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PROGWU1 ASSISTANCE APPROVAL DOCUMENT AMENDMENT 

COSTA RICA: ECONOMIC STABILI~ATION AND RECOVERY PROGRM4 II 

I. SUMMARY AND RECOMMENDATION 

A. Economic Backgrgund 

As has been well documented in the past tlt"O years!/, Costa 
Rica's economy continues to deteriorate and will experience further 
decline before necessary structural adjut;ltments Sl'e in place. Although 
the Costa Rican economy has reached a temporary, tenuous degree of 
stability within the last six month8~ with a revaluation of the 
currency in the "free" market and a significant drop in the internal 
rate of inflation, the analysis in this PAAD indicates that this 
stability is, at best, fi'agile. The economy in 1983 tdll continue to 
be plagued by continuing GDP decline and an unmanageable public debt. 
For many years to COllia Costa Rica will continue to experience sizeable 
balance of payments deficits due principally to high levels of debt 
service and projected slow export growth. The updated balance of 
payments analysis for 1983 contained in this PAA)) indicates that even 
after including $241 million of compensatory financing from AID, the 
IMF 9 and the multilateral development banks, and alHluming that $938 
mU1:I.on of commercial bank principal and interest can be rolled-over, 
and taking into account Paris Club ~eflnanclng, that there will remain 
an unflnanced gap of $101 mtllion. Current interest alone due on the 

1/ These studies include Clarence Zuvel~s, Jr., Costa Rica: A Review 
of M~acro-Economic Conditions! ~~ith Projections to 1985 j September 
12, 1981; Academia de Centroamerica, Costa Rica: Una Econom ia en 
Crisis, December 1981; Clark Joel's macro-economic asseRsments of 
February 1982 (for CDSS) and October 19, 1982, as well as his 
update of the October, 1982 assessment l'lhich :Ls Section II of this 
PAAD. Academia de Centroaffi~rlca, Costa Rica: Problemas EconemicoB 
.E..l!.ra la Decada de los 80, December 1980; IBRD, Costa Rica: Current 
Economic Position and Prospect~, November 1980, IBRD, Costa Rica: 
Trade Incentives snd Export: Diversificat:f.on, November 1980; 
University of Costs Rica, Evoluc1dn de la Industria en Costa Rica 
durante ~l a,o J181 y Perspectivas para 1982, Decemher 1981»- Co"!,tGa. 
~: Country., Dev~!o~ent ~~rat~j' Statemel!!!, FY 1983 and FY 
1984; and Costa R~ca Private Sector Study-, 1982. 
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external ~lUblic debt in 1983 '(11111 total some $442 million, or 49% of 
anticipated merchandise exports; private external debt service will also 
require foreign exchange. It make8 no senoe to even discuss amorthation 
of principal or tU,'rearagee. Coata Rica is in a "black hole" of debt, and 
debt renegotiations ld th commercial len~era remain a difficult piece of 
the overall stabilization puzzle , which is not yet in place. 

There are brighter sides to the Costa Rica picture, hO'itlever. 
First, the GOCR t B IHF-oupported stabilhation program l18S approved on 
December 20, 1983. The IMF conditions are tough, but Costa Rican 
authorities have inforl11ed AID of.ficials that the GOeR has every intent to 
meet them. The Central Bank is confident that :l t will be able to meet the 
t>1arch 31, 1983 teats aad has submitted data shol'ling that as of February 
28, 1983, they were liell within the l:I.mitsl/. Secondly, a ne,,1, dynau.ic 
Minister for Export and Investment haa recently been named, t'1ho will 
develop and implement the GOeR's strategy and program in these areas. 
FiL1ally, the Coata Rican populance, in general, has so far responded 
without major civil strife to a forced and drastic reduct:ton in their 
standard of living. 

This proposed $50.0 million program is an amendment to the 
ongoing Economic Stabilization and Recovery Program II, ~m1ch is designed 
to provide Costa Rica \'11 th cd tical balance of payment support, and to 
assist the GOeR in ca~rying out the changes in fiscal, monetary and 
foreign exchange policies contained in its Agreement with the IMF. In 
addition, this program continues support of the objectives of the C08ta 
Rica CBI Implementation Plan for Private Sector Developm~nt. In this PAAD 
amendment particular em:--hasia wtll b-a placed on the attainment of the 
export and investment expansion objectives of the plAn. The program also 
supportB key socio-political objectives of the GOeR. 

B. Program Summary 

The proposed $50.0 mUlion amendment to the ongoing Economic 
Stabilization and Recovery {ESR) Program II 111111 consist of a cash 
transfer to the Central Bank of Costa Rica (BeeR), of which $30,515,000 
torlll be loan and $19,485,000 million ~dll be gr~lnt. 

Grant funding ia deetirable because of Costa Rica's overall debt 
situation and is required because of the inc:\:'ease in GOCR expenditures 
induced by re;:ently appr')ved higher lavels of ESF and PL 480 Title I local 
currency-financed public aector expenditures which wer.e not anticipated by 
the IMF Agreement. The genercl nature of theoe high social impact 
expenditures was agreed upon by Presidents H()nge and Reagan. If these 
expenditm:ea were to be loan-financed, they l'lo!.lld constitute 23.8% of the 
GOCR fiscal deficit allowed undq!t' the IMP progt',am and would endnnger Costa 
Rica'a ability to meet IMF targets. 

1/ See San Jose 1666 ~cla98ified) 
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The components of the PAAD amendment are: 

1. Dollar Resources <$20.0 mlllion).!'/ - tUthir. three months 
of the termination of the disbursements under the 1983 ESR II program, the 
BeeR will make available to privat~ importer6 an amount of foreign 
exchange not less than that dlobuf.'oed under the program from the Un! ted 
States Government for the import of raw materials, intermediate goods, and 
spare part/!! from the United States. The BeeR ~dll sell the dollara it 
makes availabJ.e through the pub1:lc Gnd private banka of the Nation'll 
Banking SYI1t:ern, as t'ldl aG through private financierao, in accordance t"ith 
the priorities and systems eatabl1mhed by-~-nccRD which favor the 
imports of Buch itema. The BeCa ldll document !mporu of eUgi ble 
commodities by the private sector and provide the Mission with a report of 
these transactions. 

DisburBements under the ESR II program to the BeCR may not 
exceed the following schedule: 

First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Ninth 
Tenth 
Eleventh 
Twelfth 

(Million of U.S. Dollars) 
Original Revised 

ESR II ESR~ 
Loan --Grant Loan--- Grant 

6.5 B.O 
10.0 
10.0 3.25 

10.0 
10,0 
10.0 

5.985 

62.485 11.250 

6.5 
10.0 
10.0 

10.0 
10.0 
10.0 

5.985 
4.515 

1J.0 
10.0 
6.0 

93.000 

8.0 

3.25 
10.0 

4.0 
5.485 

30.733 

TOTAL 

14.5 
10.0 
13.25 
10.0 
10.0 
10.0 
10.0 

9.985 
10.0 
10.0 
10,0 

6.0 

123.735 

Disbureements are scheduled and conJ:f. Honed in such a manner 
as to encourage and support continued GOeR adherence to its Standby 
Agreement with the IMP» as 't'le1l lUI to assure the formal adoption by the 
GOeR of a coherant export and investment strategy. Disbursements after 
July 31, 1983, lo1ill depend on the formal adoption by the GOeR of an export 
and investment expansion strategy and 1010rk plan which is acceptable to 
A.LD. 

The economic analysis performed for the original ESR II 
program indicates that no problem should exist on the demand side with 
respect to the amount of foreign exc:hange to be made available to the 

1/ Total dollar resources under thru ESa II program are $123,735,000. 
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private sector by the BeeR within the specified time period. 

2. Local Currency Reso\~ 

a. The colon equivalent of 'he $30,515,000 loan portion 
of the program will be used to support the BCCR credit program for the 
private sector. The following is illustrative of the types of programs 
to be undertaken 8.nd the amounti3 to be allocated for each: (8) the 
colon equivalent of $17,515,000 to increase the liquidity of the 
unsubsidized credit progroma budgeted for the productive private sector 
through the National Banking System (SBN) j (b) the colon equivalent of 
$10.0 million to establish a guarantee fund which l:lU1 guarantee an 
eBtimated $50.0 mUlion of induotr1al and agro-lnduetrid 10ana; (c) 
the colon aquivahnt of sn.o million to continue a modified form of the 
highly aucc19soful industry cndit program @otablhhed under AID Loan 
515=\01-028 (Urban Employment and Commudty ImproveuHmt), accessible to 
bDth private and public banks. 

h. The colon equivalent of the $19,485,000 grant portion 
of the program will be used to support a numb~r of high priority SOCidl 
and economic development activlt1e~. These activities may include 
prior:!.ty h')using projects and investment production credit for a land 
distribution program. These funds will be held in a special account 
t.,hich ~ID would program jointly with the GOCR. 

C. Borrower/Grantee 

The Borrower and Grantee \,li11 be the Central Bank of Costa 
Rica (BCCR), ,,,h1(!h will administer: the loan and dollar portions of the 
program through the National Banking System. The grant portion of the 
local currency p.:-ogram td11 be admlniotered by various Costa Rican 
entitiea. 

D. Conditions Bnd Ccvenants 

The conditions and covenants proposed for the loan are 
discussed in Section V of the PAAD. 

E. Recommendation 

USAID/Costa Rica and thEl U. S. Embassy recolillllend authorization 
of an Economic Support Fund Loan of $30,515,000 and an Economic Support 
Fund Grant of $19,485,000. The dollar loan will be repaid in 30 years, 
including a ten year grace period. The interest rate will be 2% during 
the grace period and 3% thereafter. 
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II. CURRENT ECONOMIC SITUATION 

A. Introduction 

An up-date of the Costa Rican macro-economic situation 
undertaken by ROCAP Regional EconOlllic Advisor Joel. t'1i th the assistance 
of the Central Bank' B Research Department revealed no major change 
since the previous economic assel30ment (of October 19, 1982), and 
arrived at a balance of paym~ntB gap only slightly below that prcjected 
by the IMF in its Nov-amber 1982 report. The niP found that Costa Rica 
would need $1,177 million in 1983 to finance interest and principal 
payment in arrealD, plus another $112 million to re-finance payments on 
principal falling due in 1983, a total of nearly $1. 3 billion. The 
curt-ent Joel/Central Bank projection indicates a total remaining 
unfinanced balance of payments gap of $1,039 million after allowing for 
$100 million in IMF assistance, the $50 million additional ESF 
requested in this PAAD amendment and a $30 million rescheduling of 
interest arrears negotiated at the January Paris Club meeting. Since 
the IMF estimate (made last October) excluded the latter of these 
amount s, the tt-lO eatimateG are essentially consistent. 

There can be no doubt th!lt most of thie remaining financial 
requirement will have to take the form of rescheduling of both 
principal and interest payments on the total debt outstanding t 
including all amortization payments and interest arrearages. Should 
Costa Rica's commercial bank debt not be rescheduled, its debt service 
charges '''QuId rise to the unsustainable leVf~l of 73% of exports. 

Costa Rica's real GDP is estimated to have declined by over 6% 
in 1982, and is expected to fall by at least another 2% in 1983. This 
will mean a cumulative ~ capita decline of 20% in real terms bett-leen 
1979 and 1983. National Income per capita hal9 dropped even more 
drastically. Salaries, especially, have lagged. 

A major point to be noted is the extent of the fiscal 
readjustment to which the GOCR has committed itself in reaching 
agreement ~-lith the IMF. The Central Government's total expenditures 
are projected to increase by only 27% after allowance has been made for 
the projected colon 3,200 million :{ncrense in total expenditures to 
make partial allowance for inflation (expected to be about 50% in 
1983). On the r~venue side, a number of measures have been adopted to 
increase tax collections (summarlzed in Part II-F). 

The IMF conditions are tough, but Costa Rican authorities have 
informed AID officials that the GOeR has every intent to meet them. 
Although there has been some question 8S to whether the GOCR will be 
considered to have met the Murch 31 tests, as of February 28, 1983, 
they were ",ell within the limits.!.!. It is thought that questions a& 
to whether the March 31, 1983 targets were met 10 merely a definitional 
problem which "'ill be resolved shortly. No prognosiG can be made at 
this point with respect to the Gov@rnment'a ability to comply with the 
targets set for subsequent quarters. 
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The fOl:iOl'ling Elections summarize the major conclusions of the 
economic analysis. 

