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I. PRE-CONDITIONS FOR INDUSTRIALIZATION

4, The market

According to information supplied by the General Directorate for Statistics and
Censuses, in 1750, the population of Costa Rica was slightly more than 812,000
inhabitants, This, together with the fact that the per capita gross domestic product
was only $257..0 (see table 1), sharply limited the domestic market and its ability

to support the establishment of new industries in the country,

One of the most salient characteristics of the Costa Rican economy in the 1950s
was its relatively small pur<hasing power. This, together with the fact that domestic
demand wae spread over a wide range of products, meant that the local market was

barely adequate economically to Justify the installation and operstion c¢f a few
activities,

The smallness of the market, for its part, in addition to acting as a constraint
to transforming the structure of manufacturing sctivities into one more capable of
ensuring better economic and 8ocial development, has noticeably affected the costs of
many production units, especially in the manufacturing sector, The smallness of the
market was also the cause of large amcunts of idle capacity, which were partially
eliminated when a larger market was open when Costa Rica Joined the process of
Central American economic integration; this made it possible at the same time to
reduce the unit costs of some enterprises,

The liberalization of trade beginning in 1962 meant for Costa Rica an accelerated
import-substitution process., The prog:ess made in integration up to the present
time shows that the increase in industrial activity has been achieved primcrily
through increased utilization of idle capacity, and the operation of industries which,
while requiring a market larger thon the domestic one to operate with satisfactory
costs, are not among those which require the market of the zones It can therefore be
concluded that the domestic market is not at present large enough to make some
industries which have been set up in recent years economical, end the size of the
domestic market limits the development of basic industries producing intermediate
and capital goods, as well as some consumer geods industries which require the whole
Central American market for economic operation; Costa Rice and Centrol America

a8 a whole therefore consider the process of regional integration to be a necessary
prerequisite for satisfactory growth,




Despite the exietence of o market lorger than the domestic market, demand
is inadequate for meny jndustrial cctivities which could well develop in the countiry.
Therefore, the cow.try must moke unflaggirn efforts to achie e diversification of
exports outside the arca. This would at once meke it possitle to overcome the country®s
small capacity to import and place at jts disposal greater resources for servicing

purchases from abroad.
B. Transport

The country's rete of growth with regard to investment in transport during the
1950s was quite high, and increased &s much as tenfold between the beginning and the
end of the deca,de.1 None the less, it cannot be said that the country's transport
and communications system was adequatcly developed in the 19508 to provide new

jndustrial enterprises with casy access 1o markcts throughout the countrye.

The structure of Costa Ricen transports must be considerecd, albeit briefly,
to determine whether or not the country has had and has an integrated and efficient
transport and communications system, guarantecing an adcquate flow of persons, goods
and werviccs to all arcas of the country, and whether, in kceping with requirements,

the system facilitates trade, which helps to increase the national wealth,

The socio—economic phecnomenon which has had and continues to have a considerable
influence on the structure and proccss of transports in Costae Rica is the higher
degree of cconomic develepront of the central zrea of the couniry, commonly referrcd
to as the Mescta C-ntral, which ig largely devoted to coffee sroduction, although
other export and gencral consumption articlew. are also produced, and is much more

densely populated than the peripheral arcas.

San Josf, the capital, has the highest population density, end the heaviost
traffic in the country circulates in thc Metropolitan area, which comprises the city
and neighbouring localitices.,

As regards means of communication, the most highly developed are highways
and land communication 1inks connecting various towns and cities with thec area of

greatest density.

1/ Caracterfstigces de la Econonfa de Costa Rica, 12%0—1%2 (Characteristics
of the Costa Yican Economy, 1950-1962.), Floming icc, September 1965, page 157.




A bricf consideration of the distribution of land links shows that as they get
further from the arca of grcatest population density, they become more inadequate,
. to the point thet .here are arcas, mainly .gricultursl ones, which have no mcans of
land communication with thc remainder of the country. The fact thoi the density of

+ population and means of communication is grcater in the central arca of the country,

and especcially in the Metropolitan ares of San Jos®, memnt that rcsnonsibility for
the industrial development of the country rested with this orca during the 1950s

end even more so after 1963, when Coste Rica adhercd to thc Central American free

trade treatics,

Since the whole country did not -t the outsct have adcquate impe*us for investment
in this type of infrastructurc, possibilities for accelerating the process of
geographical drcentralization of industry during the 1960s were limited, and the
economic exploitation and efficient utilization of rich industrial raw material
producing arcas was hampered, In addition to thc network of land links, thc country
has other mcans of transport such as thosc provided by twe rcilway enterprises, which
providc daily servicc to Puntarenas and Limé&n, the main Pacific and Atlantic ports,
respectively, Therc arc also a number of airlinc routcs connecting and scrving various
important areas of the country. Thic shows that Costa Rican industry now has a national
system or service for the distritution of its products which is cfficient in some
degree,

C.  Eower and water

Electric power

When the Costa Rican Elcetricity Tistitute (ICE) was set up in 1949, the Statec
started to play an active and important part in solving the clectricity problem &t
the national level., It was possiblc, hy taking advantagc of the favourable economic
situation in the carly ycars of thc 18508, to give financial support to thc Institute,
The existing manpower potential in thc tcchnical ang administrative ficlde was also
put to work and, after appropriatec prcparation, has becen in charge of developing

and implementing the most important electrification programmes in the country,

In 1972, when it had becn in cxietonee for 23 ycars, ICE had built most
(718.8 per cent) of the gencrating capacity anstalled in the country through public
service cnterprises, and had also acquired control of the gqmp‘aj;fa Nacional de Fucrze
 Luz, which during thc same year served 105,980 consumcrs, or 53+3 per cent of the

total number of consumcrs served by the public scrvicc electricity cnterprisce in the

2/ FElectricity statistics, Natiomal Elcctricity Sorvice, 1972.




In the period 1962-1072, the installcd elcetrieity gencrating capacity of public
gerviee cnterprises grow at an annusl rate of 11.5 per cent, inecrcasing from

105,870 kw in 1962 to 281,838 kw in 1072, This favourablec d.vclopment in clectric
power gencration mede it possible not only satisfactorily to mect the demand of
industry existing at the beginning of the current period of cxpansion (1962),

but also to copc with incrcases in dcnand arising from thc installation and starting

up of large ncw jndustri.l plants in the country.

As can be scen, the country has madc an intcnsive offort in rcecent years to
produce thc clectric power required to mect the growing demend nccessarily arising
out of its development, According to information from the National Electricity
Servicc, sales of clectric currcnt grew by 646.4 million kw betwcen 1962 and 1970,
increasing from 395.3 million kwh in 1562 to 1,041,7 million kwh in 1972.

Demand from thc manufacturing scctor jnercased, and this secctor absorbed a large
gharc of the inercascc in elcetric current gencration, coming to be the sccond largest
consumcr. In 1972, 295.1 million kwh, or 28,3 per cent of the total, were destined

for this scctor, comparing favourably with 10.5 per eent in 1962,

1t is also important to point out that Costa Rica, which has the highest per
capite conemption: of electric powor in Central Amcrica, has been ablo to establish
the lowest tariffs in the area (40,0215 — average pricc per kwh in 1972) for all
scrvice, and has even lower tariffs for industrial consumption: $0.0192 per kwh also
in 1972. This has favoured the industrial dcvelopment of the country. Another factor
which has encouraged the development of produetive activitics in the country, and in
particular manufacturing industry, 1is the fact that, of thc total gross electric
power gencration in thu country (1,2¢6.4 million kwh in 1972), more than 95 per cent
was accountcd for by public service cnterprises, and the remainder by small enterprises
far from the major population centres and other large cnterprises such as the Pacific
Flectric Railway and geveral large ranchcs which would appear to find it profitable

to gencrate cleciric power for their productive activitics.
HWater

The situation is a little diffcrent as regards the supply of water for industry.
Before 1961, administration of ihe cxisting water mains was the rcsponsibility of
the individual muricipalities in the country and, with only a fow exceptions, the

3/ Flectricity stotistics, Nationol Flectrieity Service, 1972.




systems were not adecuatc to meet the requircnents of the growing population and
cfficiently copc with the cxpansion of productive activitics in the country,
especially uew indastries, In order to or .ratc efficiently, many of thesc industrics
therefore had to install their own watcr rupply systems, resuliing in incrcases in

industrial coste.

In 1961, the Servicio Nariesal do Acucductos y Aloantarillade (National Wetor
Mains and Sewors Scrviec) (SNAA), ¢ scmi-cutonomous bedy responcible for mecting
nationwide requircments for drinking water and sowcr facilities, was sct up. At
present, ncarly all the citios in the country hive wotor mains syctoms. The SNAA has
prepared aggressive programmes for improving thc¢ quality of these systems, some of
which, such as the onc known as the “five citics programre’, wre zlready being
implcmentcd. Studics ore being carricd out for the “fourtecen citics programme' and
considerable progress has been mede in solving the problem of water cupplv in rural
areas by implementing a specific weter mains programme for thesc areas, Studies will
also be continucd to determinc what demend there will be for woter mains in the next
few years., Construction of the metropolitan water mains syst-m, which will supply
the most densely populcted arca of the country wherc the largest nuner of industries

are concentratced, will be continucde

D. Industrial sitcs

- -t~

.

Costa Rican industry is highly concentrated in the Mcscta Contral, where the
greatest density of population and finencial and commercial activitics arc found.
This area comprises the mzin urbsn centres of the provinces of Cartago, Heredia,
Alajuela and San Jos%. A study carricd out by the University of Costa Rica indicutes
that in the mid-1950s, w.rcund 80 per cuut of all industricl establishments were located
in this area and thet San José accountcd for 4545 per cent of the total for the
country. None the lcss, appropriate industrial sitos were not found in locations duly
seleccted for the purposc, On the contrary, industrial enterprises were sct up in
& disorderly way, first of =1l in thc contre of the cepital c¢ity and then around
its periphery and in the provincial capitals, without properly dcsigned siting plen
providing for common serviccs and circumventing the problems of crowding of

persons and enterpriscs, poor hcalth conditions and social distarbances,

Caractcristicas de le Econom”e dc Sosta Rica, 1950-1962, Planning Office,

L~ -
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Efforts have been made to solve somo of the basic problems of Costa Rican

industry. For cxomplc, for soveral yorrs the Centrcl Amcrican countries have becen

intercsted in developing industrial cstatc:. In Costa Ricd, both the Housing and Town ' %
Planning Institute (INVU) and the Plonming Officc (OFIPLAN) hove carried out §
jnvestigations nlong these 1incs with tcchnical assistance from international ?
aguncies. As 2 rcsult of thesc investigntions, a comprchensive programmne for an

industrial estatc in the province of Mgzjucle and o preliminary one for Pavas have

becen prepareds
The basic objectives of the industrial cstates aret §

1. To spread industry over the territory in order to avoid concentration in
a few focnl points;

2. To offer cheop and well located land to entreproneurs establishing themselves
in the estetes;

3, To orgénize common garvices and thereby achieve external cconomiesj

4. To offord long-tcrm and low-interest credit for the purchesc of buildings
and land.

The results of these efforts werc finally focussed on Paves and an industrial
arca which has been under intcnsive development in the province of Heredia. In this |
way, some of the objcctives listcd above such_as improved and more appropriate |
geogrophical distribution of industry ~nd orcdit facilitics for the purchose of land
have been partially rerlized. As regords the existence of common services, Wwe can
single out only those originating in theo supply of powcr end water and means of

communicatione.

In the rest of the country, progrommes dirccted at developing industrial zones
or cotates have not borne fruit. The ncceésity of reguloations in this sphere is
obvious. Industrial plants oftcn producc noise, hcat, smeke, fumcs, odours, wastes,
congcstion of transport, ctc. which becomec more acutc ag time paescs. In order to
solve the problems reiscd by populction growth and the proccss of urbanization and
jpdustrialization, the Legislative Assembly approved the Town Planning Law in August
1968.

E. Logcal raw maforials

According to informztion provided by thc General Directoratc for Statistics and
Censuscs,. of thc total row moterials and pockeging used by domestic indust 6 I
during 1956-1957, 75.6 per cent wos calculsted to be of domustic origin. Six years

later, in 1962-1963, this proportion hod dropped to 65.8 ver cent.( ‘

£/ Sccond Industrinl Cansus in Costn Rier, 1950,
Third Ccnsus of Menufacturing Industrics, 1964, Ropublic of Costa Rico.
1/ Including the most traditicncl scctors such as coffce and cocoa milling.
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This is explaincd v the fact that curing the 1950s morc than 80 per cenv:‘-’/
of the valuc gener-to) in indus*ry w-r - coounted for bty the tradition:l industries,
especially those pooducing foods*mfw, 1oy rages, tobacco, f.otwerr and clothing,

wood and furniture -nd lcother ond lc-thos vroducts,

Most of thesc¢ indusiries cupplic & thencelvis with loceol row m~rterials, although

not in quantitics and qualities wWecatte te meke it possible for them to pretend
to be highiy efficiert and compevitive indurirics, Evan todoy, somc of these
drawbacks persist in certain industrial activitics such z5 the footw:oar industry.

It is thoughi +that through impreveu:'nis in and mechanizotion of the industry,

progress can be meade in this connexion,

Some of the most important industri-l entorpriges estublished at the end of
the 19508 and during the 1960s such rs = petroleum refincry, a wheat mill, a tyre
fectory, & fertilizer plont and sever-1 chemicel ond phermaceuticel plants supply
themselves primerily with inportcd rew moterizls. So the rclationship between industry
and its input requircmcnts eprears to indicatce that the industrialization which has
thus far teken plece hoo gone hand in hand with a grester trend townrds supply from
foreign sources, and it will not b- cosy to choange this trend until industry itself
and other scctors of the country's economy have achieved ¢ greaster degree of integration
of their productive strmcture,

In thg 19608, somc protected industriecs were established to provide new sources
of deomestic raw mctericls, One of thege is the cement factory, and full import-
substitution has been achieved in respect of cement, In =ddition, boginning in 1960,
when the export market for guger and processed meats emcrged, new sources of
production of sugar cane and livesiccl. wore established ond startcd operating, These

scctors are now strong foreign cxchange carners for thc country.

