted  S t a t e s  
of  Aner ica ,  each a c t i n g  through i t s  
du ly  a u t h o r i z e d  r e p r e s e n t a t i v e ,  
have caused  t h i s  Agreement t o  be 
s igned i n  their  names and d e l i v e r 2 5  
a s  of  t h e  day and year  of  t h i s  
Asreement . 

U N I T E D  STATES ff A n I S A  

Director 
USAID/Costa Rica 
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( c o l o n e s )  

S e c t o r  S u p ~ o r t  
A w v o  S e c t o r i a l  

Water  
Agsa 

- 1 r a n s 7 c r t a t i o n  i n f r a s t r u c t u r e  
I n r r a e s t r u c t d r a  p;ra e l  T r a ~ s ? z r t e  

E o u z a t i o n  I n 7 r a s : r u c t u r e  
I n f  r a e s t r x t u r a  p;ra E d u c a c i 6 n  

m i l d  W e l f a r s  and H s a l t h  
S i n e s t a r  y S a l u 3  I q f a n t i l  

A g r i c u l t u r e  
L z r i c ~ i t u r a  

R u r a l  Hous ing  
V i v i e n 3 a  R u r a l  

P u b l i c  S e c t o r  F i n a n c e  
F i n a n c i a n i e n t o  a1 Sector P 6 3 l i c o  

Northern taw Consolldation 
Consolidacih de la  Zone del Norte 

TOTAL 
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C l e a r a n c e s  : : COST: PLn~os 
1- . . . 
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ACUERDO D13E_CEION fechado el 
23 de diciembre, 1988, entre el 
Gobierno de Costa Rica ('GOCR"), 
re;resen:ado por el Ministro de la 
Fresidencia, y el Gobiemo de 10s 
Estados Unidos de America, 
representado por la Agencia para el 
Desanollo 1nte:nacional ( A . I . D . )  en 
conjunto llamados las 'Partes'. 

POR CUANTO, 10s Gobiernos de Costa 
Rica y Estados Unidos de America 
ce!ebraron un "Convenio para la Ayuda 
Econbmica, Tbcnica y para Prop6sitos 
Afines' (Convenio General), aprobado 
por la ley mstarricense No. 301 1 del 18 
de julio de 1962, que continira en vigor, 
segun el cual la ayuda del Gobierno de 
10s Estados Unidos se proporciona 
conforme a acuerdos escritos y firmados 
entre 10s representantes de ambos 
gobier nos; 

POR CUANTO, el Articulo I del 
Convenio General estipula que a fin de 
ayudar al Gobierno de Costa Rica en lo 
que respecta al desarrollo nacional y a 
sus esfuerzos r alcanzar el progreso 
social y eco n$ mica por medio de la 
utilizacibn efectiva de sus propios 
recursos y otras medidas de ayuda 

, el Gobiemo de ios Estados 
nidos de America proporcionara la eropia 

Ayuda econdmica, tecnica y para 
asuntos afines que soliciten b s  
representantes de organisms 
competentes del Gobierno de Costa Rica 
y que a p & m  bs mpresentantes del 
wganismo r, qanismos designados por 
elGdhmdehsFctaAhcUnidgSde 
A m & b  para la administrad6n de sus 
wmpmscs bajo el Acuerdo General. v 
Dictta a* 68 p q m c h a r i i  cordorme 
a acuerdos escritos y firmados entre bs 
representantes antenorrnente indicados; 

POR CUAMO, el GOCR creo' unad 
Comisi6n del Gobiemo de Costa Rica, 
por el Decreto Ejecutivo No. 181 08-P del 
29 de abril de 1988, publicado en el 
Diario Ofcial, 'La Gaceh', el 20 de junio 

ltvIPLEh'1ENTATIQN AGf iE)* iENI  
dated December 23, 1988 behsen the 
Government of Costa Rica ("GOCR'), 
represented by the Ministry of the 
President, and the Government of the 
United States of America, represented by 
the Agency for International 
Development ( A.I.D.'), together referred 
to as the 'Parties'. 