B. The Balance of Payments in 1982 and 198~ 

Conclusions of the balance of payruentfl analysis (presented in 
Annex I, Table 1) are as followa: 

1. The overall balance of payments deficit (the "basic 
balance") increlised very substantially bet'(lleen 1981 and 1983 -- from 
$279 million to $646 million in 1982 and $1,280 million in 1983. This 
deficit was cbtalned by including only official cilpital non-compensa
tory inf lo~.,s in the ca pi tlll account. All" ccmpenaa tory" loans obtained 
were treated aFt ~~IlYS of financing the deficit and placed "belt')l'l the 
line". 

2. The main reason for the sharp increase in the balance of 
payments deficit in recent yearo is the aubstantlal increase in 
inte~eBt and amortization paymer.cs. Debt serv1.ce charges on unpaid 
prior year debt servicing (excluding interelil: and amortization charges 
accruing dudng the current year) increlHled from zero in 1981 to $1.1 
billion in 1983 (:!otem V in Table 1, Annex I). Of-,her factorB accounting 
for the balance of payment difficulties include: 

o An adverse shift in the terms 
Gugar prices hlr .. e fa1J.en and 
depressed, wh:Ue import 
petroleum, rose through 1981. 

of trade ae coffee and 
banana prices remained 
prices, particularly 

o Large public aeetor defici ts in prior years covered 
by foreign borrowing and credit expansion; these have 
resulted in the unbearable debt servicing requirement. 

o A sharp decline in exports to the CAOl due to the 
depressed condi t:!.on of the t"holel region. 

o A cut-off of foreign lines of credit from both banks 
and suppliers. 

3. There has been a substantial increase in co~pensatory 
financing betw2Em 1982 and 1983 ~.- from $32 million to $241 million. 
In calculating "compensatory" financing, we fIlad~ full allowance for the 

l! See San Jose 1666 (classified) 



IMF stand-by (estifill!!.ted at about $100 million in 1983) and for $127 
million in ESF and PL 480 iHllfJ!I3tance (the fot'ruer includes the $50 
million requested under this PAAD). Even with this substantial 
assistaY1ce, the GOeR will not only be unable to repay any part of the 
principal Bum on loan& due, but will also prove unable to meet interest 
payments that fell due prior to D~cember 31, 1982. The GOCR will have 
to reschedule principal payments <estimated at $710 million; and ~11l1, 
in addition, require additional loans or rescheduling (of prior-year 
interest payments) ~qua~ to about $329 million (Table 1)]/. Thus, it 
will require a total of about $1.0 billion to cover its debt ~ervicing 
after full allot"o.nce has been made for all ESF.~/ and IHF assistance 
expected in 1983. 

c. Net International Reserveu 

The trend in net international reserve!; of the consolidated 
banking system since December 31, 1980 is as follows: 

December 31, 1980 
December 31, 1981 
.June 30, 1982 
December 31, 1982 

(Million of Dollars) 

$138.6 
-185.3 
~122.0 

-125.8 

Note the deterioraticn of $324 milHon ($139 plus $185 
million) in 1981. Reserves recoVI~red by $63 million in 1982 ot-Ting to 
bank loans secured for that purp0ge. They are still eharply negative, 
and they do not include the substantial accumulation of debt servicing 
arrears that has occurred since 1980. 

D. Debt Service Charges 

Debt service charges on the external public debt are 
shown bel o't-l 0 Note that they have risen from $343 million in 1979 to an 
estimated $659 million in 1983. As a proportion of merchandise 
exports, the debt service ratio has go'ne up from 36% to 73%. No 
country can service a debt equal to three-fourths of its export 
earnings. Moreover, these debt sorvice charges r.efer to the external 
public debt only. Private external debt is excluded. 

1/ Of this amount the banks have only offAred to finance .228 ~illiop. 

2/ Inclusive of the $50 million l'equested in thio PAAD, but exclusive 
of the $3~ million yet to be appropriated. 
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1980 
1981 
Proyected 
1982 
1983 
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DEBT SERVICE CHARGES ON TIm EXTERNAL PUBLIC DEBT 
(Ifi million of dollars) 

~l) (2) (3) (4) 

Merchandise 
Interest Princ!12a1 Total Expox:~ 

(3) 
129.5 213.8 343.3 942.1 
159.0 253.7 412.7 1,000.9 
315.5 282.2 597.7 1,003.0 

3b5.0 325.0.!.! 690.0 875.0 
442.0 217.0~./ 659.0 900.0 

(5) 
Debt 

Service 
Ratio 

as % of (4) 
36.4 
41.2 
59.6 

78.9 
73.2 

1/ Includes both Ghort term debt and the "pnoa" (unpaid Central Bank 
foreign exchange obligations). 

2/ Assumes rescheduling of public debt. 

Source: Unofficial e~timates of the Research Dept. of the Central Bank 
as of March 11, 1983. 

E. Real GDP 

In an estimate made in AuguBt of 1982, the Central Bank 
projected the 1982 real GDP to dec!line by a 5.9%. The Central Bank now 
expects the decline to have been ever. more severe. Hhile the August 
projection optimistically expected value addE!d by agriculture to 
increase by 3.4% in real terms, the Central Bank now expects zero gro\"th 
in the agricultural sector as a result of 10l'1 banana prices and the 
drought Hhich adver8ely affected rice and 11vestoc.k production. 

The GDP components '''hich experienced the largest declines are 
construction, (dOlY'n 40%), commerce (down 18%) and manufacturing industry 
(dol'1n 7%). Total groBs capital formation (public and private) is 
e9ti~ated to have declined by 38% and exports by 20%. 

The outlook for 1983 is not encouraging. The Central American 
Common Market is seriously depressed, banana and coffee prices are low 
and are not expected t~ recover oignificantly, the shortage of foreign 
exchange ia likely to continue to hamper manufacturing industry, and 
internal inflation is discouraging expol'ts and dd~preas1nB real savings. 
Imports are projected to inCreaSE! by only 6% in current prices, ,.,hich 
means no 1nc~ease in real terms. As a result of these various factors, 
the Central Bank anticipates poother o.ecline in the real GDP in 1983, 
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perhaps in the order of 2 to 3 percent, and worse if anticipated 
compensatDry financing 1s not forthcoming to finance the required levels 
of imports. 

F. Fiscal Situation 

The GOCR has committed itaelf to a drllstic reductio'.1 of the 
public sector deficit as part of nn overall package of targets and 
policy changes agreed to l-li th the H1F. Analysh of the fiscal program 
highlights the fol1m'11ng poinu: 

1. The total conso1:l.dated public sector deficit t,yhich alreudY 
declined substantially in real terms in 1982, h projected to decline 
even more drastically in 1983. That year, the overall pubUc sector 
deficit is projected to decline from col.:>n 9.6 billion (in 1982) to 
colon 6.7 billion, a decline of 30% in current coloneo. This means a 
redu(;tion of abo'Jt 55% in real terms, given the projected rate of 
inflation. 

2. The Central Government IS 1983 deficit (Annex I, Table 2) 
is projected to remain approxinmtely eonstant in 1983 in current 
colones, even 8& ter addition of colon 3.2 billion in supplementary 
budget funds (needed because the original budget did not make al!owance 
for inflation). Current revenuea are also projected to increase by 
colon 3.2 billion (over the amount originally budgeted) as a ~~~ult of 
inflation. In real terms, the Central Government's budget deficit is 
expected to decl~by 30 to 35 %. 

3. A particularly drastic reduction is projected in the 
deficits of the state enterprises which are committed to raise the rates 
for their services. The combined deficit of the state enterprises are 
expected to decline from colon 5.7 billion to colon 2.6 billion between 
1982 and 1983, a reduction of 54% in current ~lones and 70% in real 
terms. Numerous rate increases have been realized over the past several 
months in several key areas such 8S electricity, l>lhich has been raised 
by 70% to date, wi th a further 45% rdse planned over the next fel;] 
months; gasoline, l-lhich haa been raised by 69%; and ws ter l>lhich was 
raiacd by 90% in March 1982, with a further 109% raise planned over the 
next several months. Railroad, telephone, postage and public 
transportation fees have also been raised substantially in recent months 
with the prospect for additional hikes in the future. It has been 
agreed "lith the IMF that cost increases in curr.ent state enterprises 
t-lUl be passed automatically to the pubHc. 

4 .fhe degree to vlhich the overall public sector deBe! t is 
expected to contract is best reflected in its proportion to the GDP. 
According to the IMP' 9 projectioHS, that proportion is projected to 
decline from 15% 1n 1981 to 9.2% in 1982 and 4.4% in 1983. For the 
Central Government alone, the proportion is projected to decline from 8% 
in 1980 to 3.6% in 1982 and 2.8% in 1983. 



5, A k~y feature in the public sector's austerity program is 
the restraint tha_ it must exercise in the area of salary iucreases and 
in the adjustment of the pricel~ of gasoline and other bade public 
services. Government salaries can be increased only in proportion to 
the increase in living costs of the lowest income groups. These are 
expect~d to obtain a salary Increase of epproximately 40%. No more than 
the same increase in absolute terms caX'. be granted to middle and upper 
echelon government officials. Tile latter will thus be getting salary 
increases in the range of only 5-10%. 

6. The Government has adopted a 8eri~B of tax reform measures 
as part of its stabilization pY.'ogram. The principal ones include a 
temporary surcharge of 15-30% on the corporate income tax; an increase 
in the general salee tax from 8 to 10% p along "l1ith an increase of the 
tax base (to include services); a tripling of the v~hicle8 license tax; 
and higher taX<lI{) on sele'cted coneumtar goode. A propoaal to L~crea8e the 
rates of the property tax (agreed to with th" IMF) is currently before 
~he Assembly. 

G. Monetary and P!ice Slt~~on 

The monetary program for 1983 (see Annex I, Table 3) calls for 
a significant slowdotvn in the rate of increase of money supply and for a 
slight reduction in the total rate of bank credit expansion. The money 
supply which increased by 78% in 1982, is projected to rise by only 37% 
in 1983; t'1hile total credit extended by the conoolidated banking system 
increased by 39% in 1982, and ~s projected to increase ~y 34% in 1983. 
Note, however, that a substantial redistribution of credit expansion is 
to take place bett'1een the public! and private Electors. Credit to the 
public sector, which increased by 35% in 1982, 1.9 scheduled to increase 
by only 14% in 1983; while credit to the private sector, which increased 
by 42% in 1982, is projected to increase by 49% in 1983 (Annex I, Table 
3). This redistribution of credit is the result of the various measures 
adopted. to redu!e the defic.its of the CentTsl Government and the state 
enterprises; and is designed to aesiet in reviving the private 
productive sector. 

The rate of inflation accelerated sharply between 1980 and 
1982, but there is evidence of a deceleretion since last Augusto Thus, 
the general consumer price index for low~r and mi~d1e income groups of 
the San Jos~ Metropolitan Area, increased by 18% during the tl\Telve-month 
period ending on December 31, 1980; by 65% in 1981; and by 82% in 1982. 
The generaJ. t<lh01eeale price index increased by 19% in 1980, 117% in 1981 
and 79% in 1982. A slm'ldOlm clearly occurred in 1982: the ~'lhole8a1e 
price index declined from an annual rate of increase of 81% during the 
first semester to 55% dl.\ring the second. The Central Bank expects a 
further slowdot<m (to about 50%) in 1983. 
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The ntF /GOC.f{ agreement approved in 
cor. tained the usual etiff conditions to assure 
stabilization program. Its main features i~clude: 

Iste 
the 

Nov~mber 1982 p 

succeeD o( tLe 

o Haavy (:lwph«ala on r~duc/.n.q the ovo]{'(;lll p~!b1:!r.: (H~Ct:r)'( 

budget l~efic~.t) which ;L", If) dscU fie f>:um 9~J./2% >,;:. 4·-1!.t.% 
of the GDP JI!tt-Tnen 1982 ann J. 9~::' .' 'lovn:' tl,'()711 ,~ level of 15% 
in 19B1). R~"vcnuea 1>:.1 a '_v b€ in,':-!',,"" .. tdi th>:,;)ugli t~::e 

va~!nu, t,L~ D;(~8..':'ln·~s <.,JAmt' . . r~"l'!:rl d>o~re ('lec"J.l'll F'). 0.1 t.h.~~ 
~~ti :'~llui.[-lA,:~ a;b."::~ - ti~e Gt..')·U'~~ ~rHnel'."- '!:L lOS pPt'SLAe C "er./ 
I'!C 'iH~r:l'_ "' e ~;>. 'i:':' 'Il,' J,.::'y and will carry f'ut a:Ii1:\..lti.:~ant 

.j~~U9t'";· "~~ ", ( t. <.i,: transfet'9 for f;t;«::1.6.~ "'~:;;c'Jrity and 
h:ith".:' ,,~.JC'~' ' .. ~,"7lj:U;al expenditures ~re projected tv 
1rop -:- tl '.",u. .• ~ fn real te1i1l~ an·1 to b(·· ~i, 1enced 1arsely 
by long-term ~o.:algn 1('<.r.r-, The ·f ~llarh .. I:S of state 
ent~rpr18e8 .ill ~e stre ,~~ by signiffcant upward 
adjustments in the pri.C';:;;. char~ed. 

o Changes in th~ ~Be of for~i~' la8DO: increasingl}, foreign 
credi t Is to be arlifted 'i r)u ~1f,le !~1 unproductive purposes 
to productive investment ,rojects in the public sector and 
in c.)mp1ef'\entin~ domes!:lc financial resom:ces to provide 
cr;dit to the private /!tectot'o 

o Discanti.n".le the exte:nsion of exchange rate guarantees by 
the moc~tdry authorities. 

o Achieve thE gradual unification of the exchange rate (the 
spread is not to exceed 2% by the end of 1983), and bring 
about the decline of outstanding external payments 
arrears, the bulk of which consists of delays in meetir.g 
the public sector's foreign debt service obligations. The 
authorities will achieve this objective tdthin the 
framework of a flexible exchange rate system, \vhich t.;l11 
take account of the need to assure the competitiveness of 
Costa Rican exports in foreign markets. 

o R.efrain from introducing neH restrictions on paymentr, and 
trnns£ers for current international transactions. 

o Reschedule payments due on the principal of foreign loans 
both to commerci811 banks and official bilateral 
credi tora. Hot-lever» the authori tie:s Hill resume current 
contractU'll debt service payments on the public external 
debt during 1983. 

jmenustik
Best Available
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o Avo:f.ci a fU"."th.:H' c!f.~line in net internationl r~serves. 

