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PART 1

A DIAGNOSTIC ASSESSMENT OF CENPRO

AND

COSTA RICA'S EXPORTING ENVIRONMENT

A\ Arthur D. Little International, Inc. \



L eT T
TREFACD
The fwo seczicns 7 this rerors, VA lizonmostic AssEzsTent
2f Cenpro and Joscta Rica's Tupovsing IZnvironment,’ and ''Framework
for an Zxport Jevelopment Strazzzs in Josta it were aralzzd
separitely —¢ preésent hne resulis oL Ihe o Tvi-zi oI the 33Te
szudw,  The firsc part provides an :EI23iTent zuzorZers,  he
5E20NC Todsé 3eeXs 0 2S5Iadlisn s TTULT= . Lol z T
developing =xporcts in Costz RiIzz in the (.7I4dT I e Iurrent
crisis,
In order to insure that the resulszs 27 his szudr orovidz a

ooint of departure for Cempro and USAIZ t: supzar:s private and
public efforts to develop Costa Rica's praduciive and expore
capacity, the approach adopted empnasized sxtensive discussions of
the findings as a way to work towards a Ionsensus, or this: reason,

a preliminary version of the reporcs presencad here were circulated
among Cenpro and USAID officials as well as other xev representatives
from the puhlic and private sectors, This final version of the report
incorporates the observations made during these discussions. We hope

that the process of developing this final report has contributed to a

favorable climate for the development of exports from Costa Rica.



I. INTRODUCTION

The Centro de Promocion de Exportaciones (Cenpreo) was crested in 19638
under circumstances vastly different from zhose which prevail in 1982. In
1968, the Costa Rican economy was performing relativelv well. Its tradi-
tional exports of coffee, sugar and bananas suprlied the country with an

adequate inflow of foreign exchange while a stronmg impert substitution

vided a powerful incentive for the development of indusctries to serve
domestic and regional markets. Not only did the nizh level o protection
make non-traditional exports relatively less attractive outside the region, but
the incentives and protection encouraged the development 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 yvears, combined with adverse trends
in the international econcmy have grégually 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
policy 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 emergencv and must adapt its activities and organization to contri-

bute more effectively and efficiently to overcoming the current situation.



In order to determine how Cenpro can best meet this challence. he

.S, Agency for Intarnational Development (AID) has engaged the sersi:ies
of Arthur D. Little Tncternastional, Inc. to undertake a study of Cenpro in

the contaxt of an assessment of what must be done to more effectivels cro-

mota exports and investnent. The following interim report represencs the

findings of cur diazmestic assessment of Cenprc's operaticns, 2z well a3
The rzsults 2 a survew o identifv the osercestions of Costz Tlzan sumorier:

vrzzazriin:s the exporrting environment, policies, and prograns.

shizh nave alreadv bean presented orallv to the Director oI Cenpro znc

[

SID, will help focus our further research and the formulation of zuilz.in:s

[§

fov an export and investment premotion strategzy.

Diagnostic studies are by definition intended to identify problem arsas
where improvement should be possible. As a consequence, this report focuses
more heavily on the shortcomings of Cenpro and the export enviromment than
on successes. Tnis does not mean that there are no positive aspects to the
situation, but rather emphasizes these consideraticns which must be dealt with

in order to insure an effective and efficient export development program.






cors with large poten:tial and those with poor chances of success. Hence,
lenpro is required 2 work as a publi: inszirurion whose services are
ivailadle to ail narts of the Costa Rican =2cuacmy, meaninz that Cenpro's

limited resources are frequently stretched thinly across maay sectors. ™

One consequence is that the investment promotion and facilitation
fenccion has been widely neglected in recent vears, o the point that very
Zew 27 -he mandated functions are being carried cut. Cnly recently has
che investment oromotion function been elevated t- the status 2f a section
in Cenpro's orgzanization.

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.

e Some trade missions focused on specific product areas which

brought Costa Rican producers and foreign consumers together.

e 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.

