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crisi:s. 

'f :s oro:i' 

point o7f departure for Cenpro and USAID -- sU::3 private ano 

public efforts to develop Costa Rica's ,r..... and export 

capacity, the approach adopted emphasized e:xtensive discussions of 

the findings as a way to work towaras : n For chi- reason, 

a preliminary version of the reports :resen:ec here were circulated 

among Cenpro and USAID officials as weli as other key representatives
 

from the pu,blic and private sectors. This final version of the report
 

incorporates the observations made during these discussions. We hope
 

the process of developing this final report has contributed to a
 

In o:Drer to insure that the resul:s r:ucv e a 

that 


favorable climate for the development of exports from Costa Rica.
 

1-2
 



I. INTRODUCTION
 

The Centro de Promocion de Exportaciones (Cenprc) was created in 1968
 

under circumstances vastly different from ose which prevail in 1982. In
 

1968, the Costa Rican economy was performing relatively well. Its tradi­

tional exports of coffee, sugar and bananas suplied the country with an
 
adequate inflow of foreign exchange while a stron2 import :ubstitution
 

.ve) 


vided a powerful incentive for the development of industries t, serve
 

domestic and regional markets. Not only did the hir: Le''e 0f protection
 

Policy (combined with the Central American Common Market ti pro­

make non-traditional exports relatively less attractive outside the region, but
 

the incentives and protection encouraged the develo:ment of industries which
 

bore little relationship to Costa Rica's resource endowments.
 

In 1982, however, Costa Rica faces dramatically different circumstances.
 

The government's policies of the last 20 years, combined with adverse trends
 

in the international economy have gradually led the country into a severe
 

crisis characterized by an overwhelming foreign debt, rising unemployment,
 

very high inflation, and currency devaluations of as much as 700% during
 

the past two years.
 

Cenpro was established in 1968 to expand non-traditional exports and pro­

mote foreign investment with a broad mandate for formulating the necessary
 

oolicv recommendations to the public sector and providing a wide range of sup­

port services to potential exporters and investors. Until now, however, gener­

al Government policy emphasis has been on import substitution while manufacturers
 

themselves have had relatively little interest in exporting outside the CACM.
 

This has tended to relegate Cenpro to a somewhat secondary position, both in
 

terms of Government policy making and the perceived needs of the private sector.
 

With the current crisis, the environment has changed dramatically. The Gov­

ernment has declared that export development is the nation's single most important
 

priority. Major inflows of foreign exchange, as well as the saving of existing
 

jobs and creation of new opportunities are essential to preserve and expand Costa
 

Rican social and economic progress. Cenpro now finds itself at the center of
 

this national emergency and must adapt its activities and organization to contri­

bute more effectively and efficiently to overcoming the current situation.
 



in order to decermne how Cenpro can best meet this aaLe-o. -.. e 

-.S. Agency for international Development (AID) has engaged e re.1-es 

o: Arthur D...... : e.national, Inc. to undertake a stud of " :.r n 

-
:'e context o- an assessment of what must be done to more effective ro­

mote expor:s and investment. The following interim report re-:rcsen:S t:.e 

- :-iDtfs ur diarnostic assessment of Cenprc's operaticns, as 

-----.---------,--identifVthe oerCer 'inS off Co-s-. 

-.-,r.' the exoor7int environment, policies, and programs. These finin­

t-,ihc. "ave alreadv been oresented oi ally to the Director of Cenor:, cn 

U.SAD , will heln focus our further research and the for..ul:-icn 0= _-u-_.­

-or an exort and investment promotion strategy. 

Diagnostic studies are by definition intended to identify problem ars 

where improvement should be possible. As a consequence, this report focuses
 

mote heavily on the shortcomings of Cenpro and the export environment than
 

on successes. This does not mean that there are no positive aspects to the
 

situation, but rather emphasizes these considerations which must be dealt with
 

in order to insure an effective and efficient export development program.
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7.anca-e is a zenera crne w ich does not d.scriminate between exporting sec­

and those with oor chances o; success. Hence,tcrs wi h Large potential 

e.... is recuired ,ork a > hon serv,icesto as oubli .... whcse are
 

.iaoie to a i arts of the Costa Rican ec,'ncmy, meaninz that Cenpro's
 

_Zteo sources are frequently stretched thin',' across many sectors.'
 

>.e consequence is that the investment promotion anc facilitation 

funz lon has been widely neglected in recent years, to the point that very 

oew .- e functions are being carried out. Only recently 'asf mandated 


mhe investment Dromotion function been elevated to the status 
of a section
 

in Cenoro' s organization.
 

Despite its dispersion across a large number of activities, sectors,
 

and markets, Cenpro has enjoyed several successes. These successes have
 

usually occurred in programs which have been clearly focused on one objec­

tive or else animated by an aggressive and innovative official. Examples
 

of these more successful efforts have included:
 

@ 	The "promotor viajero" program in which an individual promoter
 

has been given the flexibility to seek out buyers for specific
 

products with high potential in the most promising markets,
 

regardless of location.
 

* 	Some trade missions focused on specific product areas which
 

brought Costa Rican producers and foreign consumers together.
 

* 	Some overseas trade representatives who have been particularly
 

entrepreneurial in representing Costa Rican products (for
 

example, Cenpro's representative in Puertr Rico).
 

e The commercial information program which is generally considered
 

of a high quality although very general.
 

e The administration of the CAT incentives which appears to be
 

efficiently managed.
 

In the above cases, the outstanding successes for Cenpro have
 

usually depended on the effectiveness of a few key individuals. HI:ein
 

lies Cenpro's principal problem, namely the lack of skilled, experienced,
 

If 	not by its charter, certainly by its practice over the years.
 

Certificados de Abono Tributario, the principal incentive for exporters,
 

are a 15% tax credit on the ad valorem value of exports.
 



technically-trained oersonnel. We have concluded along wit- most outside
 

observers that Cenpro -enera1l does not have he rs;inei apropriame
 

o r the tasks it must undertake Cenpro has a star: fr rc::ia 

¢ individuals of which 26 are professional and 16 are techniCal assSn:as. 

Very few rofessionals have :,.ore than 3-4- years of experience as svc:;. 

