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l. SUMMARY AND RECOMMENDAT IONS

A. Borrower and implementing Agencies

The Borrower will be the Government of Costa Rica which
will be responsible for overall coordination of the Program and
repayment of the Loan. The Program will be implemented by the Ministry
of Agricultcure (MAG), the National Agricultural Council (CAN), the
Nationa! Institute for Cooperative Development (INFOCOOP) and the
Municipal Development and Training Institute (IFAM).

8. Amount and Terms of the Loan

$7.9 million repayable over 40 years, with a 10-
year grace period on principal repayments. Interest will be payable
at the rate of 2% per annum during the grace period and 3% thereafter.

3

kﬁ. Purpose

To assist the Costa Rican small farmer to increase his
productivity, and quality of life by providing him with better public
sarvices, access to nore efficient farmer organizations, and an
improved rural environment. This is fully consistent with established
GOCR priorities to increase job opportunities, obtain a more equitable
income distribution, increase farm prcduction, and raise the standard
of living of rural Costa Rica as set forth in the National Development
Plan, 1974-1978.

D. Program Description

The loan program represents a continuation and strengthening
of the $20,000.000 sector program authorized by AID in June, 1970 as
Loans 515-L-022 (Agriculture Development) and 515-L-023 (Municipal
Development) . Its purpose is to capitalize on the momentum gained to
date in reform nf the agriculture sector to more effectively serve the
small farmer. Specifically , the program addresses selected aspects
of the sector program which contribute most directly to servicing the
small farmer. The activities of this loan, therefore, are concerned
with how on-farm technical assistance can be improved, the extent to
which farmer cooperative organizations can increase small farmer income
prospacts, and the deqree of municipal infrastructure and public serv-
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ices he can expect. In other words, the success of the institutional
changes now in place as a result of efforts under the sector program

will depend »n whether or not they foster better services. The inter-
relationship of agricultural services, cooperative development, rural
infrastructure, and marketing is based on the realization that, treated
separa tely, none of these services or assistance vehicles are sufficient
to transform the low level of productivity of the small farmer into a
cdynaniic, modern subsector.

Finally, this program is addressed to improving the services
provided by key institutions of the sector which directly reach the small
farmer target gqroup. Each of these institutions appear ready to move
rapidly into the second phase of the sector program to focus on delivery
systems. Loan furds, therefore, are aimed at (a) improved Ministry of
Agriculture management and execution of crop and livestock field service
projects, (b) increased ability of the Cooperative Institute (INFOCOOP)
and the rural cooperatives to provide a wider array of production and
marketing services and, (c¢) Municipal Institute (1FAM) programs of
development of rural community infrastructure and services which en-
couraqge technification of small farm enterprises.

The programwill continue to be coordinated and monitored
by the National Agricultural Council (CAN) in basically the same manner
as was established under the sector program in 1970.

E. Total Cost of the Program

The total cost of this program is estimated to be the

equivalent of $15 million, which the AID loan contributes $7.9 million.
The GOCR, and its autonomous institutions will contribute the equivalent
of $7.1 million as counterpart. Program costs will be shared approxi-

mately as shown below:

UNCLASSIFIED



COST OF

PROGRAM

(Thousands

of Dollars)
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AlD Loan GOCR TOTAL
Agricultural Services 1,300 $2,350 $3,650
Cooperative Development 3,200 2,750 5,950
Credit 2,700 2,600 5,300
T.A. & Training 500 150 650
Rural Municipal Development 3,400 2,000 5,400
Credit 3,000 2,000 5,000
T.A. & Training Loo N/A 0]
$7,900 $7,100 $15,000

DISBURSEMENT SCHEDULE
(Thousands of Dollars)

1974 1975 1976 1977 TOTAL
Agricultural Services == 1,180 1,170 1,300 3,650
AlD - 480 420 Lyo 1,300
Counterpart -- 700 750 900 2,350
Cooperative Development -- 975 2,250 2,725 5,950
AlD -- 575 1,250 1,375 3,200
Counterpart -- Loo 1,000 1,350 2,750
Rural Municipal Development_ 33l 2,285 1,918 866 5,400
AlD 25 1,200 1,625 550 3,400
Counterpart 3006 1,085 293 316 2,000
331 4,440 5,338 4,891 15,000
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F. Other Sources of Financing

The Export-Import Bank, IBRD and IDB have all stated that
they are not interested in financing this program.

G. Views of Country Team

The country team considersthe program to be a key clement
in the United States assistance program in Costa Rica, especially as
it fully supports the newly installed Government's very strong interest
in rural development, and urges program authorization at the earliest
possible moment.

H. Statutory Criteria

All statutory criteria as set forth in Annex 1 of this
CAP have been met.

l. Recommendation

On the basis of the conclusion of the Capital Assistance
Committee that the Program is technically, economically and financially
justified, it is recommended that a loan to the Government of Costa Rica
for an amount not to exceed $7,900.000 be authorized on the following
term and conditions:
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TERMS
Amortization: 40 years from the date of first disbursement.
Grace Period: 10 years on repayment of principal.

Interest: Two percent (2%) per annum during the grace period
and three percent (3%) thereafter.

Repayment : U.&. Dollars.

CONDITIONS AWD COVENANTS

In addition tc the standard conditions and covenants, the loan shall
be subject to the following:

a. Conditions Precedent to Disbursements

1. Agricultural Services Project:

a) As a condition precedent (CP) to initial disbursement
of AID loan funds for the Agriculture Services Project, the GOCR must
have included in the 1975 budget for the Ministry of Agriculture (MAG)
both AID loan and counterpart funds necessary to carry out the pro-
ject during 1975.

b) As a CP to initial disbursement of AID funds for the
vehicle mairtenance program of the Agriculture Services Project, the
MAG must have established & vehicle maintenance policy and operational
plan acceptable to A.I.D.

2) As a CP to initial disbursement of AID loan funds
for the projects-by-campaign program of the Agriculture Services Pro-
ject, the MAG rmust have established a mechanism for the control and
disbursement of funds allocated to projects-by-campeign satisfactory
to A.I.D. In addition, disbursement by MAG for each project-by-
campaign will require an appropriate written plan and budget.

2. Cooperative Development Project:

a) As CPs to first disbursement of A.I.D. loan funds

UNCLASSIFIED
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under the Cooperatives Project:

1) All funds in the Cooperatives Project of Loan 022
shall have been committed.

2) INFOCOOP shall prepare to the satisfaction of
A.I.D. an YTmplementation Plan for carrying out this project. Such
plan shall include but not be limited to:

(a) An estimated schedule of disbursements for
the first calendar year of the project, by general category of ac-
tivity.

(b) A statement of INFOCOOP's lending policies
for both loan and counterpart project funds.

(¢) Provisions for monitoring and coordinating
activities urder the project, to promote most effective utilization
of project tunds.

b) As CP to any disbursement to or for the benefit of
FEDECREDITO, INFOCOOP shall:

1) Demonstrate to the satisfaction of A.I.D. the
technical ard financial capability of FEDECREDITO to carry out ef-
fectively both its counterrart-financed production credit program
and such marketing or other activity as it might wish to finance
under the loan.

c) As CP to any disbursement to or for the bevcefit of
FEDEAGRO, INFOCOOP shall:

1) Present an agreement with ITCO sufficient to
permit accomplishment of those purposes of this loan that are sought
to be accomplished by or through FEDEAGRO.

2) Present a plan satisfactory to A.I.D. for the
institutional and operational development of FEDEAGRO to the point
where it can effectively fulfill its functions as a federation.

) d) As CP to any disbursement to or for the benefit of
La Union, INFOCOOP shall:

UNCLASSIFIED
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1) Demonstrate to the satisfaction of A.I.D. the
technical and financial capability of La Union to carry out ef-
fectively the marketing and other activities planned to be imple-
mented by La Urion.

e) As CP to any disbursement to any individual coop,
primary or secondary inc.uding those set forth above, related to an
activity the cost of which will be in excess of @300,000(approx.
$35,000), INFOCOOP shall furnish to the satisfaction of A.I.D.:

1) Approval of the activity by the new national
marketing comnission of the CAN.

2) Appropriate loan analysis demonstrating the
technical, financial and economic feasibility and environmental im-
pact of the proposed activity.

3) Evidence demonstrating the capability of the
organization or organizations that are to carry out and/or administer
the activity to fulfill their planned functions in a satisfactory
manner.

3. Rural Municipal Development:

a) As CPs to first disbursement under the IFAM Pro-
Jject:

1) IFAM shall select and negotiate a contract(s)
with a firn or individuals acceptable to A.I.D. to provide the tech-
nical assistance to be financed under the loan.

2) TIFAM and the National University of Heredia will
sign an agreerent satisfactory to A.I.D. laying out their 3-year joint
program for training of IFAM and municipal employees.

b) As CPs to first disbursement for credit under the
IFAM Project: The GOCR shall provide guarantees satisfactory

UNCLASSIFIED
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to A.I.D. that IFAM shall receive at least the following amounts of
funding from the Land Tax for the stated purposes as counterpart to
the IFAM Project:

-1- 2. -3-

CAPITAIL FOR

YEAR TOTAL AMOUNT OPERATING COSTS COUNTERPART
1974 4,790,000 2,180,000 2,610,000
1975 5,020,000 2,370,000 2,650,000
1976 5,260,000 2,760,000 2,500,000
1977 5,510,000 2,810,000 2,700,000
220,580,000 10,120,000 10,460,000

If the total amount received by IFAM from the Land Tax for
any year is less than these total projected figures (Column 1)
the GOCR will provide the difference ‘to IFAM from other GCCR
fund sources.

c) As CP to disbursement of more than $1.8 million of
A.I.D. funds for relending under the IFAM Project, the GOCR either
shall have provided to IFAM as a capital contribution on a grant
basis at least $775,000 equivalent in addition to the sums referred
to in CP G.2. above or shall agree to provide said funds on a pari
passu basis with disbursements of the final $1.2 million of A.I.D.
funds.

d) As CP to first disbursement on any subloan by
IFAM, IFAM will obtain the prior approval of A.I.D. for the subloan
project.

4, Prior to the issuance of any commitment document or to any
disbursement for the Program, the Borrower shall furnish in form and
substance satisfactory to AID a comprehensive evaluation plan that
includes specific targets (progress indicator and end-of-project
status).

UNCLASSTIFIED
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b. Cg!gnants:

1. Unless AID and Borrower otherwise arree in writing,
loan funds and their rollovers for all Projects under this loan
will only be used throuphout the repoyment reriod of the loan for
activities of the nature covered by the projects, as further de-
fined by 2ach institution's lending policy.

2. INFOCOOP shell prepare annual plans and schedules fer
each subsequent project year.

3. INFOCOOP shall execute at the appropriate time with
each institution to which it plans to make loans for sub/lending
AID-gpproved sub-loan agreements covering the types of sub-loans
to be made including the following conditions precedent to disbur-
sement tc each recipient institution:

a) Approved copies of each institution's lending
policy for the loan funds; and

b) Disbursement schedule of loan funds for the first-
year period.

L. Unless AID and Borrower otherwisc agree in writing,
the approved lending policies of the recipient institutions will
be adhered to throughout the project period.

5. The Central Bank of Cesta Rica shall extend to INFOCOOP
the same beneficial treatment for agricultural production loans to
small farmers as is extended to the Naetional Bank System, i.e, direct
Central Bank loans to INFOCOOP at 2% per annum for agricultural pro/
duction relending to small farmers.

6. The Central Bank aprees ‘o determine whether or not
it can extend to INFOCOOP medium term agricultural and marketing
cooperative credit for small farmers on the same terms and conditions
as short term asricultural credit. Such & determination will be
made during the firsi year of the loan prorram.

. It is understood and apreed that wiihin three (2) menthe
of the ratification of the loan agreement, a mechanism will e ese
tablished bhetween INFOCOOP and the CAN vhereby cooperatives moraotinge
investmenls will be reviewed and coordinated in conjunction with the

UNCLASSIFIED
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national marveting commission of the CAMN.

S. The GOCR aprecs to underiale o atanly (o delormine,
within 6 months of the ratification of' the loan apreemenl. »n tp-
propriate policy and source of financing of the down payments
needed by small farmer buyer groups who wish to purchase farms
under the ITCO sponsored Land Sale Guaranty Prorram.

9. The GOCR agrees to cstablisih o study commission Lo
review lend tax rates and assessment policies with an aim to their
reform. The commission will also study the feasibility of transfer-
ring the admministration and collection of the land tax to IFAM.

The commission's final report, and the subsequent policy decision
by the GOCR will be completed within one full year from tinec time
the loan agreement is retified.

10. The GOCR agrees to review the orpunizational and
operations relationship between the National Office of Community
Development (NOCD) and IFAM toward determining, during the first
year of the loan program, the most appropriate method of coordina-
ting their activities -~ whether by formal consolidation, working
agreement, or other mechanism.

UNCLASSIFIKD
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IT. MACRO ECONOMIC ANALYSIS:

A. DPerformance of the Economy

1. Overall Output

Cver the past several years the Costa Rican economy has
been growing at about 6% per year in real terms. After expanding at
about 5.5% during 1969 and 1970 the economy suffered a setback in
1971 as GDF grew by less than 4% due essentially to 2 decline in agri-
cultural output. With a strong recovery in commercial export apri-
culture the real prowth rate doubled in 1972 reaching almost 8%, drop-
ping in 1973 to about 6%, the same as thc average for the previous
four years.

With an annual rate of population increase of 3.0% (1968-1073),
the above prowth trends were translated into per capita growth rates
of about 3% mer year through 1970, less than 1% during 1971 and some-
what over 3% during the 1972-73 period. Although most 1972 and 1972
data are still preliminary, it appears that Costa Rica's record of
growth of real per capita GDP is favorable when compared to neigh-
boring countries which have not yet experienced the declines in pop-
ulation growth rates registered by Costa Rica over the last 12 years. 9/

2. Agricultural Output

The performace of the agricultural sector has been a
key factor governing the pace and course of Costa Rica's economic
development. Although agriculture's percentage of overall output
has declined somewhat (from 24% of GDP in 1968 to an estimated 20%
in 1973) it is still the cornerstone of the economy, providing direct
employment for about half of the labor force and earning about 75%
of total annual export earnings. When one considers that no less than
one-third of the industrial inputs originate in the agricultural sec-
tor, the performance of the agricultural sector assumes an even greater
role in determining the pace of economic growth.

E/ For a detailed comparison of Costa Rica's performance as corpared
to other countrics in the region sece CAPTO A-150 of November 27,

1973.

UNCLASSIFIED
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After growing about 10% in both 196¢ and 1970 (in current prices)
agricultural production fell by almost 5.5% in 1971, owing to a 129
drop in crecp agriculture, which in turn was attrihutable to a sharp
declif7 in prices of Costa Rica's two main exports - hananas and cof-
fee. & As prices for thase two products rebounded sharply in 172,
overall apricultural production increased by 13%. The upward trend
continued in 1973 and total agricultural production is estimated to
have grown by 13%.

B. Grewth Prospects for 1974 and Beyond

Sinc2 the performance of +the agricultural sector --especially
traditional export crops-- seems to be the most important factor in-
fluencing the overall rrowth rate one should look to the agricultural
sector for indications of future growth. In this respect the short run
forecasts are favorable. D For 1974 expectations are that exports
of the major products (coffee, bananas, beef, and sugar) will exceed
the 1973 levels. Other favorable economic indicators include a con-
tinuation of the moderate construction boom and strong growth in
industrial production and industrial electric power consumption.
However, the tempo of this activity could be constrained somew .t by
selective shortages in construction materials and some industrial and
agricultural inputs. Consumer demand appears to be strong. A sur-
vey of major retail trade outletis, conducted late in 1973, revealed
sales on the average running over 27% hirher in value as compared with
a yeaxr earlier. A development of disturbing significance is a recent.
upsurge in the value of imports of agricultural raw materials and cap-
ital goods (for the first nine months of 1973 the increase was 19% and
249 respectively). & Although normally a favorable development, spi-
raling import prices mean a reduced volume of imports and a possible
adverse effect on output. Tractor prices for example are now 100%
above a year ago, and fertilizer prices have displayed similar increases.

a/ The export price index for coffee (1963=100) fell from 123 in 1970
to 112 in 1971. The index for bananas fell from 71 to 61. Inter-
national Financial Statistics, April 1974, p. 106.

E/ See, for example, the report of the Agricultural Attaché entitled:
Costa Rica: Agricultural Situation, Foreipn Agricultural Service,
February 6, 1974.

¢/ Central Bank, Informacidn Econdmica Semanal, March 1, 197h.
UNCLASSIFIED
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Althouph predictions are risky, it would appear that the overall
growth in 1974 will continue at about the same rate as that experi-
enced in 1973 and provide a favorable atmosphere for the implementn-
tion of the loan. However, this forecast excludes two important and
related variables which have now became primary factors determining
Costa Rica's longer run economic enviromnment. The balance of pay-
ments and infletion.