None the less, meny sources of loezl raw materials for industry, especially
thosc of agricultural and mineral origin, heve been wnchble to acvelop owing to the
lack of programmcs of rescarch and eveluation of the relevant natural resources and

to the lack of adequate legislation in this ficld,

_fg/ Estudio del L_desarrollo JAndustrinl Lonstorricansce (Study on Costa Rican
Industrial De DevelopmentT prehmm:..:ry vcrswn, Plzmn:mg Offxce, June 1964,




Sincc the carlr 1950s, when the Law on New Industrics wos promulgated, Costa
Rican industry hcs enjoycd cxemption from customs duties on imports of raw materials
which zre not locs'ly produced. Thc Custc s Teriff of 1964 - mpowered the central
Government to reimbursc customs duties poid on row meterinls used in the production
of articles intended for cxport. In 195¢, thc Law on thc Protection and Development
of Industry, which greatly increased the ameunt ond brocdened the naturc of cxemptions

from customs duties for industry, cntcred into force.

The Cantral Americen Agreement on Fiscal Incentives to Industrial Development
was signed in 1962, It entered into force in April 196S. This instrument establisuned
& greducted exemption from customs dutics end rclaoted charges, including consular
fces, on the import of raw matericls, semi-finished products and packaging ranging
from 100 per cent in the first five years to 60 pcr cent in the three following
years and 40 per cent in the subsequent itwo ycers for new industrice producing raw
materiale, capital goods <r consumcr goods, packeging or semi-finished products,
provided that at lcast 50 per cent of the total rew matericls, packaging and semi-—
finishcd products used were of Central American origin. Therc is a classification
for the other types of industry ond the incentives granted on the basis of their

importance,

In order to cnsurc, inter alia, the suppiy of imports, thc Industricl Law and,
more rccently, the Central Amcrican Agrecment on Fiscal Incentives to Industrial
Development empower the centr:l Government to sign coniracts with entrepreneurs,
None the less, prcrisions governing currcr sy cxchange laid d wn by the Central Bank
have somctimes offcctcd or temporarily intcrrupted the normzl machinery of imports
of raw materials for industry by reducing or delaying thc provision of official

forcign exchenge owing to o wenkening of thc country's international currency

rescrves,
F. Human skills

At the outset, domcstic industry - which was, it is true, very rudimentary -
wes fed with manpower treined in vocationzl schools or through working under skilled
workers, Thcse training schools were initially genuinc trede schools. Then they
developed, and intcrmediate-level end vocationnl training were combined in them.
In thic way, it was possiblec to improvc the quality of the education they provided,
However, hy its very design, thu syciem wos uncble to meet the nced for skilled '
vworkers, supervisors, cccountants, middle menagement, scnior management and enginecrs,
and this placed real checks on the industrialization of thc country, above all in
the early ycars of the 1950s,




When the country undertook systematic industrial development, the manufacturing
sector changud radicelly. More complcw industrizl entcrpriscs were sct up and
existing ones were expanded, giving rise t the need for gre-ter specialization of

nanpower,

According to information from the Gererel Directorrtc for Stetistice and
Censuses, in 1950, the lchour force in the industrisl and crtisanal sector of the
country comprised 43,102 peraons,(' or 15,3 per cent of the cconomically active
population of thc country (scec table 2). This figure had risen to 75,164 percons
by 1963 and to 85,378 by 1967. Thic mcens ihat, of the totol cconomically active
population of the country in those yecrs, 18,4 snd 18,7 rer cont respectively were
employed in the industrizl sector.

The relative share accounted for by artisans and workers in total industrial
manpower dropped considerably during the period from 1950 to 1967, decreasing from
83,0 per cent in 1650 to 48.5 per cent in 1967, with » corresponding incrcase in
other categories such as professioncls (enginecrs, economists, nccountants),
technicians, menagers nnd administrators, clerical cmployecs and sales pcrsonnel
who made e contribution of somc importrnce to Costa Ricc¥s industriasl dcevelopment
(sce table 3).

When the change took place in the manufecturing scctor, the University of
Costa Ricr had alrcady been in existence for several ycors and was cble, by expanding
its sphere of influencc through the creastion of new me.jor fields to supply professionals
at some of the fundemental levels of industry. However, owing to the shortage of
medium-level technicions, this educationsl institution has been compelled to take
on functions typical ¢f o technological institute without, however, completely
adapting to the charccteristics of such on institute,

The lack of an institutc of technology has been felt for many yesars in the
Costa Ricen cducctionsl system. One was rceently set up, and it is hopcd that it

Will meet a much felt necd in the industrial development of the country,

2/ Including urtisans and workcrs in industry, building snd other sectors.




In order to meet thc necd for skilled libour for industry, Lew No. 3506 of
21 May 1965 set up the Nationnl Institute of Appronticeship (INA), In order to fulfil
its task, INA uses vorious types of traini .gs
(a) Vocational training: turns cormon labourers or 'pecons® (unskilled workers)
into skilled workers;

(v) Supplementary training: turns workers with incomplcte knowledge of their
trade into skilled workers;

(c) Further training up~-grading courses: given to semi-skilled, skilled and

highly skilled workers with thc objecct of preparing them for jobs at
higher levels, including supcrvisory posis;

(d) Spccialization: Intcnded for skilled and highly skilled workers who
require comprchensive and thorough knowledge of a specific technique in
their trade, for the purpose of training specinlized workers rnd technicions
in the preparation and control of production;

(e) Apprenticeships Means of comprchensive training. Intended for youngsters
and dcsigned to train workers ablec to exercisc skilled vocetions requiring
manuol skill and technicel lmowlcdge which can be acquired only in
relatively long pericds of time and in contact with the acturl jobe

The effort which thc country hos been end is making in vocztional training

speaks for itself, During the 1060s, it was possible not only to reduce the
shortage of professional skills for industry, but also to lay thc foundations on

which the countiry con base a systemotic training of skilled labour,

Ge Aveileble financing .

There is no doubt that financing plays a strategic role in under-developed
countries such as oure. The low lovels of savings choracteristic of these countries
arc reflectcd in an ceutc -nd chronic shortage of the funds for investment needs
which they have for use in their development efforts. Costa Rica has not been an
exception to the rule, end during thc 19508, not only was there a shortage of
resources for industry, but adequate mechanisms were not crcated for the collection
and mobilization of the internal rcsourcee requircd to accelerate the country's

industrialization.

The inadcquacy of funds encourcged their use in speculative activities in the
nature of commercial copitalism rather thon in induetry, since the former were more

lucrative and lecs risky thon the latter., This some situation hes impeded the

formation of an entreprencurial clasc in our country., In the final analysis, it




has been prefercble to finanee commerce or to take out nrtion.l bonds than to set
up industrizl enterpriscs, I+ is thercfore necossary thet the country should grant
major incentives t indvatri-i investiment, that there sheuld be supplementory
participaticn by the public sccter through credit mechonisms and that o climatc

favourcble to foreign investment chould bc promoted,

The national benking system in Costa RBien, using iis own roesources and foreign
loans, especially from the Inter-incricon Dovelopment Bonk ~nd the World Buank, hes
done the most in fincneing fixed and operating capitel in industry, as can bc scen

by the increase in aliccations in thc lest few yerrs (sce table 4),

This is an excellent policy, considering that other nctivities such as
agriculture and stock breeding, which erc cssential for the development of our

. . . 10
cconomy and requirc lerge investments rust be financod,-

At the rcgional level, th: mcin source of credit hes been the Central American
Bank for Economic Infegrotion (BCIE), and in the privet. sector, the Costa Ricen
Industrial Finance Corporation (COFISA), which his been oper~ting using its own

resources and loans fro~ the Agency for Internetional Development (h1D).

At thc end of 1965, loans to industry ~mountcd te :27.1 million colornes,
according to figurcs frem the Co-ordincting Commission, whilc those to COFISA
amounted to 30.6 million colones, and thosc to the Centrrl Americon Benk for
Economic Integration to 9.0 million coloncs., These figures hiwve increased considerably
in the last fow yoors, owing not only to t"¢ efforte of ihe commercial bonks, which
can be appreciated in table 4, but also to a greater inclinetion by international

finance cgencies to gront lowns for iidustry under increcsingly favourable terms,

The Law on thc Pretection and Development of Industry (at the national level)
and the Agreement on Fiscal Incentives o Industry in Centr~l Amcrics arc instruments
which have encoureged o high dogrec of investment in industry, since they contain
provisions for exemption from customs! dutiecs on the import »f industrial machincry,
for periods of up to ten years in respect of enterpriscs producing row matcrials

and capital goods., As far as the Government is conerncd, in its cagcrness to

10/ Plan Operativo Induetrinl pora cl afio 126% (Industrial Plan of Opcration
for f§3§), Planning Ofiice, September 196§Th3an Joeé, Costa Rica, page 35.
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encourage the industricl development of the country, it has made generous provision
for granting the permits cond foreign crchange required to import needed machinery.
When there has been & shortage of foreign exchange or it has become necessary to
¢stablish a system of double exchange rates, both raw moterinls and industrial
machinery have rcececived preferential classification for obtaining the foreign exchange

required to ensurc uninterrupted imports.

H. Entreprencurial initiative

Personal forme of ownership hove clways been the predominant forms of organization

of capital ownership in the country.

The figures produced by the inuustrizl censuses of 1958 and 1964 indicate that
88.8 per cent and Pj3.9 per cent, respectively, of the number of commercial establishments
operating in those years showed personal (individual) formms of organization (see
table 5).

Table 5 also indicates a shift from personal forms of organization towards others
such as limited liability compenies, joint stock compznies, silent partnerships
end co-operetives, which increaced their share by approximately 6 per cent betwcen
1958 =and 1964,

The large proportion accounted for by the group of traditional industries has
contributed to the predominance of personal forms of orgenization of ownership,
It is probable that, from 19(4 to the present, the proportion accounted for by
Joint stock and limited 1liability compenice has substantially increased owing to the
castablishment of new c¢cnterpriscs belonging to groups which =re more dynamic than the
traditional ones,

Tho fact that there ore so few corpcrations in Costa Rican industry traces back
partly to « preference for financing enterprisecs through small groups of investors,
which arc generally fomily groups. This has reduced the possibilities for financing
lexrge—scalc enterprises by taking ~dvantage of the mobilization and transfer of the
resources of saving sectors to investing sectore.

Although in the last twenty years, therc has heen a substantial and constant
increase in the number of entreprencurs and investors involved in €Costs Ricatls
industriel development, it has not been possible domestically to start up an
oppropriate mechenisme for collecting and mobilizing the domestic savings required

to achieve ¢ greater degree of real participation by the country in its own ecomomic
and social development,



Recently (on 1¢. November 1972), the Liaw cstablishing the Costa Ricon Development

Corporation (CODESA), tn inetitution which will to responsible, inter alin, for
collecting and mobilizing domestic sevings for the productive scctors of the country,

Wwag promulgated,

II. INDUSTRIALIZATION ACHIEVEMENTS IN THE PERIOD 1950-1972

A, A brief rcview
e i i A P . A LS

1.  Industrial production

The gross industrial product grow during the period 1950~1972 at an annuzl rete
of 10.2 per cent, If for purposes of analysis we brealk this period down into shorter
periods, it can bc seen thet from 1050 to 1960 the growth rate wes 10.1 per cent ,-1-1-/
while from 1960 to 1572, it wos 11.3 per cent (see teble 6 ond 7).}-%/ This reveols
a substant.ial increasc in the production capacity of the sector and alsc indicates
that the production goels proposed in the Medium—Torm Industrinl Plan for 1955-1968
were exceeded with & Jeir margin, while the growth rete estimated in volume 1 of

Las Previsiones del Decirrollo Econdmicy X Social 1960-1972 ~ Ploncs del Scctor

.P‘*;blic.q (Porcceste of Beonemic end Social Development for 1969-1872 and Public Sector
Plang), vhich estimzted the r~nnual growth rate for the industiricl scetor at ¢.6 ner

cent, was also surpesced,

The products of lorpge new industrial nlantis estcblished in the country, c.ge.
fertilizers, cement, textiles, tyrce, wheat flour, petrolcum derivatives, foodastuffs,
electrical products ~nd metal rarts and structurcs, end ~lso by the cxpension of
existing plants have lLeen lergely respensible for the favourable developments in 1960~
1972, Teble 8 covers some of the most important industricl enterpriscs established
in Coste Rico in the leat ten years which have pl-yed on importent pert in brocdening
the country's industrisl base,

4

R S AN ARG a e

11/ The method usecd originally by OFIPLAN to celculnte the gross valuc of
production and velue added in industry, which was subscquently used by the Cential
Dank of Costa Rice, is described in the attached annex,

_1.2_/ The information which appeers in tables € and T on the gross industrial
product differs from that appearing in table 1 owing to thc fact that the latter
includes cxploitation of mines and quarries and construction.




As rogerds the cconomic compositon of the gross industrial product (see table 6),
it should be noted that in 1950-1972, capital poods accounted for a relatively small
proportion, but one which undcrwent significant growth, from 3.3 per cent in 1950
to 6.5 per cent in 1572, And in intcrmediate goods, thcre was an even greater increase,
The increase in intermediate goods cnd capital goode taken together balanc~s out the
rclative decre: 3¢ in consumcr goods. It should be pointcd out that the increase in
intermediate and capital goods ot the expense of consumer goods is considerable,
if it is taken into account that the differences are measurcd as porcentages of the

gross industrial product.

