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I. Introduction 

The 1983 Article IV consultation discussions with Costa Rica were 
hel? in San Jose during the period April l&Play 6, 1983.1/ The repre- 
sentatives of Costa Rica in the discussions Included the-Ministers of 
Finance, Planning, Economy, Exports, Industry, and Labor; the President 
of the Central Bank; and other senior officials of the Central Govern- 
ment and the rest of the public sector. The.mission was also received 
DY the President of tile Republic. The staff representatives were 
M. E. Bonangelino (Read-URD), L, Cardemil, C. Cha, and M. Figltirola 
(all UHD), J. Hartellno (ETR), and Mrs. Ii. S. Roo (Secretary-UHD). 

The Fund mission also conducted a review of the progress achieved 
in the implementation of the adjustment program being supported by the 
stand-by arrangement which was approved by the Fund on December 20, 1982 
(EBS/82/214, Supplement 1) and amended on April 26, 1983 (EBS/83/80). 
This review, which was required under paragraph 4(c) of the arrangement 
ard was scheduled to take place by June 30, 1983, was to cover the pro- 
gress made in the implementation of the program, taking into account 
balance of payments developments, including the envisaged debt restruc- 
turing. At the time of approval of the stand-by arrangement, the Roard 
also approved the existing multiple currency practices and restrictions 
on payments aad transfers for current International transactions until 
June 30, 1983, or the completion of the review of the stand-by arrange- 
ment, tiichever came earlier. 

II. Background Developments 

Costa Rica suffered a serious economic and financial deterioration 
during the last three years. For the first time in two decades real 
output declined in 1981 and domestic inflation reached unprecedented 
levels. The colon registered a large depreciation and substantial 
external imbalances developed. 

I/ Costa Rica has accepted the obligations of Article VIII, 
SeCtions 2, 3, and 4. 



The roots of Costa EUca’s economic difficultie; are to be found in 
the lack of timely domestic adjustment to changing external circum- 
stances. Following the coffee boom of 1976-77, Costa Rica’s terms of 
trade deteriorated sharply as a result of the decline in international 
coffee prices and another round of increases in world oil prices. At 
the same time, higher interest rates abroad made external financing 
more onerous and growing social and political difficulties in the rest 
of Central America resulted in serious limitations to trade and manufac- 
turing production for export. Nevertheless, Costa Rica continued the 
expansionary policies which had been followed during the coffee boom 
period, thus compounding the negative effects of the exogenous factors 
and giving rise to large internal and external imbalances. Strong 
demand pressures stemming mainly from a large public sector deficit, 
which had been growing for some time, resulted in a widening of the 
current account deficit of the balance of payments from the equivalent 
of 7-l/2 per cent of GDP in 1977 to over 14 per cent of GDP ir: 1980. 
Despite the continued heavy foreign borrowing by the public sector, the 
balance of payments shifted from an overall surplus of USS102 million 
in 1977 to an overall deficit of USS456 million in 1980, including an 
accumulation of payments arrears of USS283 million. 

The economic and financial situation continued to deteriorate in 
1981 when the lack of adjustment in domestic policies to compensate for 
a lower level of foreign capital inflows led to another large overall 
deficit In the balance of payments (USS465 million), including a further 
accumulation of external payments arrears of almost US360 million, and 
to a depreciation of the colon from e 8.54 per U.S. dollar as of December 
1980 to e 36 per U.S. dollar as of end of 1981. Costa Rica encountered 
serious difficulties in servicing its external debt, and in August 1981 
suspended foreign debt service payments and requested of foreign.credi- 
iors a temporary rollover of short-term debt and a restructuring of its 
foreign obligations. That year the country suffered a decline in real 
GDP of almost 5 per cent, domestic inflation accelerated to 65 per 
cent, and unemployment rose to almost 9 per cent from around 4-l/2 per 
cent in 1977-79. 

The overall deficit of the nonfinancial public sector continued 
to increase in 1981, reaching 14 per cent of GDP, compared with about 
11 per cent of GDP in 1980; public sector savings were further eroded 
and reached a negative amount equivalent to almost 4 per cent of GDP 
in 1981. The poor performance of the public sector in 1981 reflected 
in large measure the deterioration in the finances cf the public sec- 
tor enterprises. To a great extent, the higher deficit was caused by 
the lack of adjustment in tariffs in an amount sufficient to cover 
increases in outlays requiting from the large devaluation of the colon 

A further weakening of the overall financial situation took place 
during the first half of 1982. This period was marked by uncertainty 
related to the presidential elections of February and the interregnum 
between the incomlng and the outgoing administrations. Inflation 
continued to accelerate and pressures on the exchange rate increased; 
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the free market exchange rate roe as hig5 as C e2 per U.S. dollar by 
July 1982. The performance of the public sector conr;inued to et weak. 
minly because of further dtlaye ir. the adjustmtnt of public tariffs 
and prices, and overall bank credit continued to expand faster than 
private financial holdings in Costa Rica. 

Soon after taking office in May 1982. rhe CUL+U Administration began 
to adopt fiscal and other mtasures to redrtss the striom ecoaomfc aad 
financial deterioration. Significant tax mttsurts and largt adjuscwnts 
in public tariffs and pticts were put into tfftct la the second stmtst.tr 
of the year. As a result of this tffort and a policy of txptudlturt 
restraint, the overall dtflcit of the nonfinancial public sector declined 
last year to about 9 per ctat of GDP. In August 1982 the authorltits 
took steps to rtorganitt and simplify tht txchangt system. The main 
change introduced MS the closing of exchange houses, uhich until then 
had beta operating in the fret market. The closing of the exchange 
houses was aimtd at counteracting speculative fluctuations in tbt fret 
market rate and discouraging capital flight. Since than, the only 
institutions authorirtd to deal la foreign currency transactions are 
the Central Bank, rht state commtrclal banks, and ctrtain privatt 
banks authorited by tht Central Bank. Three exchangt rates rtmsin in 
effect as a result of the August 1982 mtasurts:k/ (a) an official rate 
of C 20 per U.S. dollar, at which 1 per cent of export procteds is 
lfquidattd;z/ (b) a banking market txchange rate te 40 ptr U.S. dollar 
as of Hay 31, 1983). at vtrich tht msjoriry of transactions take place, 
including the purchase of the rtmainlng 99 per cent of export proceeds; 
and (c) a free market rate. 

Follouing a virtual stalemate &ring the first half of 1982 in the 
rescheduling negotiations initiated by the previous Adm.tnistration with 
foreign cou&cial banks, the new Administration reopened the ralks 
shortly after taking office by resuming partial interest paymtnts in 
accordance with a specified formula basically linked to foreign exchange 
receipts from exports and noaprojtct-related capital inflows. 

Uhile some progress was mtdt last year toward improving the overall 
financial situation of the country, economic activity continued fo bt 
very weak-real GDP is estimated to ‘have declined by over u-112 ptl 
cent-and untmploymtnt remained high. 

III. Ptrfonnsnct Under the Stand-By Program 

The stabilitation program framtd by tht Govtrmtnt and supported by 
the one-year stand-by arrangement approved by the Fund on i)ecember 20, 
1982 was designed to contain inflationary pressures, to promote an 

L/ For a detailed descriptfon of the exchange systemseeBS/82/213. 
2/ The export surrender requirement at the official market war, 

reduced from 5 per cent to 1 per cent of export proceeds on April 29, 
1973. 
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orderly development of the exchange market, and to facilitate the resump- 
tion of pub?.rc external debt service payments. The centerciece 01 the 
stabilisation effort is a substantial improvement in fiscal performance. 
The overall deficit of the nonftnancial public sector is to be reduced 
to 4-l/2 per cent of GDP in 1983 through a combination of revenue 
measures and the continuation of a policy of expenditure restraint 
initiated in 1982. The improvement in public finances would reduce 
pressures on domestic prices and the balance of payments. Smplersenta- 
tion of the program uas expected to lead to a decline in the race of 
inflation from an estimated 1OU per cent in 1982 to 40 per cent in 1983. 
m eosential objective of the program is the unification of the banking 
exchange rate and the free market exchange rate before the end of the 
program period. Unification with the official exchange rate Is not 
considered feasible for the time befnal In vfew of Costa Rica’s constl- 
tutional requirements on exclusive corqmssional authority to change the 
exchange rate. It should be noted, however, that the official rate 
applies only to I per cent of export proceeds. 