WHEREAS, the Governments of Costa 
Rica and the United States of America 
entered into a 'General Agreement for 
Economic, Technical and Related 
Assistance" (General Agreement), which 
was approved by Law No. 301 1 on July 
18, 1962, which continues in effect, 
under which assistance from the 
Government of the United States may be 
provided in accordance with agreements 
written and signed between 
representatives of both Governments. 

WHEREAS, Article I of the General 
Agreement provides that to assist the 
Govemment of Costa Rica in its national 
development and in its efforts to achieve 
economic and social progress through 
effective use of its own resources and 
other measures of self-help, the 
Government of the United States of 
America will furnish such economic, 
technical and related assistance as may 
hereafter be requested by 
representatives of appropriate agencies 
of the Government of Costa Rica and 
approved by representatives uf the 
agency or agencies desig~ted by the 
Government of lhe U W  St2teS lo 
administer f&s tespor\sibiiities within the 
G e n d  Agreement. Such assistance 
shall be made available +n acmdanoe 
with anangetnerds agreed upon 
between the above-mentioned 
representatives; 

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

"R ril 29, 1988, that was published in the 
o icial publication, 'La Gaceb', on June 



de 1058, ("Comisi6n del GOGR"), con el 
p~opbsito de atender 10s asuntos 
re!acionados con el Convenio General, y 
con acuerdos escritos que se llegaren a 
firmar entre ambos gobiernos en el 
marm de ese Convenio; y 

FOR CUANTO, las Partes desean 
suscribir el presente Acuerdo para la 
adecuada ejecuci6n del Convenio 
General y a fin de establecer 
mecanismos eficientes para aprovechar 
10s prop6sitos comunes de cooperaci6n, 
definiendo las formas de esa 
cooperacibn, 10s programas y 
actividades hacia 10s que se destinar6 

AHORA, FOR TANTO, con el espiritu de 
cooperaci6n hacia el lomento del 
progreso econ6mico y social de Costa 
Rica conforme al Articulo I del Convenio 
General, las Partes acuerdan lo 
siguiente: 

ARTICULO 1 Para 10s fines de este 
Acuerdo se entender& que la 'Ayudan 
esta mnstituida por las sumas en 
colones que resulten de 10s d6tares 
estadounidenses suministrados por 
A.I.D. a travbs de 10s Programas de 
Estabilizacibn Y Recuperaci6n 
Emn6mica, que se colocarfin en una 
Cuenta Especial en el BCCR. 

ARTICUI 0 U El G o b i  de Costa Rica 
solicitara la Ayuda del Gobiemo de k s  
Estados M i ,  a &a* de LlLD., 
den!ro dd mars, del 'Convlenio 
GenereP,pumediode h Comisi6ndel 
GOCR 

ARTICULO 111 La Comisi6n del GOCR y 
la A.I.D., directamente o a trav6s de sus 
respectivos funcionarios . t6cnioos 
aulwizados, llevaran e cabo consultas 
para analizar las solicitudes de Ayuda. 

ARTICULO IV A.I.D., actuando en 
representaci6n del Gobierno de b s  
Estados Unidos, revisara las solicitudes 
de la Comisi6n del GOCR y, si se 

20, 1988, ('GOCR Commission") for the 
purpose of addressing subjects re:a:e3 to 
the General Agreement and the written 
assistance agreements that may .be 
signed between the Governrents 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 spirit of 
cooperation loward 

the economic and social progress o Costa 
Rica pursuant to Article I of the General 
Agreement, the Parfies agree as foliows: 

ARTICLE For purposes of this 
Agreement the 'Assistance' is 
constituted only of the funds in colones 

enerated from U.S. dollars rovided by 1 .l.D. through Economic 8 labilization 
and Recovery Programs and which are 
deposited in a Special Account in the 
Central Bank of Costa Rica ("BCCRw). 