,) XT'Crellr.t'> 8{''",i·-\1 se(!urity :ont.ributions by 1.%: 2% for the 
emplo:\fer awl 2% for the employee. 

o AdJ~atment of interest rates: the rate on six-month 
dep0sits is to rise to 25%, while interest charged on 
&gricul~ure loans is also to li9~ ~o that level. Intere~t 

ra.:eR \qill ccntimJI~ to be adjusted to take into e.ccount 
the current and expected rAte of inflation, interest rat~8 
abroad and the dem~md for credle from the private sector,! 
in order to approach rates that are poe~tive in real terms. 

:~ achieve these various objectives, the Agreement specifies a 
numb~r u": targets or ceilings involving the Nat: i)o11lesbc Assets of the 
Central Bank, the Net Domestic ArnBeta of the Ban:-'ing System, Net Credit 
to the Non-Financial Public Sector and the Net Internat 1.onal Reserve 
position of the Central Bank. II: also aet~ Emits on the amOI.mt of 
external loans that can be contracted by thl'! public sector with 
maturities of less than ten years, with anoth~n' !\Jub-ceiling set on loans 
with maturities of less than five years. 

Compliance \dth these terms will not be easy politicalJ.y. It 
will call for an unusual degree of self-discipline and for a significant 
cut-back in living standards for many people, particularly public Gector 
employees. The goals are limbi tiOUB, particularly th08~ related Lv the 
tax reform package # the rate increaseg of essential public services anc 
gasoline prices, and the restraint on salary increases for public sectur 
employees. 

Central Bank officials and government a'lth~ri tieR are 
determined to comply \>-1. th the conditions of the IMF Agreement and to 
meet the various tests. According to data provided by the Central Bank 
to the ROCAP Economic Advisor (presented in Annex II, Table 4), the 
Central Bank believee it is in a good position to pass the Nard. 31 
tests. They claim to have 11 safety margin. Thus, the Net Internal 
Assets of the Central Bank stood at colon 64.8 HIlton at the end of 
February, compared t.,ith the limit of colon 69.5 billion for March 31. 
Total Net Credits by the national banking system to the Public Sector 
stood at colen 9.9 billion at the end of February, comrared \.,ith the 
limit of colon 13.4 billion as of March 31; while no additional external 
loans l'1ith maturities of lesB thaI'!. five or even 10 years have been 
contracted since the end of 1982, 8S against permissible limits of $50 
million and $100 million, respeeUvely, for these two types of loans 
(see Annex I, Table 4). 
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III. RESULTS AND CURRENT STATUS OF :I?RIOR ESF PROGRAHS 

Since the Monge Admi~i8tration too~ office in May of 1982, to 
February 28, 1.183, USAID/Costa Rica has disbursed over $94 million in 
DA, ESF J PL 480, and ':~ resources. Our assistance has been an imp~tant 
element in helping rata Rica to achieve the precarious economic 
improvement it is n('l,' ·')~periencing And has also been key to significant 
policy redirection. tW0 prior ESF-funded Economic 3tabilization and 
Recovery Programs.l.sying an important overall role in this, the 
initial ~tabilizction phase. 

A. Economic Stabili~atlon an£,Recov~ry I (ESR-IL 

This program for the kmount: of $20 !:,11lion cash tranefer was 
Bigne& on July 14, 1 ~82. All dollar resources under this program have 
been d!sbur8f;d. Of the local currency, $5.0 million ,.,ere granted to 
CIND~, a Costa Ric~n private aSBociation, for relending to COFISA. 
COFISA will not be able to relend these resources until a deUni ti va 
rescheduling agreem~nt is signed with its creditors and an 
inter-creditor agreemen; Is signed be~ween AID and COFISA's other 
creditors. The foregoing is now expected to occur during April of 
1983. The $15.0 million of loan-generated local currency fed an 
especially innovative banking system credit line to non-traditional 
exporters. This for the first time permitted the financing of new stock 
purchases to finance ,.,orking cap:l.tal for entel:prises ~lhich were not 
othen-lise credit,.,orthy. Those resources ,.,ere quickly lent out. 

Two major policy objectives t>1ere met by ESR I. First, the 
Central Bank agreed to negotiate and implement an IMF Standby 
Agreement. Such an agreement ",as accepted by th(: IMF on December 20, 
1983 and is not., being implementE!cil/ • Secondly, an arrangement was 
made which for the first time s:Lnce the 1948 hnnk nationalization, 
permitted private bank participation, albeit indirect1" in a Central 
Bank credit program. More specifically, private 'banks, using a public 
sector holding company, CODESA, as an intermediary, ~lere able to place 
35% of the $15 million colon equ:1.valent more quickly and efficiently 
than were state banks. 

B. Economic Stabilization & Recovery II (ESR ~ 

This T)rogram which is being financeu by the CBI sup~)lemental 

presently totals ·$73,735,0003./ of which $65,485,000 is loan funded and 
$11,250,000 is grant funded. On the dollar side, the entire $73,735,000 
is in the form of a cash transfer to the Central Bank. Two 
disbursements to date under the program total $24.5 million of ,~hich 
$8.0 million is grant-financed. 

II See San Jos~ 1666 (classified) 

2/ The total amount 0 funds appropriated under the CBr supplemental for 
Costa Rica was $75.0 million. However, $1.265 million of the $75.0 
million was authorized and obligated for three discrete grant 
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There are three key conditions and slpecial provisions in the 
program. First, a cond! don precedent to the program' B second 
disbursement was the formalization of a Standby by the IMP. A second, 
related special provision is that AID reserves the right to suspend 
scheduled monthly d1sbuL'sements in the event that the GOCR is not in 
substantial compliance with the IMF program. As the discussion in the 
previous section on the current economic si tuatio:1 indicates, the GOCR 
appears, at present, to be in substantial compliance with the TIfF prograUl 
which waB formalized in last Dec~mber. Thirdly, a condition precedent to 
disbursements from the program after February 2t~J 1983 is that thel'€! will 
be submitted to the Gosta Rican Legialadve IU;:Bembly an amendment to the 
Central Banitlc law to permit the part:1c1pation of private banks in the 
Central Dank' B rediscount and other lending programs on an equal basis 
t'1ith public banks. The Central Bank has prc~pared, and ita Board of 
Director~ approved, the necessary changes in thE! ""ording of Article 62 of 
ito law. The Central Bank has fort'1ardcd the &lIllendmemt to the Executive, 
t1hich in turn 'td11 have to submit it to the Legislative Assembly. Prior 
to further disbursements, it is expected that this legislation will be 
forwarded to the Legislative Assembly by the end of April. 

On the local currency side, in addition to supporting the 
expansion of unsubsidized ~ending to productive private sector, ESR II has 
three special features: 

(1) Priv ... te Sector Export and Investment Promotion 
and Other PVO A~tivitie8 ($11.25 million ~rant) 

The principal componer.t of this program is the private 
sector activities to be funded by CINDE (see original ESR II PAAD for 
detailed deE'cription of r.INDE) > CINDE is still organizing itself but is 
off to a good start. It has hired 8S top management two of the country's 
most able professionals, and two private organization proposals, those of 
the lESC and the Chamber of Industries have already been apr~oved. More 
importantly, CINDE haa already hud significant policy impact; for example~ 
it played a key role in getting President Monge to name a Hinister
Counselor for Exports and Investment. 
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(2) frivat:~ Banlt Credit . .k1ne Sat Add! . .,<$10 million) 

Under tho ESR II Aodptanee Agrlil@m@nt the BeeR agreed: "to 
establish prior to Mt!lrch 31, 1983.Y J in form ~md Bub@tance satisfactory 
to A. I.D.. "11th Ivcal curnncy gonerated from th~ Gale of transferred 
dollars, a special credit line, ~imilar to that established under AID Loan 
No. 5lS-K-'037 (ESR I), to be uaed exclusively by privllte banks through 
l'1hich the colon equivalent of at least ten miLlion United States Dollars 
(U.S. $10,000,000) "lUI be eJctended as credit to private producers and 
manufat!turers." The 1-110010n, with AID/\-l approval, changed the due date I"In 
this covenant to I,larch 31, 1983, because the BeeR took con9iderable time 
in 6ubmitting to USAID the regulations governing this credit line. We are 
now in the proccS6 of reviewing those proposed regulationa. It appe.ara 
that Bome differenesa exist between the A.I.D. and BeCR approaches to this 
credit line and that negotiatiollB will have tC) take place to overcome 
thoBe differences. 

(3) §Pecial Credit Line to the SNAP ($5 ~illion) 

The ESR II program aho called for the establishment 
to ••• prior to March 31, 1983.!l in lorm and lJubstance satisfactory to 
A.I.D., with local currency generated from the sale of transferred 
dollars, a special credit line of the colon equivalent of at least five 
million United States Dollaro (U.S. $5,000,000) to be ut:l.lized exclusively 
for the provision of mortgage financing for families belo", or at the 
median income level through the Sistema Nacional de Ahorro y Prestamo 
{National Savings and Loan System);". As a result of the DAEC revie';1 Of 
ESR II the l41ssion agreed to undl~rtake an updat4~ of the SNAP's financial 
condition. This study, which was sent to AID/W, will be revised so as to 
present a more comprehensive recovery plan for the SNAP which will 
demonstrate how and t-lhy the mix of HG and ESF local currency resources 
lrlll keep the system afloat. The study ,,,hich was submitted did point out 
that the SNAP was in ,(-lorst'! condition than had bE~en previously recognized, 
that emergency measures ~.,ere jultlUfied, and that: the below the median 
income level restriction ,-ras part:lally at odds w:t. th perserving the private 
sector nature of th~ SNAP. 

1/ On F~bruary 10, 1983, the AA/x..AC approved an amendment to the covenant 
which elctended the covenant compliance dates from January 31, 1983 to 
March 31, 198:3. The justification of ~he eJctenBion l-laa that the first 
disbursement of the program t·ms later than antic!ipated and therefore did 
not permit sufficient time to develop the necessary procedures to 
establish the credit lines. 
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IV. PROGRAM RATIONALE AND OBJECTIVES 

A. U. S. Interests 

Costa Rica's economic crisis poses serious challenges to the 
country' B political and economic system, particularly when considered in 
the context of the disruption affecting all of Central America. The new 
Costa Rican admlnlstrati.on which took office 1n May of 1982, will continue 
to have to face the economic difficulties head'~onJ and undertake further 
difficult and far-reaching measures. It l~il1 also have to convince the 
country that ita severe economic problems are being dealt with 
effectivel;, that the austerity meaaurcs will payoff, and that the 
neceuary sacrificeo will be ehaX'ed equitably. Thh is likely to be an 
extremely difficult task. It h clear that a long peric.d of stringent 
financial and fiscal discipline will be required of Costa Rica's 
government and people p and that the economy must undergo a fal'-reaching 
structural adj~Btment. It 18 not certain how Costa Ricans will react to a 
protracted period of high unemployment, eroded purchasing power, periodic 
food shortages, ~nd cut-backD In public services. 