However, thc centre of gravit; of industrial development has tended to lie
more in the vigorous growth of the traditional industrics, which generally produce
consumer goods, such ns foodstuffs (scuscges and processcd meat, sugar, powdered
milk, fruit juices and tomatc juice), beverages, tobaceco, textiles, footwear and
wood products (sec table 1), shich use raw materials obtainecd from Costa Rica's
main source of wealth, the agricultural ond stock breeding sector, Consequently,
thcese industries not only cxpleit domcstic naturel resources, but also exercise an
integrating action on the various sectors which is desirnble from the point of view

of better cconomic development of th. country.

In the non-metollic minercl products branch, the main factor of cxpansion is
the cement industry, which largely cxploits domestic rew materials and has made it
possible completely to forgo former imports of cement into the country. Diatomite,
which aftcr appropriatc processing can be used as o coating agent for fortilizers,
a filtering meterial, on cbrasive, ete., also belongs to thc non-metallic minerel

products branch end is onc of the country's own naturel resources,

In addition to cement productinn, other related activitics which supply the
building and housing industry heve token an up-turn, Exomples of these are traditional

concrete products and new fibro-cement products, which mainly use local raw meterials,

As offshoots of the ropid growth of the construction and housing industry in

the 19608, other important manufecturing ectivities were also able to develop,

€sge the production of veneer and plywood, iron bars for construction and galvanized
iron sheet for roofs, which not only supply local construction end housing work,

but cre also exported to other Central Americon countries, ¢
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2+ Degree of domestic supply

In 1950, 1960, 1970 and 1572, the prc;portions of total supply of manufactured
products accounted for by Costa Ricen industry werc 55.8 per cent, 58.6 per cent,
557 per cent and 57.2 per cent respectively (see tablc 9), The above date reveal
the importance of domestic industry in the domestic supply of manufactured products,
There was & decrease in the relative impertance »f domestic praduction in the
domestic supply of manufactured products in 1970 as compared with 1960, with «
tendency towards rccovery in 1972, An cnolysis of toble € indicotes that demand for
industriel products waes imch stronger in 1970 than ir. 1960 (3,133.1 million oolones),
and in other words grew at on annual ratc of 11.4 per cont during thc period in
question, This explains why, despitc the fact thet Coste Rican industrial production
increased considerably - by morc than 10 per cent o year - in 1950~1970, amounting
in absolutc figures to 1,097 million coloncs, it was necessary to supplement it with

substantial imports in order to supply the domestic merket with manufacturcd gooeds,

On the other hend, the fact thet, in order to develop, arcund 1970, o larger
proportion of industricl enterprisce found it necessary to import luorge amounts »f ¢
intermediate and capital govds than had been the casc around 1960, to & large degree
cxplains why purchases abroad accounted for so great a share of the supply of

manufactured products in 1970, =& compared with 1960.

3¢ Industrinl ecaports

The foreign trade figurcs show that, in addition to sug~r and processed meats,
for which there is o large foreign market and which earn congiderable amounts of
foreign exchange for the countr;,r,-ld1 there are o large number >f industries which
have achieved satisfoctory cxports of manufacturcd goods such 28 medicinal and
pharmaceutical products, manufactured fertilizers, tyres and inner tubes for vehiclcs,
synthetic textiles, outer garments ond underwear, margorine and butter, batterics,
insecticides ond fungicides and transmitters and redio trensmitters, exports of which
amounted to more then $1 million in 1972 (sec¢ table 10),

_1_}/ In 1971, exports of sugar end processed meats earncd $12.9 million and
$21.1 million, respectively, Anuario de comercio exterior 1971 (Foreign Trade
Yeatbook, 1971), General Direciora.te for Statistics and Censuses),




Table 11 shows that botween 1966 :nd 1372, thc country's total exports increased

ot an annual rate of 12,5 per ccnt, rising from US$135.5 nillion in 1966 to ('S$274.0
million in 1972, iu other words by US$138,, million, During thc same period,
industrial exports grew by $60.5 million. Therefore, © lorge proportion (43.7 per
cent) of the increcse in the country's total exports wes ~ttributeble to industrial
products. Teble 11 £lso shows that thc share of the country's total oxports accounted
for by industricl products increased from 31.8 per cent in 1966 to 37.8 per cent in
1972,

These figures indicatc o considerable increase in the shrre of sales abroad
accounted for by Costa Rican industry, which has helped to check to some degree the ,
deficit in the country's commercial bolence in recent ycars., In addition, table 12
shows that the proportion of manufacturing production intended for export hos increased
significantly, from 17.2 per cent in 1966 to 20,7 per cent in 1972, It is also
interesting to note that, of the totcl increase in industrial production between 1966
and 1972 (1,659.4 million colones), 24.1 per cent, or 400,5 million colones, wes
accounted for by industrial exports to the Central Amcricon Common Market and the

rest of the world,

Most of the main industries set up in the country in recent years have been
intended to supply the Central American Common Market, which Costa Rica joined in
July 1962, when it signed the Gencral Treaty on Central American Econonic Integration.

Through this instrument and other ngrrements signed at the regional level such
e8 the Central Americon Agrecement on Fiscol Incentives to Industrial Development
and the Centrnl Americon Agreement on Equalizetion of Import Duties, the country has
ensured preferential access for its export industries to thc markets of the other
countries in the region,

B, Stotistical indicetors of industricl development progress

-
-

1. Importance of industry in thec Costr Rican economy

The share accountcd for by menufocturing industry in the generation of the Gross
Domestic Product of thc Coste Rican economy increnscd from 14.2 per cent in 1950
10 19.4 per cent in 1972 (sce tzble 1). Introducing the contribution of the farming
and livestock brecding scctor into the anclysis, we obsecrve that its share in the

Gross Domestic Froduct, in relative teorms, dropped sharply from 41,3 per cent in 1950
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to 21.6 per cont in 1972, It can therefore be affirmed that the productive structure
of the country has improved, nlthough slowly, to the extent that menufacturing
industry has taken over part of the releti-e shere in the Gress Domestic Product
originally accounted for by the agricultural and stock breeding sector without the
latter demonstrating & slump or stegnation.

2. Industrial production, number of cstcblishments and personnel employed in industry

The informetion from industricl censuses given in teble 13 shows that o large
share of the country's industrial prcduction (45.4 per cent in 1958 and 43.1 per cent
in 1964) originated in enterprises which employed from 10 to 69 persons. TheBe were
followed in importonce by a small number of enterprises (42 in 1958 and 55 in 1964)‘
which eﬁployed more than 69 persons and accounted for more then 30 per cent of the
total production of the country. The remainder, slightly more than 20 per cent of
the industrial production of the country in the years concerned, originated in
establishments which employed fewer then 10 persons. This group comprises the very
smell industricl enterprises and cottage or artisan cnterprises and accounts for more

than 90 per cent of the number of estoblishments registcred in the relevant industrial
censuses,

Like other developing countries, Costo Rica hos a manufacturing sector in which
artisan industries account for a high pcrcentege of the number of establishments
(80 per cent).w The sharc accounted for by the artisancl cnterprises is smellcr
from the point of view of number of emplcyces (32 per cemt), and its contribution
to the grose product of the sector is smaller still (12 per cem:).'1

1 Under the criterion applied in Central America, entcrprises with fewer
than five employees are classified in the category of smell-scale industry.

_11/ The percentoges were ccloulated on the basis of data from the industrial
consus of 1964 (General Directorate for Statistics and Censusocs).




3. Origin of monufacturing production by type of enterprisc

Since it has been impossible to obtein statistics on the proportion of the
country's manufrcturing output accounted for by cnterprises in the privetc sector,
enterprises in the public sector end enterprises with mix<d ownership, wc ore here
giving approximcte figurcs, trking into ~ccount the figures for industrizl production
mnd informstion on scmc importont Stotc—owned industrics such os the Ffbrica Nacional
de Licores, the Imprente Nocionnl, the Tolleres del Fervocorril Eléctrico al
Pecffico, ctce, and some entcrprises with mixcd owncrship such as the Refinadora
Constarricense de Pctrsleo :nd the Cooperative de Servicios Lercoindustriales R.Le
(COOPESA) . Thcsc weould indicate that around 10 per cent of the country's manufacturing
output, is cccounted for by enterprises in the public sector, 5 per cent by enterprises
with mixed ownership ond the remainder (85 per cent) by enterprises in the private

gector,

4. Contribution of industry to full employment in the economy

As shown in the dato given in table 2, in 1972, thce economically active population
emounted to 538,200 pcrsons, of which 19.6 per cent werc accounted for by the industrial
sector which, in other words, employcd 105,500 perscns;-l—e-/ in 1950, the economic2lly
active population amounted to 272,000 persons, of which 15.08 per cent was accounted
for by employment in industry (isce 43,100 pcrsons employed). The increecse in the
cconomically wetive population between 1950 and 1972 corresponds to o cumulative
annuzl rote of 3.2 per cent, or an avernge of 11,600 persons o year. The cumilative
annual growth rote in enployment in inductry wos 4.2 per cent, in other words an
average of 2,700 persons morc werc employcd ench year in the sector, The above
figures indicate that the indusiricl scctor was ocblc by itself 1o absorb an average
of 23,3 per cent « yuor of the total working force of the country, when the annual
growth rate of thc sector in terme of vcluc added during the same period was 10,2
per cent (soc toble 7).

16/ Including cortisons and workers in industiry, building, ctce




Although thc growth ratc for employment in industry wos higher than the growth
rate for the whele economically nctive population, the rete of absorption of lebour
by industry is very low, not only in compnrison with the rote of growth of industry
itself, but =lso in light of the frct that Coste Rice is o country with o repidly

growing total populction in which forms »f under-employment mey exist in somc sectors.

Another fzctor relnted to the capocity of industry te absorb labour is the

technical and economic neature of enterpriscs,

It is possible th-t, in order to sccure bettcr competitive, customs protection
or monopely situeticns, or simply owing to lack rf advice or informetion, entrepreneurs
have opted for combinztions of capitzl and lobour which do not at all further the |
basic objective of increasing employment in the country.

III. THE STRATEGY OF INDUSTRIALIZATION, 1950=1972

A, Selection of priority industries

It wes not until 1963, when Loy No. 3087 was promulgnted, that the Plamning
Office was set up as o means of institutionalizing the plenning of the countryt's
economic end social development. In the yesrs beforc 1963, therc was no planning
instrument to prepcre pregrammes ind plan mcons ond netion to realize the objectives

aad goals of industrial development in 2 coherent and feosible manner,

There have been stotements of industrial policy embodied in laws and regulations
or in policy programmcs or internatlor-l cgreements, Thesc have 1lcid down os
objectives improvement in the bclonce of paymentc through import—substitution or
increasc in and diversificotion of cxports, the creaticn of ncw jobs, ~n increcse
in national income, and othcrs which are the normcl concern of developing countries.
The selection of industrics in the country during thc 19905 was largcly dicteted
by the desire to achicve these objoctives,

The Law on the Protection end Development of Industry, which entcred into forco
in 1959, amxweredt_he need felt in thc industrial field for = group of tax incentives
of some )sccpe, both quclitatively and quentitatively, This Lew c~n be looked upon
&5 an important effort 1o systemstize and bring under the roof of one criterion the

promotion and development of industry, giving preference to industries intended to




produce new mcnufacturcd goods in the country., The Low cfforde eatcblished industries
o type of prctection which encourcges their plons for mcdernizotion and expansion.
In nddition, it provides theot whenover it is to be cpplicd, “n evaluction must be
corried out taking intc cccount the offects ~f the preject on nationcl income, the

balance of payments, cmplcyment of 1l:bour and the use of loenl raw metericls,.

In the Prograrmc for the Menufceturing Industiry, 1995-1948, the first industricl
development progromme prepared by the Costo Rican Government, the first general
quentitative gocls reloting to the mrnufecturing scetor of the country were laid
down. The gorls for production and investuent proposed in the Industricl Plan were
morc or less achicved with rcgard to production tnd were ecsily achicved with rcgerd

to investnent .u

In = document published by the Plenning Office in August 1968,-1-8-/ the following
comient is madc: "For rcasons of the cxperience cnd information evailable, the Plan
for 1965-1968 had necessarily to be of an overall type with specific genercl
guidclines, but without concrete projeects®, However, tic Industriasl Programme for
1965-1968 did loy down some importont guidelines regeording the subsequent job of
translating the mocro-ceoncric production gorls inte snecific projects and indicated
some concrete industri-l netivities which should be stressed in order to achieve
not only thc increcsc in industrirl preduction provided for, but also chonges in
the productive structurc ¢f the secter which would further its degrec of integretion
so thot the rclative proportion zcenwmted for by industry producing intermediate
and cepital goods would increose b the cxpense of {the indusiries producing consumer

goods .