1. The Balance of Payments

Balance of payments projections for 197l and beyond ranpe
from "not zo bad" to "terrible" depending upon the particular set of
assumptions gne adcpts. Prior to the petroleum crisis the trend was
favorable. & The combined balance of payments of the five Ceniral
American countries showed a deficit of $46 million in 1966, which was
progressively converted into a surplus of $112 million in 1972. Costs
Rica recorded a $6 million increase in international reserves in 1072
although remaining weakest in texms of absolute reserves for the re-
gion. However, in view of the petroleum crisis and spiraling costs
of essential irports, the region will move from an estimated 1972
surplus of $127 million to a 197k dericit of #$187 million. For Cesta
Rico the petroleum crisis and related import costs mean an abrupt
shift from a modest and hard fought for 1973 surplus of almost {200
million to a debilitating 1974 deficit of $59 million. If this defi-
cit materializes it will wipe out Costa Rica's accumulated rescerve:s
($41.0 million on January 1, 197h4). It is clear that some corrective
action must be taken if reserves are not to disappear before the nnd
of 197h.

The advent of a new government ecarly in 197h provides the aino=-
sphere for development of a plan to lessen balance of payments and
monetary difficulties. The GOCR has undertaken a monetary stabiliza-
tion progrem which includes unification of the dual exchange system -
i.e. effective devaluation of about 107, measures to encourage the
expansion of non-traditional exports, and a mechanism to channel in-
creased revenues (a part of export windfall) into the Treasury to
reduce or finance the 1974 Central Government budget deficit without
resorting to the printing press --2 practice which brought about much
of Costa Rica's 1972 balance of payments problems.

a/ See, for example, CAPIO A-150, page 35.

UNCLASSIFIED
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The partvial improvement in the fiscal situation.expected to be
realized from the selective adoption of export taxes will facilitate
the preparation of a modest credit profram, which could provide cred-
it to the private sector to finance the sharp rise in oil and other
imports without immediately plunging the country into economic cri-
sis. ﬁ/ Although there are lots of unknowns involved which would re-
quire continual adjustment and fine tuning, the prospects are "fair"
rather than "terrible" that Costa Rica con finish 1074 without serious
balance of paymeni losses. O0f considerably more importance i'or the
longer run health of Lne economy is the hope ihat monetary authorities
will be willing to back away scmewhat from easy monetary policics
which here are translated into immediate balance of payments problems.

2. Inflation

Inflation has been much more of a problem in Costa Rica
than in other Central American countries. As measured by the average
yearly wholesale price index (the only continuous price indicator
available in Costa Rica) inflation increased from an annual rate of
4% in 1969 to 6.5% in both 1970 and 1971. The acceleration stemmed
almost entirely from the price behavior of domestic goods and may
have been spurred by the liberal credit policy pursued in thosec years.
In 1972 prices of imported goods accelerated sharply to a rate of
7.5% partially as a result of the effective devaluation of the colon.

though price increases for domestic reods were held to 59, the over-
all index in 1972 rose 5.5%. In 1973 the situation deteriorated
rapidly and by the end of the third quarter the rate of' increase
reached 10%. PFreliminary estimates for the rate of increase in 107h
range as high as 30%.

The crucial question is how will the Costa Rican economy respond
to this rate ol inflation and how will it affect the economic environ-
ment in whicl. the loan will be disbursed. Price increases attribute-
able to the energy crisis and the devaluation of the colon arc now for
the most part »ehind us. Hence, these two pressure points should be
allevicted as these forces expend themselves. Next, the prices of
important export products have also risen enough to partly offset the

g/ Still, deficit financing of the budget scems unavoidable for the
GOCR, especially with major salary increases to be added to the
budget in mid-197k.
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inereased prices of imported goods. Costa Rica's terms of trade hnve
deteriorated uvver the last four ycars as Lhe value of Costa Rican o
ports has increased 1% while the value of imports has risen by 23¢.

On the regative side, the country is nol accustomed to inflation
and does nol nave established mechanisms fex dealing with it (e.4.
variable interesi rates and wage agrecsenis with escalator clauses) .
Inflation tends to hit hardest those groups who have the least bar-
gailning power i.e. wage earners and the urban and rural poor. To the
extent that these distortions result in strikes or social problems,
one can anticipate an adverse effect on overall outputs and prowth
rotes. Further substantial wage incroases lo moderate social pro-
blems, may set off an even greater inflationary spiral which would
taxe years to run its course.

The effect of inflation on our target man is still difficult to
assess with available data, but the bulk of the evidence indicates
that it will not be helpful. The prospects suggest that crop prices
probably will not keep pace with the cost of imported materials the
farmers need. From 1972 to 197k bean prices increased 27%, corn
prices were up 44%, and rice increased 31%. However, these compare
poorly with a 75% increasc in fertilizer costs and a doubling of
mechinery costs. Further, the IMF estimates that the wholesale price
index for damestically produced goods rose 24% in 1G73. A study done
by Academiu de Centro Americs, a local consulting firm, indicates
that the priczs of all goods consumed by medium and low income con-
sumers in the Meseta Central increased by 11% in 1973.

Although tnese data are not conclusive, it is likely that our
target man has been under pressure to keep pace with larper and more
efficient farm entrepreneurs. However, to the extent he is a wage
earner, there is evidence indicating he is a loser, since wages have
not kept pace with increases in costs. The Tollowing chart, prepsred
by Academia , indicates that there is a growing gap between the in-
crease in prices paid by mediuin and low income families and the in-
crease in the minimum wage typically received by the same group.
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Salaries/Price Relationship

Salary Index Price Index
1964 /66 100 100
1966/68 105 107
1968/ 70 110 2k
1970/72 123 134
1972/7h 127 N.A.

Source: Academia de Centro America

Note: Salaries arc the legal minimum Tor farm laborers in
coffee, banana and cattle industries.

3. Inflation Prospects for 1974 and Beyond

The prospects for a return to relative price stability
are not encouraging. With the current rate running as high as 30%
and a new government taking office (new governments in Costa Rica
have a history of starting with a big splash) one could safely project
continued pressurc on prices stemming from treasury borrowing through
the remainder of 197k and into 1975. One key indicator to watch will
be the extent of commercial borrowings by the new GOCR. Although the
external debt picture is still a manageable one, debl maturities have
been shortened with some significant repayments to occur in the 1975-
1980 period.

There will also be pressure on wages and this will take time to
work its way throuch the system. Unless the balance of payments io
kept under rontrol there could be another defacto devaluation which
would set cff another spiral of price increases. Because Costa Rica
is a very open cconomy (imports equivalent to 42% of GNP in 1973),
price increases in traded commodities would be quickly translated
into domestic price increases. In the final analysis, one is forced
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to conclude that inflation will not subside for several years. Costa
Rica's ability to weather the storm will depend on how quickly she
can accelera’e production to more than make up for the inflation,

and how its leaders and planners cope with recent internal monetary,
fiscal, and wage problems.

C.* Problems and Issues Related to the Loan

1. Employment & Migration

According to the recently released naticnal plan (Diap-
nostico, p. 69 rf) the growth of employment in the last decade was
generally favorable. Expansion of agricultural employment, especially
in bananas, helped forestall migration to the cities which would be
expected since the long run growth in agricultural employment of 2.2
is much less than the growth of the rural population. Conversely,
the annual pgrowth of manufacturing employment was 5.2% compared to
the 3.5% increase in the labor force. However, in recent years there
have been some disturbing developments due to changes in patterns
of cultivation. In an outlying province (Guanacaste) the 1973 census
revealed that about 10% of the economically active population was un-
employed due to the substitution of cattle grazing for labor inten-
sive grain and cotton production. Indications are that this trend
is continuing with higher meat prices inducing land holders to get
out of the labor intensive dairy business and into the beef business.
Although & recent drop in the U.S. export price may slow this move-
ment, the rural unemployment and consequent pressure on urban areas
are problems which the proposed loan intends to address.

Although hard data upon which to assess the employment and migra-
tion effects are not yet available, the 1974-1978 Development Plan
hopes to have the agricultural sector provide 22,961 jobs between 1973
and 1978, or an annual rate of about equal to the 2.2% rate recorded
between 1963 end 1972 (Table 9 of Strategy and Table 26 of Diagnostico).
To maintain this growth rate will require significant increases in
agricultural sector investment and output and it is to this end which
the proposed loan will contribute.

A related saspect, but more difficult to analyze, is the effect

of the loan on urban/rural migration. Although it is probably not
desirable to stop internal migration which accompanies development
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almost everywhere, the loan aims at rationalizing this movement bLy:
(a) placing enphasis on rural town infrastructure development to
improve the enviromment of municipalities in predominately rural
areas. This will tend to keep pressure off of the capital, as more
surplus labor moves ‘to urban areas closer to home which can provide
the same amenities as the "big city", i.e. roads, water, electricity,
ete. (b) It will slow the migration process by providing on=-the-
farm employment for at least some of the increase in rural population;
(¢) by encouraging the location of agrc-industrial activitices in
rural municipatities it will provide non-farm employment in areas
outside the capital for some of the surplus labor discussed in (a)
above.

2. Income Distribution

Closely related to the employment questicn is the impact
of the loan on income distribution. Although inceme distribution
data is incomplete il gives a clear »nicture of the wide and probably
growing disparity between incomes in the urban and rural sectors.
Data in the National Plan (Table 28 of Diagndstico) indicates that
country-wide, the participation of the poorest 20% of the population
in family income fell fyom 6% in 1961 to $.4% in 1971.. The propor-
tion received by the richest 20% also Tell (from 60% to 50%), while
that of the middle 60% increased Trom 34 to Wli%. Also, for any given
percentile group the income in the San Jose metropolitan areca is
twice that of the rural area (sec Cuadro No. 10 -- Limite de Clase).
Aveilable productivity data tend to support the alarmingly low pro-
cuctivity of the vural sector. In 1973, the average output of an
employed worker in the agricultural sector was 5,043 colones (1960
prices) while his counterpart in the manufacturing sector produced
16,671 colones in output (Table 7 of Strategy). To narrow the gep
between the income of the urban and rural worker as well as between
small and larger farmers is one of the major objectives of the agri=-
cultural strateqmy as articulated in the 1074-1978 National Plan (sce
vage 1 in Productive Sectors). By increasing both the productivity
o the faxmer and of the rural sector in general, the proposed loan
will support the Plan's objectives of raising rural incomes. Turther
by increasing the dispersal of markeling and processing activities,
the loan also wims at providing employment opportunities in rural
areas.
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3. Debt Service Capacity

The loan being proposed will be for $7.9 million, re-
payable in LO years including a 1O-year grace period with an interest
rate of 2% during the grace period and 3% thereafter. Assuming a
three year disbursement schedule, this would mean that the debt re-
payment requirements for the loan would ve $52,000 in CY 1975,

Ok, 000 in CY 1976 and $156,000 for each year from CY 1977 through
CY 1984. 1In 1935 amortization payments would begin which would in-
crease the annual requirement tc about $400,000. The issue, thus,
is the effect of these payments on Costa Rica's debt carrying capac-
ity. According to the IMF, outstanding external public sector debt E/
rose rapidly from $146 million in 1968 to an estimated $297.0 mil-
lion at the end of 1973. Beginniur in 1971 the maturity structure
of the debt began to deteriorste. Lefore 1970, over 80% of the debt
had maturities exceeding 10 year:. This ratio fell to 7h% in 1972
and was expected to fail to 63¢ i1 1773. Stated differently, about
half ($143 million) of the pubtl:i~ wcbt outstanding at the end of 1973
had to be repaid within the fo liowing five years. The average inter-
est rate on the debt is alse rising, from about 5% during the 1968-72
period to about 6.5% in 1973. In swmary, as a result of higher
interest rates, commissions on undisbursed loans, and shorter matu~
rities, Costu Rica's debt service payments were estimated to have
risen by 66% between 1968 and 1973, with most of the increase oc-
curing during the last two years. In spite of this prowth the debt
service burden has remained at 2z manageable level and absorbed 14.5%
of receipts of goods and services exported in 1972 (about $62.3 mil-
lion) dovn zomewhat from the 17% firure in 1968 and 15.5% in 1969.

In view of the above, the very small payments on the proposed
loan over the next five years will have a nepligible effect on the
debt servicing burden. In fact, because the loan cerries & low inter-
est rate, a 10 year grace period, and 2 long repayment term, it will
actually improve the maturity structurce of the debt.

. Counterpart requirements and the GOCR Budget

The proposed loan will require local currency counter-
part financing of 61 million colones ($7.10million) over the three

a/ Public sector and government uaranteed debt.
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year project, or about 20 million colones annually. Although the
details of public sector financing during the period of the National
Development Plan are not available, it is estimated that revenues of
the Central Government (IMF definition) were about 2,400 million
colones in 1973, more than & 25% increase over 1972. Although ex-
penditures registered a similar increase, the prospects are for a
continued jncrease in revenues in 1974 and beyond which will main-
tain a deficit but manageable budget. Since the counterpart require-
ment for this loan is such an insignificant part of public sector re-
venue, and since the agricultural sector enjoys such high priority
in the 1974-1978 national plan we foresee that the GOCR will be will-
ing to provide all necessary counterpart financing, although pre-
ference will be given to alternatives other than from already strained
Central Government resources.
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IO. AGRICULTURAL SECTOR OVERVIEW

As shown in the following table output of the principal agricultural crop
and livestock products has maintained a steady rate of growth although gen-
erally, this growth has been attributable to commercial export crops and the
becl cattle industry.

VALUE OF AGRICULTURAL PRODUCTION
(Millions of Colones)
(Constant 1965 Prices)

1967 1968 1969 1970 1971 1972

Coffee 379 351 404 366 426 373
Bananas 220 312 396 454 497 535
Sugar 68 71 86 86 88 91
Beef 162 176 188" 193 213 228
Cotton 15 11 5 1 - -
Tobacco 7 7 6 7 8 8
Beans 17 12 17 11 7 6
Corn 37 37 35 20 22 18
Rice 69 73 61 64 74 63
Hogs 17 18 29 24 24 24
Milk 136 142 149 185 188 192
Eggs 62 66 70 92 100 108

Source: Central Bank of Costa Rica.

Even though there has been substantial growth in the industrial, com-
merceial and serviee seclors of the cconomy, agriculture is still the "key-
stone' of the Costa Rican economy. The agricultural sector alone provides
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employment for half the labor force and earns about 75% of the forcign ex-
change. Much of the activity in other sectors relates to agricultural pro-
duction or the processing and marketing of agricultural commodities.

During the period 1968-73, the average annual increase in the gross
value of agricultural production, was 9.3% when measured in current colo-
nes. According to preliminary estimates for 1973, the increase over
1972 was 13% as compared to the 1971-72 increase of 18% which was due to
the sharp recovery of prices of bananas and coffcc. Even when these figures
are examined in terms of constant dollar values, the 1972-73 growth rate is
a respectable 6%. However, much of that rapid growth has been derived
from the major export commeodities: coffee, bananas, beef, and sugar.

Coffee was the leading export commodity, closely followed by bananas,
until 1971 when +he banraa '"boom" pushed that crop into first place. Then,
upward movement in world markets for beef and sugar created conditions
under which Costa Rica expanded the number of its basic export commodities
to four from its previous reliance on just coffee and bananas. The value of
exports for 1973 was reported by the GOCR to be $340. 2 million. About 71%
of the total consisted of four major export crops as follows: coifee $92.8
million, bananas $93.8 million, beef $38.9 million and sugar $17.5 million.

This concentration of growth in the cxport sector has been a mixed
blessing. Althouvgh increased production and marketing of export commo-
dities creates many job opportunities and provides needed foreign exchange,
and even though a large proportion of the sugar and coffeec are produced by
small farmers, it is primarily the larger farmers who are the principal
entrepreneurs and the major direct beneficiaries of growth in the sector.

Small farmers producing for domestic consumption mostly use tradi-
tional production methods and have correspondingly less access; to credit,
technical assistance and efficient markets. Although small farm operators
have traditionally produced basic grains, the production of basic grains,
which was virtually sufficient to meet domestic requirements until 1967, has
decreased in rccent years, caused in part by adverse weather conditions,
but also by shifts io other crops which offer better income prospects in view
of relatively high Costa Rican labor costs. Deficits in basic grains with the
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exception of rice are made up by imports, principally from CACM ncighbors,
who have comparative advaniage particularly in the production of corn and
beans. The gradual shilt of small farm production to diversified crops has
been inhibited by marketing problems. Thus, perishable commodities for
the domestic market are some times in oversupply and some times scarce
indicating the need for market organization to respond effectively to gencral-
ly increasing domestic demand resulting from population growth and in-
creasing per capita income,

The ineificiencies in production of food for the domestic market con-
tribute to the continuation of the uneven distribution to the rural areas of the

benefits of overall economic growth.

A, GOCR Policies and Program

The natural trend [or the future will be to continue the dichotomy
between the export-oriented and the domestic-oriented producers. Never-
theless, GOCR programs and policies are aimed at providing conditions which
will induce private enterprise to further diversify the production and sale of
export commodities, at the same time that more favorable conditions are
created for small farm operators who produce mainly for the domestic
market.