Performance under the program has been satisfactory so far. Costa 
Rica has complied with all performance criteria and has made consider- 
able progress toward the achievement o f the main objectives of the pro- 
gram. The domestic rate of inflation has decelerated sharply, the free 
market exchange rate has stabilised, and there are signs that confidence 
has begun to improve as Indicated by a reflow of private capital to the 
country la recent months. 

As of mid-May 1983, Costa Rica had ample margins with respect to 
the quantitative ceilings and shoved an overperformance with respect to 
the balance of payments test (including arrears) which amounted to the 
equivalent of US953 million (Table 1). Reflecting the tight credit 
policies pursued by the monetary authorities, the net doarestic assets 
of the Central Bank of Costa Rica experienced a contraction of t! 2.0 
billion through u&J-May compared with a reduction of ti 60 million 
established in the program. The net credit of the banking system to 
the nonfinancial public sector also declined by about C 2.0 billion 
through the same date, compared with un increase of e 500 million per- 
mitted under the program. In another positive development, wholesale 
and consumer prices rose at an average monthly rate of 1 per cent and 
l-1/2 per cent, respectively, in the first four months of 1983, compared 
with an average monthly rate of increase of about 5 per cent in the 
whole of 1982 (Chart 1). On an annual basis, the price increases of 
the first four months of the year would represent about 12-l/2 per cent 
for wholesale prices and 20 per cent for consumer prices. 

Regarding the exchange rate,. the spread between the banking ex- 
change rate and the free market exchange rate has been reduced in line 
with the program’s exchange rate unification guidelines, from 15 per 
cent at the start of the program to slightly less than 10 per cent as 
of the end of May 1983. The reduction in the spread uas achieved 
because the free market exchange rate has gradually appreciated from 
the peak of C 62 per U.S. dollar In July 1982 to about e 46 per U.S. 
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Table 1. Costa ‘ikica: Performnce Under Stand-By Arrangement 

1982 1983 
December 31 !%wch 31 .sq3 13 

g Pro ram Actual 

(In millions of colones) 

.kt domwtit 
assets of the 
Central Bank 1/ 69,700 67,307 69,500 65,135 69,660 65,271 

Set bankiag system 
credit to the 
nonfinancial 
public sector 21 11,090 11,090 11,290 10,032 il.590 9,133 

(In mfllfous of U.S. dOll8rS) 

i&t international 
reserves of the 
Central Bank A/ -1,234 -1,207 -1,234 -1,177 -1,236 -1,181 

?ie~u foreign loaiL 
contracted by the 
pblic sector 
A 5 years maturity SO es so - SO 12 
l-.. 0 years maturity 100 25 100 2s 100 37 

Sources: EBS/82/214; aad Central Bank of Costa Kica. 

L/ The ceilings on net domestic assets of the Central Bank and the 
targets far net international reserves of the Central Bank have been 
adjusted an the basis of the actual payments arrears on external public 
debt subject to rescheduling as of the end of December 1982. 

21 AS adjusted in EBS/83/80. 
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Collar at the start of the program and to C A& per U.S. dollar as of 
the end of !4ay 1983; aeanwhile, the banking exchange rate uas deprecia- 
ted from C 38 per P.S. dollar to C 60 per U.S. dollar in September 1982, 
and has reamined unchanged since then (Chart 2). The appreciation of 
the free market exchange rate has reflected market conditions and nat art 
lntezxsiffcetion of rescricciono~ including the absence of neu payments 
arrears other than those related to public debt service payments, vhfch 
are perpftted under the program on a temporary basis pending the conclu- 
sion of the debt rescheduling negotiations. The deposit requirement 
s:keme for the purchase of foreign exchange established to monitor the 
possible tmergence of arrears has been operated in confomlty vith the 
program; these deposits are being liquidated well tithfik the specified 
msxlmum of 15 uotking days. 

Costa Rfu has msde tvo draufngs (the first in early Hay and the 
recoad tn Pfd-June) subject Co compliance with performance criteria in 
an armant equivalent to SDR 18.45 tillion. This first draulag was 
scheduled for mid-February 1983 but had to be delayed because of the 
aced for adjustmeat of the ceilings an net benking system credit to 
the nouflnancial public sector as a result of a reclassificstion of 
deposit l ccouats of varioue public sector antifies. Amendment of the 
stand-by arrangement ta give effect to the technical adjustmeat to 
the ceillugs was approved by the Executfve Board on April 26, 1983 
CEBS/83/80). 

IV. Report on the Mscussions 

The missfon’s discussions vith the Costa Rican authoricfes centered 
on a reviev of the progress achieved thus far In the implementation of 
the stand-by program and on the means to ensure compliance vfth the pro- 
gram fa the perfod ahead. The Costa Rlc8n suthoritfes are satfoffed 
with the progress -de ir, the fm~lcmeatatlon of the stabflisation pro- 
gram and the results achieved thus far. They are particularly encouraged 
by the substaatlel deceleration in the rate of inflation which has taken 
place and the normalixation reached *n the exchange markets. In their 
vfeu the amin objective of policies should now be to consaildate the 
gains made on the srabilltation front and, at the same time, to seek 
ways to promote the reactivation of the economy. Na growth in tea 1 GDP 
is expected for 1983, but the authorities would like to lay the basis 
for a resumption, as early as possible, of economic growth. 

The authorities are keen on.consolidating the progress made In 
stabilizing the economic and financial situatlou. On the basis of 
developments thus fat, the authorfties believe that it should be 
possible to reduce Inflation to less than 20 per cent In 1983, or 
approximately half the level originally projected. They are aware, 
however, that the final outcome will mainly depend on the fiscal, 
monetary, and fncones policies that are pursued. 
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1 
C. Fiscal pal lcx 

The authorities reiterated their lnteatlon to malntsia the overall 
deft&t of the nonflnanclal public sector for 1983 at not more than the 
&-l/2 pe:‘r cent of GDP estimsted in the ptogra~ Such a target is still 
considered feasible but its achievteent till require a lower level of 
naPllnd srrpeadlturc than originally planned. Public sector expenditures 
vill need to be adjusted to coapensate for the lower revenues implied 
by the lower rate of inflation now projected for 1983. Slate external 
financing is oov estimated to be soetvhst leas than had been expected 
earlier. an mkli tfonal adjustmnt of expenditure will be necessary in 
order to aufntaln banking system credit CO the nonflnanclal pubf.lc see- 
for vtthin program levels. Thus, total public sector outlays ulll need 
to be about 12 per cent leas than originally estluted in the program. 
Such an djustseat till lfktly result In an overall nonfl~acld publgc 
sector defidt for 1983 uhlcb vlll be about e 1.4 billion smaller than 
ttae one estimated In the program, but approxfmstely the same in terms 
of GDP (Table 2). 

The authorlries assign top priority to the iaplemwntar~on of an 
expenditure policy that vould be consistent ufth a louer inflation rate 
than originally projected ad with the banki- system f lnarrciug estab- 
lished la the program. The Resident of the Republic has Instructed 
the public sector to reduce aptnditures by 10 per cent ftca budgeted 
levels, over and above the oormal underexecution of outlays. The Bud- 
getmy Autbrity 8nd 8 presldtmial tammlssion for the reduction of 
public expenditures, hlch uas recently famed. are in the process of 
forraulat&ng concrete gtideliaes -4 adopting the measures considered 
necessary to eusurt that the target for the total underexecution of ex- 
pedltures by the public sector is realittd. 