Since tte approval of Cootn Rica's on~ year stabilization program 
by the IMF board on December 20, 1982, and the adoption of the current 
foreign exchange management regime in August 1962, the Coeta Rican economy 
has temporarily recovered a certain degree of stability. The free rate of 
exchange had dropped from 63:1 to undei:' 45:1 as of Harch 21, 1983~ and the 
interbank rate has remained constant at 40:1 since October, 1982. A 
number of factors account for the certain degree cf stability which has 
been achieved. First, Costa Ricans perceive the~ current GOCR's commitment 
to stabilization as a serious one. Th.'ts has resulted in a reversal of 
earlier tendencies to capital flight; in fact, some capital repatriation 
apparently has taken pIece. Se,~ondly, a significant contraction in the 
public sector defiCit, the result of large rate increases for public 
services, significant tax increases, and a retrenchment in public sector 
expenditure, has led to a lessening of internal inflation; from July 1982 
to January, 1983 monthly inflat:Lon (~lholesale price index) averaged 2.4 
percent compared to a monthly average of 6.6 percent during the previous 
six months. Thirdly, the successful bilateral (Paris Club) debt 
renegotiations concluded on January 11, 19b3, have also given a temporary 
resp:f.te. Fourthly, Costa Rica has not been fully servicing its massive 
commercial bank debt nor the large arrearl~ on it. Finally D and 
importantly, d19buraeruenta of USG assistancEl have made a cd tical 
difference ~ since the present GOCR administration took office laat year 
these disbursements from Development Assistt:ltlcle, Economic Support Funds 
and PL 480 have totalled in excess of $94 million. 

T.he tenuous stability, especially t'lith regard to the exchange 
rate, that the Costa Rican economy haa regained 1s deceptive in that it is 
not totally based on fundamental factors, and it is dangerous in that it 
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is lulling many COlllta Ricano, especially the more af! luent, into the 
illusion that the t(l'orat is ovel: and that they can soon get back to 
previous levels of consumption.!}. The temporary stability is deceptive 
because of two factors: 

o Coata Rica has only been making token payments on its public debt 
and becauee of accumulElting arrearage:!) that debt is growing 
rapidly and will be more difficult to oervice in the future. 

o Because of prior mhuulnagcmtmt, both the free exchange rate at 
63:1 and the interbank exchange rate at 38:1 may have been 
undervalued in August of laat year when the new exchange 
management rebime came into effect. 

Token debt service and illClme alack in th~! «mchango rateB gave the 
Monge Administration aome br~athin8 Gpace=~Q grace period. Not", j\lst as 
public confidence is recovering, the fundame'lU.ls are much different. 
Substantial service on the public debt will increase the demand for 
dollars. l·1ore basically, the interbank exchange rate at 40: 1, coupled 
with significBnt export taxes is now, or will soon be, overvalued because 
internal inflation continues to be much higher than world inL.ation. In 
order to service its debt and to generate the foreign exchange that 
renewed growth requires, Coata Rica's exports will have to increase 
substantially. To achieve the foregoing, among other things, export taxes 
~T11l have to be reduced or elim:Lnated and the interbank (-;xchange rate 
increased. "If the GOCR decreases export taxea, either other revenues will 
have to be found, or public opanding "Ii 11 have to be cut further 0 An 
increaBing intQrb&nk ratG wU 1 rSflult in furthor inCrOtlfilGill In public 
ocrvice rates and in the prictll!! of fuele and other €HH9€mtialo aD well as 
increased taxes or cutbacks in public services. Significant new sacrifice 
~1i 11 be requ i red by t he Cos tll Rican people. 

In short, the GOCR will soon have to make some difficult choices, 
the political coata of t'lhich ~1ill be high. Trade-ofts are involved, and 
long-term and short-term objectives will often conflict. As discussed 
below, an environment ";.,rhi'ch fAvors exports and investments must be 
created. The me'lSures whtch '''ill have to be taken to do so will be 1.n 
partial conflict tY'ith factors aHecting short-t(:lrm political and social 
stability. All of the foregoing tdll have to take place in the seething 
cauldron which Is Central America today. 

The U. S. intere:st is to. assist Costa Rica in carrying out the 
required adjustment in a manner t..rhich preserves the baaic tenents of a 

!/ This is, of course, only an illuoion. In 1978-79, this Mission 
commissioned studies which indicated that only 25% of the population 
could not afford a minimum dilet. The GOCR nOt., estimates that figure 
at some,.,here near 75%. 
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democratic society and a free market economy. U. S. Economic Support Fund 
assistance can help Costa Rica I ease the strain of the 3usterity measures 
it must take over the next several yean. There is considerable risk that 
Costa Rica's institutions might not survive th~ current crisis without the 
substantial assistance proposed by A.I.D. and other donors. In audition, 
A.I.D.'s assistance provides the GOeR with further incentives to undertake 
difficult policy changes; and economic assistance is, perhaps, the 
principal means by which the U.S. can attain it!;! interests in Costa Rica. 
The program proposed in this PAAD is part of thnt effort; it has balance 
of payments, economic policy, and Rocio-political objectives. 

B. Program Objectivee 

1. £~erall ESR Objectives 

Ae otsted in the original ESR II PAAD, USAID/Costa Rica's 
economic stabilization program flupports the goab and objectives presented 
in the approved CDr Implementation Plan for Costa Rica. Th~ goals of this 
plan are as follows: 

to help reestablish dynamic gro,"lch in the Costa Rican 
economy; and 

to assist in the reorientation of the Costa Rican 
economy from its present ind~strial import substitution 
bias, to one in which the industrial sector contributes 
to export-led growth. 

These goals, and the objectives which supp~rt them, ar~ 
based on the conclusion that thl! current Coota Rican econom:lc problems 
have deep struct'tral roota. Tho overall USAID program :!. 9 designed to 
addrecs the various facets of the Cootn Rican economy's structural 
probloms by pursuing the following five principal otrategy objectives: 

Economic Stabilization and Rec.overy - to relieve Costa 
Rica's economic crisis by imprOVing its balance of 
payments situation by: alleviating the shortages of 
imported goods required for production; increasing 
c~edit available to the productive private sector; and 
restoring international confidence in Costa Rica and 
its currency. The program '"1111 be coordinated \;rith, 
and support the economic stabilization and recovery 
aims of the prc~8ent IMF Standby Agreement, as tvel1 as, 
a planned subsequent IMF Extended Fund Facility Program. 

Strengthening ()f the Financial System - to encourage 
the further d,evelopment of private banks and other 
private financ1.al entities in Coata Rica, in order to 
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expand and improve services to the productive private 
sector beyond that currently BvailablA through the 
nationalized bankins system. 

Expansion of Exports and Investment - Costa Rica will 
need to export at a high~r level, and on a more 
diversified basis, if it is to recover its former 
standard of 11 ving and reinitiat4~ long term, dynamic 
economic growth. The aim of this objective is to 
increase exports, particularly non-traditional producta 
for non-traditional markets, and to increase foreign 
and domestic investment in enterprises which engage in 
such production. 

Improved Public-Private Sector Coordination to 
develop improved means of collaboration between the 
public and private sectora in order to contain the 
current crhia, stllibilize the economy, and establish a 
bssis for long term economic growth thru export and 
investment. 

Improved Policy Formulation and Administrative Reform -
to help establish the attitudes, laws, procedures, and 
practices ~lhich fa{~ili tate exportel and investments and 
a more stable and diversified economy. Among the 
policies which the r-Ussion sees as most desirable are a 
commitment to a grE!ater role for the private sector in 
the economy, an exchange rate regim~ favorable to 
exports, the reduction of ex;>ort quotas and controls, 
decreased incentives for !mport substitution 
industries, a bronder commitment to free markets in 
general in order to foster more efficient resource 
allocation, and monetary and fiscal policies designed 
to encourage gr~ater internal capital formation. 

The program described :tn thh PAAD amendment responds to 
flome degree to all of the above strlltegy objectiveel, but especially the 
objectives of economic stabilization and recovery, and export and 
investment expansion which merit further discussion in this document. In 
addition, the program's Bocio-politicnl objectives, 1I7hich respor.d to GOCR 
priorities and to U.S. interests, also merit elaboration. 
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2. SEecific Objectives of PAAD Amendment: 

a. Economic Stabilization and Recovery 

(1) Progra.m Timing and RelatioIlshiE to Overall 
AID and other Donor Assistance 

Section III) Current: Economic Situation, analyzes 
and describes the acute nature of the balance of payments problem which 
Costa Rica faces in 1983. Even counting CBr Bupplememal disbursements 
during the year of. $73,735,000 and the $50,000,,000 of resources to be 
provided under this program, as ~7ell as all elcl,ectcd multilateral bank 
disbursements and assuming $228 million in new commercial bank import 
financing (pmrtial intereot averagc! r(')ll~oveX'), an unfinanced gap of some 
hundred million doHArll still mdsts at a zero arowt.h GnP targe.t .1/ 
Tnus, an important 6tiJective or t01S program, ae s tTue ror almost H1I ~f 
USAID/CR's efforts, is its effect on the balance of payments. 

In recogni Hon of the gravi ty of the Cos ta Rican 
ba1auce of payments problem and in response to a special request mach by 
PreRident t.fonge (see Section IV. B. 2.c p belo,,,), President Religan recently 
announced the Administration's intention to increaae the allocation of 
foreign assistance to Costa Rica in FY 83 by $60.1 million over the 
planned Continuing Resolution level. This addition would bring our 
overall assistance levp.l for FY 83 (eJccludlng i~70 luil1ion of the CBI 
supplemental) to $145.1 million, which is broken dmm as £0110t'18: 

Development Assistance 27.1 

Economic Support Funds 90.0 

PL 480, Title I 28,,0 

Add1 tional ESF resources of $35,0 million \>lill 
ha,re to be appropriated by Congresll to reach thil!f>e levela. Aesuilling 
that these resources 1n fact mate;:oialize, the additional ESF could he 
disbursed in the last quarter of 1983 to compenlsate for multilateral 
shortfalls, which at prescnt appear probable. 

The $50 million to be provided under this 
program amendment tolill. provide a significant and even flow of funds to 
help support the balance of payments in the short run. It t'lill also 
have a positive impact on the balance of payment& in the longer run 
because of the economic policy objectives which it will help support. 

1/ This is the target of the original IMF program and does not take 
Ynto account more recent adverse factors discussed in Section lIE. 



- 22 -

(2) Juotiflcation for Cash Transfer 

The reasons for using the cash transfer mechanism, 
which were described at length in the PAADs for ESR I and ESR II, remain 
essentially unchanged, and the M1sEd(m has .:oncluded that the cash 
transfer mechanism is aleo applicable to the PAAD amendment. 

In add! t!on to the cbvlously favorable immediate 
balance of payments effects of an orderly cash tranofer program, three of 
the principal objectives of this program ara: (1) to encourage the GOCR 
to adhere to the UfF Standby; (2) to encouruge the GOeR to develop and 
implement a viable export and investmont expansion l~trategy; and (3) to 
encourage the GOeR to maintain an exchange and export tax regime which 
provides adequate incent! ves to eleporters. The Pr()gram Agreement will 
contain conditions to dhbursement lAnd Special Provioions which vl111 
permit A.LD. to Buopend scheduled d1abuToementB should the above 
mentioned principal IJolicy objectives be in jeopardy. Furthermore, the 
cash transfer disbursement schedule has been designed to maximize the 
probability of achieving success l'lith regard to the program's objecti··"'!6. 
The "leverage" of the program's subsequent condition precedent and hav~ag 
the right to suspend scheduled dhbur!:H!ments, as uell aa the support given 
of well-timed dollar inflow8 to the IMF program ~"(luld be lost with a 
commodity import program. 

b. Expansion of Exports and I~vestments 

As a result of the DAEC review of the PAAD for ESR II 
which had the A.D. Little Study.!.! as an Annele, it lias decided that prior 
to authorizing this program, the GOCR should develop a coherent export and 
inveotment promotion strategy. The socia-political objectives of this 
program, which are discussed below hav€l made the full-·blot-m development of 
that strategy prlor to authorization and inil.:ial disbursement an 
impossible task. In spite of the foregoing, consid.erable progress has 
been made by the GOCR towards the development of an export and investment 
strategy. After an in-depth briefing on the reoults of the A. D. Little 
study at the idgheBt levels of the Costa Rican Government. many of the 
report's ma.1or thrusts have been adopted as policy. The report's most 
important recommendation. that the GOCR name an auth()rity at the highest 
level to develop and implement a coordJnated export and investment 
strategy has been fully implemented. On l1arch 9, 1983, at ter a careful 

1/ CENPRO: In the Context of an Eleport Development Strategy for Costa 
Rica. 
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process of consultation with key advisors and cabinet members, President 
Monge named Dr. 1181'io Carvajal H. as Minister (without portfolio) for 
Exports and Investments. Minister Carvajal has already become an 
effective advocate both ltlithin the councils of government and in public 
for change in the export policy environment. 1Hnister Carvajal has set 
for himself as his first task the development a coherent export and 
investment strategy and detailed \-Tork plan t'1ithin ninety days. Grant 
local currency resources from this program's first disbursement will 
assist Minister Carvajal in the fuller developmerlt of the strategy, the 
formal adoption of which we propose to make a subsequent condition 
precedent for disbursements beyond July 31. 1983. 