Ak
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. Hh.rein

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

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

%k
Certificados de Abono Tributario, the principal incentive for exporters,
are a 15% tax credit on the ad valorem value of exports.



technicallv-trained personnel. Wwe have conclucded along with most outside
observers that Cenpro -~enmerallv does not nave the perscunel appropriate

for rhe tasxs it must undertaxke. Cenpro has a stafl of approuino
2 individuals of wnich 2% are professional and 17 are technical assiszczanis.

Jerv Zew professionals have wmere than 2-4 vears of experiznce as suah,

Most have received their academic training in internmational relations

ot

Susiness administration, bHut none have had indusctry-3pect
training or experience. However, decause Cenpro s

clearlv identified with the persons involved, the lesson
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is that the training and recruiting effort should nzve Seen al

ducing the successful ''model."
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Cenpro's top executive posts and many of its overseas
filled by political appointees with no prior experience in export or
investment matters. Turnover of staff is rapid because of low compensa-
tion a2nd poor career possibilicies. 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 budgetarv 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 he
used in any way as a program review exercise.
Cenpro's budget is organized principally around existing posts
(cargos) and offices rather than program objectives. There is lictle
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 emploved. 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
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It apcesrs that the most serisus problem facing Cenpro's effective-
~35 i3 mot s2 much what thev 2o, as what thevy do not do. First, Cenpro

T

wav the policv rformulation role it

.r ooz cericrminz in any svstematic

-~ . ceen mandated co plav.  This is especially crivical at che present

- e wnen Ine urzencaw of exporting has been widelw recognized. Cenpro

: ©Z he taking the lead in analvzing the problems of exporters and

~minding how the nation can Sest pursue export and investment oppor-
_ties. The last suctessiul policy formulating effort realized by
cor o owii o Tne incraduction of the CAT and CIEX incentives.
leveril axamples can Se :itzi. There is no analysis of the costs

s wnhnich accrue to exporters by selling their products overseas.
C.perters argue cnat the financial gain from exporting is so limiced it
:7zen Jdoes not pav to export. Cenpro needs to verify this contencion

and if true, formulate and promote the policies required to remedy this
ccation. If the policy framework affecting the private sector is such

har the "siznals" received by firms—discourage exports, all of Cenpro's

or

vitias are bound to be ineffective. It should be Cenpro's role to
soint out the impacts of existing policies and recommend modificationms.

Second, Cenpro has not shown much selectivity among the sectors
whosz 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.

A4



This apparent disregard for investment promotion activities has
been probably unintentionally reinforced bv the liack of support for
it, dV most international donor agencies with wnich CENPRO has :zol-
laborated in the past.

Conversely many of CENPRO's less effective programs were created
in response to initiatives of these donor agencies and not necessarily
because of internally perceived needs.

Fourth and perhaps most important, Cenpro has no access o> °r
influence on the top Government decisicn levels, Without sucn acceso
and influence its work on policy formulation and obstacle alleviation

will be of limited significance.

1-10



ITI, PTRCEIRTIONS P THEI FRIVATE SECTLT

To -ozzain an unizrstancin: O v Sirme perceive the invzsimens and
axport eavironment, is well 33 Ihe ierviles provided by lentro, we under-
took a surwew of abour 23 -rivite Jirms in chose industries cenerally
regarded to nave the reztest T otintiil for non-traditional expores:

¢ ~-roreessed Ioods,

e acoarel,

o =2lectronic tomponent sEETDIU,

e wood Troduwts,

® leatner TroiulI:

The food processin: ini ipt=r2l industries alone represent 3567 of all

manufacturing emplovment and 345 of the value of output.* If exports are

to be developed to anv significant extent from existing industrial capacity,
these two industries will have tc slav a major role. Furthermore, the five
industries selected for the survev are likelyv to be the most successiul
exporters because thev take the greacest advantage of factors such as low cost
and skilled labor, available or potentially available raw materials, and

market oppeortunities.