The need to maintain foreign exchange carnings which are so
heavily dependent on the export of traditional commoditics to world markets
will cause the GOCR to continue to give high priority to this agricultural sub-
sector. A secend priority facing the GOCR is the need to increase the cffi-
ciency of production and distribution of food for the domestic market. Sup-
plies of fruits, vegetables, and staple foods are frequently not in consonance
with demand. In contrast, the competition of internationial markets for beef
has created shoriages of beef and milk in the domestic market which the
government hae not yet been able to resolve. The cffects of this problem
have caused publie institutions increasingly to be called upon to mediate
between producers and consumers, to walk that "tightrope' of action and
policy in the marketing system which tries to establish equitable prices for
essential commodities.

In addition, GOCR policies and programs will have to be de-
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signed to solve the problems posed by the challenges of exotic diseases and
parasites. Private enterprise must depend upon the public agencies to
detect, contain and climinate thesethreats to production and commerce. The
Government must also have a response capability to alleviate problems
caused by natural disasters: flood, drought, earthquake, etc.

B.  Economic Factors

Traditional production of commodities for the domestic market
by small farm operators means low productivity, low income and low
standards of living in rural areas. The capacity of this group of farmers to
contribute to agricultural production and share in the growth of the economy
is highly dependent upon the public institutional capacity to encourage and
support them, and to provide them with conditions comparable to those
available to the larger farmers wbo produce and market coffee, bananas,
sugar and beef. Principal among thesc conditions are: access to credit,
to technical assistance, to production inputs and to efficient competitive
markets.

1. Credit

Approximately 50% of credit outstanding is related to
agriculture. At the end of August 1970 agricultural credit outstanding stood
at ¢$599, 5 million, an increase of 14% over the previous year. This expan~
sion continued during 1971 to reach a total of ¢786.3 million or an in-
crease of 31%. This high rate of credit expansion occured in other scctlors
of the economy as well which forced the GOCR to reduce the rate of growth
of agricultural credit to 10%. At the end of August 1973 (lastest available
data) agricultvral credit outstanding stood at ¢1, 033. 2 million, or an in-
crease of 18% over the previous year. The following table illustraies the
rapid overall growth of agricultural credit and highlights the increasing
proporiion of {otal credit being devoted to livestock., While total crop
credit has grown slightly over 23% in the last four years, livestock credit
has increased by nearly 144%. Of total crop credit, coffee alone accounts
for 42%, with the bulk of thc remainder accounted for by bananas, sugar ai.d
rice.
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COSTA RICA - NATIONAL BANKING SYSTEM
(Loans outstanding on Aug. 31, in millions of current colones)

1970 1971 1972 1973
Total Credit 1,114.83  1,500.7 1,751.9  2,035.9
Agricultural Credit 599.5 786.3 871.4 1,033.2
Crops 353.8 432.8 430.1 433.8
Livestock 245.7 353.5 441.3 599.4

Source: Banco Central de Costa Rica--Crédito y Cuzntas Monetarias. Aug.
1973, page 10.

2. Technical Assistance

The provision of technical assistance to small farm op-
erators requires: (1) the existence of a '"package' of technology suitahle
for use by small farmers, which will result in a high return to capital invest-
ment. The package should take into account the amount and type of power
available to the [armer in relation to the amount and characteristics of his
land resourccs, the most probable market conditions at the time the crop is
ready for harvest, the cffects on soil conservation, and the degree of risk
involved in production, harvesting and marketing, and (2) an efficient deliv-
ery system,

The Ministry of Agriculture Research Division has to
provide and maintain & relevant package of production technology for a wide
range of crop and livestock entcrprises to provide a reliable flow of informa-
tion to extension agents, banks and other sector agencies. Market special-
ists must attain the capability of accurate prediction of market conditions and
keep sector agencics informed. Extensionists have to organize farmers into
groups so they can be effective producers.

The larger, export-oriented, commercial farmers seek
out and develop this information on their own initiative. The public sector
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has to take the initiative to provide these advantages to the small fairmers
because they are not ''self-starters''.

3. Production Inputs

Small farmers, organized in cooperative groups, can
better assure thcmselves of an adequate supply of the proper production in-
puts at appropriate times by combining their individual purchasing power.
Although there are some areas which are not adequately supplied, in general
essential production inputs arc available in Costa Rica, with the exception of
improved sceds and animal feed concentrates.  Effective extension work
plus credit availability could increase the effective demand for modern pro-
duction inputs to the point where temporary shortages of agricultural chem-
icals would exist until agro-industry could respond by increasing production,
by imports, or by re-direction of existing supplies.

4. Markets

The primary characteristic of the Costa Rican domestic
market for agrizultural products is its small size complicated by its region-
al focus. The government is begiming toovercome these problems in hasic
grains through the stabilization program. However, bank and Ministry of
Agriculture personnel need to have reliable estimates of market demand and
production intentions, so that small farmer groups can be motivated to
produce the commoditics which have the least market risk. Developinent of
a national wholesale marketing system for fruits and vegetables should
stabilize domestic market conditions and permit expansion of production of
relatively perishable commodities for export diversification. The recent
PIMA (Integrated Agricultural Marketing Project) study of agricultural
marketing elaborates on the significance of these factors in the sector, and
is the basis for [uturc development of Costa Rican marketing policy.

5. Effects on Employment

Small farmers who use traditional methods are underem-
ployed in many cases because climate, soils and rainfall limit them to one
crop per year in a cycle which takes six months or less to complete. This
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is particularly truc of basic grains and coffee farmers. More intensive
traditional crops such as bananas and sugar, however, are full-time em-
ployers. In any event, scasonal variations and the significant under utiliza-
tion of many farms represent an underemployment pattern which can largely
be alleviated hy the introduction of animal production or the addition of more
intensive crops such as [ruits and vegetables. The salient characteristic of
these alterratives is that they utilize crop residucs or peripheral land which
otherwise is wasted. These additional investmentis also are attractive in
helping to spread the production and markcting risks entailed by single crop
enterprise. In some cascs, these alternative investments will replace the
traditional crops once farmers have efficiently introduced them. For Costa
Rica, this may occur most significantly asalternatives to basic grains and
low quality coffec farms.

Imployment should be stimulated by multi-purpose farms
where planting and harvest scasons do not coincide. At the same time,
improved farm technology which provides higher returns to labor already
employed should aitract additional farm employment,

6. Income Distribution

The hypothesis behind much of the AID-supported GOCR
efforts in the small farm subh-sector has been that public institutional as-
sistance, to makc small farm operators more productive and to provide
them with a fair bargaining position in the market place, should resull in a
more cquitablie distribution of income in the rural arcas.

C.  Outlook

The potential for Costa Rican agriculture is bright. Livestock
and cxportable fruits and vegetables hold great promise given their income
potential, the education level and receptive-to-change attitude of small
farmers and favorable climatic conditions. Over the long haul Costa Rica
will need to stress diversified farm investnients since it fits the country's
most likely future trading pattern and reflects the high cost of production
and consequent high grain prices vis-a-vis its CACM partners. Neverthe-
less, the transformation of traditional agriculture will require patience and
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perseverance and will necessitate continued production of basic grains until
the viability of more intensive crops and animal operations is demovistrated.
To support this strategy, the GOCR will necd to concentrate its cnergy on
improving marketing channels, on farm technical services, farm organiza-~
tion, and credit availability.

D.  GOCR Institutional Strengths and Programs

The Agricultural Development Program, which started in 1971,
has taken the initial steps required to modify traditional structures so that
public scrvices can be provided more effectively and cquitably in rural
communities. Progress has included: the establishment of the National
Agricultural Council (CAN) and six cooperating regional councils where
sector agencies can identify agricultural investments and coordinate agri-
cultural and rural development programs; the regionalization of Ministry of
Agriculture extension and research services; the expansion of credit to small
farm operators and cooperatives to include many new borrowcrs; greater
use of crop insurance and commodity price stabilization programs to reduce
production risks; land titling to enhance the security of land tenure for
small farm operators; the enactment of a series of laws relaied to land
tenure and titling, grain and sced guality and cooperative organization; and
the expansion of training of middle management agricultural technicians.

The Agricultural Development Program has created a national
concensus on rural needs, and the sector's importance {o national develop-
ment which iacludes incentives and resources which are required to mobilize
effort. The GOCR, however, rccognizes the decp-seated problems in carry-
ing out rural modernization; that what has occurred so far is only a beginning.
There are nagging coordination problems within and between sectoral insti-
tutions, and efficient programs -~ from applied research to production and
farm income increases -- are not yet functioning properly. The regional
orientation to agricultural investment decision-making also is in its form-
ative stage with major implementational changes still to come.

The most difficult task which faces agricultural sector agencies
is to learn how to work together towards establishing and achicving common
goals. Human and financial resources arc increasingly available to this end,
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although much more will need {o be done to mobilize sufficient efforts. The
CAN, its Sccretariat and regional councils have been operational for about
two years. Tarough its influence on the planning and cvaluation process in
the implementation of the Agricultural Development Program, financed by
the AID loan, it has been able to achieve a degree ol succeess. It does not
yet hiave all the legal basis, technical skill, nor influence to achieve its full
purpose; but it is gaining prestige and managerial ability.

institutions within the scctor run the gamut from efficient and
well-financed to poorly organized and archaic structures in urgent nced of
overhaul or climination. Most appear to be conscientious and willing to
modcrnize operations; at the same time, many lack managerial talent and
are unable to respond to simple requests for cooperation, The overhaul and
modern methodology process, nevertheless, has begun.

AID and GOCR objectives and prioritics have coincided at the
point where public institutions nced to provide encouragement and support to
small farm operators {o increase their productivity and their relative share
in social and cconomic progress; and to accomplish the cfficient production
and distribution of food for the domestic market. Larger commercial enter-
prises and private scctor agro-industrial initiative have been vigorous con-
tributors to the scctor's health and are largely assisted by the IFI's.

Th: AID program secks institutional reform and reorganization
combined witk improved management of resources. The reasoning is that
better managed and coordinated institutions will be capable of sector analy-
sis, establishing production goals, planning production programs and pro-
viding essential services. We are concerned with the GOCR ability to adapt
to changing conditions as they occur. Therefore, specilic commodity produc-
tion goals are sct by the GOCR and have not been expressed as specific AID
program objectives.

From a longer-range standpoint, the program recognizes the
importance of sustaining rural employment and ereating alternatives to
migration to metiropolitan arcas until such time as major cities can handle
the inexorable trend toward urban living, which for Costa Rica is, perhaps,
6-8 years off as a significant occurrence. The GOCR capability to provide
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necessary services and stimulus {o farm production and income will largely
determine the success of the program. Critical to its chances for success
will be the development of alfernatives to basic grains production, which,
for the most part, is no longer a reasonable focus for most small farmers.
Increased livestock utilization and more intensive, if not exotic, crops
appear to have potential.

The Agricultural Development Program, begun in 1970 contains
seven coordinated, complementary and distinct projects: Agricultural
Services, Agricultural Education, Credit, Cooperatives, Marketing, Land
Tenure and Community Organization/Municipal Development. Although
these projects were designed with the small farmer in mind, and indeed
some of them (e.g. Credit, Cooperatives, Marketing, Land Tenure) benefit
the targei group exclusively, the entire agricultural sector is the beneficiary
of the program because the remainder of the projects do not have discrim-
inate effects.

The process of education of and assistance to the small farm
operator should lead to: (1) a change from traditional to modern production
techniques ir the production of basic grain crops to obtain higher yields,
and therefore a hetter return for his labor; (2) appropriate diversification
into other crop and livestock enterprises which utilize land and labor more
intensively than basic grain crops; (3) a reduction in the risk of production
by crop insurance to protect his investment against individually unavoidable
hazards, by price stabilization o assure hi m & minimum price for his
produce, and by water control to reduce weaither risks from drought or
flooding and to facilitate intensive land utilization; (4) modifications in the
marketing system to cveate a fair bargaining position in the sale of produce;
and (5) organization to take part in community political processes to assure
participation in the benefits of social and cconomic progress.

The GOCR has adopted this small farmer program as its
principal cffort in the seclor, consistent with its populist focus and concern
for the "little guy" . This priority intcerest is being sustained hy new ad-
ministration. The 1974-1978 National Development Plan gives top priority
to the agricultural sector cspecially the need to close the gap between Costa
Rica's ""Haves'' and '""Have Nots''.

UNCLASSIFIED


http:bebJ1.1n

- 32 - UNCLASSIFIED

Iv. BA CKGROUND:

A.  The Agricultural Development Program (ADP)

This proposcd loan package is a continuation and strengthening
of a sector loan program (515~L-022) authorized in 1970, and should bhe ana-
lyzed consistent with the planning and implementation of that program to date.

1. Program Development

The Costa Rican Agricultural Development Program
(ADP), supported by AID Loau 515-L-022, was generated over a one-year
period of intensive study of the agricultural sector by a group of Costa Rican
and U. S. cconomists, agriculturists, program planners and managers. This
group reviewed cxisting studies of many aspecls of the agricultural sector
and commissioned additional studies and reviews by other Costa Rican pro-
fessionals. In the process. the group became acquainted with the strengths
and weaknesses of the rural scctor and its social organization and with the
institutions which serve it. It encountered a statistical base inadequate for
rigorous analysis and, generally, uneven performance and inequities among
sector programs, institutions and agricultural producers. Forced by circum-
stances to perform an assessment rather than an analysis, the group was still
able to arrive at & reasonable consensus on targets, priorities and programs.

In their assessment, the group concluded that the sector, led hy a
strong export component, was growing strongly. However, small farmers
who produced largely for the domestic market were making very limited
progress. Centralized policy-making. program planning and direction tended
to favor the more affluent and influential farmers, who were also less de-
pendent on public services for delivery of information, farm assistance and
technical inputs required for efficient production at the farm level. In order
for the small farmer to participate eftectively in the growth of the sector he
required more eficetive guidance on modern technology and management
methods and better access to credit, productive inputs, problem solving serv-
ices, market information, transporiation and reliable market conditions.
This also required strengthensog the performance of the public institutions
on which he must rely for these elements, emphasizing their restructuring
and decentralizatior to make them more accessible and more responsive in
delivering their services to the small farmer.
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The program which emerged from this assessment sought seleciive
improvement of sector institutions within these guidelines in accordance with
their significance, potential, absorplive cupacity and interest. The package
of projects that made up the initial program had to cope with a highly complex
set of conditions and relationships which had developed over time. The pro-
gram included all of the primary agencies cssential to small farm develop-
ment, coordinated centrally, but recognizing a high degree of variahility
among them in intercst and capacity. Some institutions needed to onen them-
selves to collaboration with others, while a few basjcally needed an infusion
of capital. Prcgram plans and recommended approaches for some high pri-

M
ority areas, c¢.g., marketing., were aol sufficicatly developed, while other
desirable bul lower-pricrity prourams were ready to go. In most cases, the
objective was to make an cxisting institution more effective by providing re-
sources and creating siructurcs and attitudes which would permit more ef-
feetive operations.  Nevertheless, in o fow cases, new institutions were
created. The resuit was a collection of sixteen difierent activities, executed
by seven sector iastitutions, all of which which were independently managed
but loosely coordinated through their partizipatic a in the National Agricultural
Council and a network of six Repional Agricultuval Councils.

2. Program Status

The Ageicultural Bevelopment Program was authorized
by AID on 6/30/70 and ratified by the Legislafive Assembly on 12/3/70.
Conditions precedent to disbursement were met on 3/16/%1. As of April 30,
1974, $8,517,117 (525) had been dishursed.  I'here are no apparent problems
which preven! remaining disbursements to ocour ag planned during 1974-1975.

We expeet disbursemcent lor some Aciivities to continue through 1975,
Two Aetivitics are primarily responsible for this delayed disbursement: (1)
funds could not he dishurscd for CNP grain badling equipment and seed
processing plant construction until completion aad review of an exiensive
management siudy of CNI operations, and (25 alniost two years passed bhelore
a satisfactory tcehnical assistance contract was negotiated by the University
of Coata Rica.

At this point. projeets can be prouped into three eategories:

Investinent Program Essentiuliy Completed. These projects
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are operatioral and require no further AID capital assistance for their con~
tinued contribution to the ADP

Seed and Grain Laboratory UCR

Food Technology Laboratory UCR

Gencral Credit NBS

CNP Management Study CNP

Agricultural Technical School (Graunt funded but considered
a vital part of the ADP pro-
gram)

II. Investment Program Incomplete. No further assistance planned.
These projects are operating satistactorily. No direct loan assistance beyond
authorized amounts are believed at this time to be required fortheir continued
satisfactory coutribution to the ADP,

Agricultural Education UCR
Agricultural Census DGEC
incentive Guaranty Fund BNCR
Girain Handling and Processing

Equipment CNP
Seed Plant Construction and

Fquipment CNP
Land Tatling ITCO
Land Sale Guaranty Fund ITCO
Community Development DINADECO

III. Investment Program to be Reinforced. Progress within these
projects has heon satistactory, but more needs to be done to create the level
and intensity ot impact on the rural scetor and its small-farmer population
to gencrate the kind of development hoped for under the ADP.