Most have received their academic training in interna:iona ri:ns or 

business administration, but none have had indus2rv-szeci: tO:11 

training Or exnerience. However, because Cenpro's few successe, av' 

clearly identified with the persons involved, the essn tc be 

is that the training and recruiting effort should nave r=en ained a: 

ducing the successful "model." 

Cenpro's top executive posts and many of its overseas Dositions are
 

filled by political appointees with no prior experience in export or
 

investment matters. Turnover of staff is rapid because of low compensa­

tion and poor career possibilities. It is frequent that a university
 

graduate will enter Cenpro, obtain useful experience and contacts, and
 

leave at the end of two or three years for the private sector. The high
 

turnover is also reflected in the lack of "institutional memory" on pro­

grams, results or even relationships with individual firms or associations.
 

Cenpro officials and certain outsiders claim that the organization suf­

fers from a lack of sufficient budgetary resources. That fact not withstand­

ing, we believe that the budgeting process itself has more serious deficiencies
 

than the amount of funding available. The budget process does not appear to be
 

used in any way as a program :eview exercise.
 

Cenpro's budget is organized principally around existing posts
 

(cargos) and offices rather than program objectives. There is little
 

concept of program planning in the budget exercise or "zero-based" bud­

geting. Cenpro appears to have maintained a steady historical continuity
 

in its budgeting with little effort at program evaluation or cost-benefit
 

analysis. Budgets have been simply rolled over based primarily on the
 

numbers of people employed. For example, half of Cenpro's budget goes
 

to' the support of its overseas offices, particularly Miami, Puerto Rico
 

and Panama. There has been no recent attempt on the part of Cenpro to
 



,ael-dav e e n& c -di S s ae- 7,0 L 

resources,
 

Sdesigned tcbrn :lor~e rigor a ndr~e ~..~ Lhe prcs~ -E-eu~
 
0 s -i1;not be k '.7 -j time intheCCi. ~te ~
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~~ res~ult, programs nave sel,',r~ e~ 
ffetiveness hasbeen qus~ce4 -:- : ,7 certain tradea :a- r,programs, 

~t-he permanent oversea.s' offices, and~asis'tance teo sectors with no real : 

por Similarly organizational changes, which ~have frequent'~.po~tentia1W been 

rin 'the past, doriot seem to b'e gui~ded by y results' oriented srtg in
 

fling, they appear to respond more to personal 'idiosincracies than,,an cind<k, 

ofobjective.'ana lysis The~organization gets, chang'ed b&"~tthe ature of 4the 

-activities remiain relatively constant. 4 ~ ' 

-SWe have also noted that Cenpro'.ha made little ef-fo'rt t o 'ealuate ho w ~~~ 

'~'~the private sector4 uses its' services and ~how effective" these serv~ices 'are, 

regarded.~~I vi'ew othfatht ep is an institiltion designdt 

assist the private sector, this .,lack of consultation with frs appears to 

be a serious 4deficiency ini Cenpro s.plann~ing and:'bdgeting.~ Interest-ingly, ~' 

'some of the programs, which hae gane f eto sck4amnth'piat 
infr~iato' ad promotor via ero programs)may not 'be-ff'tv 

'as et~z~aktinormto a' efeciv.­

cst-beiefit-te'rms. Firms in need0f4 h e Ip_com' to~Cenpro, 'which in,- turn::~ ' 

Whas" an '6bli''t tn~ ss ist - evryoneKregardless &f-their' potential for; , 

favorable ;results n' 4 either the" micro ~nepie) or mro "'ational).levels.,, 

Cenpro, in ~turn 'has'an implicit~p'olicy of 'f'irst -come, first 'served. 
Ar relte not made any 'cnerted'effort to,
 

- 'in~ 

'r 


bulild 'on suc~e sses or to minimize failures by modifying,,ep'gas o i 
tua,tion associ'atdwtfil'& T~s ack ofl feedback in: the svystem is'r~ 

-

t' poor 'planning, budetng and -the abs'ence of":any~assessment of the, 

,,, ,,,.-,.effectiveness,.f' prog'rais.' ' 

http:Cenpro'.ha


Sae :nat the most serious problem facing Cenpro's effective­

is n- sc nuchi what they' do, as what the, do not do. First, Cenpro 

_:::: n ;,'ay the policy formulation role tefcr any svsrematic 

- . to Tnis is esoecially critical at present-:e.....nte2 play. the 

:rencv of exporting has been widely rec-ognized. Cenpro 

in he lead in analvzing the problems of exporters and 

n 	 :w tne nation -an :e:S pursue export and investment oppor­

.s. Successful :0.co: formulating effort realized bV 

...... e nrduction of :he CAT and CIEX incentives. 

r 	 -as ,:an De:-ta There is no analysis of the costs 

.. :n accrue exporters by selling their products overseas.wi: to 

.rters argua that the financial gain from exporting is so limited it 

f:ten does not pay to export. Cenpro needs to verify this contention 

2n, if true, formulate and promote the policies required to remedy this
 

z:-.ation. if the policy framework affecting the private sector is such
 

that the "siznals" received by firms-discourage exports, all of Cenpro' s
 

act:ivties are bound to be ineffective. It should be Cenpro's role to
 

point out the impacts of existing policies and recommend modifications.
 

Second, Cenpro has not shown much selectivity among the sectors
 

whos; exports it promotes. Very little analysis has been undertaken
 

of the product areas which have large scale potential for export sales.
 

As a result, there is a lack of focus in Cenpro's assistance programs
 

and the resulting dispersion means an unnecessary drain on the organiza­

tions limited resources.
 

Third, the attributes in the investment promotion area are almost
 

non-existent. Without additional investment, and particularly in export­

oriented industries, it will be almost impossible to increase the volume
 

of exports enough to significantly alleviate the current crisis. (This con­

clusion will be quantified in the second phase of the study.) Cenpro has
 

only two individuals working in the Investment Promotion Department and
 

much of their activity has been dedicated to reviewing the laws related to
 

inmigration. Investment promotion has probably been ignored because there
 

is no local consistuency demanding this type of service.
 



This apparent disregard for investment promotion activities has
 

been probablv unintentionally reinforced by the lack of support for
 

it, by most international donor agencies with which CENPRO has :ol­

laborated in the past.
 

Conversely many of CENPRO's less effective programs were created
 

in response to initiatives of these donor agencies and not neesarii':
 

because of internally perceived needs.
 