The Industrial Plin for 1969-1972, which is contzincd in pert four of the
document cntitled "Provisionis del Dessrrollo Beondmico j Sccisl 1969-1972 y Plance
del Sector Pfblico" (Forccasts ol Economic end Social Developnent for 1969-1972 end
Public Scctor Plans), published by the Plonning Office in March 1970, scts forth in

-ae

11/ Growth ratcss Industricl productions Plan - 11,3 per cent; Real - 11,2
per cent, Investment in industricl scctor: Plon - minurc 1.5 per cent; Real -
8 9 pcr cent. Sourcct Obgcrvacioncs o 17 . Ljecuci®n del Plcn Nacional de Desarrollo

1968, (Corments on the Implemente tion of the Nationcd Development Plzm, 19‘65-
19 ’ OFIPLA.N, 1968,

18/ Obscrvacioncs o 1a Ejccuci‘n del Plen Nacicnel dc Desarrollo 1965-1968
(Comments ¢ on the Luplomentation of the liation:l Det Devclopment Pla.n, 1965—19
OFIPLAN, August 1968,




addition to medium~term (1969-—1972) gocls rnd forccosts fer producticn, investment,
imports, demand and cmpleyment in the inductrinl scctery, o list °f projects which

it might be possiblc tc implement during the perind concerncds  Most of the projects
were selected becouse they would usc row matericle of domentic origin in their
production, Some of theee projects rolate to condenced ond evaperated milk, fish
meal, maize derivatives (starch, glucosc), finc spirits, cigers (“puros® for export),
cotton yorns, wood venecr, iron shcet for roofs, black ond golveanized steel tubes,
pieces of wood for furniture (for cxport) #nd products derived fron sulphur winning.
It is also indicated that, in ordcr to start up nanr of these projects, various
problems would hove to be solved, c.g. industricl finrneing, interpretation and
exccution of lows in force, legislative approvel and cbove 211 the preparation of
specific agricultural ond mining devclopment programmes foyr the supply of raw

materials to industry (cottonm, maize, tobaceo, sulphur, ctc.),

If the growth rate provided for in the Industrial Plron for 1969-1972, which was
9.6 per cent 2 year, is compaered with tho most rccent growth rate (11.4 per ccnt)
obteined for this period from informotion surplied by thc Central Bank of Costn
Rica,1 it can be scen thet tlhe quentitetive production gools provided for in the
Plan were in fact ecsily excceded,

The Industrial Plen for 1969-1972, in thc context of orientation of industirial
dcvelopment policy, offers the country thrce options with regard to industrial
investment,

The firet option involves investments to incrcese installed ceopacity and the
efficiency of existing induetry in order to mect the demends of the domestic morket
to en increesing degrce., The second involves investment in new, basically export-
oricnted, industrics which utilizc ond develop domestic resources, The third
involves investment in new plantsproducing intermedictc ond copital goods to replace
imports and, cventuclly, supply fereign markets,

19/ Algunos ] Indicadores EconSmicos del Sector Industrial 1972 (Some Economic

Indicators for the Industrisl Scctor, 19'727)’,.‘)5:ep0.rtment cf Economic Studics of the
Central Bank of Costa Rica,




The Industrizl Plon for 1569-1372 =lso states thot it is of interest to stimul~te
the growth rote of the economy ond of cnpleyment by mrking morc efficient use of the
country's own rescurccs, wherever this is cppropriate; howcver, it should be
endeavourcd at the sanc time to solve developnient finonce problems under cornditions

ensuring meximum stobility',

Further on, the Plan oddss  is regords industrisl peliey measures and machinery
for implementing then, the constreints arising out of perticipation in a cormon
market nust clweys be tornce in mind, znd thereforc many of these ncasures must be
cdopted, if they rre to be effective, 2t the regiontl levcl, Consequently, efforts
should be made to promote = Control Amcricaq industrial poliey which promctes enterprise
efficiency and eliminctcs the negetive repercussions on sound develepment financing
of indiscrinminete industrizl promotiont,

As can be scen, the country's industrisl development Plons in rccent years
have containcd not only guidelines for thc sclectinn of pricrity industries, but
clso a number of industrial policy meosures and actions directed towards promoting
the best development of the sectors However, since development plane and programmcs
in Costa Rica orc not “compulsory”, but rather “indicotive:! or "orientative" for
the privatc sector, it is difficult to evaluate the degree tu which the industries
established in recent years or the institutions adninistering incentives or granting
credit have acted in responsc to the priorities ond policies laid down in the industrial
developnent plons. HNone the lese, the coffort nmade by the country in this comnexion
has been worthwile, in view of thc veriety and nunber of large industrial enterprises
which have been establizhed in the country in the lzst ten yeors (sec table 8),

meny of which use raw nctericls and othor inputs of domestic origin in their products,

It is 2lso importent to ceoll attention to the existence of some institutional
procedures which have been used in the last 20 years to select industries end
evalunte - albeit particlly - the bencfits ond costg to the country of large new
industrial projects cxecuted in the couniry, thcir dependence on customs protection
and their technical, economic and comnereinl viability, As a rule, this type of
action has been carried out in advences  I% hac not ns Yet bcen possible to set up

an appropriate machinery to determine, through evaluction after execution of a
project, the nature ond mognitude of the pesitive end ncgrtive repercussions of the

specific projects on the industricl dcevelopment of the country.




In 1951, the Stondards Committce was cet up with specific terms »f reference
in the field of stondcrdizotion ~nd quality ecntrcl., In 1552, the Technicel Custonms
Cormission was esteblished ag - spceiclized body to study and cvelucte forcign tradc
tariffs, In 1956, the Centre for Technical Co=operation in Inlustry was established
under the programmc of technical rosigtonce "ad premeticon for industry at the notion-d
level, and in 1957, the Centrrl Amcrican Reserrch Inctitute £or Industry (ICAITI)
started operating ot the Centrrl Ancricon rcgionzl level az o service agency for

cconomic and technological rescorch,

In 195¢, the Consultative and Cr—ordinating Commizsion for Industrial Development
was set up to provide advisory services in regpect of the selection of industrial
projects subject to tcxr incentiver from the public secter, ospecitlly those

contemplated in Lew No, 2426 on thc Protection ana Devclopnent of Industry,

In 1962, the country adhercd tc the General Treoty on Centril Americon
Economic Integration, From then on, there were new regional instruments for

promotion of the country's industrial development ¢

(2) Agreement on the Répine feor Central Anerican Integrotion Industries;

(v) Special System for the Proaction of Produc.iong

(¢} Centrel imcricon Agreement on Ficcel Incentives t¢ Industricl Developmentj
(d) Central Americon Agreoment on Equalizotion of Ingert Dutice,

B.  Implementotion of industriel Jrojects

LR = U S

The policy regoraing the pronation end realizcotion ~f cpecific industries which
the country hes been opplying in the laet 20 yeoars hes on the whole been confined
to the sclection of - certain type of project which it was thought could be of
great valuc for the econuny by wey of replocing products which sre now imported or
producing gocds intended for export markete, The lock of specific studies and progrecmes
with the amount and quality of inform: tion required for the devclepment of certeain
industrial activities hes placed a2 constroint not only on the implenentation of
plens for the improvement cnd mechenization of established industries, but zlso on
the implementetion of impcertant projects in new fielde of industrizl activity,
Although government policy in recent ye-rs concerning the implementotion of industrial
projects has not compriced precise indications of the projects which are to be
implemented by the public sector, the privcte sector or {oreign investors, it does
not diseriminzte and, on the contrary, wffords equ-1 treatment t- foreign and
Costo. Rican investors.




In order to supplement the country's scent domcstic development resources and
in order t: import technslegy, n cffort has becn mede to cttroet foreign capital

in the form either of direct invectment or »f credii,

However, the Mediun-tern Industricl Pr gramme £or 1965-1968 ond the decleration
by Centrzl Americon Ministers of Econonic Affairs of 21 June 1965 mede some
recomendatione concerning fireign investnont, Thesc drew attention to the wurisability
of foreign eapitol being chennelled towerds industries producing goods which are
currently being impurted or articles for which there ¢re openings in export markets,
since it is comsidcred thot, if this is done, these investnents better fulfil their

industrial devcloprient nission,

On the wholc, it can be said th-t there is o favourshle attitude in the country
towards joint investaent, in othcr words doncstic enterpriscs associating with
foreigners to ncet the chtllenge of industrial development., It is felt thet

donestic participntion should be =t least 50 per cont.

The Mediun=-Term Industrinl Pregrermes for both 1965=1968 and 1969-1972 were
prepared as port of national development plans snd sct forth policy ncasures and
rechinery for their implenentation, but owing t5 the non-conpulsory nature of the
plons and the constrrints which hove “risen 28 © result of nenbership in the
Central Amcricon Cormon Markct, on o nunmber of nccasions government pelicy has had
to undergo radicel ~nd frequent changes, sonetines 4a proncte the level of investment
and sonctiues to dealy or defer the iuplenintotion of inorrtsnt induetrizl pro jects

owing tc conflicts 2t cither the notionel or the regional level,

Examples of the lotter siturtion 7rey 2t the netionel level, the instellation
of the firet cement plont in the country, which took riore then 10 years to carry
out; and a2t the rcgional level, the dcloy of sever-l yeers in the installation of
o vehicle tyrc plent ond the complete sbondonment of the pessibility of instolling
an iron and stcel plont in the cruntry bocause this privilege h2d becn granted to
another Central Americen cauntry,

In view of the fact thet cdequete gtatistics are not “viileble, it hes not been

possible to determine the exoct source of initiative for the cxccution of the

pro jects which have given impetus t- thic industrialization of the country. None the

less, most of the projects inplemcntced in the 19508 fell in the crtegory of




traditional industrics, generally those producing consumcr gocds. These were usually
under the initiative of the local privete scetors During thc 1960s, the situation
became cven more complex, Mony foreign industrinl enterprises, cither alone or
hand-in-hand with Costo Rican cntrepreneurs, estoblished themselves in the country

28 & result of the opening of the Central Amcrican Common Morket, Analysis of the
data in teble 8 shows thet, of 2 total °f 49 nejor industrial enterprises set up

in the country between 1960 and 1970, the initi-tive ond capitil of nationel private
cntreprencurs accounted for 40,8 per cent, while the initiotive and capital of
forcign investors cccounted for 16.3 per cent and the renaining 42.9 per cont werc
estrblished in the forn of joint investments, of which more then 50 per cunt derived
from the initictive of national entreprancurs,  This form of finance, 28 has already
been pointed out, gained popularity in the 19608 ond is now, under certnin cﬁnditions,gg/
considered desirable since it makes it possible to supplement the gcanty domestic

resources available to the country for itg development ond to impurt technology,

- -

Ce  Promoting ezgoqgifg:ggpufactqggg_gooQg

The Costa Rican econony, like the economies of nany other developing countries,
hes undergone "oxternelizing® growth, The institutional strusturc of its export
policy cen be considered eppropriate o8 rcegards the promotion of cxports of primary
goods, However, in recent years the fluctusiions in internationel narkets for thuse
products have seriously affected the nrtioncl economy. The sim of the export policy
hoes been, in addition to maintaining and promoting troditioncl industrial exports,
to introduce new, norc highly sophisticoted, nonufacturcd goode into the flow ~f
producte into foreign uarkcts,

The Central Americon Comnion Merket hae made it posgible t> morc than double
industrial exporte in tho period 1966-1972, with an increoase fres 343.1 nillion in
1966 to $103.6 million in 1972 (sec table 11), Thesc figurcs indicote n substantial
increase in sales ebrocd of products monufactured in Costa Ricos A number of

circunstances have pleyed a part in increasing the country's industrial exports.

20/ Ome of thc basic conditions is that the participrtion of national entrepreneurs
should be at least 50 per cent,.




Somc of these ore the stirulus of » lerger market, improved finonece opportunities
and thce tax incentives policy. 1In order 1t neet the credit needs for the marketing
of nanufactured gorods crising as 2 result of the country's entry into the Centrel

Americen Common Morket, in December 1963, the Central Bronk of Costz Rica approved o

. , 2l
serics of nmeasures for fincneing sales of thesr praductc in foreign ond locol markota.-/ 1

One of the ovperctionzl instruncnts of export policy with regard to industry
has been the excmption with only o fow exceptions, ~f exports froua customs charges.
There hos also been reinbursement of tlic customs dutice piid on imported raw
matcricles end packiging incorpornted into productes intended for export outside the
Central Americen crea.?2

On 26 Fcbruery 1968, the Centre for Export and Investmnent Promotion was set up
by Low No, 4081, with the purpose, inter aliz, of cncouraging cll activities aimed
at promoting cxperts rnd investment. Somc of the functions specificd for fulfilling
the cbjective of promoting cxports crce

(i) Identificction of new exp-rtoble products;
(i1) Technicel assistonce to exporters;
(iii) Co—ordinotion of the public ond privete sectors in metters relating to exportsy

(iv) Maintenancc >f rcpresentotion in export-promotion institutions at both
the regioncl ond sub-regiconsl levels to co-ordinetc work ot those levels
when this is suitnbles

(v) Recommendation of incentives to cxports outsidc the Central Americon areas

(vi) Corrying out of rescarch tc open up now markets to national exports, etc.

gl/ In order to promote the development of exports, the Borrd of Directors of
the Central Bank of Coste Rica leter (1968) approved the following provisionss

(¢) empowerment of the national banking system to give priority, for purposes of
financing of industrial sales, to waterprises which con demonstrate thot they are
able to export at leust 30 per cent of their production and (t) cmpowerment of the

national banking system to 2pply no ceiling to the financing of industrial exports,

gg/ The procticol difficulties in this procedure hove node it necessary to
replace it by "temporory import®, which consists in temporarily exempting from
customs duties importcd raw matericls, packuging and senmi-Tinished products which are
then incorporated into products intended for cxport. Once thesc preducts are

exported, the excmption is confirmed (rrticle 11, Law No. 5162 of 22 December 1972 on
Export Promotion),
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Recently, through Executive Decrce No. 5152 of 22 Decomber 1972, the Export-
Promotion Law was premulgated with the purpose of proncting non=tr-ditional cxports
produced or processed in Ccesto Rico. Amcng the incentives offsrded by this Low
to individuals or legnl entilies fuliilling the conditicns 1loid down in it is the
granting of ~ Tax Credit Certificate (CAT) in the valuc of 15 per cent of the fob
value, at the port of chipment, of the cxports., The Tox Credit Certificotes are
bearcr documents, freely negotichble, exempt from all typce of tox and bearing no

interest,

In this way, together with thc foreign trade cgreecments cnd trecties signed, the
above provisions and lows have helped to promote the export of now lines of nanufoctures
to countries outside the Cehtral Ariorican Common Market, e.g. fertilizers to Mexico,
television sets and radios to Colombin snd Venezucla cnd pineapple and underwear

and outer garments to thc United States of Amcrica,

It is hoped that, with special measures such as the recently approved Export
Promotion Low whose enforcement is administered by the Centre for Export and
Investment Promotion, it will be poesible to penetrate much further into intemational
export markets,

D.  Promoting employment and training lobour

As regards employment in industry, in 2ddition to the corments made in chapter I,
point F cnd in chapter II, poini 4 - B of this study, it should be pointed out that,
in recent yeors, laws such os the onc on the protection ond developricnt of indust 2
have been prormlgated, loying down st:ndards which encourcge the up-grading and

training of lzbour for industry, For cronple, article 9 of the Law on the Protection
and Development of Industry statess

"The Government of the Republic shell promote the estoblishment of industrizl,
technical and trode training schools, For this purpose, it shall give economic
support to existing vocational schcols and to eny established in future,
Industrial enterprises applying to enjoy the benefits of this Law shall be required
to secure treining of their personnel in thesc institutions and to give prceference
in their enterprisce to pupils who have graduated from these schools and hold
certificates from them,v

23/ Law No. 2426 of 3 September 1959,




The regulations governing implenmentation of article 9 of the Industrial Law
are conteined in Executive Decree No. 4 of 18 May 1960. Article 1 of this Decrec
statest

“The Ministries of Agriculturc ond Industry, Public Education (Vocetional

Treining Depertment) and Labour cnd Socinl Welfore (Socinl Training and

Apprenticeship Office) shnll, through the Notionel Vocational Training Couneil,

promote worker training in the industrirl ficld eond shall sclcct the besic

nccupations considered to be of the greatest sociel ond cconomic importance in
view of the necds of industry in order to sharc out economic support in harmony
with the varicus education progrommes,

From the above, it can be scen theot the responsibility for promoting employment
in industry rested for o number of ycars clmost exclusively in the honds of the
Ministry of Public Educotion end the Ministry of Labour and Social Insurance (now

known as the Ministry of Labour and Socizl Welfare).