While it 16 not possible at this time to describe fully 
the entire GOCR export and investment strategy, the strategy ,,,ill have to 
address the following issues: 

the overall c0rnpetitiveness of Costa RiLa in 
attracting investment for export, including GOCR's tax policy and special 
tax incentives for exporters. Non-tax incentives and disincentives ,,]ill 
al~o have to be addressed. 

- the competitiveness of Costa Rica's exports in \0rld 
markets and the effect of GOCR export taxes and exchange rate policy. 

the relative exphaais that will be placed on 
expanding traditional vs. Hon-traditional exports as well as similar 
definitions of the relative emphasis to be gi'Ten to attracting assembly 
industries in the short-term and &gro-industry in the longer term. The 
emphasis to be placed on tourism and conventions as a foreign earner will 
also require discussion. 

the institutional iRsueGi in the export and 
investment areas, among which are are the proper role of CENPRO, the 
activities and institutional 10catJ.on of a "one-atop inveatment center", 
the modification of the free zone legislation, and the need for investment 
promotion offices abr.oad. A strategy for simplifying public sector 
procedural obstacles to investment llnd export activ! ties ",ill also have to 
be developed. 

- financial constraints and tra~sportation obstacles 
to exporters will also have to be addressed. 

At the present time the Hission is unable to 
demonstrate that the existin6 Costa Rican exchange rate and export tax 
regime are making Costa Rican exports uncompetitive in foreign 
markets'!'!. However, there are strong indications that if the interbank 
exchange rate 1s not noto] effectivI!ly overvalued, it Boon will be. To 
provide a basis for future policy dialogue on th:Ls question the Mis.r;ion 
propoees that a covenant be included in the program in "'hich the Central 
Bank agrees to maintain an exchange rate system ~o]hich "Till keep Costa 
Rican exports competitive in foreign markets. 

1/ As one of the first activities to be funded under the Policy Planning 
and Administrative Improvement project, the Mission is sponsoring a 
study to be undertaken by Production Sharing, Ltd. on the competitive
ness of Costa Rica for asoembly industries. Other competitiveness 
analyses will also be supported either by the PPAI prC',ject or CnmE. 
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d. Socio-Political Objectives 

On November 4, 1982. PrE!sident Monge ,,,rote a letter to 
President Reagan in l'1hlch he request.ed that: (1) that this $50 million 
program be a grant and net a loan, and (2) that an addit:lonal $30 million 
dollars be made available to finance all "aggressive social compensation 
and development plan" to complement the structural adjustment to the 
economy. 

It was in part in order to be responsive to President 
Monge's :o:-equest tha.t President Reagan recently annou.nced an increase, 
subject to Congressional approval, of $60.1 million in USAID/Costa Rica's 
overall assistance package. This incre.flae consists of a mixture of DA, 
ESF, and PL 480 resources. In President Reagan's reply to President 
Honge's request for increased assistance! he stated that he was committed 
to providing substantial U.S. economic assistance, part of it on a grant 
basis and the rest on highly concessional terms. p 

Given President Monge's concern, it is necessary that 
portions of the increased assistance be directed to areas of priority 
social concern such as housing and land redistribution. In order for 
these expenditures to have their desired effects it is also necessary that 
they be quickly and effectively spent. 

The foregOing has had certain consequenceI'.! for the 
programming of DA resources ($10 million health loan), PL 480 Title I 
local currency generations ($8 million increment, in part for rapid land 
purchases in the Northp-rn Zone), and fOl: the local currency us es of this 
program, as 101e11 as its loan/grant split and disbursement schedule. The 
increased public sector expenditures l'1hich ''1ill be induced alBo has 
complications for the IMF program which are discussed in the follmdng 
section. 

C. Rationale for Grant Funding and Loan Terms 

1. The External Debt 

Costa Rica's crushing debt service burden, '''hieh requires 
the rescheduling of both ita private and public debt, has been ampJy 
documented in this and other a.ocuments. At present, this debt is 
estimated to total some $/~.O billion. As has been pointed out previously, 
current interest on the external pubUc debt alone totals some 49% of 
merchandise exports; and amortization in the next ten year.s of commercial 
bank debt will prove impossible. Therefore, although the infusion of new 
concessiona! ;nultilateral and bilateral resources will improve the term 
structure of Costa Rica's public debt, that debt can still be expected to 
increase massively and could easUy be in the $6-8 billion range fhe 
yeara from now. Although the bulk of this new debt can be expected to be 
on "concessional" terms, the multilatera1s are charging 8-10% interest and 
their policies do not permit reschedlliing. Although this Mission does not 
know of studies of the long-term consequences of Costa Rica's 



- 2S -

indebtedness!/, debt aervice ratios in excess of 50% for the next decade 
or two are easily envisiont!d as :hI a "black holE!" of debt phenomenon. 
Admittedly, these considerations do not support a specific grant target 
under this program. They do, however, JUBtify the conclusion that every 
effort must be made to provide Costll Rica with economic assistance on the 
mo~t concessionary terms possible. 

2. The IMF Agreement 

A second and more specific reason for grant financing 
relates to the correspondence between presidents discussed in Section IV. 
Even the partial implementation of a social program of the type envisioned 
by President Monge, and partially financed by the grant assistance to be 
provided under this program, involves additional government expenditures 
i.e., expenditures over and above the amount contemplated at the time the 
IMF agreement was negotiated. President Reagan has responded favorably to 
President Monge's request, thus commiting additional U. S. assistance to 
finance expanded public expenditures. It behooves us to provide the GOeR 
wi th the means to do so without violating the IMP Agreement l-]hich "las 
negotiated before this expansion was a?proved and the external financing 
secured. The provision of the additional resources in the form of a loan 
t-lOuld fail to keep the GOeR's budget deficit from rising. A loan, even 
one on the most concessionary terms, would not prevent the deficit from 
increasing because a loan is not treated as a "revenue" in standard budget 
accounting. On the other hand, a grant would be treated as ordinary 
revenue. Thus, a grant-financed expenditure would not expand the 
budgetary deficit. 

The IMF Agreement regarded U.S,G. ESP disbursements as 
"compensatory financing" and the agreement Bped.fically provides that 
ceilings on domestic banking system credi t to the non-financial public 
sector ",,1111 be reduced by the amount of any U.S. economic support loans 
directly disbursed to the non-financial public sector" (see p.70 t Table 2 
of IMF Document EBS/82/2l4). 

If it is the position of the United States Government that 
Costa Rica's complaince with the IMF agreement should be encouraged, and 
if this position is being backed up by provisionSl in program agreements 
that allow for the suspension of ESF assistance in the event of 
non-compliances then it t-lould be inconsistent and counterproductive to 
contribute to non-compliance by adding further to the GOeR deficit. 

million of 
following: 

The 
grant 

increase 
funding 

in 
in 

the GOCR deficit, 
this package, is 

were there not $19.5 
accounted for by the 

The approximately tS.O million colon equivalent 
increase in public ~xpenditures resulting from the 

1/ It is for this reason ';hat: a study of this topic '''ill be shortly 
undertaken under PPAI. 
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local currency housing program, which is described in 
Section V; 

The approximately $6.1 million colon equivalent land 
redistribution progrlAm, also ciescribed in Section V, 
which would have to be channelled through the GOeR if 
loan-funded; 

The $8.0 million colon equivalent increasE in 1983· 
FL 480 local currency expenditures which result from 
the recently approved inCrelUH! in that program. 

Expenditures in 1983, estimated at the equivalent of 
$300,000-$400,000 for activities t-lhich are to be 
undertaken by the net" Minister of EAports and 
Investments and othf!r local currency expend:!. tures of 
$400,000-$500,000 alao related to the PPAI project. 

3. The Local Currency Program 

Finally, but not unimportantly, it should be noted that the 
local currency program associated t·1i th the grant component lolOUld require 
~pproval of the Legislative Assembly if the source of the generations were 
from the loan rather than the grant. This "JOuld mOI~t likely result in 
considerable delays in any activities planned requiring early financing. 
In a.ddition, activities such as the export and investment program would 
become more difficult to carry out due to legal and/or bureaucratic 
restrictions that would apply if the sourCE of the local currency 
generations were loan funds. 
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v. PROGRAM DESCRIPTION 

A. Program Components 

The components of the proposed program are as follot-1S: 

1. The $50.0 million in assistarrce to the Central Bank of Costa 
Rica consists of a $30,515,000 million loan and $19,485,OOO'grant. 

2. A local currency program equi val<mt to the $50.0 million 
cash transfer with the following (Iub~components: 

a. The local currency equivalent: of the loan portion of 
the program will provide productive credit to the private sector through 
the banking system and establish 6 credit guarantee fund. 

b. The local curl'tmcy equivalent of the grant portion of 
the program will finance high priority social and economic impact projects. 

B. U. S. Dollar Reaouress 

1. Dlebul'Bement of U. S. Dollar Resources 

Disbursements under the ESR II progran. to the BCeR may not 
exceed the following schedule: 

Dibursement Loan 
Initial 6.5 
Second 10.0 
Third 10,0 
Fourth 
Fifth 10.0 
Sixth 10.0 
Seventh 10.0 
Eighth 5.985 
Ninth 4.515* 
Tenth 10. O~I 
Eleventh 10.0* 
TVlelfth 6.011 

93.000 

(milliono cf U.S. Dollars) 

Grnnt 
800 

3.25 
10 0 0* 

4 .. 0* 
50485* 

30 0 735 

TOTAL 
14.5 
10.0 
13.25 
10.0 
10.0 
10.0 
10.0 

9.985 
10.0 
10.0 
10.0 
6.0 

123.735 

Denotes additional disbursements to ESR II program a& a result of this 
PAAD amendment. 
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2. Use of U. S. Dollar Resources 

A $50 million cash tranofer to the Central Bank of Costa 
Rica (BeCR) is proposed, of which $30 t 515,000 \'1ould be a loan and 
$19,485,000 would be a grant. The loan portion of the transaction will 
ba a 30 year loan with a 10 year grace period, 2% interest during the 
grace period, and 3% thereafterl/ , 

Within three months of the termination of disbursemen.t of 
the 1983 ESR II program, the BCCR w'ill make available for private 
Gector use an amount of foreign exchange at least equal to ~hat 

disbursed under the cash transfer for the import of ra\'1 materials, 
intermediate goods~ '1 spare parts from the United States. In the 
event that not all this program's cash transfer disbursements are 
compl~ted in 1983, the BCCR will make available ~"ithin three months 
after the termination of those disbulCaements an amount not less than 
that disbursed after 1983. The BCCR "rill sell the dollars it makes 
available through the public and pri vllte banks of th(;! National Banking 
System, as well as through private financieras, in accordance with the 
priorities and systems established by the BCCR. Assuming that the 
planned cash transfer disbursement schedule is adhered to, the 'XR 
would have to make available an average of approximately $10 million a 
month for such imports. Data provided by the Central Bank show that in 
1980, the last "normal" year, Costa Rica's imports of raw materials and 
intermediate goods from the U.S. alone totalled $251 ~lllion, or 
approximately $20 million per month. l>10reover, the BCCR I S present 
foreign exchange allocat::'on system and priori ties favor the import of 
raw materials, intermediate goods, and spare parts. No problem should 
therefore exist on the demand side ldth respect to the BCCR meeting 
this requirement. 

3. M.lnagement of U. S. Dullnr Resources 

Dollar disbursements \-1i11 be made identically for both 
the loan and grant portion of the program. Disbursements will be made 
into a BCCR account, In accordance with its instructions. It is 
anticipated that electronic transfer of funds to a U.S. Bank will be 
employed. However, because of the poss1bili ty of embargo of such an 
account by GOCR creditors, other mechanisms may also be employed. 