Fourth and perhaps most important, Cenpro has no access :- -r
 

influence on the top Government decisicn levels. Without suc. =cce,;
 

and influence its work on policy formu2.ation and obstacle alleviation
 

will be of limited significance.
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took a survey : - - . ,hcse induszris,. zene rl 

reaarded to have -he trene_: :.r non-traditiona. e:norts: 

* e lec tronic~ 2 c..V0, : -= .. 

* ;'ood c i'-.-

The food 7rocessin_ a.i-_ : I in-dustries alone represent 567o' of all 

manufacturing emp'Loycnt and of te value of output.* If exoorts are 

to be developed to an'y significant extent from existing industrial capacity, 

these two industries "i-ill have to play a major role. Furthermore, the five 

are likely to be the most successfulindustries selected for the survey 


lo' cost
exporters because the'" take the greatest advantage of factors such as 

and skilled labor, available or potentially available raw materials, and 

market opportunities. 

The survey included a wide range of firms in terms of size, sophisti­

cation and experience with exporting. It should be noted that the per­

ceptions reported here do not necessarily reflect the conclusions of the 

further analyzedconsultants. Concerns expressed by private firms must be 


as part of the
to insure their accuracy, a task which is being carried out 


second phase of the study. Even if not all completely accurate, the per­

ceptions of the private sector are an extremely useful tool in diagnosing
 

to be overcome as well as the users assessment of Cenpro.
the obstacles 


The Exporting and Investment Climate
 

The consensus of the firms interviewed is that exports are essential,
 

to sur­both from the national perspective and for individual enterprises 

vive. Furthermore, it is general!l" believed that Costa Rica has a substan­

on its natural resources (particularlytial export potential based 


1975 Census of Manufactures. 



A~72 

dt6n eaa- o haI 

de~e1pe orts Alih s~ at -r-Yued ta nuwibr~o 

.12rv i ewees percei.ve a srrong ant, -export ".as 

C cC'r.Z,-ar i r d n anc a1polic-ies "Ies 

in h 

.rity 

e a i -,o f h e e p l c e expor ting doe s :,o& pa y e 

~royidedby t1 ,e CAT and CIE mecha~nismfs. ~ ~ 

.72..Jle :-2 T-,:)ctea 'e S-cited4 is the'rnultip,:le exane 4,Jr 

f'c e::)rsmu c'puchae mpote matcerialsa a nh-ier 

ra: ,"e th 'cnnert for converting the ep~ort earn~ings 

~~Tn cases heethe imported mtras are 1not on the pri­

list, imports .must,,be ?.urchased,,at th ~ emarket~. 

j 

. 4 -::ra 

-

te (about 56 colones per U.S. dollar as of Sept1 1982).Te 
xpoternigs:'( ichmust~h cleared through the. Central 3ank)~ 

are~redeemed Pat the- in r rbank" rateof 40,25 colones, per U.S.~ 

dola fo 5%o the earnings, and at the "official" rat 

an effective rate of~ aout '39.23~colones~ per dollar., Even in the~ 

bes ise here imports~ are pucae tteitrakrace 

there# is~still a differential' bewe ~ert o imnports 

<~export..s 4~- I~ #f~ 

~-...... exmple given of the anti-excport 'bias is the~ 

and&4 

i 

~ ~taix~imposed on allon-traditional exports (The,.tax on'tr&a­

ditional exports is con-dr yhger.)'. The historic view 

tha axothu' etpes 'an imnportant-'source of Goe nt 

irevexnie - has not been reassessed' dep~e he rencs 

- Part. fthe reasonh that firms miay n(;t" fd dexpdrtinig 

*att.raci~ve lies 'in, the contixnual ,ernphasis bn import "sub'stiut-ion 

eaed~policies. .The protection# and inc~entives- vd t 

~m s~ry oud generally miake theidome'sticand CAC'M ma'rke ts 

appear mui~ch, more attractive even~when d epressed. ~~'41 



Even though the firms interviewed are convinced that the 

policy environment is etrimencal to exports, no Due has done 

a .,uanti-a4ve 3nalvsis of -he.heis indeed thethis case. 

This task is carried Ducng part of this stud*.uz as 


2. 	 The unavailabiitv of working capital for exporters and the 

general inefficiency of Costa Rica's Nationalized Banking sys­

tem are perceived Lo be additional major obstacles tc exporting. 

Firms are unable to finance the materials or the labor required 

tor 	export production. 7For example, one company indicated that
 

it turned down a major order for shirts because it was unable 

to finance an additional shift.
 

3. 	 Most private firms argue that Government bureaucrati, procedures 

for exporting are too complex and time consuming. The most 

frequently cited problem areas are the Nationalized Banking 

System and the customs service. However, it is not clear whether 

this is a real ohstacle or just a nuisance. There is some ques­

tion as to whether firms would miss an opportunity for profit 

because of some paperwork requirements. 

4. The difficulty of penetrating foreign markets is perceived by
 

firms to be one of the major disincentives to exporting. Not
 

only are most markets very competitive, but few Costa Rican firms
 

know how to play the game. Identifying opportunities, under­

standing distribution systems, learning how to sell, coping
 

with packaging, quality and regulatory requirements are all areas
 

where most firms are still very weak.
 

Production management is a related problem. Firms produce
 

too many different products, often of poor quality, and in inade­

quate volumes for effective foreign marketing. The firms inter­

viewed are well aware of these obstacles and are looking for help
 

to overcome them.
 

5. 	 Some of the interviewees indicated that the lack of an "export
 

mentality" is to blame for the inadequate level of exports.
 

Because most firms were the product of import substitution,
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IV. 	 EXPORTER RECO-!ENDAT!ONS FOR GOVE.'.ENT 

POLICIES AND CENPRO ACTIVITIES 

The exporters we interviewed made a series of recommendations, some 

which relate to broader actions by government and the -rivate sectcr, and 

others relating specificallv to Cenpro's role. We may sum.marize these 

suggested iniLiatives as follows: 

Policy Suggestions
 

a An Emergency National Plan for Export and Investmenec Ecouragement 

In view of the crisis currently facing Costa Rica, :he government
 

should take a bold initiative to radically improve the exporting
 

and investment environment. Those sectors with significant export
 

and investment potential for earning major foreign exchange for
 

Costa Rica should be designated for promotion.
 