The authorities explained that the salary increase granted to 
public sector sqloyees in January 1983 ended up being somewhat higher 
than initially contemplated, At the time of the aegotlations for the 
st;irx+by arraogement, t)re authorities had decided that salary increases 
in the public sector would be granted in absolute amounts, possfbly 
tvice dur%sg the year, on the basis of the changing cost of a basic 
basket of goods and services. Based on such a mechanism and on the 
projected rate of inflation, the estlmstes for the program had assumed 
two salary increases of t 1,000 per employee per month, one in January 
1983 aad another one in July 1983. iiovever, the salary increase granted 
la January 1983 was actually equfvalent to t 1,300 per employee and 
stmuld have a total impact on the expeaditure of the nonfinancial public 
sec:or only slightly lover than the.one implicit in the original estl- 
xstes of the program for the whole of 1983. The authorities recognized 
that the size of the salary adjustment MS higher than uhat would have 
been advisable but explained that it vas the result of strong po1itfca.l 
pressures. They shared the staff’s views that given the recent decel- 
eration of inflation there should not be a need for further adjustments 
of publfc sector salaries in the remainder of the year. 
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‘r’ith respect to revenues, the authorities po;.lted out that central 
govertaent revenues In 1982 were somewhat higher than estimated and that 
so far thir year they have grown at a satisfactory pace, fls *Lc? revenue 
measures introduced late last year--misly ahe iwrease in the sales 
tax and the introduction of an inrwz Lax surcharge on corporations--are 
beginning to produce restitts. Nonetheless, the authorities believe that 
revenue coll.ect::;. can be improved and intend to strengthen the admin- 
istratici ur taxes. Technical assistance from U.S. AID would be received 
shortly for that purpose, especfally in the area of customs and income 
tax adaiaistration. The authorities also explained to the mission that 
they uere andyzing the feasfblUtp of reducing somewhat the tax on 
er+orts that is based on the exchange rate differential, for the pur- 
porie of improving the competitiveness of exports.l/ 

Regarding rhe state enterprises, the estimstes of the lnission and 
the Costa Rican technlclans, Indicate that the state-owned refinery 
(RECOPE) vuuld generate this year a surplus equivalent to approzdmately 
1 per cent of Ck.P at the present oil import prices and exchange rate. 
3ouever. pressures for a reduction of dapreetic oil prices in line with 
the recent drop In the import price of crude seemed to be mounting. The 
authorities fndicsted that they were studying the possibility of reduc- 
ing domestic 013. prices to reflect only part of the drop In the import 
price of crude, snd of using the remaining portion of RECOPE’s estimated 
surplus to offset the loss of revenue to the Central Government that 
would result from the reduction In the taxes on exports mentioned above, 
if fiaally decided upon. The authorities vere amde aware, however, that 
any reduction of domestic 011 prices and/or of export taxes would have 
to be compensated by further expenditure underexecutions, as KECOPE’s 
estimsted surplus has already been taken into consideration in arriving 
at the overall public sector deficit for 1983 referred to earlier. 

A possible partial reversal of the adjustment made in electricity 
rates and its ic;;llcation was discussed with the mission. Following a 
rise of 70 per cent in June 1382, the Costa Dican Electricity Institute 
(ICE) approved in the third quarter of last year an additional increase 
in electricity rates of about 90 per cent in monthly cumulative increases 
starting in November 1982. These increases were estimated to cover 
ICE’s opersring costs, the .zvice of its foreign d&t at the exchange 
rate of e 40 per U.S. dollar, and the domestic counterpart of investment 
financed with foreign loans. In the second week of May 1983, after the 
mission’s return to Washington, the decision was made to reverse the 
last phased increase of 13 per ceut in electricity rates which became 

l! This tax. which vas introduced in December 1981, applies to the 
lo;1 currency’proceeds from exports in the banking mark;; in excess of 
those calculated at the official rate of C 20 per U.S. dollar. The 
rates are presently 10 per cent for traditional exports, 5 per cent 
for nontraditional exports to the Central American Common Market, and 
1 per cent for nontraditional exports to other countries. 



effectivt in April. The authorities communicated to the staff that such 
a decision vi11 imply a loss of revenue to ICE of about & 220 million 
in 1983 which would be compensatea through s reduction in expenditures. 

The authorities explained the efforts that they had been making 
fn trying to sell some of the enterprises controlled by the state-owned 
development corporation (CODESA). A committee composed of representa- 
tivas of the public and private sectors has been formed with the purpose 
of selling CODESA’s enterprises. The authorities reported that there 
*ire good prospects for selling certain small enterprises, as well as 
a cement plant valued at about L 350 million (USS8 million), in the 
near future. However, the Costa Rican representatives recognized that 
despite their efforts, progress in this area has been slower than it 
would have been desirable. 

Tile mission acknowledged the efforts involved in the measures al- 
ready implemented by the authorities to strengthen the public finances, 
but noted the importance of persevering in those efforts and of adjust- 
ing the public expenditure policy to accommodate the changes in the 
behavior of domesric prices and In the amount of estimated foreign 
financing. The mission also expressed concern about the pressures to 
reduce domestic 011 prices and electricity rates and emphasized that 
any such actions would have to be compensated with further adjustments 
in expenditures or alternative revenue measures. It also pointed out 
that for the successful implementation of the program it will be very 
important that the authorities keep their commitment to adjust without 
de-lay the prices of oil derivatives and electricity rates for changes 
in oil import prices and/or the exchange rate. 

2. Monetary policy 

As occurred In 1980-1981, rvJnetary developments during 1982 were 
heavily influenced by the accumulation of large external payments arrears 
and the realisation of considerable exchange losses. Mainly because of 
this, the net domestic assets of the banking system expanded substan- 
tially in 1982 and exceeded by far the increase in liabilities to the 
private sector (Table 3). In the first few months of 1983, the monetary 
situation has improved considerably. The banking system liabilities to 
the private sector have been growing at a stronger pace and improving in 
real terms, while the expansion of net domestic assets has de:zlerated 
sharply. The moderation in credit expansion was achieved despite a 
considerable increase in credit to the private sector, and was due 
largely to a reduction of credit to the public sector and the elimina- 
tion of exchange subsidies. The net domestic assets of the Central Bank 
actually declined in the first five months of the year because of sharp 
increases in placement of stabilization bonds and deposits of the com- 
mercial banks. As a result, the net international reserve position of 
the Central Bank, including payments arrears, has improved considerably. 
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Table 3. Coeta Rice: Sunmary Operation6 of the Banking Syatcm 

rJSS1 - c 50.00 
Rcvi.ed- 

USSI - c 40.w 
1981 

Stand-by Program Lctusl Projection 
1982 1982 1983 Ill32 1903 

(In ailliana of eolone~) 

I. ’ Banking System 

-34,940 -47 .?94 -65,435 

Net domestic assets 

Net credit to public sector 

Central GoveM#nt 3/ 

Rest of public l ect:t 3/ 
Credit to prirace l eccor-A/ 

Vsluation adjustment 

Other 
Counterpart arre.sr* 

-65.435 -59.745 -59,745 

85 ,PS6 114,515 141,405 163.755 134.842 149.880 

9,294 I/ 11.166 / 13.171 15.171 11,092 21 11,090 

(7.3701 (6.5961 (...I 
21 

(6.5811 . ..I ( 

(I;9241 (4;5701 -(...I 

13.241 18.OP4 18.420 

32,319 32,319 41.839 

5.430 8,@16 9.125 
25.672 44,120 S0,850 

I:::; 
27,345 

41,839 

20,550 
58,850 

(4;5111 (... 1 
18.231 24.590 

42.032 42,032 

8.137 17,968 
55.150 52,200 

Courcerpsrt unrequited 
foreign exchange 1.140 1.140 1,425 

22.556 2s ,028 31,045 

1,4?5 1,425 1,ozs 

40.545 31.290 37,940 

56.350 42.382 J/ 50.770 21 

Long-term foreign liabillrica 

Lirbilfrics co privsrc aector >/ --. 27,320 21 40,553 21 43.100 

II. Central Bank 

-35,420 ..a.-95 -66,035 

-9,740 -4,173 -7,185 
-25.672 -44.120 ..58,850 

- 

Net 1accrnational reserves L/ 

Official re*ervea 

Paymeota arearm 
Rescheduliag 

Net domestic ameta 

Net credit to public sector / 
Net position with banka 
Stabiliratioo bonde 
Long-term foreigo li~bilitiee a/ 
Valuation adjustment 