Then, Law No, 3506 of 21 May 1965 set up the National Institute of Apprenticeship
(INA) to contributc to the economic devclopment and improvement of the living conditions
of the people of Costs Rico through the training of workcrs for inductry, mining,
agriculture, stock brecding, trades and services and of clerical workers and officials
of the State and its autonomous and scmi-autonomous institutions. To achieve all
this, INA hae, inter slia, estoblished o notional system of apprenticeships, worker
up~greding end vocitionel training, which hes been introduced by stages in accordance
with the Inctituic's ccoonomic possibilities and the requirements of productive
activities in the country.

Informrtion recently supplicd by the Costr Ricen Institute of Technolog,y-z-‘l/
shows that the occupotional pyramid in thc technologicel ficld has o brood base of
persons with o high degree of manucl skill (skilled workers) and tapers off towerds

the apex, which is occupied by o small group »f persons with outstanding intellectual
capacities (scientistc),

In between the two, there are two levels of middle moncgement, namely near the
bottom, medium-level technicions; and near the apex, engincers.

24/ Solicitud do Préstamo 21 Banco Interamericano de Desarrollo (Application
for a loan from the Inter-American Development Ban'E)', 23 November 1972. The Costa
Rican Institute of Technology was sct up by Law No. AT77 of 10 July 1971.




Costa Rica has striven to develop the bose of the pyramid (skilled workers)
and meny of the bronches of engineering. At the some tine, however, there hos been
a lag in the training of medium-level technicians, The need being felt for technicicns
of this type for the gencrotion and development of technology resulted in the
cstablishnent of the Costn Rican Institutc of Technology, which will be responsible
not only for this very importent area, but alsc for offcring pupils who have bechn
trained the opportunity tc coarry on with studies ot a higher level, and for establishing
o technological reséarch centrc with appropriete personncl and equipment to make

possible indigenous devclopment of technology.

This new dimension in thc effort to up-grade and troin personnel for industry
has grown in importsnce and has spread to many selccted industrial activities, As
far as skilled workers ore concerned, some of these ~re textiles, engincering, rendy-
made clothing and wood cnd wood prcducts. As regords medium-level technicians, short
vocational training courses arc offered at the intermediatc level in such branches

ag constiruction, industrial maintensnce and industrial production.

The criteria for the promotion of employment do not oppear to have been under-

pinned by comprehensive studies,2 Ceges by determining th: rntio betweon the cost

of labour and the cost of copital in order to promote labour-intensive production
processes which in othor words economize on capit~l.e The approach in this connexion
hes been rather to study priority industrial activitics with a view to making adequote

uge of available recsourccs,

E. Location of industries in new centres and rursl oress

As was indicated in chapter I, in Costa Rica, both the National Institute of
Housing and Town Plenning (INVU) cnd the Planning Office (OFIPLAN) havc, with
technical assistance from internctional agencies, carried ~ut studies focussing on

greater geographical decentrelization of industry.

25/ However, INA, using various scientific methods, is carrying out the field
ftudics nccessary to determine real needs in respect of iraincd labour throughout

the country, Memorin de Labores (Rcport on Activities), 1965-1967, INA, San Jos&,
Costo Riece, poge 49,




As a result ~f these studies, o programme was preporcd for setting up cne

industrial estetc in Alajucla -nd mnother one in the locction known as Pavas, The
former one did not conce to fruition, ond tic latter onc hos developed weakly, almost
through the initiative »f the entreprencurs themsclves, who have been buying their
lrnd and setting up their enterpriscs without naving cormon facilities ond services
end despite the disndvant-ge thot the industrial nres has renained hemmed in by a
orge residenticl wrew = a situction which is hordly to be rceommended from the point

Cod
of view of proper and orcerly industrinl development.

On the initiotive of the Municipality of Heredin and of individuzl entrepreneurs,
an industrial zone hos been vigorsusly developing in thet province, The zonc presents
a number of conditions conducive to industrial devclopment such as adequate means
of communication, clectric power, cbundont woter end o distance of approximately

10 kilometres from thc copital civy,

In view of the completion of = modern rocdway between the internstional
airport of Juan Santanarfe snd the city of San Remdn through the centrel valley and
of the establishment of - Regional ipprenticeship Centre in the city of Naranjo
by the National Institute of Apprenticcship (INA), the idec recently energed >f
promoting thc establishment of new industrial centres in verious rurcl sreas of the
country, the first of which would be sct up in the Canton of Naronjo at the
initiative of its Mnicipality and would be used to geod wzdvantage by a nationel
consortium to estzblish » textilc factory employing scvercl hundred workers from the

arch,

F.  Development of L nenufacturing tochnolo

" -

In 1946, by promulgntion of Low No. 837 on income tex, a provision was laid
down which hclps to facilitate tho purchese of technology by permitting industrial
enterprises to deduct, for income tox purposes, the emount peid for the use of
patents, formulas ~nd trade n-rks :na roynltics, ctce This wns, if not the firset,
then at least one of the first mecsurcs edopted by the Gevernment of Coste Rico 1a
moke it easier to obtnin foreign technology,

In 1951, the Committee on Strondards “nd Industricl Technicnl hesistence was
set up. This national ogency hes picyed an important role in the adeptation and
improvement of thc menufacturing processes ond procuct design of industriel
enterpriscs in the country, since specific functions crc cenferred on it by law

in the field of standordizotion ond quelity contreol.



At the regioncl level, in 1957 thc Central Amcriccn Rescorch Institute for
Industry (ICA.[‘I‘I)-%Q/ strrtcd operating 25 o scrvice institution for economic ~nd
technologicrl researche ICAITI is pursuing, inter olin, the following basic
objectivess

- To provide cdvice to private initiative in ~11 pheses of studies ~nd

execution »f industrial projccts;

- To provide advice: to enterprises for solving practical production problens
which may arisc in their foctories;

- To carry osut technelogicnl rescarch on the use of regioncl row materials,
development of menufacturing processes, procceeing of new products snd cdoption
of modern monufreturing techniques;

t

To promote the applicction and cdoptotion to Central Apmerican industry of
technelogy »nd moldern methods of improving productivity;

To provide advice to public or privote institutions concermed with industrial
and economic developrment or intcercsted in industricl development

- To prepnre Centrel Americon stondeords,

hdpart from the efforts at the nationsl encd regioncl level described cbove, the
country has not in the post been rble to esteblish o machincery meking it poasible
to regulate both the type of technelogy selected and the cmounts paid for it,
aAnother metter which has been of deep concecrmn tc the country is the lack of machinery

mcking it possible through systematic rcscarch to improve the process of transefer
of technology.

In order to promotc the development f the scicnces ond technology for pecceful
purposecs, the National Council for Ycientific and Technologiccl Rescarch wes established
on 9 August 1972 by Law No. 5048, The Council will aleo provide the Government of the
Republic with the scientific and technical advice it requircs on 2ll agpects of

policies relating to crective research or work.

In 2ddition to the establishment of the Council, o fensibility project for the
long-term planning of scientific ond technolngical educction in Costc Rice is being
implemented under the joint sponsorship ~f Cornell University and the Iniversity of

Costa Rica. The purposcs of the project nay be summarized as followss

26/ Established in Guatemcla in Jonuery 1956 by the five Central Amcricen
Governments with United Nations assistonce es en autonomous non-profit cgency fully
devoted to promoting the Central Americon industricl scctor,
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~ To diacgnose the situction with regard to ccientific and technological

educction in the country (eciences, enginecring, 2griculturc and health),
with specizcl cttenticon to the intermedicte ~nd higher lcovelss

- Through the nbove dicgnosis ~f the situntion in the systen for scientific

and technological education, to identify the critic:l bottlcnecks ot which
the institutioncl system needs 5 be rcviewcd, continuity of studies through
the system nd the nced for studies on menpower potentizl in science ond
technolegy co cemporced with the country?s economic .ud sociod development
needs wnd finance requirements :nd systems for their integrotion, as well
a8 advonces which could be made availsble to the country to ncet higher
development gorls in these fislds,

IV, TINDUSTRIAL POLICIES AND MEASURES, 1950-1972

Eroject cvalustion procedurce

Some of the necsurcs ond procedurcs used by the Government of the Republic to
ascertcin the technical and comercicl vicbility of industrial pro jects — whether
public or private, doncstic or foreigm - 2pplying for industrial development incentive:
cre laid down in Low Ho. 2426 on the Protection end Developnent of Industry and its
regulations, Article 17 »f the Low loys down the procedure and minimum standards
for ascertaining the technicsl and commercial viability of the projects under study.
In zrticle 17, the Law stotest "The henefits of this Lew ond the period of time
during which thcy shall Ve granted to on industrizl plcnt sholl be determined
taking into ~ccount the following factors, in both degrec¢ ond numbers

(a) Contribution to nationsl incsme and the way in which this contribution
will be distributed cmong the fcctors of prccuction;s

(b) The domestic row matericls or finished or semi-finished products used and
also the rew motericls whose future production in the country would be
promoted;

() The guarcntecd market for ~n -griculturcl activity;
(d) The effect on the bslance of poynmentss

(¢) The finoncial plen, megnitude of investment end its distribution, and the
participation of Costa Ricon crpital in the enterpriscy

(f) Efficiency of oquipment, merket to b supplicd, rcpercussions on employment,

end tny other foctors having o bearing on the economic and social
desircbility of the enterprise:

(g) Lccation of the enterprisc: facilitics afforded by the zonme in which the
enterprise will be locrted ond, in porticulrr, the provision of eclectric
current directly by the Costc Ricon Institute of Clectricity and mmnicipal
agencies,




In order to guarantee commercial or market viability, the Law lays down
(article 33), inter alia, that: ""The incentives granted to one or more industrial
plants for the initiation or expansion of - given branch of industry shall be
granted under the same terms to all planis which proauce or ii.tend vO0 produce the
same or similar goods, provided that it is demonstratod that the size of the market
makes possible the economic operation of several Plents, e=nd that the same obligations
obtain f‘or new applicants as for established plants",

Similar procedures hove been used since 1969, when the Central American Agreement
on Fiscal Incentives to Industrial Development entered into force. Article 30 of
this instrument states that the epplicant must subtmit to the national administrative
authority a technical and economic study containing at least the following information:
(a) Market conditions for the industry concerned, particularly with regard to

production capacity already installed, current imports and the repercussions
of the new production on the balance of payments;

(b) The economic suitadbility of the investment tc the type of industry and
enterprise concerned;

(¢) The emount of labour to be employed;

(@) Raw materials which will be used, indicating, where these are foreign,
their sources aud possibilities for replacing them by raw materials produced
in Central America, end also the value added in the industrial process}

(e) Value, quality and type of installetions, machinery end equipment which
will have to be uszed tnd, in general, efficiency of the menufacturing
Processes which will be used;

(£) The uses, cheracteristics and es*imeted cost and price of the end
product; and

(g) The ability of enterprises tc operate econcmicelly after the period of

incentives hes elupsed,

In a few insteaces, there hes been a committee responsible for studying and
evalvating the relevent applications in accordance with established procedures and
advising the Ministry of Economic Affairs, Industry end Trade on the application of
the Lxv or Agreement, as relevant,

B, Tariff policy

The first important change made with respect to teriffs in the 19508 was the
promulgation of a new customs tariff which ontered into force on 10 October 1951,
at pracisely the same time as the exchange surcharges provided for in the Law on the
Control of Internetional Transactions were revoked. 1In comparison with the previous
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tariff, there werc only changes in duties, but no alterctions in the classification
of items., Thc new tariff provided for both specific and ad valorem duties, but

in addition to serving the purpose of comsolidating the dutics and surcharges which
were more or less scattered, its basic purpose woas to compensate the central
government for possible losses occasioned by the annulation of the c¢xchange
surcharges provided for by the Law on the Control of International Tr:nsactions,-?l/
more than to promote industrinl development. The tariff burden proved to be
rnocerate, and very little hecavier then that up to 1946, @and thersfore did not

afford the protection required by incipicnt industry.