II This recommended variance from A. 1.D. 's normal lenriir,g terms for Costa 
Rica is discussed in Section IV,C. 
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c. Local Currency Resources 

Immediately following dollar disbursements of each tranche of 
grant funds under the program, the colon equivalEmt of the grant will be 
placed in a special account. The Mission will require the submission of a 
formal proposal from an implementing agency prior to approving funding for 
an activity from this account. A standardized format for the presentation 
of proposals t'lill be developed which \-li11 include a description of the 
proposed activity including necessary feasibility analyses, specific 
outputs to be achieved, an implementation plan and a budget. USAID 
approval will be given via a numbered letter of agreement or pro jec t 
implementation letter. Once approved, funds t~ill be placed in a 
activity-specific account, fund, or credit line. Post-audita of 
disbursements for the activitieEI to verify compliance with approved 
financial and implementation plans will be required. 

Local currency deriving from loan funded assistance will 
be programmed and disbursed pursuant to subsequent memoranda of 
understanding or other documents l-lhich will be prepared and executed to 
give effect to the provisions of pertinent covemants to the assistance 
agreement. 

Th~ activities described belmV' are 1.llustrative of the types 
of projects that will be financed under. the local currency program. 
Activi ties actually implemented, with the exeeptioil of the BeeR credit 
program, will be developed and approved in accordance with the procedures 
described above. 

1. Local C~~rency Equivalent of the Loan ($30,515 pOOO) 

The colon equivalent of the loan portion of the cash 
transfer ,,,Ul: l) support the BeeR I s program of credit expansion to the 
private sector in line l-lith the U1F agreement; 2) improve the flol-l of 
credit to productive enterprises through the establishment of a fund to 
guarantee such credit; and 3) ensure the continued provision of credit to 
the small industry sector. 

a. The BCCR Credit Pro~~~ 

The BeCR will utilize the colon equivalent of at least 
$17 million to permit an increase in. 19B.3()Ver the 1982 levels of 
unsubsidized lending by the public commercial banks to the private sector 
for industry, agro-industry, agriculture, and construction. In 1982, 
credit allocations by the BCCR f()r these programs totalled nearly 12.4 
billion colones. The programs will permit an increase in these credit 
allocations in 1983 by the colon equivalent of at least $64,485,000. 

Documentation of the increased credit availability will 
be satisfied by BeeR reports of the National Banking System unsubsidized 
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lending for industries, agro-industry, agricultur.e and construction 
through the BCCR Credit Program. The A.1.D. requirement that the credit 
be extended exclusively to the private sector will be satisfied by virtue 
of the UtF program prohibition on increasee in banking sYBtem credit to 
rublic (CODESA) enterprises. 

b. Credit Guarantee Pro~ram 

As a result of economic uncertainties, and because of 
exchange losses, many Costa Rican enterpri8es are not bankable given 
traditional accounting and banking criteria. As a result, most banks are 
seeking guarantees from these enterprises in excess of their capabilities 
to offer them. The guaranteefl that lir.e being requested by the banking 
system from private productive enterprises are constraining the f10,(>1 of 
credit to even financially sound enterprises. Thus incredses in liquidity 
in the banking system do not translate into rE!al improved credit 
availability for firms that cannot provide the types or amounts of 
guaranteea demanded by the banks. To help addre8fl this problem, the 
establishment of a guarantee fu~d for credit provided by the banking 
system to industrial, agro-industrial, and construction enterprises, and, 
particularly, to firms involved in export act:f.vities is under 
consideration. The colon equivalent of up ::0 $10 million would be held in 
a BCCR account or in another financial institution for this purpose. The 
users of this fund l>1Ould pay a commlssion \IThich will cover the fund's 
administrative costs and expected loss~!s. The BCCR estimates that such a 
fund could guarantee a portfolio at least five times the size of the 
fund. If further analysis indicates that appropriate rest.rictions on the 
application of the guarantee '\.·lOuld warrant a smaller guarantee fund, the 
balance not required for thio pUrpOSE! would be used as in section (a) 
above. 

c. Small Industry Credit Fund 

The Small Industry Credit Program, a DeCR discount 
line, established under the Urban Employment and Community Improvement 
Loan (515-\-/-028) has fully disbursed the $3.255 million ~llocated to it 
under that loan. After some initial 13tart-up problems, the program is a 
resounding succees and has resulted in the creation of many jobs for 
people ,,,ho might othenlise be unemployed. Many new enterprises have been 
assisted by the fund, some of which export non-tr.aditional products. 
Reflows from the A.I.D. loan :ire inadequate to meet present demand. 
Interest rates to final borrowers through the program have been 12%. In 
order to satisfy the unmet credit demand of this group of small-scale, 
dynamic entrepreneurs, to help create jobs in this sector, and to do so at 
interest rates '''hich more nearly reflect commercial interest rates in 
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Costa Rica, the colon equivalent of $3.0 million will be made available by 
the BCeR for discounting small industry loans through cODIDlE!rcial banks. 
The Small Industry Credit Program ,"Jill undergo t~o1O major modifications: 
(1) the proposed interest rate for these new funds, as well as the reflows 
of other 3BN small industry loans, w111 be increased from 12% to three 
points below the deposit rate paid on 6 months certificates by the public 
banks of the SBN, which is presently 25%!/; (2) private commercial banks 
will be permitted to participate in the diRcount line, either directly if 
the legal reform prospers, or throu.gh other financial intermediaries such 
8S CODESA should the pending reform to Article 62 of the BCCR law be 
delayed. 

2. Local Cu_rrency Equivalent of the Graul: ($19,485,000) 

The local currency equivalent of the grant 
support high priority social programs of the GOeR and 
associated with selecte~ A.I.D. activities in Coata Rica. 
breakdown of the uses of these funds is provided below. 

a. Urban Hous ins. 

will be used to 
the local costs 
An illustrative 

Drastically reduced real wages in Costa Rica and 
continued austerity measures have destroyed the hopes of homeo~mership for 
large segments of the population that previously could have aspired to 
eventually acquire a housing solution, especially Costa Rica's lower 
middle class) for many of whom HG-'financed solutions are not accessible 
because their incomes exceed the median. Presently, affordable housing 
solutions do not exist for this target group from any source. It is 
precisely this group of wage earnerei who have been most adversely affected 
by the decreased value of their earnings. Sensing that this target group 
1s ripe for leftist extremist orgardzation around the housing issue, 
President Monge has specifically rE!quested a specIal houBing program for 
this target group during this, the worst part of the economic crisis. To 
address this problem, various fOl"mulat1.ons of hou~ling programs are under 
consideration to provide the colon equivalent of $5.0 million of local 
currency for mortgage financing th~ough INVU, the Savings and Loan System, 
or other private sector channels. 

1/ Note: The banking system at this time is not issuing 6 month 
Certificates of Deposit, but rElther 1 and 2 month instruments \'lhi.ch 
yield 21-22%, the rate at which this credit line would move. Because 
this change has not been fully negotiated at the level of the Central 
Bank's Board of Directors, substantial difficulty may exist in getting 
~his policy change. The Mission believes that we will be able to get 
some movement on the 1'8 tes governing thio line. However, if l<1e are 
unsuccessful, we ~111l be back to AID/til ~lith an alternate formulation. 
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b. Land Distribution 

Just as the GOCR 1s faced with the need to respond to 
h011sing demands in urban areas p in the rural areas the pressure is for 
land ownership. Contrary to generally held beliefs, Costa Rica's 
democracy and egalitarianiom hao not extended to the olfilcrship of 
agricultural land.!.!. The high degree of po11l:1.cal organization in rural 
areas makes it difficult for the GOCR to ignore this iBau~. Accordingly, 
the colon equivalent of approximately $6.1 million will be allocated to 
permit the GOCR to respond to this problem. 

A proposal is under discussion between USAID/Costa 
Rica, the GOCR, and United Brands which ~'1O.lld involve the transfer of 
ownership of 2,000 hectares of African Palm plantation to United Brands 
agricultural workers. United Brande would finance the land and some 
existing infrastructure, and local currency from the cash transfer would 
finance the three year investment costs of renovating the plantation lands 
with new African Palm. The loans would have a fifteen year term. United 
Brands would also sign a purchasing contract to gl1.alC8ntee the processing 
of the fruit and the marketing of the palm oil in the domestic market. As 
Costa Rica is a net importer of vegetable oils, the proposal ,.,ould have a 
positive impact on the foreign exchan.ge situation t-Jhile also providing a 
highly visible response to those pressuring the govertUilent in favor of 
land distribution. It ,.,ould also be a non-public SE~ctor solution to the 
land tenure problem. 

It is presently contemplated that local currency grants 
would be made to BANCOOP for relendin.g to a group of potential producers 
organized into a coopera ti ve and to COFISA for two groups organized into 
producer associations. Both BANCOOP and COFISA would benefit from the 
eventual nurturing of their capital by reflows which, through a trust 
arrangement, they would agree to utilize to finance similar land 
redistribution operations for. the next twenty years. 

Feasibiltiy questions exist regarding the UBe of market 
interest rates for agricultural loans (26.5%) in this activity which 
requires four years until cash flow starts and fifteen year financing, 
especially at a time when ,.,orld market prices for palm oil are depressed. 
But programs of this type should be planned for the very long-run and such 
arrangements as a variable interest rate related to ,.,orld market prices 

II See p.7 
actually 
exist in 
Salvador 
Rica. 

of Agrarian Settlement and Prodnctivlty PP. Costa Rica 
ranks 13th among 16 Latin American republics for which data 
degree of inequality of land ownership. Even pre-reform El 
had a more equal land tenure distribution than does Costa 
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and capitalization of interest during a four year grace period have to be 
examined. Grant funding through BANCOOP and COFISA could make such 
arraogemE. ~ workable if the project ifJ fundamentally economically Bound 
in the long-run, a question the USAID will examine prior to finalizing 
this activity. 

The Commoll,(>lealth Development Corporation (CDC) is also 
examining a similar United Brands proposal that would involve 1,600 
hectares. The results of feasibility studies to be conducted by CDC palm 
011 experts beginning in April '(>1111 determine "'lhether the allotted $6.1 
million in local currency equivalEmt from this program will be used to 
support this palm oil project. An alternative clctivity to address the 
land issue will be funded in the event tha results of the feasibility 
Btudy are not favorable. 

c. Selective Development Activities 

The funds remaining in the local currency account in 
the BCCR t-lill be jointly programmf;!ld by the GOCR and AID to support high 
priority social and economic development act! vi ties in Costa Rica. For 
example, funds <:ould be programmed to assist the net.·Jly appointed Minister 
of Exports and Investments in the implementatl.on of the export and 
investment strategy. By freeing the Minister of Exports and Investment 
from dependence upon GOeR appropriated funds, thE! export and investment 
programs that he will oversee will not be subject to the salary, 
contracting and other bureaucratic restrictions that are the common cause 
of failures of similar programs in Costa Rica and elset~here. 
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VI. CONDITIONS, COVENANTS AND SPECIAL PROVISIONS 

The proposed program has been discussed with officials of the BCCR. 
With the possible exception noted in the footnote on p. 31, which may 
affect Covenant 3, l~'e expect no difficulties in negotiating this program 
quickly. The Mission believes that the program, as described in the PAAD 
amendment, responds to the needs of Costa Rica. The following conditions 
and covenants will be in add! tion to those outlined in the original PAAD 
for ESR II. 

A. Conditions 

Proposed conditions precedent to the signing of the Assistance 
Agreement for the additional funds for the ESR II pr.o8~am: 

1. An opinicn of counsel acceptable to A.I.D. stating that this 
Agreement has been duly authorized, and/or ratified by, and executed on 
behalf of the Central Bank, '''hich pursuant to the Laws of Costa Rica 
enjoys the complete cooperation and guarantee of thE! Costa Rican State, 
and that the Agreement constitutes a valid and legally binding obligation 
of the Central Bank in accordance with all of its termB; and 

2. A statement of the name of the person holding or acting in 
the office of the Executive President of the Central Bank of Costa Rica, 
and of any additional representatives, together with a specimen signature 
of each authorized person specified in such statement. 

The following is a proposed condition precedent to disbursements 
of the loan and grant after July 31, 1983 : 

The formal adoption by the Government of Costa Rica of a 
strategy and t-lOrk plan, acceptable to A.I.D., ~1hich to1ill 
promote exports from and investment in Costa Rica. 