Coordination and livaluation * CAN
Regionalization * MAG
Central Office * MAG
Cooperative Development INFOCOOP
Rural Munieipal Development IFAM

* These comprise the Agricultural Services of Loan 025,
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The Municipal Development program was initially proposed as a part
of the ADP. f{lowever, it was segregated from the ADP by AID since a major
new intermediate eredit institution, the Instituto de Fomento y Asesorin Mu-
nieipal (IFAM) wus beinp created and its ultimate contribution to rural de-
velopment was uncertain, TI"'AM is now an estublished and effective institu-
tion and plays a sipnificant role in the ADP and the development of the rural
sector. It is incorporated in the CAN and its regional councils, and is also
integrated into the new muarketing commission of the CAN,

B.  Evaluations and Special Studies

The Costa Rica ADP was unique in its approach to agricultural
sector development, in the way in which it was developed, in its focus on
small farmer's well being rather than national production, in its institutional
rather than operational orientation,

These unique features
have led to an unugual number of formal and informal studies, evaluations
and related research efforts. These have included two evaluations of the
entire program sponsorcd by CAN; an in-depth cevaluation of the Agricultural
Serviees and Agricultural Credit activitics sponsored by USAID for MAG; a
comparative study of sector programming approaches (The Hutchinson Team
Report); a traditional audit; and @« management and policy audit. IICA, under
an AID/W contract, conducted a management study in 1972 which provided a
baseline for improved management and operations of the MAG and other
service agencies. AITEC conducted a survey of rural and urban residents
and community organizations for DINADECO, while the USAID has sponsored
baseline surveys and three special regional planning resource studies. In
addition, a great many inspections have been conducted by AID/W and ROCAP
staff.

In the final analysis, each of these reviews has confirmed the validity
of the basie pregram concept and aceepted (some have praised) the realistic
approach to program definition in the absence of more reliable data, The
absence of gpecific targets and benchmarks continues to be a source of initial
concern but all investigators ultimately accept the USAID contention that these
must bhe defined and accepted by Costa Rica's program managers if they are
to have validity as obtainabie objectives. Nevertheless, as a result of bench-
mark data already collected and availability of basic material from the 1973
census, more precise projections and small farm conditions have been used

UNCLASSIFIED


http:orientati.on

- 36 - : UNCLASSIFIED

to design this second stage of the ADP,

Persistent criticisms of the program revolve around the following
points: (1) cortinued limitations of availability of quantitative material, (2)
inability to date to measure the program impact at the farm level, (3) axces-
sive expectations, and (4) inadequacies of available production technology.

1. Continued Limitations on the Availability of Quantitative

Material

This is as vexatious to the USAID as to the evaluators. It
is being overcome, hut it is a long-term effort. Some of the more significant
accomplishments include:

-~ Enumeration and compilation of the 19723 census.

- A baseline survey of small farm credit clients of the national bank-
ing gystem.

- A baseline survey of cooperative membership.

- A comparative survey of rural and urban residents and community
organizations.

- A survey of farm conditions, needs and attitudes in Pacifico Sur.

- A nationwide income and consumer survey.

- A survey of program management characteristics in Pacifico Seco.

~ Slow but progressive improvement in institutional progress report-
ing.

- Regioaal studies of General Valley, Nicoya Peninsula and Atlantic
Coast.

2. Inability to Measure Program Impact at the Farm Level

Program management has been generally good and inputs
have usually heen delivered in accordance with need and consistent with good
management practice. There has been a consistent and notable improvement
in the attitudes of institutional staffs, in the capacity of these staffs to per-
form, and in their willingness to collaborate with other agencies in the pro-
gram. A coordinating mechanism has been established, and planning has im-
proved, but neither is functioning optimally. However, in only a few cases
has it been possible to measure definitive changes in individual small farmer
well-belng and attribute those changes directly to an ADP input. Whether
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realistic attribution can ever be guaged will depend on a set of as yet un-
known variables. Still, we suspect one problem, encountered in 1972, arises
when setbacks occur and managers are leery of admiiting them. This event
was the seriocus drought in 1972 which caused heavy losses to small farmers
and all but wipzd out the significance of 1971 gains.

It is improbable that such changes will show up in national prodiction
statistics, since (1) small farmers make too limited contributions to these
somewhat insensitive categories, and (2) a large amount of basic grains pro-
duction does not enter the national marketing system and thereby goes untabu-
lated. Repetitions of the baseline surveys can demonstrate changes which
have taken place among the more restricted client populations. Even here,
the problem of attribution is severe, since these client populations are im-
pacted by other aspects of the ADP and by non-ADP activities as well. More
precise measurement and attribution is possible only in a situation of rea-
sonable uniformity and traceable causality. We expect to be able to unite
these conditions in the local pilot activities proposed under the Agricultural
Services Project, where careful planning, close supervision and uniformity
of identified target groups provide more promising conditions.

3. Excessive Expectations

Evaluations have repeatedly called attention to the fact
that neither the transformation process nor the intermediate institutional
goals could be met in the near term given the disparities in capability among
the different institutions and the size of the task confronting them all. Cer-
tainly, the intent of the ADP was not to achieve the transformation of the
small-farm subsector in a four-year time frame, but to start a process of
institutional transformation which would make possible the longer-term goal.
There has been somc remarkahble success in this institutional improvement,
but major weaknagses remain in several of thie more important institutions.
particularly in planning and management. The weakness is most pronounced
in MAG, which has the most important rolc to play in the program. Improving
the performance of MAG is the major new initiative in the Agricultural
Services Project.

4. Inadequacies of Available Production Technology

Costa Rican agricultural conditions vary widzly from one
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ecological zone to another. Production systems, techniques and materials
must be adapted to these conditions. In most production regions, and for
most crops, the best commercial cultural practices produce yields well above
the average, indicating ample opportunity for improvement. Even so, ex-
tension agents frequently lack adequate knowledge of the most economically
desirable packages to recommend under local conditions, and are unable to
explain adequately some of the factors which continue to limit production.

In planning the Agricuitural Services Project, considerable attention has been
given to integrating region specific/commodity specific research and services
into pilot development activities.

C. Assessment
1. Accomplishments
Progress during the first three years of the program has
been less than hoped for, but extraordinary, nevertheless, when considering
the positive changes which have occurred and the level at which change began,

Some of the more significant accomplishments are the following:

a, Institutional Development

All of the agencies involved in the agricultural sector
program have undergone significant changes in their programs and operations,
many stimulated or made possible by the loan. Other changes in policy or
structure, not dircctly related to the loan, have been made by the institution
as it has adjusted the use of its own resources to conform with what must have
gseemed to them a desirable goal in itself: to improve its ability to serve the
small farmer. The significance of these changes can he observed in the
volume and accessibility of the services which these agencies now offer:

Volume of Scrvices

1/70 - 12/70 /72 - 6/73

Credit to small farmer

(in millions of colonces) 83.2 186.2
Amount of guaranty of CNP

(in millions of coloncs) 4.8 16.4
Agents of DINADECO (at end of period) 9 31
Agents & Technicians of MAG

(at end of period) 105 148
Titles given by ITCO (at end of period) 86 6,079
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Access to Services

December 1970 June 1973
Bank Agencies 75 89
Cooperatives with DAPC 4 30
Agencies and Offices of MAG 49 72
Agricultural Delegations of CNP 29 44
Community Development
Associations 150 231

b. Coordination

All parts of the coordinsiion structure (CAN, CARs
and Cantonal Agricultural Committees) are now fuai:tional. Coordination
among the institutions is much improved, as are interinstitutional relation-
ships. There 1s st.i’ too great 2 tendency to rely en the formal structure, a
complex diversity among client groups, and inadequate joint planning, as
well as differences in the capacity of individual institutions.

c. Regionalization

The concept of regionalization has heea accepted by
all institutions 2ven when not practiced eficetiveiy.  All of the institutions now
accept common regional boundaries, hut only the Agricultural Extension
Service, DINADECO and ITCO have aciieved .« bigh degree of hicrachization
of their organizational structure along region:i iuces,

d. Decentralization

- The National Banking svstem, through its com-
mercial banks, has made gignilicant progres:. in the transfer of resources,
responsibility and authority to its fivld offices. individual agents now have
a greater degree of flexibility within an ciffective system of guidelines and
supervision, Other institutions have demonsgtrated interest in decentraliza-
tion but have difficulty in carrying though. Even ine MAG, which has been
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the leader in regionalizing its extension services, has been unable to de-
centralize its operating budget, procurement function and eguipment repair.

2. Weaknesses

In addition to the more generalized problems noted in the
previous section, the [ollowing bottlenecks of the ADP can be identified:

a. Management

Management deficiencies in program planning, imple-
mentation, control and cvaluation are persistent. The importance of their re-
solution is just beginning to he accepted. These deficiencies are evident through-
out the sector, but arc particularly noticeable in the MAG. A breakthrough
in improved management practices by MAG, such as is sought through the
Agricultural Services Project, should result in considerable improvement in
MAG's performance, and with it, the performance of related agencies.

b. Lack of Multiple Channels

The value of opening up additional competitive
channels for small farmer credit within the national banking system has been
clearly demonstrated. lHowever, [armers still need additional competitive
channels for credit, {or technical assistance, for inputs and for product
marketing. A multiplicity ol channels expand the number of service oppor-
tunities and stimulate better and more economical services. A strengthened
cooperative movement, such as we seek through the Cooperative Development
Project should accelcrate the process of access to channels while, at the
same time, stimulating organizations of small-farmer groups who increas-
ingly will depend on such association to compete in the market place.

c. Market Inefficiencies

The market system is extremely ineffective in trans-
mitting price, supply and demand information to producers and in collecting,
sorting, transporting and selling agricultural produce. Three different ap-
proaches arc being used to get at this problem. First, strengthening the co-
operative movement through the Cooperative Development Project which pro-
vides a farmer-owned organizational basc for joint marketing efforts.
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Second, the grant-funded Project for Integration of Agricultural Marketing
(PIMA) provides technical assistance for planning a central market structure
and for research on other general marketing and marketing investment strate-
gy. Third, IFAM f{inances a wide variety of municipal projects (including
improved local and regional markets) which strengthen municipal infraatruc-
ture in rural areas to support agricultural development and viable regionel

growth,

With these experience factors in mind, the USAID and GOCR began
the analysis and identification of the second phase of the ADP in the summer
of 1973. Of paramount consideration was the assumption that the institu-
tional framework was in place, that a shift in focus to more direct assistance
to the rural sector and its small farmer population was now a viable objective
which could be entertained. This assumption was reinforced by institutional
performance during 1970-74 and a more substantial awareness of the mix of
direct services which were most needed by small farmers. In addition, the
program which has resulted was basically prepared by those staffs of the
institutions which will be primary recipients of the new loan, thereby better
assuring enthusiasm and a level of commitment from the bureaucracy which
heretofore was lacking.



- 42 - UNCLASSIFIED

V. PROGRAM GOALS AND STRATEGY

The Agricultural Development Progras seeks to increase the
income and improve the living standard of small farmers by help-
ing them to utilize modern farm production techniques and manage-~
ment and murketing practices. There are sufficieat expeorience ‘!S
tors to believe that small farwmers will make rational management
decisions and improve their well being if provided with adequate
information and with reasonable access to credit, productive in -
puts and markets, Provision of these clements requires the
strengthening of services provided by public institutions and farm
er organizations, This requires (1) inculcating the staffs of
these public institutions with a concern for small farmer welfare,
and (2) the availability of multiple channels through which small
farmers may exercise their choices f6r géods, services and markets,
Finally, these services must be coordinated sufficiently to assure
that all necessary elements become available to farmers in adequate
amounts at the proper time.

The basic concepts, goals and strategy of the Agricultural
Development Program remain valid., The social and economic setting
of the rural sector and the characteristics of its small farmers
and rural population which led to the conceptualization of these
goals and their conditions which determined assistance strategy under
the ADP -- are essentially unchanged, The loan package herein pre-
sented should be seen as an extension and continuation of the strat
egy outlined in CAP AID-DLC/P-916, but seeking to build on past ac-
complishments and overcoming weak points in order to achieve the
same basic long term goals,

Chapter II1, BACKGROUND, summarizes the status of the ADP,
the evaluations and studies which have been conducted, and the prin
cipal accomplishments and weaknesses in the first three years of
program operations, USAID/Costa Rica believes that the strategy
utilized to date has been appropriate and realistic¢c,and hes result-
ed in substantial progress in strengthening the institutions serving
small farmers and in directing staff cenergies and attemtion to such
service,
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At the same time, the experience under the ADP has provided
us with a much clearer picture of the possibilities and pitfalls
in small farmer development programs, We have a great deal more
knowledge of the nature and underlying causes of problems, and a
better appreciation of the rapidity with which change may be ex -
pected to occur in concepts and administrative practices as well
as in farmer adoption of new practices.

The ADP is ready for the second phase of operational strategy
and technique, The novelty of the ADP and its associated mystique
are showing signs of wear, This negative factor is balanced by the
more professicnal approaches being taken by GOCR institutions to
the solution of sectoral problems, These institutions are beginn-
ing to recognize the need to find ways to "'make things happen' and
to plan and manage for results rather than rely on a continuous ex
pansion of resources along traditional input lines, -

USAID, in proposing this second phase of the ADP, is shift-
ing its apprdnch to meet these changing conditions without altering
the basic trategy of the ADP, In essence, we will encourage con-
tinued self improvement by all sector institutions., All will con-
tinue to be included in monitoring, reporting and evaluation; but
only a few will receive additional capital assistance.

New AID resources will be concentrated on a limited number of
high priority institutions whose hoped for improvement in providing
small farmer services will sustain the momrentum and progress ini-
tiated with the ADP,

A, Agricultural Services

Improvement of MAG's program planning, management and
operations analysis will not only improve the quality and effective
ness of its sorvicoes, but will permit MAG to more effectively co ~
ordinate the efforts of all sector instituiions, The method for
bringing about this improvement will be the development and imple-
mentation of a set of carefully selected projects which can provide
a pattern for integrated planning and execution within MAG and which
are sufficiently well-focused to assure a traceable causality of
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their effects, We are primarily concerned with the need to devel-~
op "vertical" region-specific, commodity-specific activities with
their corresponding organizational changes which assure the avail-~
ability of an appropriate technological package, the means for its
delivery and the necessary supporting services, including MAG
staff training development, We will also assist "horizontal” pro-
grams, such as an improved vehicle management program which will
improve the efficiency of MAG supportive services,

B. Ccoperative Development

Improving the capacity of farmer cooperative organizations
will expand alternative cihannels for credit, technical assistance,
inputs and marketing, The economies of scale possible through joint
effort should improve the ¢conowic competitiveness of small farmers,
Under the ACP, assistance was provided to the cooperative movement
in the foru ol technical assistance, divected agricultural product-
ion credit and loans vo individual cooperatives for investment in
thelr own productive enterprises, Last year, the Department of Co-
operatives of the Banco Nacional de Costa Rica was spun off and re-
constituted as a new private Cooperative Tmstitute (INFOCOOP), di-
rected and controlled by the cooperative movement,

The proposed program builds on past progress., It includes
needed capital resources to be channeled through INFOCOOP to rural
cooperatives and their federations., These funds will permit expan-
Blon of the agricultural production credit programs but will also
emphasize credit for cooperative marketing facilitles, feed mixing
plants, input handling and siwilar investments. The program also
will strengthen INFOCOOP ag a service institution for the coopera-
tive movemeat, providing a solid base for its organization, educa-
tion and training, and promotional activities,

C. Rural Municipal Development

Better agricultural scrvices and corresponding production
and income gains by swall farmers alone will not create an environ-
ment sufficient to assure the viability of small “~wmers and their
desire to remain farmers in rural areas, Rural inirastructure
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development and related community services are critical eloments
in the task of building a dynamic small farm agriculture base,
This program, therefore, includes assistance to IFAM to assist
county governuents and rural communities in developing the infra-
structure and public services which serve the small farmer,

The strategy set forth in this second phase of the ADP
will be oriented toward services of institutions and specific
target groups rather than the institutions themselves, It will
focus on concrete projects and activities in an effort to "make
things happen''. And, the strategy should create more productive
target plauning within the sector given the use of specific input-
output operations as the focal point,
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VI, THE TARGET MAN

In spite of accelerating urbanization which is now taking
place in Costa Rica, especially in the Meseta Central area, more
than 50% of the Costa Rican pcpulation continues to live in rural
areas, and an even higher percentage continues to derive its liveli-
hood directly or indirectly from agriculture, Until recently, the
agricultural sector was viewed as a kind of residual storage tank
in which the bulk of the labor force (or potential labor force)
could find some sort of subsistence until sufficient economic de-
wlopmwent occurred to provide employment in the urban-based indus-
trial sector,

This transformation of the employment base probably will not
develop as rapidly or to the degree that will give the excess rural
population an opportunity to find gainful employment in urban areas,
In fact, current estimates show employment growing at an average
2,7% during 197u-1980 but with the labor force growing at 3,.4%,

The unemployment problem which this suggests for the future has
been given top priority by the GOCR in the new National Develop -
ment Plan, Therefore, the strategy of this loan emphasizes in -
creased :ural income generation and increased employment opportu-
nities for the low income, underemployed rural person, recognizing
that the founaation of the Costa Rican economy will remain agricul-
turally oriented,

According to the =riteria adopted in 1970 for the Loan 022 the
target man was defined as the small farmer whose net annual income did
not exceed ¢25,000, which at current exchange rates is equivalent to
$3,006. For purposes of the credit activity of that loan, a maximum
subloan of approximately $12,000 was set. In practice, however, subloans
averaged only S$500 each and met incomes of the target group have averaged
congiderably less than $3,000. This new loan program focuses even more
sharply on the small farmers in the outlying areas of Costa Rica where
average annual family incomes have been determined to be only $500,
A definition based on income avoids a characterization based largely on
size of holdings. The principal problem with this type of classification
is that farmers that fall within this range differ substantially when {t
comes to receptivity to change.