Policies should be altered in a major way and all the 
country's
 

institutions (in particular, the Nationalized Banking System,
 

Costa Rica's foreign embassies and consulates, Cenpro and others)
 

should be mobilized behind this plan.
 

0 Policies Favorable to Exports and Investment
 

The Government should act forcefully to make it worthwhile for
 

producers to 
export the country's products and for investors to
 

invest in Costa Rica. Commercial and financial policies must be
 

modified to remove the 
current anti-export and anti-investment
 

biases. Some suggestions include: (a) a special exchange
 

rate regime for non-traditional exports, (b) rights for exporters
 

to retain a certain percentage of their export earnings in dollars
 

to be used for future imports of goods, and (c) elimination of
 

export taxes.
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* Imoroved Financina for Exporters
 

improving arguExporters see no possibility for exportTeperform.noe'"'I C al oos 

n tal o so. arg.erirms cannot obtain c c to T 

banks should be re-.:ired to give oreferential lendin2 to private 

firms which ex-or a significant percentage of their production. 

Technical Assistance
 

Man. ex-orters araue that new organiz-ional forms must be
 

oring pr3ocucers together and consolidate their oroduc­

* Structured Reforms and 


devised :o 

tion so -is-o a'.o-or: in sufficient volume. The" believe the 

finance more private tradinvgovernment should encourage Dr help 


accomplish this objective.
companies or export consortia to 


To do this, technical assistance should be contracted for
 

to help them launch their new activities.
these new groups 


On Cenoro
 

Represent the needs of the Export and Investment Community in
 
* 


Government Councils
 

unique position as a bridge

Cenpro should capitalize on its 


between the public and private sectors 
and actively pursue
 

policy analysis and recommencations. Cenpro is well placed
 

government decision-makers the basic
 
to accurately represent to 


Most exporters believe
requirements of exporters and investors. 


this should be Cenpro's primary role.
 

Place New Emphasis on Attracting Foreign Investors in ExDorting

* 


Industries
 

Cenpro should place major resources behind efforts to bring in
 

foreign capital into export industries. In many cases only
 

can bring local production up to the

major foreign investment 


An obvious targets
international trade.
competitive standards of 


"maquila" industries, particularly
for this investment would be 


Costa Rica is well positioned

in electronic component assembly. 


east coast
 
attract assembly operations, for example, by U.S. 
to 
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0 Transfer of7sFuncDi of Cenpro's Overseas Offices to Embassy and 

Consular Officials 

Cenpro could ree "r a large percentage f s resources bv trans­

erring the inCrmation gathering and distribution functions 

of its overc-as offices to Costa Rican diplomatic representatives
 

abroad s,: as to allow Cenpro Lo concentrate on more aggressive
 

marketino in man," regions and markets.
 

* 	 Sim !ifioation : 3overnment Procedures (Tramites) 

Cenpro should consolidate under its own roof and r simplify 

government procedures which current-, discourage many inexperienced 

exporters from exporting. The number of steps, forms, and appro­

vals needs to be reduced and physically concentrated in fewer
 

offices. Cenpro should strengthen its work in this direction.
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V. CONCLUSIONS
 

in 	order for Costa Rica to extricate itself from its current crisis,
 

exports must be developed on a scale siynificant enough to help overcome
 

the balance of payments Dz)blem, stimulate renewed economic growch, and
 

create (as well as save) emnlo'rent opportunities. Several conclusions
 

have been reached during this diagnostic staoe of the study 7hi,zh 'ave
 

important implications for the challenge to be faced:
 

* Manufacturers perceive a number of obstacles to exDortin- and
 

believe that they need extensive support in the form of incen­

tives, favorable policy framework, credit and technical assistance
 

in order to export successfully. This suggests the need for an
 

extensive support program of major proportions. In shaping this
 

program, the following questions must be addressed: How can the
 

necessary support be extended efficiently and effectively? What
 

are the likely returns from a given level of effort in export
 

promotion? What should the respective roles be for the private
 

and public sectors?
 

* 	Cenpro officials and private manufacturers agree that Cenpro has
 

not been as effective as it should be in carrying out its mandate.
 

This raises questions for the future such as: Is it reasonable
 

to 	expect Cenpro to stimulate a significant growth in exports when
 

it has not done so in the past? What would have to be donR for
 

Cenpro to be effective and what level of resources would be re­

quired? How can Cenpro most effectively use its resources? Are
 

other institutions better suited to carry out some of the required
 

functions?
 

Most of the emphases has been given to developing exports from
 

existing manufacturing establishments. However, the question re­

mains whether this is enough. What is the actual export potential
 

from existing firms and to what extent will those alleviate the
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balance of oa.%-en.s r.n ee-:'.:e . -.- _.' z.u h of =hi-" 

it Cpotential is 1i:eiv to be 

foreign investment in e:.:zort nraored? Th..r .,'.-i
 

the cost and 'ene-:irs 'e.
 

The strategic :ues inos raised b-: .eL- 'r" .. : :ng- '1 

orovide the focus for :,e sesznc _'ase . r.: .... .:-'=__ see:o 

answer them, document the 2ns-,'ers 'ith . r .- l'.'5es, 3nd in­

corporate the results into fei:nesfor e:xport and
 

investment promotion.
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?ART II 

,ORK FOR AN EXPORT DEVELOPMENT STRATEGY 

I CN 

COSTh RICA 



1. INTRODUCTION AND CONCLUSIONS
 

this report is to provide the framework for establishing
the purpose of 


Building upon "A Diagnostic
an export development strategy for Costa Rica. 


Assessment of Cenpro and Costa Rica's Exporting Environment" previously 

presented by Arthur D. Little International, inc., this report suggests 

strategic options for a national export development program. 3v outlining 

:he rationale ana national benefits and costs associatec ,ith each strategic 

3ption, we -Aop to facilitate the discussion of alternatives and hne 3c:ieve-
Once a consensust7ent or a consensus regarding the strategy to be pursuec. 

'as teen rocoIEc as to tie objectives of an export ze':eic.ment prozram and 

toe arooriare strategic thrust to be adopted, it 7il- be rossible to further 

latter tasks, however,desion t.e itplementation strategy and programs. The 

-ouldoucside the present study.be the scope of 

Our principal conclusion is that in order to significantly come to grips
 

wit~~ the severe crisis being faced by Costa Rica, it is essential that an
 

emergency export develorment program be adopted and implemented. This pro­

gram requires carefully defined objectives and a well designed strategy which
 

the necessary policy adjustments and assigns responsibilities
provides for 


for implementing specific programs and activities.
 