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
consultants. Concerns expressed by private firms must be further analyzed
to insure their accuracy, a task which is being carried out as part of the
second phase of the study. Even if nor all completely accurate, the per-
ceptions of the private sector are an extremely useful tool in diagnosing

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

The Exporting and Investment Climate

The consensus of the firms interviewed is that exports are essential,
Soth from the national perspective and for individual enterprises to sur-
vive. Furthermore, it is generallv believed that Costa Rica has a substan-

ial export potential based on its natural resources (particularly

t
* - -
1975 Census of Manufactures.






Zven theough the firms interviewed are convinced that the
policw environment i3 cetrimental cto exports, no one has dene
a Juanticacive analvsis of whether this 1s indesd the case.
This tasx is Seing carried o~ucr as part of this scudv.
The unavallability of working capital for exporters and the
general inetficiency of Costa Rica's Nationalized 3anking svys=—
tem are perceived to be addi-ional major obstacles £o exporting.

Firms are unable to fi
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ne materials or the lazhor required
for export production, or example, one company indicated that
it turned down a major order for snirts because it was unable

to finance an additionel shift.

Most private firms argue that Government bureaucratic pracedures
for exporting are too complex and time consuming. The most
frequently cited problem areas are the Nationalized Banking
Svstem and the customs service. However, it is not clear whether
this is a real obstacle or just a nuisance. There is some ques-
tion as to whether firms would miss an opportunity for profit
because of some paperwork requirements.

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.

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,

Is









IV. EXPORTER RECOMMEMNDATIONS FOR GOVERNMEN
PCLICIES AND CENPRO ACTIVITIES

The exporters we interviewed made a series of reccmmendations, some

which relate to broader actiomns hy government and the »rivate sector, and

£~ nAav o S [ A
others relating specifically to Cenpro's role. We mav summarize these
suggested initiatives as follows:

Policv Suggestions

® An Emergency National Plan for Export and Investmenet Eucouragement

In view of the crisis currently facing Costa Rica, :zhe 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,
Cesta Rica's foreign embassies and consulates, Cenpro and others)
snould be mobilized behind this plan.

’ 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 rtaxes.

I-16
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Improved Financing for EZxporters

Exporters see no possibility for improving expert periorminca il

ii{rms cannot obtain working capital to Jo so. They argue Iha:

Sanks should be retuired to give preferential lending o private

firms which export a significant perceatage of their productiocn.

Structured Reforms and Technical Assistance

Manv ewporcers arzue tnat neaw organictic anal forms must be

devised co bring producers together and consold idate their procuc-~

Q
"t
or
'™
5]

sufficient volume. Ther believe the

ticn 35 43 D 2ND

[J18]

government should =2ncourage or help finance more private tradin
companies or export comsortia to accomplish this objective.
To do this, technical assistance should be contracted for

these new groups to help them launch their new activities.

On Cenpro

Represent the needs of the Export and Investment Community in

Government Councils

Cenpro should capitalize on 1its unique position as a bridge
between the public and private sectors and actively pursue
policy analysis and recommenaations. Cenpro is well placed

to accurately represent to government decision-makers the basic
requirements of exporters and investors. Most exporters believe
this should be Cenpro's primary role.

Place New Emphasis on Attracting Foreign Investors in Exoortlng

Industries

Cenpro should place major resources behind efforts to bring in
foreign capital into export industries. In many cases only

major foreign investment can bring local production up to the
competitive standards of international trade. An obvious targets
for this investment would be '"maquila" industries, particularly
in electronic component assembly. Costa Rica is well positioned
to attract assembly operations, for example, bv U.S. east coast

f4 rme
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Transfer of Funcrions of Cenpro's Overseas Offices to Embassv and

Cenpro could free up a3 large percentaze oI its resources by trans-
Zarring the infcrmation gathering and discribution functicns

of 1ts overseas offices to Costa Rican diplomatic representatives
abroad s¢ z2s to allow Cenpro to concentrate on mere 3zzressive
marketinz in manv regions and markets.