We have, therefore, separated small farmers into two groups;
the advantaged and the disadvantaged, remembering that neither farmer
has very much, and that this is only a relative classification.
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The difference between the advantaged and the disadvantaged
farmer is that the tormer can accept some risk, He can afford to
invest in inputs which may be unprofitable in occasional years, if
the long-term averages are good, The disadvantaged farmer is less
able to offset bad vears with good., He is concerned more with
minimums than averages. He prefers yecar-~to-ycar stability at mod-
est production levels over higher averages which involve more risk
and fluctuation.

1/

As a result of 2 recent fielid survey of 1,488 persons in
109 communities from 20 districts of the country which were located
outside of the Central Vallsy, as well as preliminary 1973 census
data, the following :informucion characterizes the target man, The
term ''rural” as usedbclow refcrs to the regions of the country out-
side of the Central Valley.

A, Use oi Agriculturzl Inputs and Basic Animal Husbandry
and Agronomic Practices

Only twonty-four porcent of all che farmers in rural
areas use some or all of these seven inputs or management techni-
ques: 1) chemical fertilizers, 2) insccticides, 3) herbicides, 4)
improved secds, 5) crop rotailon, 6) parasite control, and 7) vac-
cinations of livestock,

Nationwide, Lhe five moot widely used practices by all
farmers are: 1) herbicldes 39,7%, 2) clirvical fertilizers 29,2%,
3) livestock vaccinations 28.7%, 4) insecvicides 22,8%, and 5) par-
asite control 21,7%, The wost conwon sources of learning about
these agricultural practices are reluat.ves aud/or friends, the agri
cultural extension service and worh »xporience or other farms, -

Trom the above informatiocn, v cuan hypotnesize that the
disadvantaged subsistonco farmer probably uses very little of the
above agricultural manapgoment techalgues, Thus, we assume that the

1/
T DINADECO/ATTEC, ctc,
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disadvantaged farmer has at his disposal less productive land, less
capital but essentially the sam: amount of family labor as the ad-

vantaged small farmer., Because of this inbalance between availabi-
lity of lard at his disposal and labor, the disadvantaged farmer is
typically more underemployed,

Onec of the greatest needs of the disadvantaged farmer is
the opportunity to usc more fully tiue onn Tactor of production
which is in surplus-Iamily labor, In contrast to capital inputs
which could be financed tarcagh louans, an investment of additional
labor can be wmade witicul risx or loss of opportunity, and more
important, without mortga;.iny the future,

B, Chuaracterisiicos of the Land Holdings

In overall uumbess, there are 28 000 farms with 1 to 10
manzanas which is 43,7% of total farms ia the country,

The survey showed that 67,37 of the heads of households
in the rural areas outside the Mescta Central are e¢ngaged in agri-
culture and G2,3% of tic farmers stated that they worked their own
land ( the natioax! aversge was 55,2% ). Almost 9% of the farmers
rented land,

Howavoy, 1t iy important to note that over 20% of the farm-
ers in the outlyin;; arcas who work their own or rented land also work
as laborers ou asnothoer's iand, This practice would indicate that
the retums from one’'s owh land i: insuificient for the family
subsistence or, av boesiy, seasonal, and that it 1s necessary to find
other sources ot incorce,

To thueuitoan that the Agriculiurar Development Program
reaches the worc aavantaged farmers wich a farming package system
it will, in 0l! lisclinood, help the disadvantaged subsistence farm-
er's oconomic positiod hrourh ancreasscd cmployment opportunities
on nelghboring {anms, »incy tnose packages emphasivze cropping mixes
which decrcase seasonn!, ovyeiic variations and maximize labor utili-
zation possibillcfus,
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In addition,we can anticipate that at least 15 % of the
disadvantage<d farmers can be reached directly on the basis of MAG
and bank coxperience in incorporating that percentage of the small-
08t farmers in the ADP to date,

C. Principal Institutions Affecting the Rural Family

The survey showed that of the four public sector institu-
tions that nuave direct contact with the rural family, the Agricul -
tural Extension Service was by far the most important, Nevertheless,
the MAG recognizes that many of these contactgsare not highly pro-
ductive and do not represent the kind of dynamic outrcach needed to
assist small farmers toward improved productivity and income gains,
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TABLE : KNOWLEDGE OF AND CONTACT WITH VARIOUS INSTITUTIONS
(PERCENTAGE OF HEADS OF HOUSEHOLDS)
Southern (Northern etro-
Atlantic|Pacific %acific Northern politan
INSTITUTION |Region |Region [|[Region |{Plain NATION |Region
Institute for
Social Assist,
Knowledge 13.6 21,0 15,0 0.0 38.6 62,9
Contact 3.2 1.4 0.5 0,0 5.4 9,0
Institute for
Housing and
Urbanization
Knowledge 35.6 51,0 46,7 11,0 59,1 78.4
Contact 8.4 3.9 2.6 0,0 8.4 14,8
National Of -
fice of Com -
munity Devel-
opment
Knowledge 1.3 4,7 4,7 0.0 5.4 6.3
Contact 0.6 4,2 4,2 0.0 3.6 2,7
Agricultural
Extension
Knowledge 25,3 28.4 23,4 11,0 32.4 42,5
Contact 14,6 9.7 15,0 2.4 10,5 8.1
Number of
Individuals (157) (298) {(191) |(41) (1,488) (511)
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D, Income and Economic Status

In rural areas, the average family's annual income is approximately
$500 vs. almost $3,000 in the metropolitan zone of the Meseta Central,

Because families are larger in rural vis a vis the Mese~
ta Central (4,82) children vs, 3.98) the concentration of wealth,
expressed in terms of economic resources available per capita is
even more severe, The real annual income per capita for the out-
lying areas is {722 as opposed to ¢4,747 in the Meseta Central,

E. Facilities Available to the Target Man

The target man depends on his local government (canton)
to provide him with an array of essential services. He urgently
needs roads to take his products to market, electricity to improve
his environment and to technify his farm, market facilities, water
supply for his farm and home use; and he expects his local community
to work with central government institutions to provide his area
with health, education, social and recreational facilities and other
productive services which he needs so that he and his family are
benefited with a higher quality of life in rural areas, His propen-
sity to leave agriculture and rural areas for the city is increasing,
A recent study of 3 cantons in the Nicoya Peninsula shows that the
population has remained at a constant level between 1963 and 1973
even though population growth has averaged more than 3% in the re -
gion during the same period.

1., Electrical Service

Depending upon which rural area one lives in, only
between 2,4% and 18.7% of the homes interviewed had electrical serv-

ice,
2, Water Service
70,5% of families nationally and 97,6% in the Metro-
politan Area have water systems, whereas this service is available

to only O to 40%0f the families in the rural areas, depending on
which region,
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F. Nutritional Status

As a result of a study financed by AID in 1972 with the
University of Costa Rica, a nationwide consumer survey (Income
Distribution and Food Consumption), was carried out in which 1% of
Costa Rican families were interviewed,

The following table shows the difference in consumption
per capita ia the Urban and Rural Zones,

CONSUMPTION PER CAPITA IN POUNDS

PRODUCTS URBAN RURAL
Rice 104 106
Corn 31 79
Beans 49 63
Beof 70 33
Pork 11 3
Chicken 11 6
Fish 13 6
Eggs (units) 222 147
Milk (bottles) 163 119

The target man can be reached, The ADP has proven his
accessibility and interest in change, However, better focus and
qualitative improvement in the mix of services must be provided
to increase his productivity and his environment,
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VIiI. AGRICULTURAL PRODUCT EMPHASES

The agricultural products that will receive the most support
from this Piogram will be the non-traditional, local consumption
crops produced in largo part by small farmers, As in Loan 022 we
are not seiting production targets since the program focus is on
the farmer and institutions that serve him and not on national
production levels, Furthermore, because much work remains to be done
to develop area and crop specific technological packages for many of
the crops, global production targets cannot be established with any
reasonable accuracy, However, yield and production targets will be
set for the specific regional production projects to be carried out
by the MAG; whose objective will be in large part to develop speci-
fic technological packages.

We know that small farxrmers who could be affected by this
Program are producing basic grains, fruits and vegetables, milk pro
ducts, eggs, beef, hogs, chickens, sugar cane, coffee,cocoa, plant:
ains, etc, They constitute the principal source of supply of the
basic food crops consumed in the country; the subsector whose pro -
duction and marketing systems are the least developed.

We will not be providing specific assistance for the pro-
duction or marketing of the principal cxport crops (coffec¢, sugar
cane, bananus and beef) because their production and marketing sys-
tems are already relatively well developed, On the other hand,
producers of those crops will beneiit indirectly from this Program
to the extent that the MAG, cooperatives and IFAM are able to strength
en their overall operations and provide grcater services to their -
total clientele,
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VIII. PROJECT SUMMARIES

A, AGRICULTURAL SERVICES

Evaluation of progress to date under the Agricultural
Development Program has revealed that sector institutions have
been reaching larger numbers of the small farmer target group,
in the form of production credit and on-farm assistance . Also,
the sector has been better organized and regionalized to assist the
small farmer with significant improvements in the service capacity
of sector institutions. Notwithstanding these gains, outreach to
small farmers with resulting productivity a-d income increases
have heen sporadic and, in large measure, hard to quantify. A
key factor explaining the less-than~hoped for level of productivity
and income improvement of smail farmers appears to be the in-
adequate application of modern management practices and lack
of operational resources of the Ministry cf Agriculture (MAG) in
its technical assistance and small farmer service program.

The MAG has made substantial progress in building up its
professional staff and in improving its facilities and equipment
base. However, MAG field service operations need bolstering
if it is to influence the utilization by the small farm sub-sector
of modern farm practices to achieve high productivity. This loan
project , then, supports the introduction of new management and
training techniques within the MAG and, concurrently, encourages
a better balanced allocation of MAG budget resources to permit
its professional staff to plan and carry out a series of regional
projects of assistance to small farmer groups. The methodology
to be used in improving the quality of MAG services will be to
modernize management, policymaking and field operations through
a carefully selected program of on-the-job demonstration training
programs iG be undertaken by MAG central staff and regional
offices.

In addition, this project supports thefurther development of
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the National Agricultural Council (CAN) and its sccretariat to
(a) improve the capacity of its network of regional agricultural
councils (CANcitos) to plan and propose sectoral development
efforts; (b) coordinate and evaluate Agriculture Development
Program _ activities; and (c) establish sector puiicies and pro-
gram priorities, including guidance to its new, permanent
national marketing commission and the commission's staff arm
(PIMA) .

AID will provide $1,300,000 of loan funds for this project,
$200,000 of which will finance CAN planning, coordination and
evaluation responsibilities., For the MAG, $1,000,000 of AID loan
funds are planned to carry out demonstration training and manage-
ment reform activities. Specifically, AID will contribute $700, 000
to assist in the financing of up to 18 demonstration projecis-~by-
campaign to be carried out as training vehicles through cach of
MAG's 6 regional offices and to cover primary crops and livestock
operations cultivated by the Costa Rican small farmer. $200,000
of AID loan funds will cover technical assistance inputs to help
improve MAC planning efforts and managem:nt practices.
$100,000 will be contributed to MAG staff training programs to
upgrade technical personnel and to introduce modern farm
practices. In addition, $100,000 of AID loan funds will help
finance a preventive vchicle maintenance program to improve use
of the MAG's large jeep and auxiliary vehicle fleet which was,
in part, originally purchased with orior AID and IDB loan funds.
The GOCR will contribute the equivalent of about $1,650,000 in
increased MAG budget for operating costs as counterpart with
the objective of restoring balance in its annual budgets, thereby
permitting the MAG to assume full responsibility for carrying out
field projecas—by~campaign on a continuing basis, beginning in
1978. Furthermore, the GOCR will contribute as counterpart the
financing of the staff of the national marketing commission, and
a feasibility study for the establishment of a central wholesale
market. The GOCR will also assume responsibility for financing
the construction of the central market; although its costs have
not been assigned as a counterpart contrinution.
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B, COOPERATIVE DEVELOPMENT

By Latin Amcrican standards, the Costa Rican cooper-
ative movement is cxceptionally advanced, both in terms of mem-
bership and in terms of organization and activities. With AID
assistance, the credit union concept has taken hold impressively
in Costa Rica over the past decade. To this concept have been
added other services which cooperatives can extend to their
members, such as the supply of production inputs. Cooperative
membership is presently at 87,713 members, representing annual
increases averaging 15% over the past three years. Membership
is expected to continue to grow at this rate.

The result of extended cooperative organization has been to
broaden the objectives of the cooperative movement in Costa Rica
This has been both a cause and an effect of extended membership
and stronger organization. Thus credit unions are no longer con-
tent to limit themselves to the original savings and loan functions.
During the 022 Loan period, the supplying of inputs became a
major program in the two largest cooperative federations in Costa
Rica UNACOOP and FEDECREDITO, Although there is still much
left to do in this area, cooperatives have become interested in
further expanding their activities to embrace marketing,semi-
processing and processing functions, thereby becoming "full
services" cooperatives. The ability of cooperatives to achieve
links of vertical integration in order to complete the farmer-to
market, or farmer-to-processor cycies will greatly enhance their
ability to service the small farmer.

The principal objective of the Cooperative Development
Program is to encourage the Costa Rican cooperative movement to
extend more and better services to more small farmers by adopting
a full service approach. A full service approach should begin
with helping the farmer to decide what to plant, how to “plant it,
and where to market it. This may mean setting up marketing con-
tracts in advance and providing transportation links to markets;
it may mean providing market news information on a timely basis,
that is, prior to planting; it may mean providing storage facilities
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to protect products until the market price gives the tarmer a tai
return on his investment and labor; or it may mean contracting
with a private food processor which provides steady, predictable
markets for the small farmer.

The marketing structure of Costa Rica will be greatly
strengthened by this process. The present system is essentially
private, but is not considered :0 be excessively exploitative by
American and local exparts who have analyzed the market structure.
However, the marketing system coes not reach all small farmers.
Furthermore, the market is very "thin" for certain products. Thus
the present loan wiil improve the Costa Rican marketing system
by identifying the weak links in the present marketing structure
and strengthening these links through cooperative initiative.

The program will thereby benefit poth the small farmer by increas-
ing his income, and the national c¢conomy by improving the market-
ing systcin.,

The Tooperative Development program is composed of two
inter~related components: production credit and marketing/pro-
cessing credit. Thesc will join to become the operational arms of
a unified sirategy to improve cooverative services to the small
farmer in the process of production as well us in the essential
process of marketing. Coordinatina this effort through cooper-
atives will serve to strenqgthen the cooperative movement's
ability to service the small forwer.

The over-riding need to vrovide belter marketing services
for the small farmer has been ampiy demonstrated.

The principal component of this project is $3,200,000 of
AID loan funds countarpartea by 52,750,000 of Costa Rican funds
to expand credit {or agriculture-related cooperatives, for the
purposes of production, processing, transport, distribution, and
marketing., $2,700,000 of the AID funds will be relent by the GOCR
to INFOCOOP at the AID terms.

In addition, $500,000 of AID loan funds will be made

available for technical assistance, on a grant basis from the GOCR to
INFOCQQP to use
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throughout the cooper-
ative movement in such a manner as to most effectively progress
in extending full service cooperative support to the small farmer.
These funds are fundamental to the success of the program in that
they are essential to the development of managerial and technical
skills within the cocirerative movement.

C. RURAL MUNICIPAL DEVELOPMENT

Costa Rica has witnessed a growing disparity in the
distribution of wcalth, resources, and services between its
urban and rural populations. Urban areas have a general standard
of living which is some § to 6 times greater than outlying rural
areas; and this condition is reflected in the absence of even the
most basic infrastructure and public services in many rural
cantons. Part of the problem is the low level of financial re-
sources available to rural municipalities. Likewise, part of the
problem is the tendency by the central government to emphasize
urban core area investments. In 1970, AID assisted the GOCR in
the establishment of the Municipal Development Institute (IFAM)
by providing a loan for initial capitalization and technical as-
sistance, IFAM has made impact in financing municipal infra-
structure projects and in upgrading the management capability of
local governments. Nevertheless, those municipalities which necd
IFAM assista nce the most, i.e. 65 poorer rural, eminently agri-
cultural cantons, have not yet been attended adequately; and it is
the purpose of this loan to encourage [FAM to invest financial
resources and adminsstrative and planning know-how into these
rural cantons. Through such a transfer program, it is expected
that resulting inputs of infrastructural and public services will
help technify small farm agriculture and thus_raise the product-
ivity of these cantonal farming communities, increase their access
to markets, and improve the standard of living for the rural poor,

AID will earmark $3,400,000 to IFAM for this rural-oriented
loan project of which $3,000,000 will be for capital and $400,000
for technical assistance and training activities. The GOCR will
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provide counterpart in the form of annual capital increases for
IFAM through new land tax income of approximately $500,000 a
year and a one~time grant of about $775,000 in bonds.