Other 

Counterput amar* 

Currency ismue 

-60,370 -60.370 

-5,220 -8.170 
-55,150 - 

- -52,200 

-66,035 

-7.105 
- 

-58,850 

7a.995 
15.151 

39,046 55.232 73.995 

9.651 21 11,672 Lf 13,151 
-8.117 -11.120 -11.154 

67,309 68.970 

11,857 2/ 13.057 21 
-12.908 -11.335 -8;412 

-9.750 
-37.820 

39,026 

19,890 

58.850 

10,900 

-1 ;s42 -4;755 
-20.336 -22.414 

30,267 30,267 

4.251 7,262 

25.672 44,12C 

1,126 6.937 

(In per cent change) 

-5;450 
-28.670 

39,026 

0,242 

58,850 

-4.755 -6,394 ~.~ 
-20,020 -34,670 

39,217 39,217 

6,766 16.095 

55,150 52,200 

6.437 _8,600 

51.9 
15.2 
40.5 
30.7 

Banking system 
Net domestic l saeta /I 
Net credit to public-sector 
Credit to privrrc eector 
Liabilities to private mxtor A/ 

35.5 
18.0 
34.9 
19.8 

62.9 104.5 
21.2 20.1 

9.0 36.7 
27.3 40.4 

(An per cent of GDP) 

16.6 11.5 
22.8 18.6 
35.8 33.4 

(In Pilliona of coloaes1 

Net credit to public oactor 
Credit Co private sector 
Liabilitica to private sector gf 

9.8 9.9 
17.7 18.7 
31.6 34.6 

hemorsndum itema 

ExchanRe subaidics CO 
public sector (cumul~rive) 

Central Government 
Rcrt of public sector I. 

Consumer prlca (change ln per cantI 

886 2,257 

(360) (453) 

3.066 2,887 

(450) (453) 
(2,616) (2,434) 

40.0 19.3 
(526) (1,804) 
65.1 81.7 

Sourccr: Central Bank of Costa Rics; and Fund staff estimates. 

l-/ Includes payments arrears. 

2/ Adjusted for reclaaalflcation of public acctor deposits in the commercial banka previously classified 

as private sector deposits. 
3/ Includcr exchange l ubaidiaa. 
z6/ Includca credit co nonbank ~insncial intermediaries. 

71 Includes l1ab1Iltles co nonbank financlrl intermedterlea. 
a/ Includes SDR allocation l d gold rcvduetion. 
fl In relarion to llabilitler to the private sector. including llabilitler to nonbank financial incerme- 

dikes. at the beginning of the period. 
8/ Ratio of two-year average of liabilltler to the private sector. Including liabilities to nonbank 

flikcill intermedlariea. in relation to GDP. Foreign currency deposits are valued at the average banking 

market rate Of eJCb year. 
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The authorities reaffirmed their intention to continue to observe 
the limits on banking system credit to the publ+c sector and of assuring 
an adequate availability of financing Co the private sector. The Costa 
Rican representatives pointed out that they were contemplating a reduc- 
tion of domestic interest rates by a small amount, and contended that 
such a move would be within the spirit of their commitment to maintain 
a flexible interest rate policy, the ultimate objective of which is the 
establishment or rates that are positive in real terms. The authorities 
pointed out that, in view of the reduction which has already taken place 
in domestic inflation, interest rates were now positive in real terms. 
Taking this into account, as well as the expected rate of inflation for 
the year as a whole and the drop in interest rates abroad, they consid- 
ered that a small reduction in interest rates was justifiable at this 
time. 

The mission believed that such a measure would be a,ceptable in the 
light of recent devtlopments in domestic inflation and interest rates 
abroad, but emphasized that the authorities should be prepared to 
raise interest zates promptly if inflation accelerated in the future 
and expressed concern about the likely resistance to do so if such a 
need were to arise. The mission also pointed out that a reduction of 
interest rates, however small, may result in pressures on the free 
market exchange rate, in which case the authorities have to be prepared 
to increase the banking exchange rate to keep within the permissible 
spread between the two exchange rates. The Costa Rican authorities 
shared the staff’s views on this issue and indicated that by deciding 
to reduce interest rates they were taking a calculated risk and were 
aware that they should be ready to reverse their action if it was 
necessary because inflation accelerated or if deposit and/or credit 
developments so warranted. I 

After the mission, on May 17, 1983 the Board of Directors of the 
Central Bank approved a reduction in the basic interest rate on six-month 
deposits, to which most deposit and loan rates are related, from 25 per 
cent to 22 per cent. The lending rates applied to commercial agriculture 
and to manufacturing will continue to be the same as the basic deposit 
rate and 3-l/2 percentage points higher than the basic rate, respective- 
ly, while the one applied to cattle raising was adjusted downward to 
4 percentage points below the basic denoslt rate. The rate applied 
to all other loans will remain unchanged at 30 per cent. 

3. Incomes and price policies 

The authorities confirmed their Intention to adjust public sector 
salaries and minimum wages in absolute amounts on the basis of the chang- 
ing cost of a basic basket of goods and services, composed mainly of 
food products, transportation, water and electricity. It is estimated 
that this mechanism of wage adjustments will result in salary increases 
below the expected rate of inflation. Real wages for both public and 
private sector employees have declined considerably in the last two 
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years, with the decline being more pronounced for public sector enploy- 
ees. A further deterioration of real wages is anticipated for this 
year, but the authorities believe that the best way to stop the deteri- 
ora:ion of real wages is through the lasting abatement of inflation. 

The Costa Rican representatives explained that a law had been 
passed at the end of 1982 to standardise wages in the public sector, 
which will imply the establisbent of a new salary scale. The change 
into the new scale will cause additional expenditures for the public 
sector. Because of this, the authorities were plannfng to implement 
the shifting into the new scale in stages, so as to mfnimize its impact 
in 1983. Minimum wages, which serve as a guideline for the adjustment 
of private sector salaries, were most recently adjusted In January 1983 
by 16 per cent across the board. The next revision is scheduled to 
take place in July 1983. 

With respect to price controls, the authorities agreed that market 
forces should be the main determinant of prices and noted that admin- 
istrative controls were limited to a relatively small number of basic 
consumer goods and inputs. While the number of items under control 
has been increased somewhat since the new Administration took office, 
the Costa Rican representatives indicated that the controls were being 
applied flexibly, permitting the proapt adjustment of prices whenever 
there was justification for it. They also indicated that in the majority 
of cases it was the profit margins tbat were being controlled and that 
only a small number of products were subject to price ceilings. 

4. External policies 

The Costa Rican authorities believe that considerable progress has 
been made toward the achievement of the main objectives in the external 
sector, namely exchange rate unification, a resumption of normal service 
payments on Costa Rica’s external debt, and the settlement of external 
payments arrears. 