Zication 37 Sovernment Procedures (Tramites)
d

Qimnl
Simel

Cenpro should consolidate under its own roof and gresc.y simplify
government procedures which currentlv discouragze manv 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.

I-19



V., CONCLUSIONS

In order for Costa Rica to extricate itself from its current crisis,
exports must be developed on a scale siznificant enough to help overcome
the balance of pavments »ryblem, stimulate renewed economic growth, and

create (as well as save) emplcovment opportunities. Several conclusions

have been reached during this diagnostic staze 0f the studv which have

important implications for the challenge tc be faced:

Manufacturers perceive a number cf obstacles to exporting and
believe that thev need extensive support in the form of incen-
tives, favorable policv framework, credit and technical assistance
in order to export successfullv., This suggests the need for an
extensive zupport 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 done 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 bteen 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

o,
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1. INTRODUCTION AND CONCLUSIONS

The purpose of this report is to provide the framework for establishing
in export jevelopment strategy for Costa Rica. Building upon "A Diagnostic
Assessment of Cenpro and Costa Rica's Exporting Environment' previcusly
presented by Arthur D. Liccle International, Inc., this report suzgests
strategic options for a national expor:t develupment program.

3v ouzlining
she rationale and national benefits and costs associated with each strategic
n

spzion, we hope o facilitate the discussion of alter—acives 3and the achleve-
nent of a consensus regzarding the strategy to be pursued. Unce a consensus
nN45 neen resched as to the objectives of an export deveicpment prozram and

the appropriate strategic thrust to be adovted, it will be possible to Ifurther
desizn the implementation strategy and programs. The latter tasks, nowever,
would =e outside the scoupe of the present study.

Jur principal conclusion is thact in order to significantly come to grips
with cthe 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
provides for the necessary policy adjustments and assigns responsibilities
for implementing specific programs and activities.

Although a number of cptions exist, Exhibit I presents an outline for
an emergency program for export development based on two possible strategic

thrusts:
e Development of exports from existing industrial establishments;

e 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
of these thrusts. However, each thrust responds to different objectives.
Export development from existing firms would primarily serve to alleviate
the severe crisis being experienced by specific establishments, but would
nct have a major short term impact on the macro balance of payments and
employment problems. If well implemented, the investment promotion thrust
would be more likely to have a significant short term impact on the balance
of payments and on the national economy.

It should be emphasized that there 1s no easy solution to the crisis
being faced. The success of any strategy will require careful design and
thorough implementation. Some of the principal aspects of a possible imple-
mentation program are presented in Exhibit II.
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EXHIBIT I1

IMPLEMENTATION OF THE EXPORT DEVELOPMENT PROGRAM

PROGRAM

T ASK

Emergency Program

e Top level commitment e Appoint special authority s Covernment
e Clear policy statement e Covernment
Export Development—-Existing Firms
e Policy analysis program e Refocus Cenpro e Ccenpro/Government
o Provide top level access e Covernment
e Provide technical assistance/training e Cenpro/bonors
e Priority financing for exports e Develop guidelines/export windows e Central Bank
e Support for Trading Companies e Provide cseed money ! e Govi./Donors/Priv.Scc.
e Provide technical assistance e Jlonors
o Technical assistance for export e Establish special fund e Covi./Donors/Cenpro
production & marketing ® Administer disbursement of funds e Cenpro or priv. assoc.
e Market information e Strengthen Cenpro capability e Cenpro
Foreign Investment Promotion
e DPolicy framework e Define clear regulations e Central Bank
e Drawback industry promotion e Provide necessary commitment & resources e (overument
e Develop promotion activities o Cenpro/Donors/Zona Franca
o Identify key industries o Cenpro
e Provide investment facilitation e Cenpro/Zona Franca/Trading cos, .
e Long-term investment promotion o Identify pricrity industries & oppor. e C(Cenpro
e Develop promotion activities e Cenpro/Zona Franca
e Coordinate implementation of integrated e Cenpro/Zona Franca

projects

 RESPONSIBILITY




N THE PROZLIM

Costa Rica finds itsel? in 3 orisis of ma‘or proportions characterized
v
- Pressing foreign ded:
- Rising unemplovmen:

o s .
- Verv high inZlzzi:n
- Severe strain oo Che productive 2esTOTE

Given the magnitude of

i
large scale in order to have a si

(1Y

;oovs aromotion nas been declared
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The potential for attracting foreing investment to Costa Rica is
nificant and particularly in drawback industries (See Exhibit
. Furthermore, this investment would generate substantial

national benefits in the form of emplovmeut, foreign exchange and

demand for other gcods and services. (See Evuibit VII.)
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EXHIZ3IT IIT