Although a number of options exist, Exhibit I presents an outline for
 

an emergency program for export development based on two possible strategic
 

thrusts:
 

Development of exports from existing industrial establishments;
* 


Promotion of foreign investment, with a short term emphasis on
 

drawback and re-export industries, and a longer term effort to
 

promote other foreign investment.
 

The export development program adopted could incorporate one or both
 

responds to different objectives.
of these thrusts. However, each thrust 

serve to alleviate


Export development from existing firms would primarily 


crisis being experienced by specific establishments, but would
the severe 


not have a major short term impact on the macro balance of pay-ments and
 

employment problems. If well implemented, the investment promotion thrust
 

impact on the balance

would be more likely to have a significant short term 


of payments and on the national economy.
 

the crisis
It should be emphasized that there is no easy solution to 


being faced. The success of any strategy will require careful design and
 

a possible imple­thorough implementation. Some of the principal aspects of 


mentation program are presented in Exhibit II.
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EXHIBIT I1 

IMPLEMENTATION OF THE EXPORT DEVELOPMENT PRO);RAN 

P R 0 G R A M T A S K RESPONSIB11.JTY 

Emergency Program 

0 Top level commitment * 
* 

Appoint special 

Clear policy 

authority 

statement 

* 
* 

Covcriiit~nt 
(overmlicnt 

Export Development-Existing Firms 

* Policy analysis program * 
* 
* 

Refocus 

Provide 
Provide 

Cenpro 

top level 
technical 

access 
assistance/training 

* 

0 
* 

(jionplo/{oveitlilenLt 

(OV01'1111etlt 
{eiipco/)/nors 

* Priority financing for exports * Develop guidelines/export windows 0 Central Bank 

* Support for Trading Companies * 

0 

Provide seed money 1 

Provide technical assistance • 
(;ovi./I)onors/Priv.Scc. 
Donors 

0 Technical assistance for export 

production & marketing 

* 

0 
Establish special fund 

Administer disbursement of funds 

* 

0 
(ovt. /Donors/Ceipro 
Conpro or pviv. assoc. 

o Market information * Strengthen Cenpro capability a Cenpro 

Foreign Investment Promotion 

a Policy framework * Define clear regulations 0 Central Bank 

0 Drawback industry promotion * 

& 
* 

* 

Provide 

Develop 
Identify 

Provide 

necessary commitment 

promotion activities 
key industries 

investment facilitation 

& resources 0 

& 
(P 

* 

Govel-iieelut 

Cepro/)-onors/Zona Frlii-in 
Ceiipro 

Ctipro/Zotia Firinica/Tradi ng t " 

* Long-term investment promotion o 

a 

Identify priority industries & oppor. 

Develop promotion activities 

• 

0 

Cinp,-o 

Cenpi-/Zoina Franca 

* Coordinate implementation of integrated a* Cen1 1rto/Zona Frlnca 

projects 
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Costa ".ica finds i'sel: -n a :rzs>s -major Dronortions characterized 
byv:
 

- ?ressing foreign eb: 
- Rising une-.oo-..en:
 
-Ver-: iz in.:',i2- n
 

-	 evere stra in 7n :1-.e ur:,icu-ive - --

Sn -r tc a11evi: criss, --romotion *-as been declared 

the nation' s cop priori:. 

* 	Given the magnitude of the crisis, e:zor-s- ust be developed on a 

large scale in order to have a significant -,o)act. 
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IFF, 