ARTICLE U The Government of Costa 
Rica requests io r  Assistance falling 
w ' m  the haumvuk dl the General 

reemen! will be made though the 
Comrnissiorr lo UD., acting on 

behaff of Ihe Go- of the United 
States. 

ARTICLF 111 The OOCR Commission 
and A.I.D., directly or through their 
authorized technical officers, will meet to 
review the requests for Assistance. 

ARTICLE fY A.I.D. will review the 
GOCR Commission's requests and, tf 
approved, will enter into written Joint 



apweban, se establecerhn por escrito 
Acuerdos de Programacibn Con'untos 
para disponer el desembolso de los 
fondos de las solicitudes de asistencia 
aprobadas. A.I.D. consultara can la 
Comisi6n del GOCR antes de efectuar 
una determinaci6n final con respecto a 
las solicitudes. 

ARTlCLlLO V El GOCR cuidard de que 
10s programas y actividades para 10s que 
solicite Ayuda bajo este Acuerdo estbn 
coniormes con las leyes, reglas y 
regulaciones de Costa Rica. 

ARTlCULO V I  Los programas y 
actividades para 10s que se apruebe la 
Ayuda, ser6n compatibles con la 
direcci6n de la mperaci6n y 10s 
objetivos esbozados en el Convenio 
General y se diseharAn para contribuir al 
desarrollo nacional de Costa Rica. Estos 
programas y actividades pueden ser 
ejecutados por medio de 6rganos 
publicos u otras entidades pljblicas de 
cualquier naturaleza, por medio de 
entidades privadas, o mediante 
or anismos %, internacionales no 
gu rnamentales de cardcter 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, adernas, otras entidades 
privadas que como receptores directos 
no &riven rentajas ammrciales de w 
condici4n * unidades ajecvtaas, ni 
realioen esa rdivid;d - Qf@id.bs 
(uaaw 

A F m M l L O - m € V - r  
actividades cuya ejecucibrt se rsalice 
media de organismos del sector pbb P" ica 
serkn compatibles am el fin y ambit0 de 
cornpetencia de esos organismos. La 
ayuda eoon6mica que se suministre para 
b s  programas y actividades que esos 
organismos ejecuten, se imrporard a 
b s  respectivos presuguestos, segun b 
que establezcan las leyes 
costarricenses, y se shord inar i  atdemks 

Programming Agreements providi~g for 
the disbursement of funds from approved 
Assistance requests. A.I.D. wili consult 
with the GOCR Commission before 
making a final determination regarding 
approval of the requests. 

ARTICLE V The GOCR represents that 
the programs and activities for which 
Assistance is requested and which are 
set forth in this Agreement are permiRed 
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 international 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 
comme~cial benefit though their position 
as an implementmg organization, nor 

this h d i o n  for their own 
mfhnamJwP-= 

ARflOlE W Tlw pgrarns atd 
activities whose e m  is carried out 
by public sector organizations will be 
compatible with the goals and 
capabilities of those organizations. The 
Assistance made ava~lable for those 

r rams and activities to be carried out 
y hose agencies and entities shall be €3 

inwrporated into their 
budgets accordi to established aws of "R resf'- 
Costa Rica, and s all be subject, as well, 



a ~ C S  p'c:~3;;riis-;i~s, cont r~las  y modos 
de e;,aluacion adicionaies que Sean 
corn~a!lbles con lo previsto en las leyes 
de Costa Rica y que Sean requeridos por 
A I.D. 10s Acuerdos de 
Frogramaci n Conjunlos. Lo s 
programas y actividades que se realicen 
por medio de entidades del sector 
privado o por organismos intemacionales 
no gubrnamentales estaran 
subordzadas a 10s procedimientos, 
controles y modos de evaluaci6n que las 
Paries establezcan en 10s Acuerdos de 
Programaci6n Conjuntos. 