Both new AID loan and GOCR contributions for capitalization
will be used by IFAM to finance high benefit nrojects in rural
areas, exclusively, with preferance to the 65 rural cantons now un-
dergoing detailed study. Sub-loans would be for farm-~tc-market
roads, rural water systems, electrification and' agribusiness-
related projects which, in terms of cost/benefits, have high impact
for small farmers. In addition, $400, 000 of the AID loan will
finance technical assistance and training to further develop IFAM
staff capabilities and its services to all 79 municipal clients. Of
these funds, $75,000 will finance technical services to IFAM's
new Rescarch gnd Planning Department. This Department is
currently undertaking baseline studies of 25 of the 65 target rural
cantons, and, by September, will complete a priority investment
plan for @ach of them. Studies of the remaining 40 rural cantons
are scheduled for 1975. $100, 000 will provide assistance to im-
prove IFAM's own financial management, and $225,000 will fund
a training program for both IFAM staff and municipal personnel
under the aegis of the National University of Heredia. The train-
ing program will stress community planning, municipal manage-
ment and services, and project analysis execution.
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X, INTERNAT 1ONAL DONOR RELATIONSHIPS

A. There are a number of international donor institutions
as well as other bilateral assistance missions participating with
the GOCR in activities within the rural sector which support projects
of this loan proposal and which have been taken into account in the
preparation of our strategy. {n all cases, duplication of effort has
been avoided. We are also satisfied that externally-financed activi-
ties are in large measure complementary to the loan program prepared
herein.

B. Current or planned external programs for the rural sector
include (a) agro-industrial credit programs of LAAD, CABEI, and IBRD;
(b) livestock credit programs - I1DB; (c) commercial agricultural export
credits - IDB and IBRD; (d) general agricultural credit - IBRD; (e)
Itiquis and Tempisque irrigation development projects - IDB, UN, FAO;
(f) ocean fisheries - IDB; (g)feeder road and secondary highway recon=-
struction projects -~ ID8; (h) regional electrification - IDRD.

C. 0f special significance to complement our program are (a)
a new $18.8 million agricultural credit loan in the advanced planning
stages to be financed by the IBRD which will include sufficient smail
farmer credits to preclude further consideration by AlD of supporting
such sectoral needs through the banking system and (b) selected highway
development and reconstruction projects of the IDB and CABE} which
will afford tie-ins to possible feeder roads which might be financed
by I1FAM under the AID loan.

These include (1) a new highway, Naranjo-Florencia-Los
Chiles, which knifes up through the San Carlos region to the Nicaraguan
border -~ an area which heretofore has remained agriculturally hampered
by lack of transport access; (2) reconstruction of the Carmona-Nicoya
highway which currently is in poor condition and adds costs to marketing
of produce from central Nicoya Peninsuiar; (3) the new highway linking
Limon-Siquirres~San Jose on che Atlantic side which opens up this vast
region for development; (4) a new highway along the Pacific cost that
will improve access to markets for important rice and cattle-producing
areas; (5) pilot farming programs sponsored by the Taiwanese Government
and UNDP provide support to the MAG and ITCO in specific localities of
the country as well as demonstrating new cropping and farm management
techniques; finally (6) plans for British and CABEI support of a new
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post~secondary livestock technical school, patterned along the lines
of the AlD-financed Agriculture Technical School in Santa Clara, will
provide access for training middle-level management personnel for
livestock enterprises and public sector institutions.

D. Relationship with 11CA:

Direct participation in the ADP and the design of this
loan proposal has been provided by |ICA management and marketing
divisions. Their collaboration in the analysis and field testing
stages as part of a CAN, lICA, AID task force has been particularly
instrumental in convincing middle-level managers in the MAG of the
need for organizational! changes and '"lwrojects by campaign' as essential
ingredients of a new MAG strategy to assist small farmers.

E.  Relationship with (DB:
Close coordination was maintained throughout the preparation

of this loan proposal. Although the 1DB has demonstrated interest in

the Agriculture and Marketing Services elements, the |IDB belicves that

(a) Specific AID inputs would not have been provided by the 108; (b)

AlD assistance to the MAG will improve prospects for MAG capability to

complete iDB-contemplated loans to irrigate the Tempisque and [tiquls

Valleys; (c) IDB loan funds for marketing development could be made

available in the future on the basis of investment decisions to be

taken by the new national marketing commission--but would not be

programmed prior to the commission's full study of marketing needs.

The IDB also feels, as does the IBRD, that AID plans to assist |FAM

and INFOCOOP arc appropriate but not possible bank loans since neither

of those sector institutions have the type of proven track record which

both 108 and 1BRD prefer in reviewing assistance programs.

F. Relationship with 1BRD:

IBRD officials have informed us that they will concentrate
assistance in the rural sector on assuming all needs for national banking
system agriculture credit, including credits for small farmers, which
is calculated at §18.8 million. Moreover, the IBRD has indicated serious
interest in cooperatives credit programs if and when INFOCOOP demonstrates
its ability to handle increasing coopcrative investment demands,
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G. Relationship with CABEI:

We anticipate that the GOCR will look to CABEl for
financing the proposed central wholesale market, other marketing
facilities, and/or wholesaler~-retailer credit programs. This may
be done jointly with the Central Bank and CODESA, or it may be
directed exclusively at CABElI. Of particular interest to the GOCR
Is CABFI financing of the central wholesale market as was provided
recently in a parallel case to Guatemala,

He  Coordination:

Close contact is maintained by the USAID with visiting
IBRD teams. Also, USAID, DB, and UN representatives hold monthly
meetings to coordinate assistance programs both between agencies and
with the GOCR. Beginning with the preparation of the 1973 DAP, this
Mission designed its planned follow-on loan to the ADP in concert
with IBRD, UN, IDB, and IICA plans and interests.
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X. IMPLEMENTATION PLAN

A. PROIECT MANAGEMENT

Overall responsibility for the execution of the Program
will be with MAG INFOCOOP and IFAM in coordination with the
CAN, for their respective projects.

B. USAID MONITORING RESPONSIBILITIES

The Chief of the Office of Rural Development and his
staff will have primary monitoring responsibilities fer the
Cooperatives and Agricultural Services projects and the Chief of
the Office of Institutional Development for the IFAM project.
Assistance in monitoring will be provided by USAID contracted
technical advisors, the Capital Resources Development Officer
and the Controller. There is sufficient expertise in USAID to
adequately provide the necessary services.

C. LOAN DISBURSEMENTS

Direct disbursement of funds will be made to MAG,

INFOCOOP and IFAM upon due request. Advances of up to three months
will be made as needed. The relending of funds will be done in
accordance with subloan agrecements between IFAM and the municipalities
in the case of the IFAM project and between INFOCOOP and the cooperativ

federation and individual coops, in the case of the Cooperatives project.

Although the majority of the Loan funds will be disbursed in
local currency, we anticipate some U.S. dollar expenditures for
procurement of office and farm equipment, trucks, and food hand-
ling and processing cquipment, etc. In these cases, the Capital
Project Guidelines would be followed and disbursements would
be made through the issuance of letters of commitment.
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D.  FISCAL CONTROL

MAG, IFAM, and INFOCOOP will be responsible for
fiscal control of loan funds for their respective projects. Audit
and review activities will be made by both the USAID Controlleg
the AID Auditor General, and the GOCR General Controller Office.

E. REPORTING

The MAG, INFOCOOP and IFAM will submit periodic
(monthly and /or quarterly, depending on requirements) reports
to the USAID and CAN covering project progress, financial con-
dition and use made of the AID loan funds. In the case of the
Cooperatives Development Project similar reports from FEDECRE-
DITO , LA UNION and FEDEAGRO will be submitted to INFOCOOP
and USAID.

INFOCOOP and IFAM will submit to USAID copies of their
annual financial statements and coples of year-end financial
audits performed by independent, qualified auditing firms.

F. IMPLEMENTATION SCHEDULE

Assuming loan authorization by June 30, 1974, we
anticipate signing the loan agreement by August 31, and obtain-
ing its ratification by the Legislative Assembly by October 31.
The conditions precedent to initial disbursements should be
met by January 1, 1975.

XI. EVALUATION PROGRAM

A, INTRODUCTION

The Evaluation Program will include a range of
activities from continuing data collection to broad evaluations of
the overall program. In terms of evaluations per se there will be
Project level evaluations and sector level evaluations. In addition,
we will sponsor periodic special analyses or research studies
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needed to add to our understanding of a particular aspect of the
program. In order to make these evaluations and studies truly
productive, an important element of each Project will be a
strengthening of the data collection and analysis/planning
capability of each implementing agency. 1lue objective of this
evaluation program is two-fold: 1) to attempt to measure the
impact of the Program on the small farmer and 2) to measure the
institutional development gains obtained and attempt to relate
them tc tae change observed in the small farmers' welfare.

Our ability to attribute anticivated improvements in the small far-
mers' condition, which is implied in 1) above, to the Program in-
puts is not assumed. But artribution will be a subject of con-
tinuing interest and inquiry.

The 1373 national population, housing and agriculture
census represents a valuable evaluation resource that is readily
available to the Program. A large quantity of data will soon be
published and available that will in itself be useful. But the
published data is just a small part of the data potentially available
from the Census. For example, the Census results can be sub~
jected to dertailed analysis to obtain a great quantity of informa -
tion that could contribute significantly te planning, programming
and evaluation activities within the sector. We intend to ex-
ploit this resource to the maximum for evaluation and research
purposes and, by so doing, maintain the Census data current
thereby assuriny its continuing utility for future programs.

B. PROJECT LEVEL EVALUATIONS

Each Project (Agricultural Services, Cooperative De-~
velopment @ad Municipal Development) will be evaluated period-
ically to measure progress attained towards meeting the specific
objectives and from which to plan future activities.,

The
general scope of each will cover the institutional development as-
pects and, to the extent feasible, measurement of impact on the
recipients of the services of those institutions. In those cases
where there arc¢ several Institutional levels through which services
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pass to the target man, thelr performance will also be analyzed.
These evaluations will be conducted by the implementing agencies
themselves with the professional evaluators' assistance. It is
important that these evaluations produce planning inputs to be
included in each agency's operating plans.

C. SECTOR LEVEL EVALUATION

The CAN intends to sponsor evaluation of the entire small
farmer ADP in 1974/1975 and in 1977 to measur. progress obtained
on a global basis. The condition of the small farmer will be
measured but the evaluation will also cover such topics as inter-
agency coordination and sector policy making. Technical assistance
provided to the CAN through this loan will help CAN design and
perhaps carry out these sector ievel evaluations; and aaditional
AID funds may be used to contract wmorresional evaluators to per-
form the evaluations. Other Ccsta Rican agencies might also
participate in sponsoring these sector-wide evaluations or studies
such as the Central Bank and the National Planning Office.

p. INTERNAL EVALUATION - RELATED ACTIVITIES

Each implementing agency will be increasing iis capacity
to perform data collection, research and analysis as a part of their
normal activities. Loan funds wiil be used to provide technical
assistance to the MAG's and INFCCOOP's planning departments and
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IFAM's investigation department for this purpose, The improve-
ment of these on~going activities will contribute significantly

to thelr ability to evaluate their own performance and will greatly
facilitate external evaluation and studies by improving the data
base.

In order for USAID to do its part in this evaluation program,
we must be able to provide a high level of continuous monitoring
and alvisory cservices to keep abreast of significant developments
and to identify problems and opportunities that will call for evalua~-
tion or research inputs.

Furthermore, to achieve the desired results from this evalua-
tion program, considerable flexibility is required in terms of
financing. Consequently, we anticipate using a mixture of counter-
part, loan and grant funds.

XII. ENVIRONMENTAL CONSIDERATIONS

The Program has been reviewed for its environmental aspects.
It has been concluded that there will be no significant adverse ef-
fects on the environment as a result of the implementation of this
project.
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XIII. CAPITAL ASSISTANCE COMMITTEE
USAID/CR

Chaixman Peter M. Kreis, AID Affairs Officer
Cepital Development Robert G. Pratt
Institutional Development Thomas A. McKee
Rural Development Milton M. Lau

James Bleidner

Pedro Negron

Robert McColaugh
Other
Paul Wenger LA/DR Helen Soos, Consultant
Edward Schaefer LA/DR Albert Brown, Consultant
William Feldmsn ILA/DR Pirie Gall, Consultant
Ken Kornher PPC Academia de Centro Americse,
Phillip Church ROCAP Costa Rica
Edward Costello  ROCAP Secretariat, National Agricultural
James Murphrey ROCAP Council, Costa Rica
Robert Meighan RLA Management Team, IICA, Costa Rica
Robert Davis ROCAP
Charles Leggett  ROCAP
Tom Bebout ROCAP
William Ross USAID/Colombia

Drafted by: All above
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In the right~hand margin,

pria

CHECKLIST OF STATUTORY
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ANNEX 1
CRITERILA

(Alliance for Progress)

for each item,
te, a summary of required discussion.

write answer vui,
As necessary,

a5 Appro-
reference

the section(s) of the Capital Assistance Paper, or other clearly

identified and available document,
discussed,

Paper.

The
FAA

FAA,
App.
MMA

following abbreviations are used:

- Forelgn Assistance Act of 1961,

1973 -~ Foreign Assistance Act of 1973.

~ Foreign Assistance and Related

~ Merchant Marine Act of 1936, as

BASIC AUTHORITY

.

FAA 8 103: § 104: & 105;
8§ 106; 8 107. Is loan being made

a. for agriculture, rural devel-
opment or nutrition;

b. for population planning or health;

e. for education, public adminis-
tration, or human resources development;

d. to solve economic and social
development problems in fields such as
transportation, power, industry, urban
development, and export development;

UNCLASSIFIED

Agencies Appropriations Act,

in which the matter is further
This form may be made a part of the Capital Assistance

as amended.

1974

amended.

a) Yes. The purpose of the loan
is to help the small farmer and
improve the quality of life for
the rural population.

b) No.

c) Yes, A part of the Loan is for
training the fields of municipal
Planning and Development, Coopera/
tive Management and strengthening
the Ministry of Agriculture.

d) Yes. The Relending program of
IFAM will be to Municipalities for
such purposes as feeder roads,
water systems, electrification and
construction of markets.



AID 1240-2 (4-74)

e) Yes, to the extent that in/
creased agricultural production by
small farmers contributes to
growth of the overall economy.

e. 1in support of the general ’
economy of the recipient
country or for development
programs conducted by private
or international organiza-
tions.

COUNTRY PERFORMANCE

Progregs Towards Country Goals

2. FAA § 208; §,251(b).

A. Describe extent to which
country is:

1. A major purpose of this Loan

is to increase food production and
improve distribution. Agricultural
output has maintained a steady
rate of growth recently. Prelimi/
nary estimates indicate a 13% in-
creagse in 1973, although most of
that increase has been due to high
export crop prices.

(1) Making appropriate efforts
to increase food production
and improve means for food
storage and distribution.

(2) Creating a favorable cli~ 2. Costa Rica maintains an excel-

mate for foreign and domestic

private anterprise and
inveatment.

lent climate for investment and
private enterprise. It offers
political stability, a democratic
process, constitutional guaranteed
equal rights for foreigners, and
incentives to foreign investors.
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(3) Increasing the public's
role in the developmental
process.

(4) (a) Allocating available
budgetary resources to
development.

(b) Diverting such
resources for unnecessary
military expenditure (See
also Item No. 20) and
intervention in affairs
of other free and
independent nations.)
(See also Item No. 11)

(5) Making economiec, soctial,
and political reforms such as
tax collection improvements
and changes in land tenure
arrargemcnts, and making
progress toward respect for
the rule of law, freedom of
exprescion and of the press,
and recognizing (¢ importance
of individual freedom,
tmitiative, and private
enterprise.

(6) Adhering tco the prineiples
of the Aect of Rogota and
Charter of Punta del Este.

3. The public is encouraged to
take an active part in development
This Loan will help to foster and
strengthen coops, and provide fi-
nancing for worthy municipal de-
velopment projects.

4a. Cogta Rica has an active demo-
cratic system which exacts govern-
ment responsiveness to social need
The great majority of Government
Budget Funds goes for economic and
social development.

4b.Costa Rica has no Army and
does not intervene in the affairs
of other countries.