4,i,' 14, 

C M4 IN 

c ula c on cr~az~ ep r t s e. 17 MS 

~~~~~C ri'pro., Bane:,. e ct . -~K.'~>~, 	 ~ ~ -

In~he aferc t'iveneas or chise efrorzs has been cons..aied~4b'4' 2 ''''w~ 

-An i.ncenti.ve svstemi 4&ic , ma k-e s 4 -tno e a tc a c ~'or,­
4'-roduceD", f'rr the -P e t eX. SeeYEXnIx
Io ca , mar C'Ian to 0 rt . -' 

on 1:edJ - increased v'~~ 
size. of'the industrial base an 'he l~evel12 of caait. u'2t 11 1 Z2' 1 

Tel~nt placed the 	 for 'expo r-s-

' , ' 44'~ 4­(See Exhibit IV) ' K~ 44 

-The',difficu'lcv f x n rfrs ccsoe ooeaigy'n 
aptetectednarke'r, - Fi'rm often lack othe necessarv ma rketihg, -- 4' 

kno"' how, qult proutoeefiienv ,export~ ;rK~;~­1 controld 


mentality tocompete::in export markets. 
 4'' 

Obstacles,perceived by e'tntial4 exporters such as the-lack'of"': sT444 
crdt hgikinadequate 2information, tariff. and non-tarif f ,- - -'2 

barriers inp'otential markets, and.'excesbive 'red _tai~e 

~~' The high cost.-of providing ' firms with th4 xtensive support:~" , 

requireId to,'develop exports -partic u, arly, relative: to' the limi~ed 

voueo eports which csan be expected from most firmis. (See: EXhibit'v) -- "'' 

40 	 Cenpro', the. principal organization, hre:t de---o--12 epots 

has not- lived' up to expectation's because of:1 

Icommitment to a very bodmsin an;,wierange4 ,otrat
 
vities instead df concentrating on the most effective 'and' necessary, 4
 

' functions.* 4' 	 ~ 4 ~ :j)" ' 

Th alro4u'es 	 ha the "promotor 
""2" 

,-'4~­-The to b4uild'n sceful efforts'sc s~,
failur~~~~~e 

viajer,prgram, select'e-d trade'missions,commiercial info rmation',~
 

'~~-" and 4'ome trade' representatives. " '~'~44 ) 4 K2 
2 ',2
 

~ 4444444 abs~ce of ~ plc4yformulation 4function to' provide Lhe' : ­

~2:~4&'"---' 2 ovenrentA~'ith needed polic -ecoziiendations and analysis.'"2~ 'i 2, 0~4 
' 

-The 


The 'lack~of -an, signi icant activity in the 4investment promotion K'2 2 

2 ' ~I	 4'~ area." ~--~ i~-"~4~ 

4'",.given topromotingl foreign invetmnas 

H~~~'~'4~''--2 Little attention has beenven 2 t 	 -st"n as1''" 

ar.way ofdeel'igxprs., (The 2Zon'a.-Franc-a .Prograli~ the ony, 244'4 

significant c'ia t nj1is arA> N4 o'nly' i~s fo' egn investment '4 

'4noty 	 in thsc area'. 
2 by~no actvel prmtd but it isdsouraged v ~~',4 

he conist'antly~ changin r nei'd"Rlso h ae novn 
forig exhag rates and,"contrbls 4cap'i tai'regist'ration,'f"e tc "4' 

See, Di'agnost c Assessimen of"Qenpi6' andCos ta Ric' txporng Envi.ron­
ment TIntrim Re portv -presented-to hAI 'by Ar t ur D. -,it ti1e I4nterna tionalI 

http:i.ncenti.ve


The potential for attracting foreing investment to Costa Rica is
 
significant and particularly in drawback industries (See Exhibit
 
V2). Furthermore, this investment would generate substantial
 
national benefits in the form of employment, foreign exchange a.nd
 
demand for other goods and services. (See E,°ibit VII.)
 



EXHIBKT jl
 

UNT COSTS AND PRICES FOR LOCAL A.ND EXPORT SALES
 

(Colones per Unit)
 

A. COANY X - LDIES GCR.PYLNTS 

COSTS 

Local Market Non-Regional E:.:orts 

0 Local raw macerials 	 c 331 * Production cost (a) c316
 

* Impor.ed ra, material c 132 a Packaging & local 

* Import tarrifs -- transport c 	 30 
* Labor, overhead & other costs c 151 a Export tax c 	 19 

(a) Unit cost for exporting 
3 6 5-


Production cost per unit c 316 

PRICES
 

Local Market Non-Regional Exports
 

* Sales price 	 € 800 * Sales price FOB (USS12)c470 

* (-) 8% sales tax (k-)64 * CAT c 	 51 

* (-) 10% consumption tax ¢(-)80 

Income 	from local sale q 656 Income from export sale c521
 

42%2

€ 108% Net profit


Net profit 


lMaterials purchased locally but processed from imported raw materials.
 

2Excludes the cost of developing foreign markets which is impossible to
 

a unit basis. However, this cost would reduce profitability.
assign on 


Source: Arthur D. Little International, Inc. based on interviews with
 

selected firms. A more detailed presentation of the analysis
 

can be found in Appendix I.
 

http:Impor.ed


"NIT. COSTS AND . '--c 7-. 

.... . -ONFECTON. ,Y PRODUCT 

COSTS 

-, --	 raw materials Cl.18 e Produc:i;;: o 

?a:a~inz ..local
• -. cr-e raw materials r0.06 	 C :r ans-cr­

* m=ort tariffs 	 -- 0 Export - a. 
* .aor, overhead & other 4.51 * ernti.na. transoor, 

per unit c2.75 (a) Unit cost for cxporting c^.
Production cost 


PRICES
 

Local Market 	 Non-Regional Exports
 

e Local sales price c 4.0 e Sale price CIF (USS.l0) 3.9
 

s Distribution C(-,)0.2 * CAT ¢0.3
 

* Consumption tax 	 ;(-)0.4
 

* Sales 	tax €(-)0.2
 

3.2 	 c4.20
Income from local sale € Income from export sale 


6%2
16% 	 Net profit

Net profit 


*Materials purchased locally but processed from imported raw materials or
 

affected by price controls. The prices paid for these "local materials"
 

are 15-30% above world market levels.
 

2All of the profit is derived from the CAT. Without this, the product
 

would be 	exported at a loss.
 

Source: 	 Arthur D. Little International, Inc. based on interviews with
 

selected firms. A more detailed presentation of the analysis
 

can be found in Appendix I. 

http:ernti.na


EXHIBIT IV 

A. MAXIMUM NET EXPORT POTENTIAL OF NON-TRADITIONAL PRODUCTS FROM EXISTiIN: INIUSSTRIAI. :APACIIY, * H 
(Thousands of U.S. Dollars) 

Non-Regional Industrial C..1. I y nixtinum Iotvotta.,l Il,.n I I-,,t*',l I.1 1 :I 
Exports Production Ut llizatlonn Z Increase fI ExIp, i . , In, t .,:.,. I, L;q t,. . 

Food & Kindred Products 31,101) 398 .500 0 ]1 l 28 Hi, I110" 

Textiles, Apparel & Leather 13.200 88.700 %8 i5, tit '.5. .'4o.1|1,, 

Wood & Furniture 5,100 61,80o 66 21 ,(*(ifII I4 .,.l!t 

Pali & Printing 3,500 63,600 66 2!).61)0 1. , 
Chtmi ca Is, Rubber & Plast ics 27.100 146,800 15 it). 100 I!5 I/I . 411 

Nn-nt.tallic Minerals 600 "3,100 47 17,501) .'1 I .',110
 
|a-l" i a Is 1,50) 4,500 h4 
 I ,{)) ,8l 

Hachinery 22,800 89.5()0 64 12(21) 58 I0. fill) 
(Other Industries 7,500 9,00) 59 3, ;o" 61 I , .'4s) 

TAfoI. 112,500 895,.500 67 291,2)0 6,, 

IIaSC-d on firm estimates of optimum capacity. Full capacity utilization, however, is virtoally Impio.slble. F.rom 
l.stiltuto de Investigaclones en Clencias Economicas. 

2From l:s.itoto de Investlgaciones en Ciencias Economicas. 