B. Covenants 

In addition to these conditions, the Mission proposes that the 
Assistance Agreement include various covenants relating to the 
implementation of the program and to policy changes toJhich are necessary 
f or the country' a economic recovery effort to be successful. Except as 
A.I.D. may otherwise agree in writing, the Central Bank shall agree to the 
following covenants: 

1. To provide during 1983 foreign exchanga t'eaources to the 
National Banking System and other authorized agents, the total amount of 
which shall be no les8 than the amount of all cash transfers received from 
the United States Government during 1983 under this or other Assistance 
Agreements, in order to permit the importation from the United States of 
raw materials, intermediate goods~ construction materials ~nd spare parts 
needed by private enterprises in Costa Rica, and to report to USAID/Coata 
Rica within three months of the termination of 1983 caeh transfers that 
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such imports were made; in the event that not all of this program is cash 
transfer disbursements are completed in 1983, the BCCR will make available 
within three months of the termination of such disbursements no less than 
the amount of such cash transfer disbursements for the importation from 
the United States of raw materials, intermedinte goods, construction 
materials, and spare parts needed by private ~nterprises in Costa Rica and 
report tn USAID/Costa Rica w'ithin t:nree 140r:.ths after the termination of 
such disbursements that such imports were made; 

2. To exchange for colones at the free exchange ra,te all 
disbursements of the $19,485,000 non-loan portior. of the cash transfer and 
promptly depoei t the proceeds, in 8>ccordance l4'l9:h ~,n6tr·.lctio1i.& provided by 
A. LD. in conjunctiol~. ''lith each d:1.nbu','a€':U!11Hl.t ~ into ,).1E' ,,>' more, of the 
funds or special accounts sstabl1Bhe{ pursuant to the subsidiary 
l>1emorandum of Agreement governing this article; 

3. To 13atabliah, using the colon equivalent of $3.0 million of 
the loan portion of the program, a amall induotry credit discount line, 
similar in opal's Uons and purposes to that ~at~lbH8hed under AID Loan 
515-W-028, but open to pri'vate banks and with Bub-lending terms and 
procedures to be established under the subsidiary Memorandum of Agreement 
governing thid article; to incorporate reflows from the Loan 028 Small 
Industry Credit Program into the discount line; and to fix the lending 
rate to the final borrower of all BCCR small industry cred ... t lines at a 
level which is not more than three points belol'1 th,e six month deposit rate 
paid by public commercial banks; 

4. To promptly establish, or cause to be established, a new 
credit guarantee program which is acceptable to A.I.D., and which 
guarantees loans to be made by member banks of the I~ational Banking System 
~nd authorized finance companies for industry, ogro-industry, export 
activities and related services, and construction; to promptly deposit the 
colon equivalent of up to $10 million of the loan portion of the cash 
transfer into the credit guarantee fund to be admj.nistered under this 
program; to establish, or cause to be established» an admini@trative unit 
for the program which i~ adequately and appropriately staffed; to 
incorpo:::'8te the opera tiona and guaranteed portfolio of the Product! ve 
Credit Guarantee Program (PCGP) into the new gllilrantee program; and to 
asrmme under the nel" program such contingent liElbHitiee as A. I .D. may 
have under the PCGP Agreement executed on February 26, 1979; 

5. To utilize the colon equivalent of that loan portion of the 
cash transfer not designated for other purposes to support the Central 
Bank I s Cr~dit Progre.rn IS unsubsidized lending through the commercial banks 
to the private sector for industry, agro-industry, agriculture and 
construction; 
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6. To submit to A.1.D. a report on the cmecution of the Central 
Bank's 1982 Credit Program, which comparee actual resulte ~l1th an analysis 
of actual as compared to planned targeta; and to submit to A.I.D. similar 
evaluations of the 1983 credit program ae these bec~~e available. 

7. To move progreoeiv('lly, in the course of 1983, tal-Jorde th~ 
unification of the inter-bank and fre~ exchange rates in accordance with 
the targets outlined in the I~W Agreement; and 

8 c To maintain an exchange rate l'lhich \>1111 keep Costa Rican 
exports competitive in foreign markets; 

C. Special Provision 

1. Cash transfer disbursements may not exceed the monthly 
disbursements indicated in the following schedule: 

Disbursements 

Initial 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Nineth 

Tenth 
Eleventh 
Twelth 

(Millions of U.S. Dollars) 

Loan 

6.5 
10.0 
10.0 

10.0 
10.0 
10.0 
5.985 
4.515 
10.0 
10.0 
6.0 

93.0-

Grantt 

8.0 

3.25 
10.0 

4.0 
5.485 

Total 

14.5 
10.0 
13.25 
10.0 
10.~ 

10.0 
10.0 
9.985 
10.0 
10.0 
10.0 
6.0 
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~ I , TABLE 1 

CDSrA RICA: BM.A~ OF P~mNTS 
(In iiill1iam of do1l&rs) 

.1.981 

current 1\oeo'tmt -409 

10 Exports FOB 1003 
2. Imports elF ~1211 

3 .. Servicoog ~t 
Tourimu 47 
Tr~at.ion 26 
Int,0r98t. ~ Divi~s =304 

lnt~fmmt. on Public Olllbt 1 (=293) 
othlOO!' , Ni@t ( -11) 
~ SamooiJ 4 

4. Unilat0ral Tn~l'ltl'g:~o 27 

lID Official s!pital ~?On ~Mat~ 148 

10 Di sbm:gJEfmmlt~ 274 
20 AIDortimtion Pa~tt3, Ctn'I'@fit 

(exclusive of amort. of priCE 
year debt & of short='t~ debt) -126 

IUo Private Cap! tal, Nat -48 

IV e Mjust.ment of r~Be:t"ve valuation ~ 
Other short-term official capit.al 
mcvements, net 30 

Va Ir,terelillt &I P.mo~zat:l.on on 
p'clor Y~ru: DJA :'jJ 0 

''''''S-'2F'? 

l. Intorfmrat 
20 Amo'ctizatioo of aU deLi; 

(including eluJ£t~t~, & "Pr®ea") 

VIe OVerall Dafici t ~279 

VII. Financi~ of Deficit 

10 Colnpansatory Finm1Cing 
JUD/FSF 

121 

PL 480 

1982 19S,S 

-230 ~329 

875 900 
=875 =930 
=264- ~337 

00 85 
31 34 

=380 =462 
(~365) (~2) 
( ~lS) ( -20) 

5 6 
34 38 

=88 100 

130 317 

-218 -217 

-15 0 

23 10 

~';336 -1061 

=34!rl1 

~336 -716 

-646 -1280 

32 241 
15 107 
17 20 



~ .I,~2 

199111 19S?Ji 1SS3Y 
~ ~ e??~","" 

Total Eli:pendi turellll 9,911 16,399 119714-

CUrrent Exp$lldi tures 7,938 12,188 14,360 
Capital ~itures 1,973 4,211 3,354-

CUl"rsnt Revenuoo 7,453 12,948 13,382 

Dsfici t ('Ibml ) ~2,458 -3,451 ~,332 

Financing 

External, net 887 1,354 442 
Internal, net 1,571 2,097 3,890 

]j Prelindnary eatimat~ of actual (oJ:' rEtalizoo) ai tuatiooo 

Y Budgeted and amoo.ntllll €!lxclusive of flupplGID:~.ntary bud.glSt whio"1 ie 
expected to add 302 billion colcr~i to both. total expandi tures and 
current ;;:-swnuelSl, thus leaving projected defi~it u1f'lcl1i:mged. 

SourCEH Infonnal and pre1iminru:y estimates of Central Bar!k l til ~ooardh 
Department as of March 11, 1983. 



(', \--.:::. . 
... -~ ... ' .. ~ __ .s? 

Reeeltl:ms m;!OlllIEdba dae 
interna clolM\lel!l lllIe~ 

Clrecllll to 'li'o tal 
All. CobieJrno (1llIP.!tO) 
Eoti!&ldea Off! dales 
Sedor: lP'lrllvaao 
&l ex ted or 

OltNIilI 1\\c!thOlll NetOli) 
'ro'l!' AI!. 

Uqulldez To tIill 
lMed~o C!IrOllllQote 

OOumelrslrJio eo ~e!r 
ellel p6blitro 

J!)ep&! II toe melllllUll 
oolrdelllltte 

Cuss f dinero 

~ndedudamienlto extelrno 
'li'O'!!'AL 

* 1&a tiI!::l8 dlo 
t\!* Proglr'Blmado 

.AmmX Kg "tABU 3 

im'li OOtmin'AR Y V Ai. IABUS FOR 1981 -82 D AmI) elJiIDW'il'S l?RO~D POIR 1983 
&lldos en ei1l:il.tlm12S de rolone:s 

('!l.'JIpo de:: csmMo $0 ~lloncea pDll" 1Ifl~:n.a!r) 

VAll JUM: !m1Jl&S 
:J)ideure Didembl1'e Dj! cle::.Dre 1~2 7 l~Sll. 1~31 i 19132 

ll.9m 1l.982* 191!J'Cl~ AIliSolutta lPo!'OE!1!!dtml Absohata Porcentual 

~o420DCl -4.420,0 -4~~:ro 5,000,0 53 Dl 
24.1310.' :n.29I g1 44.5~~$Ji 9.2$6.2 l8.1 U.24~"O 33~a 

6.467"1 
4J .162.3 U.323,2 11.6.312].2 3.693,3 34.1 2.000 vO 14.0 

13.249.6 18.842.5 28D091.~ 5.592.9 42,2 9.249\1)0 49,1 
131.4 Bl.i'!! 

54.499p 2 570034.6 6S.~24.0 
6oj.@w.u 

"':I:": _ .. __ 

iu8.5$U.l <i!I).~Jl..ll..) 

2.535.4 4.6 ll.l. 3$9 D4 lOp6 
l6.321:J5 .. .!!. ~ :e206~.6 26;i '"'93 J 

:n.711,3 47.114 ,] 60.31H .9 il31. 19'Y.O 39.7 1J.2031~6 26 90 
'll.O.1!08.9 n.BlS.O 26.200.0 illl .. 189.1 1'1.6 1.09'1])1)0 36.§ 

3.500.9 6.)1)0.0 8.630.0 2.199.1 19.1Bl 2.3]0. 37.0 

1.]!l)18l.0 12.898.0 17.65ti1.0 5.590.0 16,5 4.160»0 36.9 

22.908.4 270 916.31 ~.029.' 5.001.9 21.9 6.i 3J6,6 211.9 

35.312 21 381.191.2 48.232.2 3.424.5 ~.1 9.435.0 24.3 
69.0~O.C1 85.9lU. .5 WI!.550.1 16.S21.5 24> 0 l 22.633 9 6 26.4 

Sour ces ]&x cerl? telill irrolm Cen trl!'! ll. &nl'l/11lMllF lMOne tEll!'Y I?~ogpra 9 for ]. s!)1Bl] 



CEI~ IN lllfE/GOC:I.t ~J:~ AND J\CIUAL GOCR 
OOSlTION AS OF l!"EBRrn\RY 28, 19E13 

(f.1ill100 of ool~ll!}) 
(50 ~~ 3 $1) 

S1 tum.eilm 
a1 

28/2Lft3= 

Acti VOS int~ oot.o~ del 
~ Central !!,470 69i~ '11,110 72,610 

Limite 
Situncien ootu&l 
DisponibilitJaQ 
( r.roDregiro) 

erGdito neto del Sist~ 
~io NaciOi'iii1 B1 ~OX' 
PrivadO 

Limite 
Situacian actual 
0is-ponib11idad 0 
( eobragiro) 

co con venclIn1ento a 
10 aftO&:l (iciiiiiUla&; d~lide 01 
21 de dicifiilbre deEfS"~ 

Ll.mitG 
Situacien actual 
Disponibili~ 0 
(soln:'€giro) 

Limite 
SituaciOn actual 
Di~nib1l1dad 0 (SO=-

bregiro) 

13,400 
9,932 

3,%9 

$100 

$ 50 

13 ,400 13, 700 140700 15 , 200 

$100 It 100 $100 

$ SO 83 SO $ 50 $ SO 

Sourceg Research. Department of Cent:cal Bank, (Seccioo Programacioo Finan
ciara) • 

L\ 
\ 



r-l1ltibanco/r~ico 
BID (Export Finf:meing) 
BIRF (EXport Firumcing) 
BIm' (Structural Mjoot. Wan) 
IMF 
Banco dIS ~ica ro&' Ba&!lie (k'ain 

2. Rgec'hOOulin; or mm=pa~t of 
Interest du.~ on LomID OUt,8t.and:f.ng 

3. Re~ifi9 or non~ymJmt, of 
Principal du~ on ~ OUtstandintJ 

VIlIo ~ini!!S Uilfi~ ~ (=) 

19m. 1982 

50 

63 
8 

121 2M 

49a?i 

=3'1 138 

MAl t.re s{ .r ..., .... ~ "ffl L1 _""7',. 