UNIT COSTS AND PRICES FOR LOCAL AND EXPORT SALES
(Colones per Unit)

A. COMPANY X - LADIES GARMENTS

COSTS
Local Market Non-Regicnal Exports
o Local raw materials c BBl e Produccion cost (a) ¢316
e Imported raw material ¢ 132 e Packaging & local
e Import tarrits - transport ¢ 30
e Labor, overhead & other costs ¢ 151 e Export tax ¢ 19
. ’ - ')
Production cost per unit ¢ 316 (a) Unit cost for experting ¢3657
PRICES
Local Market Non-Regional Exports
e Sales price ¢ 800 e Sales price FOB (USS12)¢470
e (-) 8% sales tax ¢(-)64 e CAT ¢ 51
e (-) 10% consumption tax ¢(-)80
Income from local sale ¢ 656 Income from export sale  ¢521
Net profit ¢ 1087% Net profit A2%2

lMaterials purchased locally but processed from imported raw materials.

2Excludes the cost of developing foreign markets which is impossible to
assign on a unit basis. However, this cost would reduce profitability.

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

UWIT COSTS AND PRICIS TIR OLOCAL AND ZMFORT INLEIS
(Colones zey Tain)
S eodZANY Y - CONFECTIONARY PRODUCT
COSTS
. Sariet won=Pezxional Iunivis
L . 1 -
v _::al raw materials ¢l.18 e Producticn costs o 22,
Tonorzed raw materials ¢0.06 e CPaczasinz i iocal cranspeort oo
® Import tariffs -- e Ixport tax S
e Lanor, overhead & other ¢l.>51 e Inrernatiosnal transpor: : .
Productiun cost per unit ¢2.75 (a) Unit cost for exporting ¢33,
PRICES

Local Market Non-Regional Exports
e Local sales price ¢ 4.0 e Sale price CIF (USS.10) ¢3.9
¢ Distribution ¢(~)0.2 e CAT ¢0.3
e Consumption tax ¢(=)0.4
@ Sales tax ¢(-)0.2
Income from local sale ¢ 3.2 Income from export sale ¢4.20

. , 52
Net profit 167 Net profit 6%

lMaterials 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.

2
“All of the profit is derived from the (AT. Without this, the product
would be exported at a loss.

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

selected firms. A more deta..ed presentation of the analysis
can be found in Appendix I.

4\
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EXHIBIT 1V

A. MAXIMUM NET EXPORT POTENTIAL OF NON-TRADITIONAL PRODUCTS FROM EXISTING INDUSTRIAL CAPACITY, 1950
(Thousands of U.S.

Food & Kindred Products
Textiles, Apparel & Leather
Wood & Furniture

Paper & Printing

Chemicals, Rubber & Plastics
Non-metallie Minerals

Basfc Metals

H::yllhu:l’y

Other Industries

TOTAL

Non-Reglonal

Industrial

Exports I'roduction

11,100 198,500
13,200 88, 700
5,100 61,800
3,500 63,600
27,100 146,800
600 313,100
1,500 4,500
22,800 89,500
7,500 9,000

112,500 895,500

lhusud on firm estimates of optimum capaclty.
Instituto de lavestigaciones en Clenclas Ecounomicas.

ZFrum lustituto de lavestigaciones en Ciencias Fconomicas.