Ref lects maxinumn potential net foreign exchange earnings. However, this level s1-highly heor,.tial .;ins'e.
I) much ti thIe unusedI capacity is likely to be inefficient; 2) many small firma are unlik.ly to I.. abl. to 
export ; J) many products are not suitable for non-regional exports. 

4 Food products represent the bulk of potential exports. However, only H. (it cirrent ,roductl iu Is .to ciI I y

cxported outside the region, Indicating that developing this potential willl be v ery dill icull.
 

Soorce: IBanco Central and InsLituto de Investigaclones In Clenclas Economicas. 

http:unlik.ly


EX:IBIT V 

BENEFITS AND COSTS OF DEVELOPING EXPORTS 	 FROM EXISTING CAPACITY 

COSTS
BENEFITS 


_t level:irm 

* 	Large scale investment in caoacity 9 Investment in export 

not required market,ing 

e Fuller utilization of capacity Paiul sreamlining 

e Provides alternacive markets o Profit margins .eced 

* Provides technical & marketing (Exhibit I) 

know-how e Greater risk
 

9 Provides easier access to credit s Additional costs of exporting
 

* 	Facilitates purchases of imported
 
materials
 

o 	Survival of current crisis
 

At 	support program level:
 

* 	Ability to build from existing e Costly technical assistance
 
in export marketing and pro­activities 


* 	Supports existing firms duction for large number of
 
firms
 

c High level of support per unit
 
of foreign exchange generated
 

@ 	Difficulty of developing exports
 
in small and import substitu­
tion oriented firms.
 

e 	Export financing
 

At 	national level:
 

e 	Net foreign exchange benefits
a Generates foreign exchange 

reduced by high import component
* 	Increased tax revenues 


imports
o 	Some increase in demand e Implicit subsidy for 


for local materials on priority list
 

e Saves existing jobs o CAT & CIEX
 

@ 	Improves efficiency of e Significant outflow of foreign
 

exchange (for equipment &
industry 

materiais) before any inflow
 

o 	Priority access to credit
 

for exporters
 
* 	Limited potential for new
 

investment & growth
 
o 	Large investment in technical
 

assistance would only produce
 
results slowly
 

./
 



FGRE:2; .EsPOTENTIAL FOR :' :: 

1
 
PROCESSING
.EXPORT 


o 	 Value of assembled prcd':.t imported by tne . *.e: :: Rica 

-as a competii:ve ac.:­

- i on'.in 9w n 	 at 

- 3779 million in 92 ssut-.z '.:a~e rates . -

The nrincipal oppor-n:ie are in:* 


- Electronic tubes, transiscors and atner ccmpone.ts
 

- Radio and television
 

- Office machines
 

- Watches, clocks and photographic equipment
 

B. OTHER EXPORT INDUSTRIES
 

* 	Costa Rica's resources, particularly agricultu ral, political sta­

bility, geographic location and labor, provide opportunities in:
 

- Agro-industry and food processing
 

- Fresh fruits and vegetables
 

- Other export oriented industries
 

o 	However, near term investment in opportunities other than drawback
 

industries is limited by:
 

- Inadequate integration of agriculture and industry;
 

- The long gestation period required to develop these projects
 

- The high level of investment required
 

- Extensive infrastructural requirements
 

- Greater risk aversion by investors
 

iDrawn from Richard Lolin and Carl Goderez, "Survey of the Industrial
 

Estate/Export Processing Zone Development Program in Costa Rica".
 

2"Compares total delivered cost 
from Costa Rica with costs from principal
 

LDC's for 120 product categories.
 

3In 	May, 1982, the total cost of unskilled labor for electronics assembly
 

was estimated at SO.A5 (assuming exchange rate of c38).
 

http:ccmpone.ts
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4. AN EMERGENCY PROGRAM FOR EXPORT DEVELOPMENT 

* The magnicude o: the 

export development. 
current crisis requires an emergency program for 

a If export development is to be it's top priority, the government must 

insure that all its policies and actions are consistent with the ex-

Dort strategy adopted. 

e The recommended strategy 
Exhibit I) 

incorporates two principal thrusts: (See 

- Development of exports from existing firms. 

- Promotion of foreign investment in export industries. 

* Each of the two thrusts is aimed at 

different types of initiatives. 

different objectives and requires 

- Exports from existing firms must be developed as the basis for the 

stabilization (or even survival) of these establishments, and for 

maintaining the level of employment. This would help alleviate 

the problems at the firm level but would only partially resolve 

the macro crisis. Furthermore, significant results are unlikely 

in the short term. 

- Investment promotion would significantly address the objectives 

of quickly improving the balance of payments, creating new sources 

of employment and stimulating the national economy. 

a Implementation of the strategy would involve: (See Exhibit II) 

- Top level government commitment to the emergency program, possibly 

with the appointment of an extraordinary export development authority. 

- Policy review to insure that the "signals" received by existing 

firms and potential investors are consistent with strategy objec­

tives. No export development program can be successful without 

addressing the policy framework. 

- Restructuring of Cenpro in order to provide: 

ee Policy analysis and formulation 

* Analysis and identification of priority sectors 

development 
ee Investment promotion 

for export 

- Support for private sector initiatives, such as trading companies, 



czooperati've export ass.,c i t-i, -, :fad : s : -Ze~ae. r: 

credit institutions. 
- Funding of technica I assistnce or export cr: z...,n an :a 

* 	More detailed recommendations for -he -WO stra:ei: :
 

sented below.
 



I~Io a l map1ikalr1I"I 

r,~I G soul b 
-size u poic:i ule~~ d21-u 'ct.~.f e~da~c t' 

in i,,e lytD craic resultas. nret-h n . hu erh 

h~~1r.:US Z 5, S5k' aIe _Ieiace ne 'crisis b e iP.Cge per ie n ed,,­

rV-


ro rmu at i n -D n a' c 1ic ramizework2
 

Extensive' tc~'-cic ~ in C:prj~ou~o and
 

Thst~hrt *7. in-cJa- C"Ies or lniaintill~es: 

The Governmenc mus L piav .a'cru~cial r'ole ini: ­ 1 

41 ~Ii-Insuring that expcr- ri rns..bnef it -fromk'rioritv -reccss Ito 
Helpig-to Create :he appropriate channiels ,and mechaniisms for' ~ ~ "~ 
export' &v'elopmenc. v IVI, l ~ ~~~i~I 