In April 1954, ¢ ncw customs tariff with substanticl changes in the tariff
structure which could be regarded -s favourable to industrial decvelopment entered
into force. The import ~nd export toriff was bosed on the Standard Internationel
Trode Classification (SITC) and then on its off-shoots ot the Central Anericam level,
NAUCA and NUECA.EB-/ This classificction is considered to hove advantages over the
previous tariffe beccause it facilitat.s economic cnalysis cnd the adoption of
foreign trade practices and policies. Thc tariff provices for gpecific ond ad valorem
duties, with the latter prcdomincting. In general, the structurc ~nd implications of
the duties can be looked upon ag fovourable to industry since row mcterials are
subject to modcrate duties and capitnl and basic consumer goods to even lower
duties,

On the other hand, luxury consumer articles cre subject to high duties, and
menufacturcd products which might compete with domestic products arc subject to high
or low dutice, depending on what is considered advisable at the time of establishment
of the dut g for promoting the exmcnsion of industry.

2]/ Low No. 1148 of 28 March 1950, promulgated in order to improve the difficult
belance of payments situetion which the country wes facing at that time.

28/ NAUCA (Standard Central Aucrican Custons Nomenclature) is used in the foreign
trade yearbocks for clessifying imports,

NUECA (Standard Central Americon Export Nomenclature) wes used until 1964
for the classification of exports. Since 1665, NAUCA ho.s also been uscd in foreign
trade ycarbooks for clr-ssifying exports,

_22/ Some industries, such oo textiles, received specicl protection. The duties
on the import of cotton texhlcs enounted to 80 per cent od volorem, and those on
synthetic textile products to morc than 100 per cent.



It is also worthwhilec pointing ~ut thot, when the Law on the protection and

development of industry was possed, new toriff policy elements were introduced into
the system of protcction of new industrial zctivities, Some >f these weret
() Adequate teriff protection for industries whose activity wos considered
teneficinl for the country on the basis of their contribution to national

income, cmploynent of leobour, effect on the balence of payments, volume of
investment ond profitability in cntreprencurial terns;

(b) As a consequence of the above principle, o low level of duties for raw
metericls and packaging ~nd high duties for goods which were identical to
or could be substituted for goods produced locellys

(¢) Preference for domestic producers in pupchosing by orgens in the public
sector under ccnditions of comperable quality and prices cquel to or
lower than those of imported products;

() Provisions tc counteract unfeir trading practices, in perticular dumping.

The general protective system for industry contemplcoted by points (2) ond (b),
above, is applied in proctice through the powers conferred on the Executive Branch
by the Law, of which it is importont to mention the followings

- Power to establish 2 tax equal to three times the customs duty on the

import of foreign goods similor to domestic goods (crticle 12 of the Lm«);jg/

- Power to grant duty-free entry for the import of building materials, row
materials, packoging materizls ond capitel goods;_}_l_/

- Power to grent exemption from cxport charges on manufoctured goods, and reimburse~
ment of customs duties on raw mcterials and packaging used in the production
of goods for export morkets (sec article 48 of Law No. 2425).
In September 1961, Laws Nos, 2801, 28C2, 2803 and 2804 catered into force,
crising out of the plan submitted by thc Central Bank of Costa Rica to alleviate
the difficult balance of payments and neiional budget situation confronting the country.
These laws brought obout important customs tariff changes,

Lew No. 2801, provided for thc preparation of lists of imported articles
clessified according to the degree to which each one was esseniial to the country's
economy., List A4 included the most essential goode, which were completely free of
customs surcharges; for the goods included in Lists B ¢nd C, in addition to the
duty which the customs turiff specificd ot thet time, customs duties of 15 per cent
and 30 per cent, respcctively, calculated on their cif import vzlue had to be paid.

30/ Law No. 2426 of 3 September 1959,

}_1_/ Article 19 of Law No., 2426, For new incdustries $9 per cent and for
estoblished industries 90 per cent.
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Under these same lawgs, = single rote of cxchange was cstablished,lg-/ thereby
automctically making neny importcd orticles, cspccially those which had been enjoying
preferential treatucent under the couble exchange rcte, nore expensive owing to the
higher ccst of foreign exchange. 1In order to rrevent the higher prices of these
essential articles from affecting the cost of living of low~income classes, Law No,

2804 was passed at thc seme time, omending the custons tariff by reducing or eliminating
duties on o largc number of items. In this way, the bencfits to thc consumer arising
out of the exchonge rete advantages were transferred to the custous tariff,

In April 1964, the Agreement on the Equelizationor Inport Duties entered into
force in Costa Rica., In the three Yeoars from the signature of the basic agreement
in September 1959 to the signature of thc Son José Protocol in July 1962, 92 per cent
of the tariff equelization (1,419 hesdings out of o total of 1,548) had been achieved.
The remeining 5.9 per cent, which brought the lcvel f equalization up to the
98 per cent (1,511 headings) ~t which it now stands, wos achicved in the following
five years.

The percentoges of equclizetion achieved which are cited in the Preceding
paregraph relate to theoretical equalizetion, since full implementation (real
equalization), which is takcn as meoning appliceotion of the stendard tariffs in the
five countries, hes been achieved only with rather considerable deley. This is due |
to the fact that, between signing of the instruments and full implementation, periods
of from more than two years in the speediest crse up to four years and one month
in the slowest coee - thrt of the Agrecenert itself - elapsed, It should also be
pointed out that threc of the nine equalizeation instrunents gigned are not in force
in one country (Honduras), and onother one is not in force in two countries

(Honduras ond El Sclvedor). This mecns that there are no standard tariffs in these

32/ At that time, the country had 2 double exchenge rate, namely 5.67 colones
to a doller for the official exchange morket (which wos very small), and 6.65
colones for the free mcrket. Estoblishment of a single rate consisted in maintaining
the rate of 6.65 colones to o dollrr for cll tronsactions,

Revisto de 1z Integracién Centrosmericonc (Central American Integration
Review) No. 3, Central American Bonk for Economic Integrotion, Tegucigealpa,
Honduras, Central America.




cages, anc some countries sre continuing to rpply their deoucstic tariffs, The laock

of real equeolization negntively influences the operction of the cormon market by

p!
~ffecting competitivc fac"cors.-‘é

In order to cehicve the desiree end, : gencral tox wae (stablished on goods coming
from third countrics. This tax, known os the ecoromic stabilizotion tax, is distinct
from the taxcs cstzblished by the Ceniral Americon Agrecment on the Equelization of

Import Duties and its nrotocols or ~ny other toriff provision,

This tex will be opplicd for ¢ wneriod of five yeors beginn.ng from the date of the
entry into force of the Protocol and will be coleulated on the basis of the customs
duticse in foroe on the date of rncceptonce of the relevant import pernite The economic

stabilizetion tex amounts to 30 per cent of the sun of the rclevent customs duties.

From the point of view of industrinl developnent, this tariff provision hes proved
unfavourable, since the imports enjeoying cxemption from or rcduction in customs duties
under o contract or industrial clessification ngreement or decrce on the basis of
national industrial development lows or the Centrrl ancricen Agrecnont on Fiscal

Incentives to Tndustrir1l Developmcnt, sre subject to pryment of the tax,

Ncne the less, anncx I of thc Protocel conteins o list of essential goods which
arc exempt from the economic stobiliz~tion tax. In 2ddition, in order to reduce the
wiverse cffects of the new tariff structurc on the opercotion of new industries,
orticle 1 of the Protocol provicen that the executive cuthority or orgon of cach con-
tracting Stetc moy totally or prrticlly exenpt fronm pevient »f the cconomic stabiliza~
tion tax cepital goods, rw n~tericls, scni-finished products and prckoging, and also
fuels &nd lubricants intended exclusiveiy i1.or industri~l purnoscs (except gasolinc) used
by enterprises bclonging to new industrics of special intercust for the economic
development of Centrnl Americc. 2 This excmption or reduction will not be granted when
the above-mentioned goods cre being produced in Centrsl /merica uncer acceptable

conditions of quentity, quelity and price.

C. Investiment incentivcs

~sae

Until 1972, Lew No. 837 on Income Tex, which dates from 1946, provided o
graduated ascale for the calculcotion of income tax which ranged from 1 per cent a
year for the first 3,000 colones of tuxable net inconc up to 30 per cent on amounts

in excess of 500,000 cclones, applieable both to individuzls and tn legrl entities.

34/ 1Ibid.-

The Protocel defines "new industrics® os thosc which produce packaging or
seni=-finished products, providecd that ot lcest 50 per cent of the total value of the
raw naterinls, packcging and semi-~finished products used ic of Centrzl Arerican
origin, or give rise to substontial net surnluscs in the balonce of payments and
high degree of valuc added in the infustrin~l process,
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This scale was amended by Lew No. 4961 of 1 May 1972, which eatablished a scale
applicable only to individuals renging from 5 per cent on amounts up to 5,000 colones
to 50 per cent on ~mounts in excess of 35C,000 colones and arother, more favourable
onc applicable to temporary or formally constituted companies, laying down taxes
renging from 5 per cent on the first 50,000 colcnes to 40 per cent on amounts in
excess of 1 million colonss of taxable net income.

For the purpose of counteracting the unfavourable effects which tax laws of
this type might have had on tho establishment of new industries, & number of
incentives to investment in addition to the tariff incentives already described
relating to exemption from import duties on rew materials, capital goods, etc., have
been established and are implemented through the tax exemptions or rebates provided
for by the Income Tax Lew and its reforms, the Law on the Protection and Development
of Industry and the Central American Agreemcnt on Fisocal Incentives to Industrial
Development,

For purposes of celculation of income tox, article 8, poragraph 12 of the
Income Tex Low provides that 50 per cent of the net profit realized during the
preceding period and invested in capital goods may be deducted by agricultural and
industrial enterprises,

The Law also indicates that the Office for Direct Taxation shall determine in
which cases this deduction, which may under no circumstances exceed 100,000 colones
a year, shall be made. Thus, since 1946, the concept of reinvestment of profits
has been embodied in Costa Rican legislation.

Furthermore, parasgraph 13 of the scme article 8 of the Income Tax Law provides
that when on exclusively agricultural or industrial enterprise registers losses in
a tax period, the Tax Office will permit 20 per cent 2 year of the totel loss to
be teken as a deduction over the next five periods in which profits are realiged.
Thus, o very special type of incentive to investment is established which to some
extent helps to consolidate the situation of some enterprises during the first - and
most difficult - years of their cxistence.

Article 19 of the Low on the Protection and Development of Industry, which we
have scveral times referred to, grants a number of incentives to industrial plamnts
clasgified as new, Of these, the ones set forth in sub~parcgraphs (f), (g), (e)
and (i) of the said erticle may be regarded as the incentives most directly linked




with investment, The first of thesc, sub-peragraph (f), provides for exemption from
lond tax for five yecrs and stotes th-t there may be exemption from nunicipal taxes
collected on industrizl installetions if tl.c municipality of the place in which the
enterprisc is cstabiished agrees in advance, The sccond, sube-paragreph (g), provides
for excmption from texes on copital invested and profits cormed by the plant to

the extent of 100 per cent during the first half, ond 50 per cent during the second
half, of the period during which the industrial plant cnjoys the remaining benefits
granted by this Law, The third and lrst onc, sub-parsgroph (i), covers exemption from
~income taxes payezble on that proportion of profits which the enterprise re-invests in
improvements, both in the plent itsclf and in housing for its workcre. Herc agzin,
the concept of re~investment of profits oppears, but in this cose in 2 broadened

form,

In Costa Rica, there are no property taxes or toxes on investcd capital, and
thorefore the exemption covered by sub-paragraph (f) cited above does not now apply
to Costa Rica,

Lastly, the Centrrl Anerican Agreement on Fiscal Incentives to Industrial
Development grants tox incentives for the establishment or expansion of manufacturing
industries, Specifically, article §, point II, contemplctes the exenption of the
enterprise znd the partners in it fron income and profit tax in rcspect of revenues

derived from qualifying activities. As a fiscal incentivc, point III of the same

article proﬁides for exenption from toxes on assets cnd property to which the entorprisc

or ite owners or shorc-holders are linble in respect of quolilying activities,

In addition, article 9 of the Agreenent on Fiscel Incentives provides that any
enterprise which has qualified under the torus of the Agrecment shell be entitled,
"s long as the Agrcement remains in force, to deduct fronm its profits sub ject to
income or profit tox the amount re-invested in machincry or equipment enhancing
the productivity or production capacity of the enterprisc¢ and the branch of industry

concerncd in the Centrnl Anerican zrea,

Quite apart from the result of appiication of these incentives, we can certainly
say that they hove been real or potential resources for incentive and protection
for the country'e incdustrial activitics. However, one of the weak points in the
industrializaticn process hos been precisely the failure to apply the incentive policy
strictly, largely owing to the lack of a standard practice for the applicetion of
industrial incentives ot the regionel level, which hos resulted in an indiscriminate

promotion of industries, nony of which use high proportions of imported raw materials =
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e negative factor in net import-substitution, wiich has been reflocted in the country's
adverse balance of payments. In this respect, it is of interest to quote the comments
on the subject fou.d on page 28 of the Incuistrial Plan of Opcrations for 1969
published by the Planning Office in September 19683

"Liberality in respect of cxemptions sricing not only out of equalization at
the Central American level, but also out of & casual evaluation of pro jects,
has prevented the tax incentive from corresponding Lo an effort by industry to
improve its efficiency. The factors of cost and quality, which are essential
as far as market and price arc concerned, in the final =nalysis ere deoisive
for compctitive and export potential., Thesc factors are also important as
regards the future of cnterpriscs, when they will have to operate without the
protectionism which they now cnjoy. There are greatl dangers involved in failing
to correct the policy described cbove., This might compel the State to grant
perpetual subsidies to deficient industries or to bring about their failure.
In either case, the netional economy will suffer,®

D. Policy on foreign investment

As wa3 explained in chopter III, point B, above, government policy with respect
to the investment of foreign capitnl in industry has been guided by the desire to
facilitate and attract foreign investment, since this is necessary in order to
supplement the scant domestic resources available to the country for ite development,
and at the samc time to import technology.