5. Substantial progress has beecn
made recently in the area of tax
collection and tax fund redistri/
bution. Progress is still being
made by IFAM in those areas. The
Government has a land-purchase
program for tennants supported by
a prior AID loan. Basic freedoms
and private enterprise are res-
pected.

6. Costa Rica does adhere to
those principles.
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(7?) Attempting to repatriate
capital invested in other
countries by its own citizens.

(8) Octnerwise responding to
the vital economic, political,
and social concerns of its
peopie, and demonstrating a
claar determination to take
effective self-help measures.

B, Are above factors taken into
account in the furnishing of the
subject asststance?

Treatment of U.S5. Citizens by Recipient Country

3. FA44 8 620(c). [If assistance is
to government, ts the government
liable as debtor or unconditional
guarantor on any debt to a U.S.
citizen for goods or gervices

Ffurnighed or ordered where (a)such

et lizen has exhaunted available
legal remediea and (b) debt is
not dentied or conteated by such
government?

4. r4n 8 620(2){1l). If assistance
18 to a government, has it
(including government agencies
or subdi.tstions) taken any
action which has the effect of
natiowaltaing, expropriating,
or otherwise seilzing ownership
or control of property of U.S.
et tizens or entitiea bemeficially
owned by them without taking
utape to digcharge its obligattons
tovard such citizens or entitics?

7. Political stability and a gov-
ernment policy encouraging invest-
ment in private enterprise is
glving an incentive to the repn-
trition of local capital invested
in other countries. '

8. Government support of IFAM, as
described in the Loan Paper, pro-

vides an example as to how the
Government is so responding.

B. Yes

3. No

4. No
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5. P44 8 620(0): Fiohermen's 5. Costa Rica has not seized or
Proteotrive Act., ® 5. If country penalized any U.S. Fishing boat
has seiaed, or imposed any penalty for fishing in international
or sanction againsi, any U.S. waters.

fishing vaesal on account of itse
fiehing activities in international

waters,

a. has any deduction required by a. Not applicable-
Fishermen's Protective Act been

made ?

b. has complete dental of b. Not applicable.

assistance been constidered by
A.I.D. Administrator?

Relations with 1).S. CGovernment and
Other lNations

7. FAL 8 620(a;. Doec recipeint 7. No.
country furnish assistance to
Suba or faii to take appro-
priate steps to prevent ships
or aircraft under its flag
from ecarrying cargoes to or
from Cuba?
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8

10 .

lL .

Fii 8 620(b). If assistance

18 to a govarnment, has the
Secretary of State determined
that it 15 not controlled by
the interrnziional Communist
rovement?

A 8 620(d). If assistance i
for any productive enterprise
which will compete in the Untited
States with United Statees enter-
prise, 18 there an agreement by
the recipient country to prevent
zport to the United States of
more than 20% of the enterprise's
annual production during the life
~f the loan?

ret 8 620(f). Is recipient country
a Communist country?

o

Fad ¥ 620(1). Is reeinient country
“woany way twvolved in (a) subver-
sion of, or military aggrcesion
against, tne United States or any
country recetving U.S. assistance,
or (b) the planning of such sub-
version or aggression?

o

S48 620(7). Has the country
rermitted, or failed to take

adequate measures to prevent,
the damage or destruction, by

0b aetion, of U.5. property?

8. Yes.

9. This assistance is to rural
communities and small farmers.
No such productive enterprise is
to be financed.

10. No.

11. No.

12. There has been no mob action
in Costa Rica in recent history
against U.S. Property.
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13,

14

15,

le,

17,

Fa4 8 620(1). If the country
has failed to institute the
tnveatment guaranty program

for the specific risks of
expropriation, in convert-
ibility or confiscation, has

the A.I.D. administration within
the past year considered denying
assistance to such government
Ffor this reuson?

[

FAA 8 620(n). Does recipient
country furnish goods to North
Viet-Nam or permit chipe or
atrervaft under its flag to
earry cargoes to or from North
Viet<Nam?

o

FAA 8§ 620(q). Is the government
of the recipient country in
default on “nterest or principal
of any A.I.D. loan to the
country?

FAA B 620(t). Has the country
aevarad diplonatic relations
with the Undited Statee? If so,
have they been resumed and
have new bilateral assistance
agrcements been negotiated and

entered into since asuch resumption?

FAA 8 620(u). What 18 the pay-

ment status of the country's U.N.

obligations? If the country is

in arrears, were such arrearages
taken into account by the A.I.D.
Admintistrator in determining the
current A.I.D. Operational Year

Budgat?

13. Costa Rica participates in
the investment guarantee program.

14, No.

15, No.

16, Costa Rica has diplomatic
relations with the U.S.

17. Costa Rica is in arrears
with regard to some of its

UN obligations, but not to the
extent of affecting its voting
rights or being granted con-
tinued UN assistance,
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18, FraA 8 481. Has the government of 18. Costa Rica has taken adequate
reciptent country failed to take drug control measures

adequate steps to prevent narcotic
drugs and cther controlled sub-
stances (as defined by the Compre-
hensive DPruz Abuse Prevention and
Control 4et of 1970) produced or
rrocessed, tn whole or in part, in
sueh countru, or transported
through such country, frem being
sold tllegally within the juris-
diction of such country to U.S.
Government personnel or their
dependents, or from cntering the
U.S. unlawfully?

9 PAA, 1973 8 29. If (a) military 19. There are no Military Bases
base ts located in recipient in Costa Rica.
country, and was construected or
i85 being maintained or operated
with funds furnished by U.S., and
(b) U.S. personnel carry out
military operatiore from such
base, has the Prcsidont deter-
mined that the government of
reeipient country has authorized
reaular acecss to U.5. corres-

yondents to osuch bane?

Military Fxpenditures

20, FAaA B 620(s). What percentapge of 20. Costa Rica has no resl milita-
country budaet 1s for military ry establishment, Negligable
expenditures? How much of foreign amounts of the National Budget and
exchange resources apent on mili- foreign exchange are spent to
tary equipment? How much spent fop support the small internal securi-
the purchase of sophlsticated ty force.

weapons syatems? (Congideration
of these points is to be coor-
dinated with the Burecau for
Program and Policy (Coordination,
Regional Coordinators and Military
Aesistance Staff (PPC/RC).)
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CONDITIONS OF THE LOAN

General Soundness

21,

22,

23,

24,

o

Fah 8 201(d). Information and
conclusion on reasonableness
and legality (under laws of
country and the Untted States)
of lending and relending terms
of the loan.

FAA 8 251(b)(2); 8 25l(e).

Information and conclusion on
activity's economic and
technical soundncse. [f locn
18 not made purcuant to a
multilaterc?! plan, and the
amount of thne loan cxceeds
8$100,000, has country submitted
to A.I.D. an application for
cuch funds together with
assurances to itndicatc that
funds will be used in an econom-
teally and technically sound
manner?

FAA 8 25L(b). Information and
conclusion on capacity of the
country to repay the loar,
trneluding reacsonableness of
repayment p.ogpects,

FLA S 251(b). Information and
conclugiton on avatlability of
finaneing from c'her fre- ‘orld
gources, including priva.

sources within the United States.

21. The Loan terms are reasonable
for the type of activity involved,
and legal under the laws of Costa
Rica and the U.S.

22, The Loan is economically and
technically sound as detailed in
the Loan Paper. A Loan applicati-
on with assurances has been re-
ceived.

23, The terms of the Loan are
within the capacity of Costa Rica
to repay and there are reasonable
prospects of repayment.

24. BecauSe of the nature of the
projects to be financed, it is
determined that other sources of
financing are not available on
reasonable terms.
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FAA 8 6ll(al)(l). Prior to
gigning of loon will there be
(a) engineering, financial,

and other plans necessary to
carry out the assistance and

(b) a reasonably firm estimate
of the cost to the United States
of the assistance?

PAA B 611L(a)(2). It further
legislative action i8 required
within reciptent country, what
to basits for vreasonable expec-
tation that such action will be
completed in time to permit
orderly accomplighment of
purpose of loan?

FAA 8 6li(e). If loan ts for
Capital Assistance, and all

U.S. aasistance to project now
excceds 8L million, hae Mission
Dirvector certified the country's
capability effectively to
maintain and ulilize the project?

Loan'a Relationship to Achievement

of Country and Regional Goals

8.

FAA 8 207; B 05l(a); & 113.
Fxtent o which osstatance
reflects appropriate emphastis
on: (a) encouraging develop-
ment of democratic, economic,
political, and social institutions;
(b) self-help in meeting the
country's food needs; (e) im-
proving availability of trained
manpower in the country;

(d) programs designed to meet
the country's hcalth needs;

25. Yes

26. No further legislative action
is required.

27. Yes

28, The Loan will improve the ad-
ninistrative ability of the Minis-
try of Agriculture through the
Agricultural Services Proje«t, and
through the Coop. Project will a-
ss8int the cooperative movement. The
Rural Municipal development pro-
Ject will also help local govern-
ments to provide a better quality
of services to their communities
The project will increase food pro-
duction and distribution in the
country. IFAN will conduct (cont'd)
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37.

32.

(e) other important areas of
economic, political, and social
developnrment, including industry;
I'rece labor unions, cooperatives,
and Voluntary dgencics; trans-
portation and zommunication;
planning and rublic administration;
urban developmant, and modernt-

ton of existing laws; or
ntegrating women into the

ient country's national
m

209. Is project susceptible

Fia 8 251(b)(3). Inforrmnation and
conclustion on activity's relation-
ship to, and consistoncy with,
cther development activities, and
Lia contrilozion to realizable
lonz-range objcetives.

Ao w 251(k)(7). Information and
concaelusion on whether or not the
exlvien to e financed will

.l

<

corntribule o the achievement of
selri-gustaininy grovth,

FAA 8 209; 8 1251(b)(8).
Information and conclusicn

whether assiciance will

encourage ragtonal development
programs, and contribute to the
economic and pelitical integration
of Latin America.

& training program under the loan
for its own people and for people
with which it works from local
communities. This will be desig-
ned to improve public administra-
tion in the rural communities.

29, The Project is local in
nature.

30. This loan will finonce follow-
on activities of a prior AID loan
515-L~-022. It is designed to have
a beneficial impact on long range
agriculture production,

31. The economic analysis in the
Loan Paper shows that self sus-
taining growth will be achieved
through improved administration
and availability of revolving
loan funds.

32. The loan i8, by its nature,
expected to have a primarily
local impact.
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Faa 8 251(g); 8 111. Infor-
mation and conclusion on use of
loan to assist in promoting the
cooperative movement in Latin
America.

FAA 8 251L(h). Information

and conclusion on whether the
activity i1s consistent with thne
findings and recommendations of the
Inter-Admerican Committee for the
Alltance for Progress in its

annual review of national develop-
ment activities.

PLa 8 281(a). Describe extent to
which the loan will contribute to
the objective of acsuring maximum
participation in the task of econo-
mie development on the part of the
people of the country, through the
encouragement of democratic,
private, and local governrental
institutions.

FAA ¥ 281(b). Describe extent to
which program rccognizes the
ravrticular needs, desires, anr
capacitics of the people of the
eswntiry: wrilizes the country's
iwtellectual resources to
encourage ingtitutional devel-
cpment; ard aupports civie
education and training in skills
required for effective partici-
pation in governmental and
political processes csgential to
self-government,

33. As explained in the Loan Pa-
per, a substantial part of loan
funds will go to assist coopera~-
tives by providing credits and
techrical assistance.

34. The loan is consistent with
the findings of the latest CIAP
Review.

35. IPAM, working in cooperation
with local government organiza-
tions, will assure such partici-
pation as explained in the Loan
Paper.

36. The loan addresses the diffi-
cult problem of income distribu-
tion between urban and rural aroas
in Costa Rica. Working through
IFAM and the cooperative structure
it will give rural dwellers an
opportunity to greatly improve the
quality of thelr life and will on-
hance thoir economic opportunities
IFAM working with local government
will provide those governments and
their constituents and opportunity
to offect self-help measures.
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FAA B 601(a). Information and
conclusions whether loan will

i encourage efforts of the country

g to: (a) increase the flow of
international trade; (b) foster
private initiative and competition;
(e) encourage development and use
of cooperatives, credit unions,

and savings and loan associations;
(d) dtscourage monopolistic
practices; (e) imjrove technical
efficiency of industry, agriculture,
and commerce; and (f) strengthen
free labor unicns,

37.

FAA 8 619. If assistance i3 for
newly independent country; is it
furnished through multilateral
organtzations or plans to tha
maximum extent appropriate?

and A.I.D.

Loan's
Program

Effect on U.S.

X

39. FAA B 2571(b)(4); 8 lo2, Information
and concluston on pocatble affects
of loan on U.S5. economy, with epecial
reference to areas of substantial
labor surplus, and extent to which
U.S. commodities and assistance are
furnighed in a manner consistent
with tmproving the U.S. balance of
payments position.

40, FAA 8 252(a). Total amount of money

_ under loan which is going directly

; to private enterprise, 18 going to
tntermediate credit institutipns or
other borrowers for use by private
enterprise, t18 being used to finance
tmporte from private sources, or 1ig
otherwise being used to finunce

proourementa from private sourcea.

37. The Loan will foster private
initiative in agricul tural produc-
tion, help to strengthen coopera-
tives, and improve efficiency in
the distribution of agricultural
products.

38, Costa Rica is not a newly
independent country.

39. No major effects are foreseen.
Procurement will be from Code 941
countries and thus help the U.S.
Balance of Payments in the long
run,

40, Most of the funds provided for
the cooperative project and for
IFAM will be used to procure goods
and services from private enter-
prise .

5 i
sl YT Uda
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41.

42.

43.

48

FAA 8 60L(b). Information and
conclugion on how the loan will
encourage U.S. private trade and
invegtment abroad and how i1t will

encourage private U,S. participation

in foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise). -

FAA & 601(d). If a capital
project, are engineering and
professional services of U.S.
firms and thetr affiliates used
to the maximum extent consistent
with the national interest?

FAA 8 602. Information and
conclusion whether U.S. small
business will participate
equitably in the furnishing of
coods and services financed by
the loan.

FA4 S 6€80(h). Will the loan

promote or asstist the foreign
atd projects ~r cctivities of
the Corrmunist-HBloe countries?

Foa 8 681, If Technical
destataence s financed by the
lounsy tnformation and conclusion
whether such assrstance will be
furniched to the fullest extent
praecticable as goods and profes-
stonal and other sevvices [rom
privats enterprise on « conbract
bagis. If the [acilities of other
Faderal agencies will be utilized,

information and conclusion on

41. The Loan will not have a
large effect on U.S. Trade or
Investment.

42, Not applicable.

43. Yes. The Loan Agreement will
8o provide.

44, No.

45. Technical assistance for the
program will be obtained from
private enterprise on a contract
basis,
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Loan'e Compliance with Specific

whether they are particularly
suitable, are not competitive with
private eriarprise, and can be

made avatlatle without undue
interference with domestic programs.

Requirements

46.

47.

48.

49.

50.

S1.

FAA 8 110(a); 8 208(e). Has the
rectptent country provided
assurances that it will provide
at least 25% of the costs of

the program, project, or acti-
vity with respect to which the
Loan is to be made?

FAA § 1l2. Will loan be used
to finance police training or
related program in recipient

country?

rAA 8§ 114, Will loan be used to
pay for performance of abortions
or to riotivate or coerce persons
to practice abortions?

rah 8 201(d). Is interest rate
of loan at least 2% per annum
during grace period and at least
3% per annum thereafter?

PAA § €04(a). Will all commodity
nrocurement financed under the
loan ba from the United States
except s otheruige determincd

by the Pregident?

Y4A € 604(b). What provision s
made to prevent financing commodity
procurement in bulk at prices higher
than adjusted U.S. market price?

46. Yes

47. No

48, No

49. Yes

80. Yes. Procurement will be from
Costa Rica and Geographic Code 941
countries,

51. The Loan will not finance com-
modity procurement in bulk,
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52.

53.

56,

FAA 8 604(d). If the coop-
erating country discriminates
againgt U.S. marine insurance
companies, will loan agreement
require that marine insurance
be placed in the United States
on commodities financed by the
loan?

FAA 8 604(e). If offshore procure-
ment of agricultural commodity or
product i8 to be financed, is there
provieion against such procurement
when the docmesitic price of such
commodity 18 less than partity?

FAA 8 604(f). If loan finances a
commodity import program, will
arrangements be made for supplier
certification to A.I.D. and A.I.D.
approval of commodity as eligible
and suttable?

FA4A 8 608(a). Information on
measuree to be taken to utilize
U.S. Government excess personal
property in lieu of the procurement
of new items.

FAA & 611(b); 4pp. § 101. If
loan finarces water or water-
related land resource construction
project or proaram, 15 there a
benefit-cost romputation rmade,
‘nsofar as practiecable, in
accordance with the procedures

get forth in the Memorandum of

the President dated May 15, 19627

52. Yes

53, Not applicable.

54. Not applicable.

56. Excess Property will be used
if practical. The standard pro-
vision will be included in the
Loan Agreement,

56. Not applicable.
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57,

58.

(¥,
o

60.