The Costa Rican representatives indicated that the Spread between 
the banking exchange rate and the free market exchange rate has been 
kept wlthin the prescribed limits, and that the exchange system has 
been operated in conformity with the principle that foreign exchange 
Kill be furnished for all genuine payments and transfers for current 
dntemational transactions. They also pointed out that the appreciation 
of the free market exchange rate (as described in Section IZI of this 
paper) has been &he result of market forces and confirmed their inten- 
tion of completing the unification of the exchange rates before the 
end of the program period. In view of the recent improvement of the 
official reserve position, the authorities have decided to allow the 
purchase of up to 40 per cent of the foreign exchange needed to service 
private sector debt at the banking exchange rate (previously all such 
purchases were made at the free market rate)* 

. 
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In discussing the exchange rate policy with the authorities, the 
mission expressed its concern about the need to improve the competltlve- 
ness of exports. According to preliminary calculations made by the 
staff on the effective exchange rate, there has been a considerable 
gain in competitiveness In the recent past (Chart 3). However, such a 
situation could change In 1983 depending on exchange rate and domestic 
price developments in coming months. The authorities Indicated that 
they were analyzing the situation, and that they were In the process of 
preparing a study of some specific cases to check on the competitiveness 
of exports. They also informed the mission that they were working 
under tbe coordination of the recently appointed Minister of Exports 
in the f’ormulation of a comprehensive set of export promotion measure6 
to be Introduced later In the year. Exports, which In 1982 declined 
by 12-l/2 per cent, are estimated to rise by only 3 per cent in 1983 
(Table 4). The authorities* view was that while the competitfveaeas 
of exports might need to be improved, factors such as the weak world 
market conditions for their main agricultural exports and the economic 
difficulties prevailing in the rest of Central America, the major mar- 
ket for their nontraditional exports, have had an adverse impact on the 
recent developarnte In the export sector. 

As part of the set of measures being contemplated to promote ex- 
ports, there is the possibility of depreciating the banking exchange 
rate in the near future, which might mean a faster unification of the 
exchaqe rate than envisaged in the program, Another measure which is 
being studied is the already mentioned reduction of the tax on exports 
bssed on the exchange rate differential, which would also serve as an- 
other step toward the elimination of the multiple currency practices. 
In a recent move in the directfon of improving the competitive position 
of the export sector, on April 29, 1983, the Central Bank reduced from 
5.per cent to 1 per cent the amount of export proceeds that have to be 
sold at the official rate of C 20 per U.S. dollar; correspondingly, - 
export proceeds surrenderad at the banking exchange rate have now been 
incraased fros 95 per cent to 99 per cent. 

Significant progress has also been made toward Costa Rica’s normal- 
Iration of its relations with foreign creditors, In January 1983, Costa 
Rica concluded a rescheduling agreement with its bilateral official 
creditors under the aegis of the Paris Club. Relief was obtained for 
principal and Interest payments both In arrears and falling due in 
1983.11 Regarding the debt negotiations vith foreign commercial banks, 
a memorandum of understanding was signed on April 22, 1983 by the 
Chairman of the banks’ steering committee and the Costa Rican authori- 
ties. The memorandum sets the terms for the rescheduling of principal 
owed to banks (In arrears and falling due in 1983 and 1984) and for 
the establishment of a trade credit facility in au munt equivalent 

l/ For a detailed description of tile rescheduling agreement, see 
sri783/51. 
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fable b. corta Rica: Balance of Papencs 

(In millions of U.S. dollars) 

1980 1981 
Rel . Ref. 1983 
1962 drig. RW. 
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co 50 per cent of the total interest payments (past due and falling 
due in 1983) to be aade by Costa Rica to the banks in 1983; this facil- 
ity Is estimated to amount to approximtely USS225 million. It is 
expected that the legal contract regarding the rescheduling and trade 
credit facility will be signed in the near future. One hundred per cent 
of the principal (including short term) in arrears and falling due in 
1983 (USSSlS million) will be rescheduled over a period of seven and a 
half years including three years’ grace period.$ Similarly, 100 per 
cent of the principal falling due in 1984 (approximately USSlSO miflion) 
will be rescheduled over a period of six and a half years with three 
and one quarter years’ grace perlod.2J The three-month LIBOR plus a 
spread of 2-l/4 per cent, or the U.S. prime rate (or the adjusted three- 
month CD rate, wbkbever is higher) plus 2-l/8 per cent, will be applied 
on the rescheduled debt, ubile an interest rate of l-314 per cent over 
the three-month LIBOR or 1-S/8 per cent over the U.S. prime rate (or 
the adjusted three-month CD rate, whichever is higher) will apply to 
the trade credit facility. 

The Central Bank of Costa Rica approved in mid-May 1983 the terms 
for the rescheduling of outstanding U.S. dollar-denominated certificates 
of deposit (CDS), most of which were issued in recognition of external 
payments arrears accumulated by the private sector before the end of 
1980. ?be authorities have decided to reschedule these certificates at 
the same mtur%ty terms at which the debt owed to foreign commercial 
banks is being rescheduled, Including capitalization of interest in 
arrears.2.l One Issue tbat Is et111 to be resolved and which affects 
the relationshlp between Costa Bica and the foreign commercial banks 
is the Intereat rate tbat applies to the rescheduled CDs. While Costa 
Rica bas decided to maintain the original Interest rate (LIBOH for six- 
month deposits), tbe banks are maintaining that a spread over the 
applicable Interest rate be paid on CDs held by banks and which bake 
been accepted at face value from Costa Rican private firms in payment 
of their debts. 

The authorities indicated that the conclusion of the rescheduliag 
agreement vltb bilateral official creditors and foreign commercial 
banks, as well as the arrangements made to reschedule CDs and the pro- 
posals for the pa-at of bonds, all at terms basically in line uith 
the assumptioas made In the program, will enable them to el.Uinate 
tbe existing payments arrears by the end of f983, as had been intended. 

. 

l/ The maturity period extends from the end of the consolidation 
pe;;iod (i.e., end of 1983) to the date of the last repaywnt. Of the 
total principal rescheduled 5 per cent Is due In 1984 and the balance 
of 9S per cent must be repaid over the period described above. 

21 Of the total principal rescheduled in 1984, S per cent due In 1985, 
anz the 9S per cent balance is rescheduled over the period described 
above. 

3/ A separate but similar proposal was made in respect of CDs being 
herd by foreign commercial banks. 
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They further stated that since the begfanfng of this year they have 
virtually kept current on total interest payments, including payments 
to the banks fn an amount substantially larger than those which would 
have heen made in accordance with the formula In effect since July I982 
(referred to in Section II). As soon as the legal document is signed 
with the bmks, the authorities would Initiate the payment of interest 
in arrears, as well as completely normalitc the payment of current 
interest falling due in 1983. 

As a result of the debt rescheduling that has been negotiated, the 
burdea of servicfag the debt is expected to ease somewhat this year and 
In 1984. The debt service ratio is projected to rise to over 50 per 
cent In 1985 and to remain approximately at that level through 1988 
(Table 5). In contrast, tbe debt as a proportfon to GDP is expected 
to decline from 118 per cent in 1982 to about 90 per cent in 1988, and 
the ratio of interest payments to exports of goods and services is also 
projected to decline from 35 per cent to 27 per cent over the same 
period. 

‘Ffit dssloi, Ah4 diS#&Sod )?jfk ar bsfh~~~f~ts the sfdrwterss 
ovclook for &ace aica’s crrcrrrrel dcbk Jdtuaa~~on on rb& bit&&i of siolme 
LUX861YO prfffeGElUU&i &hrUU@3 WXl pKsp8rtl By Eht aiia8fr FOOie 
Rica vi11 aced ta tie A Ot?WI i%x#att efftwt In tha next few yeU&rB, 
beu aosdag BR export groeth a~ema+g about S-7 per eat la red 

terms. the debt serwlce ntIo ~I11 b@ about 50 per CRUE of exports of 
goods and nonfactor services by 1988. In this context, the authorities 
Indicated that they were convinced that the only way In which the 
country could attain and maintr3n a satisfactory rate of growth of the 
economy and a viable balance of payments situation in the rpedium term 
uas through the diversification and growth of exports. A more dynamic 
export strategy would require an expansion of exports prfmarily outside 
the Central American Co-n Market, ulthout neglecting the possibilities 
of increased trade within the region. The authorities expressed agree- 
sent with the view that the efforts to diversify exports would require 
a tationalizatioa of existing duties on Imports to lower protection and 
indicated that they were lo the process of studying the proposal made 
by the Central American Common Xarket Secretariat for the reform of the 
external -0 tariff. 