There are no specicl regulations or laws governing foreign investment in industry
in Costa Rica., The development and installation of this type of industry is
governed by existing company low in the country. The Law mentioned above-lé/ and
tho Central American Agrecment on Fiscal Incentives to Industrial Development
currently provide for equal treatment for foreign and domestic investment as far as
obtaining industrial development incontives ig concerned,

None the less, at Loth the national level (Medium~Term Industrial Progremme
for 1965~1968) and the regional levol (Declaration by Ministers of Economic Affairs
of 21 July 1965), some recommendations have been made concerning foreign investments,
pointing to the advisability thet foreign cepital should be chamnelled towards
industries producing goods which src at present importec or articles for which
there is an opening in export markets, It is considered that foreign investment
performs its industrial development tesk better in this way.

36/ Law No. 2426 of 3 September 1959 on the Protection and Development of
Tnduatry.




- 43 -

In Costa Rica, therc are provisions favouring joint investment, in other words,
association between domestic and foreign centerprises to undertake industrial development,
" ond it is also considered advisable thot domestic participation should be at least

50 per cent,

The idea that foreign investment will be welcomed os long a8 it helps to develop
and improve our technology, gives impetus to the deveclopment of dynamic industries
and produces non-traditional goods intended for export mtrkets outside the Central

American crea also continues to be held,

The fact that therc has been no legislation regul~ting and orienting foreign
investment has on mony occasions resulted in the entry of this investment into fields
or activities which are hardly desiroble because domestic capital is displaced by
foreign capitel and becausc the industrial activities concerned gencrally relate to
the production of consumer goods, with respect to which domestic entrepreneurs are
quite familiar with the relevant operation and technology.

It is in order to avoid situetions such as this that the regulation of foreign
investiments is an obvious necessity. The lock of regulation in this respect has
also resultod in the displaccment of domestic capital by foreign capital in joint
investment situations with respect to different types of industry, and this displacement

has in some cases for various rcasons been almost complcte,

Vegetable oils and fats; biscuits and confectionery; bdYread and spighetti,
nmacaroni, noodles, etc.; baby food; canned fruit pulp and juice; sausages ~nd
processed meats; etc.

8/ Industrial enterprises producing chemical fertilizers and plastics and textile
products are among those in this situation,
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V., INSVITUTIONS AND INDUSTRIALIZATION, 1950-1972

A. Bodies responsible for formulating the broad strategy of industrialization

During the 1950s, the country had no planning agency tc formulate programmes and
plan measures and action for realizing the objectives and goals of industrial develop-
ment in 2 systematic and realistic way. However, the country's industrial policy was
embodied in laws, regulations, programmes, policies and international agreememt
resulting from the initiative of various agencies of the central govermment and some
sutonomous institutions which were in some way involved in aspects of the coumtry's

industrial development.

The principal agency in executing indust-ial policy measures between 1953 and
1960, which substantially helped to lay down the broad lines of the country's
industrialization during this period was the General Directorate for Industry, part
of the Ministry of Agriculture and Industry. At the end of 1960, the Directorate was
turned into the Ministry of Industry and Trad 0 by means of budgetary separation,
with the primary objectives of promoting industrial development to diversify the
economy; channelling both domestic savings and foreign investment into industry in
order to promote the economic stability of the country; enforcing the Law on the
protection and development of industry; promoting the econonic development of the
country; co-ordinating the Central American econoaic integration programme and
regulating the domestic and foreign trade of the courtry. As was pointed out in
chapter III, chove, it was only beginning in 1963 with the promulgation of Lew No. 3087
of 31 January 1963 that the Planning Office was set up to promote Costa Ricats

economic and social developmenmt through planning at the national level.

Among the most important laws weret the Law of 1940 on New Industries,
which remained in force umtil 1959, and Law No. 2426 of 3 September 1959 on the
Protection and Developmert of Industry.

40/ The Ministry of Industry and Trade was set up as a legal entity by promulga-
tion of Law No. 3644 of December 1965, whiich reformed decree No. 72 of 8 July 1944,
which had established the Secretariat for Agriculture and Industry.




In this way, it was also possible to institut jonalize the country's overall
industrial development planning. Although a2 Sectoral Flanning Unit was established
in 1965 under the Ministry of Industry ana Trade tc propare alternative plans and
suggest the mos* appropriate machinery for implementing them, the Unit, primarily for
reasons relating to technical personnel and bvudget , never functioned as it should,
and the National Planning Office took charge of the preparation of industrial develop-

ment plans and programmes. The Ministry of Industry and Tra,de—‘-l-l'/

is responsible for
implementing industrial policy, primarily with reference to the promotion of industry,
in other words for providing technical assistance to industry, formulating and promot-
ing industrial projects or initiatives and evaluating projects for which the incemtives
embodied in the Law on the Protection and Development of Industry and those provided
for in the Cemtral American Agreement on Fiscal Incentives to Industrial Development

are requested.

On the wi le, the Miniatry <F Eora nie Affrirs, Tadustry ~nd Trade ioono
the body responsible for co-ordinating and implementing the country's industrial
policy, since, although there are other institutions such as the Central Bank, the
Promotion Centre, etc. which formulate and execute measure A2 aimed at promoting
industrial development in one way or another, the liinistry of Economic Affairs,
Industry and Trade is also duly represemted in the Poards of Directors of these
institutions, and from that position is able to encourage oOr discourage the measures
or mechanisms of industrial promotion proposed depending on whether or not they are
in the general interests of the country.

B. godies regponsible for implementing incentives anc other measures to
promote investment

In 1953-1960, the General Directorate for Industry was in charge of industrial
promotion initiatives, first as part of the Ministry of Agriculture and Industry and
later on as part of the Ministry of Industry and Trade. Subsequently, and up to 1968,
the Fromotion Department of the Ministry of Industry and Trade was in charge of this

work, with technical agsistance from the Department of Industrial Engineering, the
Chemical Laboratory and the Directorate for Geclogy, Mining and Petroleum of the same
Ministry and tle Industrial Section of the Agency for Internctional Development (AID)

in Costa Ricz.

A_];/ Currently known as the Minietry of Economic Affairs, Industry and Trades

5_’2_/ Some of these are the mensures adopted by the Cemtral Bank for the financing
of industrial sales and granting of tax incemtives for the export of non-traditional
products to export morkets cutside the free-trnde crca in Cemtrel America.




Until abcut the third quarter of 1965, the Promotion Department operated as on

independent unit. Then, when the Ministry wos re-or cnized, it was attached to the

General Directorcste for Industry.

As has becn pointed out in previous paragraphs, the Ministry of Industry and Trade
has been responsible not only for providing technical assistonce and formulating and
promoting industrial projects or initiatives, but also has been the institution basically
responsible for the cdministration and application of investment incentives. Therefore,
it is the task of the Ministry to evoluate projects for which application is made to
benefit from thc provisions of the Law on the Protection and Development of Industry
or of the Cenmtral American Agrcement on Fiscal Incentives to Industrial Development.

The Ministry of Industry and Tracde was made responsible both for all administrotive
tnsks pertaining to the application of the Law on the Protection and Development of
Industry and the Cemtral Americcon Agreement on Fiscal Incentives to Industrial
Development, end alsc for technical and promotion functions proper to an industrial
promotion entity. It was therefore vnable to acquit iteelf well of all these functionse.
The repeated efforts to re-organize the Ministry of Industry and Trade so as to realize
= type of nroroticn in keorliy with the industrial development needs of the coumtry
proved ineffective.—ﬁ/

In February 1965, Law No. 4081 wng promulgoted, setting up the Cemtre for Export
and Investment Promotion as ~ seri-autonomous body under the Ministry of Industry and
Trade with the purpose of developing o policy of mecthodicel and contimuous project

"Una Institucidn de Fomento para Fomemtor ol Desarrollo Industrial" (A
Promotion Instituvtion for thc Pramotion of Industricl Developmont ~nuery 1566,
Charles 0, Thompson.

"Comentario Sobrc 1o Corgoracién ce Inversiones”’ (Comments on the Investment
Corporatlon,, 17 -roh 95, Dr. Otto Stern.

"Observacioncs realizudos on los Departementos de Ingenicrfc y Promocibn del
Ministerio de Industric y Comercic y Recommendacioncs parn un Futurc Procedimiento"
Obgervotions mode in Departmonte of Engincering ond Promotion of the Miniatry of
Industry end Trade and Recommendatione for Future Precedurc), 15 August 1966,
Robert A. Greye

"Considcraciones sobre medides de Rojltftica industricl® (Considerations on
Industrial Policy Measures;, 1270, Joirt Programming Mission for Central Americo.
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promotion. At the present time, this ngency is responsible for the administrotion
and application of Law No. 5162 on Erport Promction, which gronts es an incegtive to
exporting industries tax credit certificates (CAT) for 15 per cont of the fob port
~of departure value of exports, which con be applied foi Ly individuels and legal

| entities cxporting non-traditioncl goods to countrics outside the Central American
Common Market. Co-ordination with the Ministry of Zconomic Affairs, Industry and
prade is estzblished through the Governing Committce, whose chairman is the Minister
of Economic Affairs. In accordance with this Law, responsibility for application of
the incentives gromted is shared, with tho Promotion Centrc considering applications
and making recommendations and the Ministry of Economic Affairs, Industry and Trade

taking the final decisicns. The application of the incentives to investment is more

or less centralized in the Ministry of Ecenomic Affairs, Industry and Trode.

C. Industrial financing institutions

From the institutional point of view, during the 1550s and 19608, the rcsponsibility
for industrial financing in the country at the national level lay primerily with the
nctional banking system, which, by using its own resources and foreign loans -
especially from the Inter-Amcrioan Development Bank ond’ the World Bank - was able to
make a considersble effort in the financing of fixed and working capital for industry.
None the less, thesec institutions usually operated along the lines of traditional
commercial banks, in other words they confined themselves to purely financial banking
transactions and therefore, an appropriate mechanism for identifying, evoluating and

promoting projects necessary for sound industrinl development was not created.

At the regional level, ns woe indicated in chapter 1, above, the main source of
credit has been the Central American Bank for Economic Integration (BCIE), which was
set up unier the relevamt agreement on 13 Deccember 1960 by the Republics of Guetemala,
El Salvador, Honduras and Nicaragucll'{1 .

The Agreement setting up the Bonk indicates that the Bank!s objective shall be
to promote balanced economic imtegration and development of the member countriese:
For the realization of this objective, arecs or sectors of investment arc singled out,
gome of which, such 28 those appearing in sub-paregraphs (b) and (d) of article 2 of
the Agreemert, which are more directly rclated to industrial development, are

described belovw.,

(osta Ricz adhered to the Agrecement setting up the Central Amcricen Bank
for Economic Integration on 23 July 1962.
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- "Long~term investment projects in regional industries or industries of interecct
for the Central American morket which would help to increase the goods avcilable
for trade in Cemtral Americe cor for this trade ond the export sector as well,
Investment in industries of on essenticlly loczl noture sill remain outside
the scope of the Bank's activiticg.®

- "Projects for the financing of enterprises which need to expend their operations,
modernize their processes or change the structure of their production in order
to improve their eofficiency and competitive capacity in the Common Market so
as to focilitate Central American free trade.

Although there are 2 nuiber of private finance enterprises in Costa Rica, only

the Corporacién Costarricense de Financiomiento Industrial S.A. (Costa Rican Industrial

Finance Corporation) (COFISA)—ZLS/, which has been opurating with its own resources amd

with loans from the Agency for Internctional Development (AID) has, owing to its

characteristics, bcon looked upon s a source of industricl credit for the private sector.

As regards thc way in which COFISA has been operating, the document entitled
"Nuevos Mecanismos de Financiocidn para la Industria_l}as Exportaciones” (New
Financing Machinery for Industry and Export s)—/’osj, on pages 36 and 27, indicates the
followings:

"In the particular case of COFI3A, many of the choracteristics cttributed in this
report to comm~rcial banks ore zhared by COFISA, rnocsibly for the same rcason.
Where local credit is limited to levels which foll for short of meeting the real
demand for all purposes, thc bonker, who must demonstratc optimum results to his
share~holders, will selcetively invest his funds in the most profitablce and safest
arcas, which do not always coincide in the short term with development Purposes.’t
Although the country has had o nationalized banking system and some other sources
at the nationcl and regional level which have made it possible to channel resources
into industrial development, no flexible and dynamic mochinery like an investment
corporation has in the past been ereated to cncourege and promote the estoblishment

of new manufacturing activitics genuinely bencficinl to th- country.

For practical purposcs, the remaining enterpriscs f£all outside the develop—
ment credit field becousc of the high cost of the funds they loan and the short-tcmm
noture of their allocaticns.

46/ Subscribed by Arthur D. Little, Inc. and published by the Centre for Export
onit Invostment Promotion in San Jos&, Costa Rica, Jamuary 1970,
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The importance of toking o decision in this respcet wos stressed om many oocasions,
inter alia, by the Departmert of Economic Studies of the Cemtral Bank of Costz Rico
and by the Plonning Office-w, and more rcecemtly in the document clreedy referred to
on pew finaonciig mnchincry for industry and cxports published by the Cemtre for Export
and Investment Promotion in January 1970.

On 16 November 1972, by Lew No. 5122, the Costo Rican Development Corporation

(CODESA), an cntcerprise with mixed State end privote capit c.liy

promoting the economic development of the country by st rengthening Costo Rican

directed towaras

private enterpriscs in the context of the national mixed economy system was set upe

In order that the Corporation mey fulfil its cbjectives, it has been cssigned
the following functions:

- Preparation and implementation of specific cconnmic development programmes
and projects of regicnal or notionel natures,

~ Participoation in intcernationsl or multi-national progrommes and projects;
- Establishnent and promotion of the establishmenmt of ncw emterprises;

- Supervision, consolidation end provision of technical assistance to egtablished
emterprises;

- Granting of loans to new or established entcerprises, giving preference to
enterprises which hold sharcs in the Corporcticn, provided therc is equality of
conditions with non-share-holding enterpriscs;

- Granting of gucrontec certificctes for credit tronsactions being negotinted by
new cnd cstablished omterprises with other domestic or foreign institutions;

- Systemstic ond constant promotion of the devclopment of the domestic capital
market

Export promotion.