£l

FAA 8 6l1(c). If contracts for 57. The Loan Agreement wil s0
conetruction are to be financed, provide.

what provigion will be made thal

they be let on a competitive basis

to maximum extent practicable?

Fan 8 612(k); 8 636(h). Describe 58. The United State will finance
steps taken to assure that, to the all foreign exchange costs of the
maximum extent possible, the country project, and the host government
is contributing local currenctes to is making a substantial contribu-
meet the cost of contractual and to the local costs.

other services, and foreign currencies
owned by the United States are utilized
to meet the cost of contractual and
other services.

Aop. 8 11&. Will any of loan funds be used to
aequire currency of reciptent country 9. No
Sfrom non-U.S. Treasury sources when ex-

cegs currency of that country is on

deposit itn U.S. Treasury?

Faa % 612(4d). Does the United 60. None is owned by the United
States own excess foreign currency States.

and, i1f so, what arrangements have been

made for 1ts release?

Fad 8 520(a). What provisiton ts 61. The Loan Agreement will not
chera against wuse of subject allow funds to be used for this
aggretance to compensate owners purpose.

for expropriated or natitonalized
property?
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62.

63.

64.

65.

67.
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FAA § 620(k). If construction
of productive eaterprise, will
aasregats value of casistance
to be furniched by the United

- v . .
Staceg coxeos D 0I0 il lion?

PAA 8 636(L). Will any loan funds
be wced to firance purchase, long-
term lease, or exchange of motor
vehicle manufactured outside the
United States, or any quaranty of

such a iransaction?

Arp. 8 1080 Wil any loan junds be

R

o

. s .o g al
il tary peraornel?

dpp. § lobs.  irf loan 1 for capital
project, s tnere provision for
A.1.D. approval of all contragetors

and caontract terrg?

Api. 8 107, Will any luan funds

e s ———— e

be wesed to pay U asseasments?

w8 10u, Compliance with

rlations on employment of U.S.

local pevsonnel., (A.1.D,
Fejulation 7).

to pay persions, cte., for
.

62. No

63. No

64. No

65. Yes

66.

67.

No

Yes,

it will be

required.
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68. égn; 8 110. Wzll any of loan 68. No
funds be used to carry out pro-
vistons of FAA 88 209(d) and 25L(h)?

.69, App. 8 1l4. Deacrihe how the 69. This will be done by AID/W
Committee on .4pprn;»m'a!:7'.mm (.)f by normal procedures.
the Senate and House have been or
will be notified concerning the
activity, program, project,
country, or other operation to be
financed by the Loan.

70. App. 8 60l. Will any loan funds 70. No
be used for publicity or
propaganda purposes within the
United States not authorized by
the Congress?

7L, MMA 8 901.b; EAA 8 640C. 71. The Loan Agreement will so
provide.

(a) Compliance with requirement

that at least 50 per centum of

the gross tonnage of commoditiecs
(computed separately for dry bulk
carriers, dry cargo liners, and
tankers) financed with funds made
avatilable under this loan shall be
transported on privately owned U.S. -
flag commercial vessels to the
cxtent that such vessels are
wwatlable at fair and reasonable

nno :‘- 28

(&

(b) Will grant be made to loan (b) This may be done if appro-
wetpient to pay all ar any portion priate.
of such di ffevential as nay extat i

ratan?
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CERTIFICATION PURSUANT TO SECTION 61] (e)
QF THE FOREIGN ASSISTANCE ACT OF 1961
AS AMENDED

I, Peter M. Kreis, the principal officer of the Agency for International
Development in Costa Rica, having taken into account, among other
things, the maintenance and utilization of projects in Costa Rica
previously financed or assisted by the United States, do herewith cer-
tify that in my judgment, Costa Rica has both the financial capability
and the human resources capability to maintain and utilize effectively
the capital assistance for the second AGRICULTURAL DEVELOPMENT

PROGRAM .

This certification is based on, among other factors, a carcful review
of the financial assistance previously provided to Costa Rica for agri-

cultural programs.

/[ft'bu

Peter M. Kreis
AID Affairs Officer

May 10, 1974
Date

UNCLASSIFIED
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Pogre 1ol 9

San Jos¢, April 30, 1974

Mr. Peter M. Kreis
A.1.D. Affairs Officer
American Embassy
San José

Dear Sir:

As President Elect of Costa Rica 1 am pleased to ratify the interest of the new Ad-
ministiration; which will take officc Muay 8, 1974, in the new Loan Agreement being
negotiated with AID authorities in Costa Rica. The Loan Agreement, {o he signed
and ratified by the new Administration, is a continuation of AID Loans 515-L-022
and 515-1.-023, which financed the Agricultural Development Program and the
Municipal Development Institute, whose completion is scheduled for late 1974,

It is my opinion that the Agricultural Development Program, addressed specilie-
ally to the improvement of the small farmer, has been greatly beneficial to the
mstitutional strengthening of the agricultural sector, in the improvement of serv-
ices to the farmer, and production itsclf. ‘The IFAM program has been truly
important to municipal development in Costa Rica. Logically we expeet simikiv ov
oreater beneflits from this new Agreement in which it is hoped to consolidate coor-
dination of actior 5 in the scetlor, 1o give greater implementation capability and
fiexibility to the Ministry of Agriculture, to strengthen rural devl lopment through
IFAM, strengthen cooperative development through INFOCOOP, and accelerate
cfforts to estublish in Costa Rica, on the short run, an agricultural marketing
system.

Hoping that this negotiation will progress in a satisfactory manner, I am pleascd
to remain,

Sincerely yours,

Daniel Oduber
President Elect

UNCLASSIFIED



DANIGL ODUBER _
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Sin Jose, 30 de abril de 1974

Scaor

oo M, Kreis
Encargado de Asuntos de
Ia AW en Costa Rica
Embaiada Americana

. .
NITHERE AT

stimado senor ¢

o

‘nomi condicion de Presidente Electo de Costa Rica tengo el agra-
do de ratilicarle el interés del nucvo Gobierno de la Replblica, que
comenzari sus laborves el proximo 8 de Mayo, por ¢i nuevo Acucr-

o)

Jdo de Préstamo que se na venido nepociando con autoridades de ia
AID en Costa Rica, Dicho Acucerdo de Préstamo, que deberd ser
firmado vy ratificado por el nuevo Gobicrno, constituye una continua-
cidn de losw Préstamos AID §15-1,-022 y AID %151.-023, que finan-
crin ¢l Programa de Desarrollo Agropecuario y el Instituto de Fo-
mento y Asesoria Municipal, cuya conclusidn esti prevista para [i-

acs de 1974,

Consiacero que el Programa de Desarrollo Agropecuario, dirigido
especificamente al mejoramiento del pequeiio agricultos, ha produ-
cido an gran beneficio en el {ovrtalecimiento institucional del scector
agropecuario, en el mejoramiento de los servicios al agricultor y en
la sroduccidon misma, El Programa de [FAM ha sido verdaderamens-
Lo hmpoctanie para el desarrollo municipal en Costa Rica,  Lbuica-
menle esperamos similares o mayores benetficios de este nuevo Acucr-
do cu el que se pretende consolidar la coordinacidn de lTas acciones

en ol sector, darle una mayor capacidad de ejecucion y flexibilidad

W Ministerio de Agricuitura, tortulecer el desarrollo rural por me-
dio det TFAM, robustecer ¢l desarrollo cooperativo por inicrimadio

wel INFOCOOP, v acelerar el esfucreo para establecer a corto pla-

20 en Costa Rica, un sistema nacional de mercadeo agropecuario,
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ANILL ODUBCER ANNEX 11T
Page 3 of 9

30 de abril de 1974,
No. 2.
Sr, Pcter Kreis

En espera de que esta tramitacion progrese satisfactoriamente,
me cs grato saludarle y suscribirine su atento y seguro servi-
dor,

Danice' Oduber
Presidente Electo

DQO:rc
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TRANSLATION

San: José, April 26, 1974

Mr. Peter M, Kreis
A.1,D. Affairs Officer
American Embassy
sSan José

Dear Sir:

I am pleased to ratify the interest of the Costa Rican Government in the new Loan
Agreement which is being negotiated with AID officials in Costa Rica,

The new agreement is a continuation of AID loans 515-L-022 and 515~ L-023 which
finance the Agricultural Development Plan and the Municipal Development Institute,
whose implementation period ends in late 1974, It will finance a rural development
program in Costa Rica which will enable the consolidation and coordination of the agri-
cultural sector, it will give the Ministry of Agriculture greater implementation capab-
ility and flexibility, it will increase rural development through IFAM, it will strengthen
cooperative development through INFOCOOP, and will establish in the short run in Cos-
ta Rica a national agricultural marketing system.

In accordance with the above, I am submitting to AID a formaul loan request in
the amount of $7. 8 million, payable in 40 years, including a 10-year grace period, with
annual interest of 2% during the grace period and 3% during the remaining 30 vears.
The program, whosc characteristics will be defined shortly, will have a 3-year dura-
tion. The new Agreement will have to be signed by the new Administration which wies
ollfice May ¥, 1974,

Thanking you for your attention to this request, I remain,

Jorge Rossi Chavarria

Second Vice-President

Holding the Oifice of President of the
Republic
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SEGJUNDO VICEFREGSIDENTS DE LA REPUBLICA

COSTA RICA

San José, 26 de abril de 1974

Senor

Peter M. Kreis

Encargado de los Asuntos de
La AID e¢n Cosia Rica
Embajada Americana

CIUDAD
Estimado sedor;

Me es grato ratificar el interés del Gobierno de Costa Rica por ! nueve
Acuerdo de Préstamo que se ha venido negociando con las avtoridades de la AlD
en Costa Rica.

El nuevo Acuerdo es una continuacién de los Prestamos A‘Di'::: L~ 022

y AID 515 -L-023, que financia el Programa de Desarrollo Agropecuario o i
tuto de Fomento y Asesoria Municipal, los cuales terminan su vigencic c fines cu
1974. Servird para financiar un programa de desarrollo rural en "Costa Rice cue sor
mitird consolidar la coordinacidén en el sector agropecuario, darle una mayor ccoa—
cidad de ejecucidn y flexibilidad al Ministerio de Agricultura, incremenicr el ce-
sarrollo rural por intermedio del IFAM, fortalecer el desarrollo cooperctive sor in-
termedio del INFOCOOP, y zstebiccer a corto plazo en Costa Rica, un sisicma
nacional de mercadco agropecuario.

De acuverdo con lo anterior me permito presentar a la AlD una formici <o-
licitud para un présfcmo de US §7.8 millones, por un término de 40 cfios, inciuyuin-
do un pcr:ooo de gracia de 10 afos, con interés anual del 2% durante ol vericdo
de gracia y el 3% durante 20 afios restantes. El programa, cuyas ceracieristicas
serén acordadas préximamente, tendrd una duracidn de tres oiios.  El nuevo Acucy
do deberd ser firmado por el nuevo Gobicerno que inicia sus iabores el préximo S cc
mayo.

Al agradecerle la acogica a la presente solicitud, me complace quedar
de Ud. muy atento servidor y amigo,

JORGE ROSSI CHAVARRIA

Segundo Viceprasidente en ejercicio de la

Presidencia de la Repiblica
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TRANSLATION

S-CAN-2138/74
April 29, 1974

Mr. Peter M. Kreis
A.I.D. Affairs Officer
USAID/Costa Rica

San José

Dear Sir:

TFor the corresponding purposes I am pleased to transcribe Article 8, of Minutes No. 4!
of the session held by CAN on April 24, 1974:

"ARTICLE 8: The Executive Secretariat informed the Council of progress made
in the negotiation of a new loan agreement with AID, which would
mean a continuation of AID loans 515-L-022 and 515-L-023, which finance the
Agricultural Development Program and the Municipal Development Institute. He
indicated that the new loan would finance a rural development program which
includes strengthening of key activities to achieve an improvement of rural life;
it is expected to consolidate sector coordination, to give the MAG greater flexib-
ility and implementation capability, to increase rural development through 1FAM,
to strengthen cooperative development through INFOCOOP, and promote the
establishment in Costa Rica, in the short run, of a national agricultural marketing
system within the guidelines set forth by PIMA, He added that it was nccessary
for the CAN to issue a statement on the importance of the new loan for Costa Rica's
rural development.

In accordance with the above:

IT IS AGREED: a) To state that the Agricultural Development Program
initiated with financing from AID loan 515-L-022, has meant
an extraordinary step forward in the national agricultural
development process, especially that of the small farmer,
in the strengthening of institutions with responsibilities
within the sector, and in the improvement of conditions
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of rural life. Therc has been equal progress in the action,
under the Municipal Development Institute, created through
financing from AID loan 515-1.-023,

b) To state that the new Loan Agreement will strengthen key
activities for rural development, successfully initiated
with the Agricultural Development Program and the crea-
tion of IFAM, and conscquertly it is important to issuc a
favorable statement for the matcrialization of this new loan
agreement, stimulating the principal authorities of the
present Administiration and those of the new onc which takes
office on May 8, to give all their support to this ncgotia-
tion, in order to finalize it as soon as possible.

c) To state that the CAN will continue to be the coordinating
agency of the Agricultural Development Program and
logically, with the same interest and enthusinsm will con-
tinue to perform the same funclion with the new activitics
financed with the new Loan Agreement, since it is a con-
tinuation of the former.

d) To authorize the Executive Secretariat to transcribe this
agreement to the interested parties."

In greeting you with all consideration, I am pleased to remain,

Rogelio Coto Monge
Executive Secretary
National Agricultural Council
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29 de abril de 1974

MINISTERIO DE AGRICULTURA
Y GANADERIA

SAN JOSE, COSTA RICA

Seifior

Peter M. Kreis

Encargado de Asuntos de la AID
U.S.A.I.D./Costa Rica

PRESENTE

Estimado seiior:

Para los fines consiguientes me permito transcribirle el Articulo
8, Acta N° 41, de la sesidn celebrada por el CAN el 24 de abril
pesado:

" ARTICULO 8 : El Secretario Ejecutivo informd al Consejo de
los progresos logracdos en la negociacidn de

un nuevo acuerdo de préstamo con la AID, que vendria a sig-
nificar una continuacidén de los préstamos AID 515-L-022 y
AID 515-L-023, que financian el Programa de Desarrollo Agro-
pecuario y el Instituto de Fomento y Asesoria Municipal.
Indicé que el nuevo préstamo financiard un programa de desa~-
rrollo rural que incluye ¢l fortalecimiento de actividades
claves para lograr el mejoramiento de la vida rural; se
pretende consolidar la coordindacidn sectorial, darle mayor
flexibilidad y capacidad de ejecucidr al Ministerio de Agri-
cultura y Ganaderifa, inerementar el desarrollo rural por
medio del IFAM, fortalecer el desarrollo cooperativo por
intermedio del INFOCOOP, e impul.sar el establecimiento a corto
plazo en Costa Rica, de un sistema nacional de mercadeo agro-
pecuario dentro de los lineamientos alcanzados por el PIMA,
Agregd que era necesario que el CAN emitiera un pronunciamien-
to sobre la importancia del nuevo préstamo para el desarrollo
rural de Costa Rica.

De conformidad con lo anterior,

SE ACUERDA: a) Declarar que el Programa de Desarrollo Agro-
pecuario iniciado con el financiamiento del
Préstamo AID 515-L-022, ha significado un
extraordinario pasw de avance en el proceso
del desarrollo agropecuario nacional, espe-
cialmente del pequefio agricultor, en el
fortalecimiento de las instituciones con
responsabilidades er el sector, y en el mejo-
ramiento de las condiciones de la vida rural.
Igual progreso ha constituido la accidn a
cargo del Instituto de Fomento y Asesoria
Municipal, creado mediante el financiamiento
del Acuerdo de Préstamo AID 515-L-023,
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b) Expresar que el nuevo Acuerdo de Préstamo
viene a reforzar actividades claves para el
desarrollo rural, iniciadas con éxito con
el Programa de Desarrollo Agropecuario y
con la creacidn del IFAM, y consecuentemente
es importante emitir un pronunciamiento fa-
vorable a la materializacidén de este nuevo
Acuerdo de Préstamo, estimulando a las prin-
cipales autoridades del actual Gobierno y a
las del nuevo que se inicia el prdéximo 8 de
mayo, para que le brinden todo su apoyo a
esta negociacidon, con el fin de que quede
finiquitada lo antes posible.

c¢) Manifestar que el CAN continuard siendo la
* entidad coordinadora del Programa de Desa-
=y rrollo Agropecuario y légicamente, con el

' mismo interés y entusiasmo, seguird desem-
pefiando igual funcidn con las nuevas
actividades financiadas con el nuevo Acuerdo
de Préstamo, puesto que se considera como
una prolongacidén del primero,

d) PFacultar a la Secretaria Ejecutiva para
que transcriba este acuerdo a los interesados."

Al saludarle con toda consideracidn, me es grato suscribirme su
atento y seguro servidor,

b
i-
L§

[ '

[} \ \:

Rogelib'Coto Monge
SECRETARIO EJECUTIVO'
CONSEJO AGROPECUARIO NACIONAL

RCM/jsz