1933 

4-
4.-
6 

100 

'110 

=329§i Y 

!/ Ebr 1902 and 1983, incl~~ only int~~ll11t dua in th~I!Wl ~ e ~clud~ 
interE:st due on prior yeru: debt, but inc1ud@s int@!'oot on t..hif];l 
interel1:'lt6 

Y Excludoo all ~toxy balcm.ce of pa~nto finan1:::in9 which i8 
entered ''balo.r/ ~ linl)l)" (undm- VII)" Al~o ~clud~w all ~txru. ~t 
short-term 10l!m9 (l~I0Q t:hml OM ~m:). 

y Interel9t and amortimtion paYll!idnt on prior ~.E dQ'bt. 'It!§~Q on th~ 
cw:rent d®bt are includ€d. undm: 1=2. 

5J IncltJ.d.es adjUStmmlt of past int.erest. due to govenmsnts aqrsOO in 
recent P"dIis Club ~iatians. 

51 Amount is $336 million for 1981. plus $162 million that oocured in 1982. 

§/ To be financsd in part by $228 millicm in camuereial bmk erOOi t8 
(under negotiation) and in part. by rq!sc.heduling of interem: dua. 

5burce: ROCAP Ebo"!lOIilic .Advisor and CentJ:al Bank (prcjec!tion as of March 
S, 1983). 

~\\ 
\ 



ANNEX II, P. 1 

38(2) - NONP60JECT ASSISTANCE CHE~ 

The criteria listed in Part A are applicable generally to FAA funds, and should be used 
irrespective of the program,'s funding source. In Part B a distinction is made b~tween the 
criteria applicable to Security Supporting Assistance and the cr1teria applicable to Development 
Assistance. Selection of the appropriate criteria will depend on the funding source for the program. 

CROSS~REFERENCES: IS COUNTRY CHECKLIST UP TO DATE? IDENTIFY. HAS STANDARD ITEM CHECKLIST BEEN 
REVIE~JED? Except as noted below country ckecklist in 
AID!LAC!P-123 is up to date;* Yes 

A. GENERAL CRITER,A FOR NONPROJECT ASSISTANCE 

1. ABD. Unnumbered. FAA Sec 653(b) 

2. 

3. 

4. 

(8) Describe how Committees on Appropria
tions of Senate and House have been or 
will be notified coneer~ing the nonproject 
lIssfstaflCQi 

(b) is assistance within (Operational 
Year Budget) country or international 
organization allocation reported to the 
Congr~ss (or not more than $1 million 
over thnt figure plus 10%)? 

FAA Sec. 611(af(2)' If further leg1so 
lat1ve actions required within recipient 
country, what is basis for re&sonab~e 
expectation that such action will be 
completed in time to permit orderly 
Rccomp11shment of purpose of tho 
assistance? 

FAA Sec. 209. 619. Is assistance more 
'efficiently and effect~vely given through 
regional or multilateral organizations? 
If so why is assistance not so given? 
Information and conclusion whether assist o 

ance will encourage regional development 
nrograms. If assi~tance is for newly 
independent coun':ry. is it furnished 
through multilateral organizations or in 
accordance with multilateral plans to 
the maximum extent appropriate? 

FAA Sec. 601 a' and Sec. 201 f for 
eve 0iTent oans. n onnat on ana
conclu~ons whether assistance will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade. (b) foster private initiative 
and competition. (c) encourage develOp
ment and use of cooperatives, credit 
unions, and savings and loan associations; 
(d) discourago monopolistic practices; 
(Q) improve tochnical efficiency of 
industry, agriculture. and commerco; and 
(f) strengthen free l~bor unions. 

CN will be fO.r\Ii&xded 15 
d~ys prior to obligation. 

Yes. 

No such action is required 

No. 

of 
Th® objectives~the assistrulce 
provided include increasing 
thl! flow of international 
trade~fostering private ini
tiative and competition ; im
prc:)ving the technical effi
ciency of industry, agricul
ture and commerce, 

* As of March 18, 1983, Costa Rica was in violat.ion of 620 Q of the 
FAA; the Secretary of State has made an excep,tion. 
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3. 

c. FAA Sec. 207; Sec. 113. Extent to 
which assistance reflects appropri&t~ 
emphasis orn (1) encouraging develppment 
of democratic. economic political. and 
social institutions; (2) selfo help in 
meeting the country's food ne~s; (3) 
improving availability of tr~1n@d 
workerQPower in the country; (4) programs 
designed to n~et tho country's hoalth 
needs; (5) other important areas of 
economic. political, and soctal develope 
ment, including industry; free labor 
unions, cooperatives. and Voluntary 
Agencies; transportation and communication; 
planning and public administration; urban 
development, and modernization of existing 
laws; or (6) integrating tromen into the 
reCipient country's national economy. 

d. FAA Sec. 28l(b). Describe extent to 
which program rocognizes the particular 
needs, des1res, and capacities of th0 
people of the country; uti11zG~ th~ 
country's intellectual resources to 
encourage institut10nal development; and 
supports c1vic education and training in 
skills required for effective participa
tion in governmental and political 
processes essential to seH.;govef'fllMlnt. 

f. FAA Sec. 201(b)(6); Sec. 21l(a)(5tJ. 
~ --rnformation ~na conclusion on 
pos:1ble effec~s of the assistance on U.S. 
economy, with special reference to ar~as 
of substant1al labor surplus, and extent 
to which U.S. comnodit1es and assistance 
are furnished in a 'nner consistent with 
improving or saf'egua ',;ng the U.S. 
balance-of-payments position. 

11. FAA Sec. 20l(bf(1~. Information !lna 
conclusion on ava1 a6 l1ty of financing 
from other free-world sources, includ1ng 
private sources within the United States. 

Jr, 2 

N/A 

N/A 

N/A 

N/A 

N/A 

, I}) 
L{/ 



A. 

co 

B. 

5. FAA Sec. 601(b). Information and ton-
elusion on how assistance will encourage 
U.S. private trade and investment abroad 
and encourage private U.S. participation 
in foreign assistance programs (including 
use of private trade channels and the 
$ervices of U.S. private enterprise). 

6. fAA Sec. 612{b}a See 636ill. Oe~cr1bl! 
steps t~ken to assure that. to the 
maximum extent possible, the country is 
contributing local currencies to meet 
the cost of contractual and other services. 
and foreign currencies owned by the United 
States are utilized to meet the cost .of 
contractual and other ser.vices. 

7. FAA Sec. 612(d). DGes the United States 
own excess foreign currency and, if so. 
what arrangements have been moile for its 
I"eleese? 

F'UNDII;G r.RlTERIA FOR NONPROJECT ASSISTANCE 

1. Nonproject Criteria for Security 
Supporting Assistance 

a. FAA Sec. 531. How will this assistance 
support prornate economic or po11tic~1 
stability? Is the country among the 12 
countries in ~mich Supporting Assistance 
~ey be provid~ to this fiscal year? 

2. !~onproject C, ;teriil for Development 
".s$istance 

a. FAA Sec. 102 c • Sec. ",; Sec. 281a. 
Extent to which activity wi e ec-
tively involve the poor in development, by 
extending access to economy at local level. 
increasing labor-intensive production. 
spreading investment out from cities to 
small towns and rural Ilreas; and (2) help 
develop cooperatives, assist rural and 
urban poor to help the~selves toward 
better life, and otherwise encourage 
d€~ocratic private and local government 
institutions? 

b. F 11,.0. 5 ec. 103, 1 03A, 1 04, 1 OS, 1 06, 
107. Is assistance being made available: 
[include or.ly applicable paragraph -
e.o .• d, b, etc. -- which corresponds 
tesources of funds used. If mor~ than 
one fund source is used for assistance, 
include relevant para9ra~h for each fund 
source.] 

'1.'hG ProjaH:t ie spec:f.ficoJ.ly intended 
to enhance U.s. private investment 
in Costa Rica and to expand u.s. 
markets for Costa Rican products. 

N/A 

ThG U.S. doeo not own excess foreign 
curroney. 

N/A 

N/A 



B2b 

(1) (103) for agriculturo, rural d@velop.. N/A 
mont or nytr1t1on~ if !l0. (mttln't to 
which activity is BPG~if1cally d@s~gnG~ 
to 1ncr~9S~ ~fo~uct1Y1ty Bnd 1ncCffi@ of 
rural poor~ [10M] if for agr1clAltur&1 
research, 1£ full account token of 
needs of small farmers. 

(2) [104J for population planning or N/A 
hea1th~ if so. extent to \1hfch activity 
extends low-cost. integrated delivery 
systems to provide health and family 
plannt~9 services. especially to rural 
areas and poor; extent ::;0 \,lh1ch cuist-
ance gives attention to 1ntQrrelat1on~ 
sh1 I' bebleen (1\) popu lat 1 on gro\~th and 
(8) development gnd overall improv~~ent 
in living st<&ndllrds in devQloping 
countr1es. Is activity designed to 
build mot1vatio~ for smBll families in 
orogrsms such as education in and out 
of schoo'. maternal and child hoalth 
serv1(:t~s. agriculture produr.t ion. 
I·~ral d0vQlop!l1~lnt, and ass1stDnC:Q to 
urban poor? 

(3) (105) for education. public adm1ni~tr&- btlA 
tion, or human resources develoillflent; 
if so, extent to which activity 
strengthens nonformal education. makes 
formal educ:at1on mor~ relevant, 
especially for rural families and 
urban poar, or strengthens management 
capability of institutions enabling 
the poor to partic1pate in development; 

(4) [106] for technical assistance. energy, N/A 
research, r-econstruction, and sll1e';ted 
develop\::ent problems; if so, exl;ent 
activity is: 

(a) to help alleviate energy problem; 

(b) reconstruction after natural or 
manmade disaster; 

(c) for special development problem, 
and to enable proper utilization of 
earlier U.S. infrastructure, etc., 
assistance; 

(d) fop prograMS of urban development, 
esp~c:lally smal' labor-intensive 
enterprises, marketing systems, and 
financial or other institutions to 
help urban poor participate in 
economic and social rlevelopment. 

(5) [107] by grants for coord1nated pri D 

vate effort to develop and dlssilmlnate 
intermediate technologies appropriate 
for developing countries. 

N/A 

; 

/ 
./ 
f 

J~7 

.. 
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b. FAA Sec. 201(b)(2) i 201(dl. 
Informat1on and conclusion on (1) capacd 
ity of the country to repay the 10an. 
including reasonableness of repayment 
prospects. and (2) reasonableness and 
legality (under h\-/S of country and 
United States) of lending and relend1ng 
terms of the loan. 

c. FAA Sec. 201(e). If loan is not made 
pursuant to a multilateral plan, and the 
amount of the loan exc~eds $100,000. has 
country submitted to AID an application 
for such funds together with assurances 
to indicate that funds \~ill b~ used in an 
economically and technically 180und manner? 

d. ~qs. ZQZSQ~. Total amount of 
IOOMY undor loan w 1ch hI going d1roctly 
to private €Intarpriso. 111 going to 
1ntQ~~ediat~ credit institutions or other 
borrowQrs for USIJ by pr1 vate lmterpri sse, 
1 s bef ng used to f1 nanen impOl'ts from 
private sources, or is otheM1ise being 
used to finance procurements from private 
sources? 

4. Additional Criteria for Alliance for 
Progress -

(Note: Alliance for Progress assistance 
should add the following two items to & 
nonprojer.t checklist.] 

II. FAA Sec:. 251 ~bH1)d(8). Docs 
assistance takento account princ1plas 
of the Act of Bogota and Charter of Punta 
del Este; and to what extent will the 
activity contribute to the economic or 
political integration of Latin America? 

b. FAA Sec. 251 (b)(8~; 251 (h). For 10lins, 
has there been taken nto account the 
effort made by recipient nation to repa
triate capital invested 1n other countries 
by their o~m citizens? Is loan consistent 
~Iith the fi ndi ngs and recommendations of 
the Inter-American Committee for the 
Alliance for Progress (now "CEPCIES," the 
Permanent Executive Committee of the OAS) 
in its annual review of national 
development activities? 

N/A 

N/A 

N/A 

'j, ,
-- • .J 

Title VI of the FAA was 
repealed in 1978. 

------.--------.------~-'------------