Dollars)

Capacity
Utfllzation, 2
10
SH
66

66

Maximun Potential Fmpoa e

Increase to Expores Compunent %

119,600 24
37,300 46
21,000 3]
21,600 tuH
i, 700 o
17,500 23
i,600 o
12,200 HH
3, r0n 61

291,200 %6

Full capacity utilizattion, however, is virtunally impossible. From

3

Reflects maximum potentlial net foreign exchange earnings. However, this level is highly theorcttcal since:
1) much of the unused capacity 1s likely to be Inefficient; 2) many small flrms are unlikely to Le able to
export; 3) many products are not sultable for non-regional exports.

4
‘Food products represeat the bulk of potentiual exports. However, only 8% ol current pvroductign 1s cutientiy
exported outside the region, indicating that developing this potential will be very difticale.

Sourve: HBanco Central and Instituto de luvestigaciones In Clenclas Economicas.
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EXHIBIT V
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BENEFITS AND COSTS OF DEVELOPING EXPORTS FROM

BENEFITS

Ac firm level:

At Support program

Large scale investment in capacicy
not required

Fuller utilization of capacity
Provides alternative markets
Provides technical & marketing
know-how

Provides easier access to credit
Facilitates purchases of imported
materials

Survival of current crisis

level:

At national level:

Ability to build from existing
activicies
Supports existing firms

Generates foreign exchange
Increased tax revenues
Some increase in demand
for local materials

Saves exlisting jobs
Improves efficiency of
industry

ZXISTING CAPACITY

COSTS

Investment in export
marketing

Painful strzamiining
Profit margins reduced
(Exnibic 1)

Greater risx

Additional costs of exporting

Costly technical assistance

in export marketing and pro-
duction for large number of
firms

High level of support per unit
of foreign exchange generated
Difficulty of developing exports
in small and import substitu-
tion oriented firms.

Export financing

Net foreign exchange benefits
reduced by high import component
Implicit subsidy for imports
on priority list

CAT & CIEX

Significant outflow of foreign
exchange (for equipment &
materiais) before any inflow
Priority access to credit

for exporters

Limited potential for new
investment & growth

Large investment in technical
assistance would only produce
results slowlv
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POTENTIAL FOR FOREIIGYN IWWESITHMEIWT

¢ producTs LmTorTtec oV oghe (.. o wWnere L 0ETA Rica
a

- 32,2 billion in 1930 assuming rates I I, .

- 3779 million in 18%7 3ssuminz rates oI ¢ i
e The nrincipal opportunicies are in:

- Electronic tubes, rransiscors and 2Cher COomponents

- Radio and television
- Office machines
- Watches, clocks and photegraphic equipment

B. OTHER EXPORT INDUSTRIES

e Costa Rica's resources, particularly agricultural, nclitical sta-
bility, geographic location and labor, provide opportunities in:

- Agro-industry and food processing
- Fresh fruits and vegetables
- Other export oriented industries

e 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

1
Drawn 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.

3 - , ,
In May, 1982, the total cost of unskilled labor for eleccronics assembly
was estimated at $0.435 (assuming exchange rate of c¢38).
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4. AN EMERGENCY PROGRAM FOR EXPORT DEVELOPMEN

The magnitude o the current crisis requires an emergency program f[or
axport development.

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-
port strategy adopted.

The recommended strategy incorporates two principal thrusts: (See
Exhibit I)

- Development of exports ZIrom existing firms.
- Promction of foreign investment in export industries.

Each of the two thrusts is aimed at different objectives and requires
different tvpes of initiatives.

- 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.

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
ee Analysis and identification of priority sectors for export

development
se Investment promotion

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

)
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More detailed recommendaticns for che two strazesic thrusts iv: ora-
sented below.
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- Supporting the develcrment
Zent groups.

- Zstablisnment of a Iund to
Rarreting and production.
Zor use bv Iirms and rradin
services.

- Assessment 0L new oDD

c
new markets, marxeting approaches or further processing.