In this connection, the Costa Rican representatives have stated 
their Intention to deal with problems of a structural nature in the 
context of a SAL loan from the IBRD, presently In the initial stages 
of negotistfon. The authoritkes also confirmed their tieh to negotiate 
an extended arrangement frolp the Pund to follow the current stand-by 
arrangement, in support of their medium-term adjustment effort. 

V. Exchange Practi ces Subject to Fund Approval 

The exchange system currently In effect in Costa Rica Involves 
multiple currency practices and restrictions on payments and transfers 
for current International transactions subject to Fund approval under 



Table 5. Cos trr Rica: Surar~nty of External Public Debt Operations and ProJactiarre 

Pm1 . Projectionr 
1982 1983 1984 1985 1986 1987 1988 

(In millions of U.S. dollarr) 

Outstanding debt (and of yaat)_l/ 2,9?5 3,744 y 3,944 4,135 4,324 4,508 4 ,7,lA 

Net drawings by the public ncctor I/ I(c4 364 200 191 189 184 206 - - -j_ 

Debt rrervice paymenta I/ (after reschedulin@ 656 31 549 587 776 820 938 995 
Aaottixrtion xii- IQ3 ix 299 3% 417 4r96 
Interest i! 396 446 453 477 SO@ 521 549 

(In per cent) 

Outstanding debt/COP 118.0 127.8 120.2 112.5 105.1 97.0 91.3 
Net dtawirrgs/GDP 6.5 12.4 6.1 5.2 4.6 4.0 4.0 
Debt service/exports of goods and eerviccm 57.6 47.5 45.2 52.4 50.1 51.7 49.5 
Interest/exports of goods and services 34.8 38.6 34.9 32.2 30.5 28.7 27.3 

Source : Fund ataf f estimates. 

I/ Includes IUF and short-tern debt; projected based on the revised 1982 figure@. 
11 Includea capitalizstion of interest in arrears of US$405 million. 
3/ Includes unpaid debt service. 
‘8/ An implicit intereet rate of 12 per cent Is aeauaed for 198&88. 
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Article VIII, Sections 2 and 3 of the Articles of Agreement. These are 
described In detalL in EBS/b2/213 of November 29, 1982. The only changes 
which have taken place fa the system Since that time have been the reduc- 
tion from 5 per ceut to 1 per cent in the surrender requirement of export 
proceed8 at the official exchange rate, ti th the correspondfng f ncreme 
from 95 per cmt to 99 per cent of the amount of export pWceed8 to be 
surrendered et the banking exchange rate, and the traasfer to the banking 
exchange market of 4C per cent of the purchases of foraign exchange for 
the setoicbg of private external debt. 

The mdtlple currency pr8cticer aad restrictlone 8riee from: 

(a) The opention of 8 multiple exchange rate system comprising an 
offlcfcl rate of t 20 par U.S. dollar (buying), a banking exchange rate 
(i.e., E 40 per U.S. tiller es of ?iey 31, 1983). In which the colon is 
adjusted fa line with underlying trends In the free merket, and e free 
market rate (Le., t 44 per U.S. dollar as of Hay 31, 1983); 

(b) A wltipfe currency practice arising from the lpixiug rate that 
results from the eurrendar of export proceeds daocribed abowe; 

(c) Xultiple currency precrfcet eritfng from the imposttioa of 
exchange t8xes on the local currency proceed8 from export8 in the beak- 
ing market ta emcess of those calculated et C 20 per U.S. dolAm; sod 

(d) & uxchmge reetrlctioa atiring from payments arrears on the 
external debt service of tbe public rector. 

VI. St&f Appraisal 

. Costs Uu hue been experferuing a eerfoun economic and financial 
deterior8tioD since 1980, uhlch reached crfsls proportion8 la August 
1981 ubes practdully all 8erPice payments on offfcial foreign debt 
were nuapendad. r)ra deterioration ~86 the remalt of an inappropriate 
exchange rate polS.cy l pd expa~iouery f iacal end monetary policies, the 
effects of vbich were compounded by en edverne chengc in the term8 of 
trade and the asgatfwe impact on trade and manufacturing production 
of growLug social and politlul difficultiarr ia the rest of Ceutral 
Ameriu. During this period, Corta i&a’s real GDP declined for the 
ffrst time in 20 years, domestic Inflation reached unprecedented levels 
a8 the colon Suffered a large depreciation, end large external imbalances - 
emerged, includlog the 8e~fation of major external peywmta arrears. 

To redre88 the rerfou8 economic l d fiuancial situation, the new 
Mmhirtretioa, which took office iu Hsy i982, framed a stebilieation 
program la 8upport of which a one-year stand-by arrangeme%% was approved 
on December 20, 1982. The program w8 mebly designed to contain infla- 
tionary pressures, to promote 80 orderly development of the exchange 
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PLarket, and to facilitate the resumption of foreign public debt service 
payments. Achievement of these objectives would nelp create the basis 
for otner adjustments that would facilitate the return to satisfactory 
and sustained economic growth. 

At the heart of the program is a substantial improvement in the 
public flaances 80 as to reduce pressures on domestic prices and the 
balaace of paymente. Other important aims of the program are the unl- 
iication of the banking exchange rate and the free amrket 
and the normalltation of relations with foreign creditors. 

exchange rate, 

As soon as the new AdmInistration took office it began to adopt 
fiscal and other measures to ensure that the adjustment process would 
be started without delay. It aleo reopened debt negotiations with the 
foreign coasercial banks which had come to a virtual standstill In the 
last months of the previous Ad&nietratlon, by resuming partial Interest 
payments in accordance wfth a rpacffled famula linked to foreign 
exchaage receipts from exports and certain capltal Inflows. 

PerfOtPranCe under the current 8t8Ud-by program has been satlsfac 
tory so far. Costa Rica hss complied with all parformsnce criteria 
and considerable progrere has been made toward the achievement of the 
main objectiftes of the program. Dmestic faflatfon h8s decelerated 
sharply, the exchange market situation has become mre StPble, and 
there are stgns that confidence has begun to Improve. In January 1983, 
Costa Bica concluded a rescheduling agreement with Its bilateral official 
creditors at the Paris C+ub and in late Bprll It reached a debt resched- 
uling rgreememt with the fortign commercial banks. The signing of the 
legal documents pertaining to this latter agreement Is pending and Is 
expected to take place in the near future. 

’ Tha authorities have reaffimad their fntentlon of continuing to 
comply with the program and have fndfcated that they are prepared to 
take the -urea that may be necessary for that purpose. In the fls- 
cal 8re8. the authorities are la the process of adjusting expenditure 
policy of the public sector in tiew of the lower inflation and more 
limlted axternal financing than had been axpected, In order to keep 
the banhing eyster credit to the public sector aad the overall deficit 
within the program levels. The staff would note the authorities’ la- 
tentim to pursue a fiscal policy which will be consistent with the 
progrrm aud wisims to Btre#l the fmportancc of mdntsining a level of 
public eector expenditure which not only till be consistent with the 
avallabiUty of ffaancing, but which will also eerve to hold down doa 
eetic inflation and the preasurer on the balance of payments. The staff 
would 8luo vish to sxprees its conceru about the receat revere81 of the 
last phaeed Increase In electricity ntea which was adopted under strong 
pressure from conew8r81 Hot only will the effects of this action need 
to be offset, but it should be amph86ized that the authorities cannot 
afford to accede to pressures that weaken the revenue base of the pro- 
grara Curthermre, for the successful implementation of the program 
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It will be essential that the authorities keep thelr connzltment to 
lncrcese wlthout delay the prices of 011 derivatives and electricity 
rates for incre8see in oil Import prices and/or the exchange rate. 

fn accordance with the policy fntentfoa stated fn the program, 
some efforts have bee8 made in trying co sell some of the enterprises 
controlled by the St8tBUued developrpent corporation (CODESA), The 
staff would note that progress In this area has been slow and would 
like to emphosize the need to act declslvely on this front. Only 
through the sale of some of these enterprfses will CODESA be able to 
Improve its financial sftuatlon and avoid recourse to Central Bank 
f ihaacfng. 