ARTICULO Vl l l  Para facilitar la 
operation de este Accterdo y del 
Convenio General, y la realizaci6n de 10s 
programas y actividades que se 
financien con la Ayuda, las Partes 
convienen en que en 10s futuros 
Acuerdos de Programaci6n Conjuntos, 
se asi nar6n fondos a la A.I.D., 
adecua 1 os a sus tareas. Los bienes que 
A.I.D. adquiera con esos fondos pasar6n 
at GOCR, para 10s fines que bste quiera 
dades, una vez que la A.I.D. manifieste 
que no 10s requiere. AdemAs, en 10s 
Acuerdos de Programaci6n Con'untos se 
asignaran a A.I.D. fondos a d ecuados 
para emplearse en los programas y 
actividades ejecutados por A.I.D. para 
los prop6sitos establecidos en el 
Convenio General. 

ARTICULO IX Las Partes, por rnedio de 
Acuerdos Conjuntos de Programacibn, 
de conlomidad wn este Acuerdo y el 
Convenio General, estabkerb k s  
detalles espdftum de ejecudh 
n e o e s a r i o s Q a r a e l ~ d 0 b s  
programas y actividades indrvkbks que 
swr objeio de h Ayuda 

fiRTICW 0 X: Fc1.D. y !a Comisi6n del 
GOCR cooperaran para asegurar que el 
prop6sito de este Acuerdo se lleve a 
cabo y, ante la petici6n de cualquiera de 
b s  dos, intercambiar puntos de vista 
sobre el Acuerdo y las actividades 
financiadas ba'o el mismo. Este acuerdo 
puede enmen arse ba'o cualquier forma 
escrita de conformida entre el GOCR y 
la Al.0. 

d 

to t3e a,jai!;or,al procedjres, con!r,?'s a-'3 
means of evaluation compatible with that 
provided by the laws of Costa Rica and 
required by A.I.D. in accordance with the 
Joint Programming Agreements. The 
programs and activities carried out by 
entities of the private sector or by 
nongovernmental international 
organizations will be subject to the 
procedures, controls and means of 
evaluation established by the Parties in 
the Joint Programming Agreements. 

ARTICLE Vlll 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 
adequate funds will be provided to A.I.D. 
for the accomplishment of its tasks. The 
non-expended hysical property and real 
property that g .l.D. aquired with those 
funds will be conveyed to the GOCR, for 
whatever uses that it wishes, once A.I.D. 
determines that it no longer requires 
such property. Furthermore, Joint 
Programming Agreements will provide 
adequate funds to A.I.D. to be used in 
pro rams and activities administered by A.I.B. for the purposes established in the 
General Agreement. 

ARTICLF IX. h e  Parties, by means of 
Joint Programming Agrwrnents, in 
accordance with this Agreement and the 
General Agreement, wili establish 
specm i m p l e m e m  details 
necessaykrhproperexecrJtiondthe 
individual -S and activities thzd 
a m t h s o b j e c t d t h e ~ .  

ARTUXLEA AID. ard the GOCR 
Commission will coo rate to assure that 
the purpose of this r' greemerrt is carried 
out and will, at the request of either, 
exchange views on the Agreement and 
the activities financed under the 
Agreement. The Agreement may be 
amended b any form of written 
agreement tween A.I.D. and the 
GOCR. + 

r, 



Et4 F E DE LO CUAL, 10s Gobiernos de 
Costa Rica y de 10s Estados Unidos de 
A;nbrica, cada uno actuando a travbs de 
s u representante debidamente 
autorizado, han hecho que este Acuedo 
se firme y se ejecute a partir de la fecha 
y aho que lo encabezan. 

Q , O Q , ;  n3&, 
Rodrigo A ias S6nchez 
hlinisfio de la Presidencia 

IN WITNESS WHEREOF, the 
Governments of Costa Rica and the 
United States of America, each acting 
through its duly adhgrized 
representatives, have caused this 
Agreement to be signed and deliverad as 
of the day and year first wriY,en aboble. 

Carl H. Leonard 
Director USAIDICOSTA RlCA 



BEST AVAILABLE COPY 