[o%

Since these programs are diff
strategic tarust should de ca
tics exceed the cos
efforts shoul o h
exports developed. Similarly
more than zhe export sales.

rcanities for cradicional expores,

iculz and costiyv,
refully desizned to insure that the oene-

oI new trading companies or export manage-

provide technical assistance in export
This fund could be administered by Cenpro
g groups to pay for technical assistance

including

implemencation of the
Government incentives and support

net foreign exchange generated from the
, marketing support should not cost
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The purpose of this stratecic Ihrusc significan:i
alleviate the macroeconcaic crisis ¢ Costa Rica.
Furthermcre, it will »rovide a new D economic
growtn,

The short term rfocus should De on attractinu Zrawlals Ind reexporet
firms. This is the only twpe oI invesutment will T e gupecced to
5e placed zuicklv and on a larze scale, and silseTlinlly Rave an
immediate and substantial impac:s on cae coInom

Projects based cn local natural rescurles s L. romoted as:oa
longer term strategy. Most of these profezcs woe..l rezyuire exten-
sive studyv, careful preparation and a wide range I crzarzjulsites
such as infrastructure, development of agriculrural -r2Zuction,
etc., such that they could not be expected to come on siream in

the short term. Even though some projects could be starcted 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 natioral 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 the thrust, and a
vigorous and effective promotion effort.






THEZ RELATIVE ATTRACTIVENESS OF EXPORTING

COMPANY X--LADIES GARMENTS

Imported Raw Material | | Local Raw Material |
307=c131.601 ‘ 20%=33 ’
7 [ ;
i} . Cenrral Bank List Non—Listfﬂ . 11007 local Local Process-
ST =TT T00,=0231.60 B 31=57 | 0 | 100%=c33

Import Duties |

1007 duty free

| Labor, Overhead & Other Costs

{ ¢151 per garment

Production Cost
¢316 per garment
T

i Non-CACM Exports __CACM Exports(3) | | Local Market
| 907% 5% 7
[} [ ’
l Local Transport & Profic? "Markup & Profit
1 30%=¢135 ! 1077
] l !
Export Tax Sales Tax Consumption Tax
¢l9 8% 10%

{

| Price FOB | Local Sales

T812.00 | Price |
’ ¢800 per garment |

Revenue in Colones
L c470+51 (CAT)=¢521

1 , ,
Indicates cost per garment (example item)

y
“Locally processed with imported materials. These purchases are 10--20% more expen-
sive than imported materials.

3CACM exports would incur additional transportation costs relative o domestic sales
but would not pay taxes. These sales would be as profitable as local sales,

/
4 : .
Excludes cost of developing foreign market.



APPENDIX I

THE RZLATIVE ATTRACTIVENESS OF EXPORTIN

3. COMPANY Y--CONFECTIONARY PRODCCT

I Tmported Raw Material

5%-¢.061

!

o
[@X}es)

0% 0

ank List Non—Listj

| Import Dutiesf
1100% Dutv Free

Local Raw Material °
: 95%=cl.18

| !
. — . :
1507 Local . Local Process
0 o 100%h=¢l.18

, Premium Paid
' Over World Price’

; Non-CACM Exports

i

15-30%
! Labor, Packaging, Other ! |
¢l.51 per unic :
T
Producﬁion Cost !
¢2.75 per unit
i
CACM Exports“ } Local Market
127 287% 60%
' Distribution |

: Packaging,ACustoms, etc.

5%=¢0.14

i Export Tax
B ¢.17

Int'l Transport/Market Dev.
207%=50.023=¢.92

!

CIF Price
$.10

Receipt in Colones
¢3.9

| Net Profit
! ¢=0.08 + CAT :

"Footnotes attached.

-S—IOZI= ¢.14

Net Profit3|
10-127%
I
] ]
Sales Tax | | Consumption Tax |
5% | 10% |

!
!

| | Local Sales Price .
A——.T

| ¢4.90 f

J


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

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

2
“Intermediate materials with imported component as affected by price con-
trols (e.g., flour & sugar)

3 . , ,
Local sales were more profitable before the economic crisis.

4 , ,

CACM 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.