The authorities hme recently decided to lower by a small amount 
domestic interest r8tes in the hope that such a wmsure would provide 
some encouragement to economic activity without weakening the overall 
perforasnce under the program. The authorities belAeve that, given the 
reduction which has taken place in domestic Inflation as well as the 
expected rate of fnflatfon and the drop of interest rates abroad, a 
small reduction in domestic interest rates is justifiable. The staff 
feels that such smmure 1s acceptable in light of recent developments 
in domestic inflation, but would l%ke to emphaslze that the authorltles 
should be prepared to raise interest rates promptly if circumstances 
should wartent it. In this regard, It will be crucial to monitor closely 
the deamnd for domestic flaantial assets in real teras to ensure avold- 
ante of pressures on domestic prlcae or the exchange rate. 

Regardlog incomes p&fey, It will be Important that the authorities 
lmpleocat in future months a prudent wage policy as the final degree of 
success in the abatement of fnflationary pressures will depend cruclaily 
on it. Given the salary rrdjustment granted public sector employees at 
the beginsing of the year and the recent deceleration of Inflation, 
there should be uo further adjustments of public sector salaries in the 
remainder of the year. It will also be Important that the authorities 
continue to apply price -controls In a flexible manner, allowlng mrket 
forces to be the msfn detenslnant of prices. 

The staff recognizes that progress has been made toward the unifl- 
cation of the exchange rates and that the exchange system hss been 
operated in confozmity with the understandings under the program. It 
also notes the authorities’ reaffirmation of their intention to complete 
the unlfleatfon of the rates before the end of the program period. Hou- 
ever, &he staff wishes to exprees Its concern shout the need to assure 
export competitiveness, and supports the authorities’ plans to keep 
exchange rate po?.icy under close review. 

Progress has also been made toward Costa Kits’s normallzatlon of 
its rektions with foreign creditors. It is expected that with the 
entering into effect of the debt rescheduling agreements Costa Rica 
will be in a position to ellmlnate Its external payments arrears by the 

: 
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end of the year. Costa Zica ‘8 debt management problem, however, will 
be solved on a lasting basis on19 through the reduction in the public 
sector’s reliance on foreign borrowlug and the achievement of a strong 
and sustained grouch of exports. 

The authorities have given asburaaces chat the multiple curreacy 
practices and restrictions on pa9mancs and transfers fos current iacer- 
national tranaactioas described in EBS/g2/213 and in this paper are 
transitional measures with a vlev toward the unification of the exchange 
system. At the same cfme, negotiations on the settlement of all external 
paymeats arrears have almost ken completed. The staff therefore recap 
mends temporary approval of these measures. It is recommended that the 
next &clcle IV consultation tith Costa Rica be held on the standard 
12woath cpcle. 
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VII. Proposed Decisions 

The following draft decisions are proposed for adoption by the 
Executive Board: 

A. 1983 Coasultarion 

1. The Fund takes this decision relating to Costa Rica's 

exchange measures subject to Article VIII, Sections 2 and 3, in 

light of the 1983 Article IV consultation with Costa Rica con- 

ducted under Decision No. 5392-(77/63), adopted April 29, 1977 

(Surveillance over Exchange Rate Policies). 

2. Costa Rica maintains multiple currency practices and 

restrictions on payments and transfers for current international 

transactions described in EBS/82/213 and EBS/83/127. In light 

of the continuing implementation by Costa Rica of policies for 

balance of payments adjustments, which are supported by a stand- 

by arrangement, the Fund grants approval for the retention of 

these multiple. currency practices and restrictions until the . 

termination of the stand-by arrangement or December 19, 1983. 

B. Review Under the Stand-By Arrangement 

The Fund and Costa Rica have concluded the review pursuant 

to paragraph 4(c) of the stand-by arrangement for Costa Rica 

(EBS/82/214, Supplement 1). The Fund finds that no further 

understandings are necessary. 



Status: Article VIII. 

Quota: SDR 61.5 million. 

Fund holdings of Hillions Per Cent 
Costa Rican colones : As of April 30, 1983 of SDRs of Quota 
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Fund Kelations with Costa Rica 

SDR Department: 

Gold distribution: 

As of April 30, 1983 of SD&i Allocation 

Net cumulative allocation 23.7 100.0 
Holdings 3.0 12.s 

Costa Rica has received gold distributions 
in the amount of 27,387.0 fine ounces. 

Direct distribution 
of profits from .. 
gold sales: Costa Rica has received USSS.1 million. 

Exchange rate: A multiple exchange rate system consisting 
of three separate rates: an official rate, 
a banking rate, and a free rate. As of 
April 30, 1983 the exchange rates for the 
colon (buying rate) were C 20 per U.S. dollar 
in the official market, C 40 per U.S. dollar 
in the banking market, and C 44 per U.S. dol- 
lar in the free market. The representative 
rate for valuation of the Fund's holdings of 
colones is the banking rate. 

Last consultation 
(Article IV): 

Last consultation discussions were held in 
November 1979, concluded in January 1980, and 
completed by the Executive Board on March 12, 
1980 (EBM/80/43). 

Technical assistance: A panel expert from FAD is assigned to the 
Ministry of Finance. 

Total 
Of which: 

Credit tranche 
EFF 
SFF 6 EA 
CFF 
Oil facility 

158.6 257.9 

(17.9) (29.2) 
(11.3) (18.3) 
i22.0) (35.8) 
(45.5) (73.9) 

(0.4) (0.7) 

Millions Per Cent of 
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COSTA RICA 

Area and population 
Area 
Population (mid-1982) 
Annual rate of population increase (1978-82) . 

GhT per capitz (1982) 

Origin of GDP (1982 est.) 
Agriculture 
Manufacturing 
Commercial services 
Construction 
Other 

Ratios to GDP (1982) 
Exports of goods and services 
Imports of goods and services 
Central government revenue 
Central government expenditure 
External public debt (end of year) 
National savings 
Investment 
Money and quasi-money (end of year) 

Annual changes in selected economic 
indicators 

Real GDP per capita 
Real GDP 
GDP at current prices 
Domestic expenditures (at current prices) 

Investment 
Consumption 

GDP deflator 18.8 44.7 88.6 
Consumer prices (annual averages) 18.1 37.1 90.1 
Wholesale prices (annual averages) 23.7 65.3 108.2 

Central government revenues 17.6 47.; 74.4 
Central government expeidftures 24.9 24.8 52.7 

Money and quasi-money 15.1 27.3 48.4 
Money (16.8) (46.7) (59.9) 
Quasi-money (13.8) (14.6) (41.2) 

Net domestic assets of the banking system L/ 51.5 62.9 104.5 
Credit to public sector (net)/ (16.7) (9.1) (6.8) 
Credit to private sector L/ (10.0) (6.4) (17.8) 
Counterpart arrears and others z/ (24.8) (47.4) (79.9) 

Merchandise exports (f.0.b.) 6.2 0.2 -12.6 
Merchandise imports (c.1.f.) 9.3 -20.6 -29.1 