TheGove rnmen t shou 1dnot play, a die rl nmar1ked7Ang'specifick1aIIPf$%The(ct; h hidt s S PII~iect f 
privaesco must assume,iresponsibility or tohese~' 

4 

11 iIn- 11 -' - -1111 a' A:,* I1Isli
 

Specific.,programs should include­

4~~ Creation~within Cenpro ofi1a major economic policy kanalysis-capa-i 74­

7171t Y4designed'~o assess:' I - 1 1 4I- V' a 41-7k I-kII4-II~44IIV 111. *: as :; I - 71
1 4 

imlcain c an2)7- Th -'-fCosta -Ri adfrin 11 cnmcS -­

4-1 ~ - developmntisVI 1I'4 I4 

3) Emerging opportunities~ for CotaRcaexportsanidtfcto, 

4)Opruiie eeae by 1tlhe Caribbean&Basin Initiat-ive'and the. 
fomlatoo prgrm fb tII~ themr. Iak ing. advant'age', of 

.I Lofig-termstructtiral and o rga n iationa1 needso4h epttM 

~I~I - sector; andofngigeprI ­

-gioe
6-The cost 1 ffecti,eness ? qr e eopm efoyts4 

Formula'tion, of 'Gove'rmn gu-deline s Cot he! n a ional -banking- sys tem. I 

to, gi've_"prU& ty access to, avai i fi.-cnto-'exporting- frms 
pa~ar- iry :in. 1priorit-industries. 



.i-oring he e c en r new t radi companies or exDort -anage-
Ment groups. 

- stablishment or a rund to provide technical assistance i export 
mare:in@ and orcducrion. This fund could be administered by Cenpro 

use fir-7 s in_ raing groups pay 
services. 

- Assessment of new opocrtrnities for traditional exports, including 
new markets, narkerina approaches or further processing. 

r by t to for technical assistance 

Since these Dro-rn-s arc difficult and cosiv, irmplementation of the 
strategic thrust should be carefully designed to insure that the bene­
fits exceed the costs. Hence, Government incentives and support 
efforts snoul not e.xceed :he net foreign exchange generated from the 
exports developed. Similarly, marketing support should not cost 
more than the export sales. 



The ourpose .:this straei.c :er's: 15 ,'- ' Ia s i -can: 
alleviate the macroecon m-c C.c..ct .ca,cCsta 

Furthe-cre, it w'ill provide a new ras> . - economic 

growth. 

The short term focus ,hould be on att,,: .. . . reexDort 
Lirms This is thle t,', invesrr.'.................only e 

' :e placed zuickl v and on a larze scale, . have an 

.mmediate and substantial itant on
 

* Projects based on local natural reso rZes s .. ... - - EJ 

longer term strategy. Most of these pr.::s , . . "re exten­
sive study, careful preparation and a r.ia-. -;ide uisites. 

such as infrastructure, development of a-ricurturaL Trr/uction,
 

etc., such that they could not be expected to cone on stream in
 

the short term. Even though some projects could be scarted quickly
 

(decorative plants, some food processing) the cumulative impact would
 

not be sufficient.
 

* Implementation of this thrust requires:
 

- Immediate clarification of regulations with respect to capital
 

registration, exchange rate conversion and profit repatriation.
 

It is not necessary to provide additional incentives; however,
 

it is essential to make the rules of the game clear and consistent
 

and to commit to these rules.
 

- A vigorous promotion effort to attract carefully targeted drawback
 

industries based on potential and national benefits. This requires
 

a strong research effort supporting a promotion program.
 

- Development of effective and practical mechanisms for controlling
 

drawback firms.
 

- Initiation of a program to attract investment based on local natural
 

resources.
 

- Assistance to facilitate establishment in Costa Rica by specific
 

firms.
 

The potential results of implementing this strategic thrust are sub­

stantial in terms of the opportunities for attracting investment and
 

the national benefits. However, it should not be interpreted that the
 

achievement of these results would be easy. Implementation will
 

require a strong top level and national commitment to the strategy,
 

modification of existing policies to conform with th,: thrust, and a
 

vigorous and effective promotion effort.
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A? PENDl:": 1 

THE RELATIVE ATT.AC7CTI7ENESS OF EXPORTING 

,0>2A-% -LADIES ;ARMENTS 

Imorted Raw Material i Local Raw Material 

S0 7 c131.0 _ 20%= 33 

aocal Local Process2
 
_ - Central Bank List Non-List 100%L I 

00: =c 3i.60 0 0 I 100%=c3
 

Imoort Duties
 

100% duty free
 

Labor, Overhead & Other Costs 

c151 per garment 

I Production Cost ] 

7C316 per garment I 

7Non-CACM Exports I CACM Exoorts(3) Local Market
 

9 0Y1% 5% 5% 

Local Transport & Markup & Profit
 
30%=¢ 135 i0 

E x p r t T a x
 Sales Tax eSai Consumption Tax 

8% 10% 

Price FOB Local Sales
 

$12.00 
 Price
 
1 c800 per garment
 

Revenue in Colones
 

470+51(CAT)=c521 I 

iIndicates 
cost per gaiment (example item)
 

Locally processed with imported materials. These purchases are 10-20% more expen­

sive than imported materials.
 
3CACM exports would incur additional transportation costs relative i~o domestic sales
 

but would not pay taxes. These sales would be as profitable as local sales.
 
4Excludes cost of developing foreign market.
 

t~il 



THE RELATVE ATTRACTIVENESS OF EXPORTING 

B. COMP N Y--CONFECTIONARY PRODUCT 

:-morted Raw Material Local Raw Macerial
 

__ 95%=cI.18 

Central Bank List Non-List Local Local Process 

100% 0 0 1 .0%=cl18 

Imoort Duties Premium Paid
 

!100% Duty Free Over World Price­
_______________15-30% 

Other1
 
Labor, Packagin2 


cI.51 per uniu
 

Production Cost
 

c2.75 oer unit
 

Non-CAQ4 Exports CACM Exports 4 ILocal Market
 

12% 28% 60%
 

Packaging, Customs, etc. Distribution
 

5%=¢0.14 i 5-10% = .14
 

3
 

Export Tax Net Profit
 

c.17 10-12%
 

Int'l Transport/Market Dev. Sales Tax Consumption Tax
 

30%=$0.023=C.92 5% 10% 


CIF Price I. Local Sales Price,
 

$.10 
 C4.0
 

Receipt in Colones
 

j Net Profit
 

c-0.08 + CAT
 

'Footnotes attached.
 

I 

http:023=C.92
http:5%=�0.14
http:95%=cI.18


1indicates unit price for a product sold both in export and local markets.
 

2Intermediate materials with imported component as affected by price con­

trols (e.g., flour & sugar)
 
3Local sales were more profitable before the economic crisis.
 
4 CACN exports are slightly more profitable than local sales because of
 

savings in distribution and sales and consumption taxes. These more
 

than offset higher transportation costs.
 