50,900 sq. kilometers 
2.3 million 

2.5 per cent 

SDR 993.7 
1982 

(PeFEnt) 
19.9 
22.5 
13.0 

3.8 
40.8 

45.1 
56.1 
13.2 
16.3 

118.0 
8.4 

18.0 
33.4 y 

1980 1981 1982 P - 

-1 (In 
per centr 

.7 -7.1 -11.3 
0.8 -4.6 -8.8 

19.7 38.1 69.8 
19.2 30.1 55.4 

(25.7) (9.6) (44.8) 
(17.2) (36.6) (58.1) 
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Central government finances 

Revenue 

1980 19,31 1982 
(milllone~f~colon;?'i;r 

4,982 7.333 12.792 
Expedlture 
Current account eurplus or 

deficit t-1 
Overall deficit (-1 
Orternal financing (net)/ 
Internal flnandag (net) 

0,282 10;332 15;775 

-1,370 -893 -906 
-3,300 -2,999 -2,983 

678 1,487 2,457 
2,622 1,512 526 

I 

Balance -of payments 
Herchandfse exports. f.o.b. 
Merchardlse lm~rts, c.1.f. 
Factor services (net) 
Other ecmices ard transfer6 (net) 
Current and transfer account balance 
Official capital (net) 
Private capital (net)?! 
Financial latermedlarie~ (net) 
Accumulations of arrears 
Chaqge in net official Inter- 

national reaemes (increase -1 

(millions of U.S. doll$ 
I.001 1.003 

-1;528 -1;213 -860 
-216 -319 404 

79 104 146 
-664 -425 -242 

227 67 -14 
-181 -64 -16 

162 -43 -54 
283 359 461 

173 X06 -139 

Internatioual reserve position 
Centtal Bank (gross) 
Central Bank (net) 
Rest of banking system (net) 

IMP data (au of April 30, 1983) 
Article VIII status 
Intervention currency and rate 
Quota 
Fund holdi& of colones 

From Fund resources 

(mi$ns of U.S. dollars) 
147 263 

-137 -244 -104 
12 13 

U.S. dollar at C 40.00 per US$ 
SDR 61.5 mllllon 

SDR 158.6 million 

Credit tranche purchaeee (Including SBA) SIR 17.9 million 
EFP purchases SDR 11.3 million 
CFF purchases SDR 45.5 million 
Cil facility purchaees SDR 0.4 million 

Fran Supplementary and Enlarged Access resource6 
Stand-by purchases SDR 10.75 million 
EFP purchases SDR 11.25 million 

Fund holdings under Enlarged Access Policy A/ 83.3 per cent of quota 
Total Fund holdings 157.9 per cent of quota 

Stand-by arrengemcnt (December 22, 1982- 
December 21, 1983) SDR 92.3 mfllion 
Purchaeea thereunder SDR 18.5 million 
Status of drawing rights thereunder Intact 

Special Drawing Rights Department 
Cumulative SDR allocation SDR 23.7 million 
Net acquisition or utilitatlon (-1 of SDRs SDR 20.7 million 
Noldl~s of SDRs 12.7 per cent of allocation 

Share of profits from gold sales USS5.1 million 

1/ Average of outstanding balance at the end of 1982 and 1981 In re- 
latlon to GDP. 

21 Against the stock of liabilitiee to the private sector, Including 
lixbilities to nonbank financial Intermediaries, at the beginning of the 
period. 

31 Includes accumulation of interests in arrears. 
z/ Includes errors and omissions. 
z/ Refers to Fund's holdings related to credit tranche (including SBA) 

a&i EpP purchases from Fund resources , plus purchases from Supplementary 
ad Enlarged Access resources. 
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cwca Rica: S+leeted Leooeuc Md ?iawelr! Iadlucorr 

is8c10841 lncom 8ad nrica 
COP l cowt~nt ptiar 
CUP defhor 
cowuut pricn (end of period) 

(average) 

1::: 2: 

17.8 b3.1 
18.1 37.1 

txc*rwz Bector (oa tbc bwiD 
of U.S. dollarm) 

Exports. f .o.b. 
Im&8I c.i.f. 
w-11 Importa. c.1.f. 
Export role 
Mport volllr 
tscu af rtade (deterioration -1 
rhmiwl effective .adlMge rate 

(d.qrme14t1oa -) 
aeal effective achmgc rate 

mpr8cmiw -1 

6.3 0.2 

t:'o 
-20.6 
-22.4 

4.8 7.6 
-3.6 -25.7 
-0.5 -13.0 

0.4 -139.0 

8.1 59.9 

Goverwent budmr 
Irrwaue ad grMC# 17.6 17.2 
Toed apmdlture 24.9 24.7 

uowv Md ctedlt (bulkias nrta) 
Yet d-tie umata i&i 

hrblic seetar I/ 
Prfwro rwtor-s / 
Qatwput l r&r sad ocbetr y 

bdiw- aad looptar fore&p 
liabflirfem Af 

Llabllltler to ptivote l *etor (Mjljl 
veloclt~ (uw r8hCl~ to n3,y 
xwerRst rate hrmwl rats, 

sirroach Uw dewit) 

lob.5 51.9 
(6.9) (4.6) 

(17.8) (20.7) 
(79.9) (26.6) 

6.3 2.2 9.0 21.1 
15.1 27.3 h&b 30.7 

2.7 2.8 3.0 3.1 

19.8 21.5 25.0 . . . 

(In wt cent of CUP) 

11.2 13.9 
-3.3 -1.6 

;;:g 
. 

;;:i; 
. 

26.6 21.1 
12.2 9.3 

-14.4 -11.7 
-21.4 -5.8 

56.3 77.7 

-1.8 
86.3 
81.8 
90.1 

h6.5 
40.0 
55.0 

35.8 
19.3 
37.9 

-12.6 
-29.1 
-33.0 
-11.9 
-34.4 

-8.1 

7.4 
1.4 
3.2 
b.0 

-1.1 

2.7 
4.7 

10.6 
2.5 
1.6 

-2.6 

-60.0 . . . . . . 

22.9 . . . . . . 

74.4 59.9 49.3 
52.7 47.2 43.7 

35.5 
(4.7) 

(15.0) 
(IS.81 

IS.7 
19.8 

2.9 

22.0 

9.1 
-0.9 

$2; 
. 

18.0 
8.h 

-9.6 
0.7 

4.4 
0.2 

k3, 
(1.5) 

18.1 
10.1 
-8.0 

3.8 

4.0 
-0.4 

;I:!; . 
. 

20.5 
10.8 
-9.7 

118.0 116.2 127.8 

(XII ver MC of upotte of rood8 and nwlces) 

Debt l uvlcr ratios/ 
Losct#t payment* g 

33.4 31.7 Af 57.2 At 50.0 
14.6 25.6 21 34.8 r/ CO.5 

(IO milllow of U.S. dollara) 

Chug+ lo met offldrl foreign toseww -173 -106 139 . . . 
Cram ufflcial f8lwv8l kmtlu 

59 

of lqmts1 1.8 I.5 
e~urad paywot~ urwttl (duruor -)z/ 283-O 358.8 46::: -,.,,%,.,O::: zf 

Swrcm: Central Bmk of Cata Rica; Klairrry of Pinmu; and Fund rcaff r~tiwcar. 

L/ ~&UC the stock of liabilitier to the private l ctot. IncIuding llabilltier to 
aoabnk fi-la1 iotumdiul*~. l c the kginni~ of the pmiod. 

2/ Includes llablllties to noabmk flmanclal iatrtmcdiatl~~. 
31 GDP of ymrt relscive to ttu muage bl3 of mart-1 plus yearI. 
S/ fncldw l ccmuhtloo of toterestm la l rmm. 
71 locludem tmpald lotereat aad nortls8Uao. 
3 Afur rududuliag of utwra ad cutala CuttWt payment*. 
T/ Ioclwivc of Puad chargea and repurcbau~ u wll l ‘ fatcrest on Nhort turn.. 
a/ ZX&+ l trwrm 00 dott-rum foreign ll~bllltirr of the Central Bank. 
91 lsMcr ted3eddl~ of pqnnta urura. 