- Documcnts EE/1205 of 17 August 1969 and m/1239 of 22 September 1967,
Central Bank of Costa Rico.

- Industrial plan of operations for 1969, September 1968, pages 90 and 91,
Planning Officc, San José, Costa Rica.

The Govermmemt of the Rcpublic holds 67 per ccmt of the shares, and the
private sector holds the remainder, or 33 per cent.
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The Law cssigns a numbcr of functicns tc the Cerporation, ronging from the provi-
sion of technical assistonce to enterpriscs and the preparation cr arrangement for
preporation of projects 12 tho gurrantoeing and nogetisting »f rosources for development
of nanufacturing cetivitics in the cowatry. In this woy, thne Cerperation con and
should play @ moj.r role in the ficll of premeticon, dofining the latter as the identifico-
tion, proparetion, financing end implemcntoation of industricl projccts which are

very dosirable for the cconcmic duvelopment of the country.

D. Institutions for traini_xg lobcur for industry

In Moy 1965, thc National Institute of Apprenticcship (INA) was cstablished by
Low No. 3506. This is a spcciclized troining institution which the Govermmomt of the
Republic cstoblished to improve the supply and quality of skilled labour for industry,
mining, ogricultur:, stock brccding, trode and scrvices, ctce This institution is
financed primarily {hrough annual contributions by the cemtral Govermment and. through
the contribution of 1 per comt of the total amount of payrolls payablc monthly by all
privetc enmterpriscs in industrial, commcrcial, mining and service activities, which
have a capital of at loamt 504000 coloncs or cmploy at lcast ten workers, and through
the contribution of 1 per cent of the total amount of payrolls payable monthly by

autonomous and semi-outonomous Statce institutions.

The organization and development of the vocational training system being carricd
out by INA is one of the most outstonding crperiments in this ficld in Central Amcrica
in recemt years. For the first time, cn institution is being methodically organized
to contributc to economic devclopment and the improvement of the Costa Rican peoplets
living conditions through apprenticeship ond the treinding of workers for industry and
other productive activities in the country.

INA's report on its ucric for 1965-1967 contained two important rcmarks on the
Institute's operation which descrve to be quoted becoausc they reflect aspects of
that work which arc of great bencfit to the country in general and to the industrial

and commcrcial scctors in perticular:

"The first relates to the extremely importomt work being carricd out by the
Menpower Scetion, which, within the Institute, is in charge of carrying out the
requirced field studics, using varicus scicntific methods, to determine whet the
rcal nceds with respect to skilled labour ere throughout the country. Through
thesc studies, INA plans the resourccs which it should provide, adjusting itsclf
to the rcal dewnnd whick hag been cscertaincde”




"The sccond aspect which deserves to be pointed cut is the in-plant troining pro-
gromme. INA werkers go to the plant and train co-ordinctors there who then
repeat thoe courscs for their own colloagues.’

"In this way, the Institute's troining cenccity is r;mltiplicd."-w
!

In addition, as was explained in chapter I, part I’y zbove, INA uses several mcans

of vocetiontl truining to carry out its task: training, supplementary training, up-

grading, specialization and apprenticceshipe.

The fororunner of INA, from 19¢0 until the Inastitute’s esteblishment in 1965, was
the Sociecl Training and Apprenticeship Office, attoched to the Ministry of Labour and
Social Welfare.

Despite the economic, technicel and personncl limitotions, its nctivities penetrated
to meny parts of the country. This preliminary werk was terminated with the establish~
ment of INA, which absorbed the Office.

More reeently, on 10 Jun: 1971, the Cesta Ricon Institute of Toshnolegy wos
set up under Law Nc. 4777. It will be rcsponsible for technological and rclated
scienmtific educotion oriemted towards meoting the needs of industry, mining and

agriculturc, and those branches which arc necessery for increased production and the

socio-cconomic development of the country.

The Institute will have schools for training medium-level tcchnicians, schoole of
higher ond prbfousional studice in the various technical disciplines, schools for
graduates and o rescarch cemtrc. Thus, it will be responsible rot only for training
medium-level technicians to mcet the industriel develepment nceds cf the country, but
also for affording the pupils trained on upportunity to comtinue with advanced studies
and to dovelop indigenous technology through the establishment of a technological

regeoarch centre.

In April 1963, in order to achiove grecter e¢fficicncy in the administration,
production and sale of industrial enterprises, the National Productivity Centre (CENPRO)
was established by the Govermment of thc Republic with the assistance of the

National Institute of Appromticeship (INA), Mamoria de Lobores (Report on
. Work), 1965-1967, San José, Costa Rica, page 49.




Imternational Lobour Organisation (ILO). At the outsct it received assistance from
the Chamber of Industry, which temporarily providced promises and furnishings. Until
around 1969, it supported itself out of the rcsources obtained in payment for its

services. CENPRO's work was basically oriemted towards the development of programmes
for middle and operctional maragement of private and public enmterprises. This appoars
to have been the greatest offort made in the country with regard to training
managerial personnel for industrial ent erprises,

At the regicncl level, the Cemtral American Enterprise Administration Institutc
(INCAF) has been operating since 1964 as o multi-nctional agoncy devoted to training,
research and consultency in the fields of enterprisc administration.

INCAE was set up with formrl assistance from the Harvard Business School, which
has had a comsiderable influencc on the design of its cducntional progrommes and on
the training of its teaching staff. The two institutions maintain close contact
through faculty cxchangecs and joint res:ao.rch ond development progrommes relating to
individuel cases.

INCAE works in closc assccintion with the entrepreneural community of Cemtral
and South Americo through an active associates programmc, short seminars and annual
high~level menagememt programmes for high executives.

The high-level mapagement progroemme has been organized anmually since 1964, and
there arc now 644 graduat cey
Costa Rica.

of whom 12.1 per cent, or 78 groduates, are from

INCAE reprcsents on additional effort towards filling out the training of the
management personnel required for the adequate development of industrial enterprisecs
in the country.

E. Other institutions concerncd with production and industrial development

Under Law No. 4081 of 26 February 1968, the Centrc for Export and Investment
Promotion wes set up to further all activities aimed at the promotion cf exports
and investment.

20/ (Instituto Centroamericanc de Administracidn de Empresas (INCAE) Cuatro
Ands de: Progreso: 1968-1972, Informe del Rector, (c) Programa de Alta Cerencia)
(Central American Enterprise Administration Institute (INCAE) Four Years of l;rémuz
1368-1972, Report by the Rector, (c) High-Level Management Programme),
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In order to fulfil these objectives, thc Cemtre is to carry out, imter alia, the
following functions:

1. To promote exports:

(a) Identification of new cxporteble products;
(b) Provieion of technicel assistance to cxporters;

(¢) Co-ordination of thec privete and public sectors in matters relating to
exports;

(d) Rescarch work for opening up new morkets to domestic oxports;

(¢) Recommendction of incentives to exports cf products outeide tho
Central Amcrican aree;

(£) Treining with respect to experts with assistence from imtermstional agomoies.

2. To promotc investmentss

(&) Iccentification of industrinl and agricultural investment opportunities
dirccted especially towards ncw linee of exportablc production or such
lines as would result in cconomies of foreign exchange through import-
substitution;

(b) Taking of an intorest in the carrying out of fcasibility studies for
new invostment s;

(¢) Brondest possible dissemination of information on these opportunities
among individual investors;

(d) Maintenance of an up-to-date fund of genoral informution of interest to
investors such as:

- Regulations relating to now investments,
- Tex and other incentives for industry,

- Regulations governing companies an: enterprises,
- Avoilability and cost of labour,

~ Approrriate location for the establishment of new agricultural and
industrial activitics, etc.;

(e) All other measures ccnsidered appropriate to promcte investment here,
including collection of information on morkets outside the Cemtral Ameriocan

ares.

The Centre iz now a promction agency which effectively and directly contributes -
through investment promotion and the development of exportable products - to the
development of industrial activities in the country. The Coentrel Ameriocan Export
Promotion Progromme (PROMECA), which originated in a recomendation by the first
joint meeting of the Economic Ccuncil, the Monetary Council and the Trecsury Ministers

of Cemtral America held in Manrgun, Nicaragua in November 1967, has been operating
at the regional lecvel.
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The programme cstablished ot the out sct had the following chbjectives:

- Co~cpereticn in the formulation of a policy for the development of non-
traditional exports in the context f Cemtral Amcricos, ¢conomic integration
and in the development of con appropricte infrostructure for its implementetion;

-~ Identification and promotion of specific projects for the export of non-
traditional products cutside the regicon.
So that it might fulfil these cbjectives, PROMECA was ossigned the following
functions:
l¢  To serve as u specialized infcrmation and consultancy agency to the Economic

Council end the Executive Council of the General Trecaty on Cemtral Amcrican
Economic Intcgraticn with reapect to commerciel nolicy and export-promotion;

2¢  To co-operate with the Contral American Bank for Economic Integration in
moking the best use of itg rolicy for finoncing projects for the export of
non-traditional products outeide +the regicn, and with the Secretariat of the
General Treaty on Cemtrel American Integration (SIECA) in fields related to
trade policy and export promotion;

3+ To co~ordinate and identify fields of action of mutual interest for the
programme and for nationnl export-promotion bodies; 51

4s At the regional level, to co-ordinatc and chormel technicel assistance and
relationships with international ngencies concerned with export-pramotion;

5¢ To co-operate with other regional or naticnal bodics in the public and
private sector in activities related to export-promotion;

6. To provide informntion, consultancy and technical assistance to groups or
associations of producers and exporters, vwhen these so requcst .
The Centrel Americen Export Promotion Progromme (PROMECA) has bcon technically
and administratively organized into three Wworking units which operate under the co-
ordination of a direcctor. These units cover information, rescarch snd promotion.

51/ These aret The National Export—Promet ion Centro of Guatemaln (QUATEXPRO) ,
the National Export-Promotion Centre of E1l Selvedor (CENAFE), the Genoral Directorate
of Economic Affairs and Trade of Honduras, the Niccraguan Export-Promot ion Centre
§EXPOR'I'ECOS) ond the Costa Rican Centre for Expcrt end Investment Promotion

PROMOCENTRO ) .




PROMECA's work constitutcs a geruine offort in the pramotion of cxports from the
Central American arca. As a result of the efferts made by the Central Americon Bank
and the Secretariat of the Genercl Treaty on Comtrel American Economic Integration

(SIECA) through PROMECA, wc nre cble to sy that Central America has started exporting
non-treditionsl preducts outside the arce.<2

PROMECA's action in tho field of the country's industrial dcvelopment has primarily
mode itself fclt through the co-operction end technical assistance which the Programme
has been providing to national entreprcncurs and industriclists through the Cenmtre
for Export and Investmenmt Promotion.

rican Bank for Economic Integration, Jo.zmary 1973.
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TABLE 13

COSTA RICA: PRODUCTION, NUMBER OF ESTABLLSHMENTS AND
PERSONNEL EMPLOYED IN INDUSTRY

1958 and 1964
Industrial Industrial -
census 1958 (%) oensus 1964 (%)

Totals C

Number of enterprises 5,976 5,808

Kumber of employees 32,0N 33,254

Gross value of production

(thousands of colones) 711,812 100.0 1,271,138 100.0
A+ Enteorprises cmploying more

than 69 persons

Bumber of enterprises 42 55

Funber of employees 5,556 7,33

Oross velue of production

(thousands of oolones) 264,881 4.3 420,969 33.1
B. Enterprises employing between

10 and 69 persons

Number of entperises 411 4817

Number of employees 11,142 11,356

Oross value of production

(thousands of oolcnes) 350,339 45.4 548. 363 43,1
.Cs BEmterprises employing fewer

than 10 persons

Number of enterprises 5,523 5,266

Number of employees 15,373 14,568

Gross value of production

(thousands of colones) 156,622 20.3 301,806 23.8

Sourcet Industrial oensuses of 1958 and 1964, General Directorate for Statistics
and Censuses.
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ANNEX

COSTA RICA: METHODS USED IN CALCULATING THE GROSS
VAIUE OF PRODUCTION AND VAIUE ADDED IN INDUSTRY

Claseificaeticn

l. In order tc have data for industrial production which cre comparable at the
internaticnal, and in garticular at the Central Amcrican, levels, it was decided to

usc the United Nations Intornaticnzl Standard Industrial Classification in computing
this variable for 19%0-1962. Although the figures for gress value of production are
rounded in «ll tables, greatcr detail wos used in calculating them so as to obtain
more reliable figures. In cther words, the rounded figures for production shown were
obtained a8 the sum cof figures werked ouv in greater detail. 1In this work, the figures
for production and volue ndded relating to coffece mills, cotton gins and cocoa mills
are disregarded becausc these ~re not considered to belong to the manufacturing
industrics.

In view of the impossibility of obtaining real figurcs moking it possible to
construct the ascries cf figurcs for industrial productica and value added, it was
necessory to use indirect mctheds cnabling approximete figures to be obtained for
thepes In suamory, the steps followed in the calculations for which these methods

werc used can be ocutlined as fcllcows:

1
(1) Calculoticn of the gress value of production for 1950-1962, based on ]
the 1957 cenous: 1

(2) Caleculaticn of the valuo added at market prices on the basis of the

figuree for the gross valuc of production and o coefficient of value
added for each industrial activity.

Base year

2. The mest rceoent real figures for production availeble were those for the gross
value of production from tbe 1957 consus and the relevant reports on value added.

It was therufore necessary to ascertain with the highest possible degree of
certainty the gross valuc of industrial production in 1957, which was going to be
used 28 the basc year for calculating the gross value of production in the period
to be covered.
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3 It was observed that the tYigures from the 1957 industrinl ccnsus were not able
to meet roquirements, and therefore cdjustments were mnde in the gross valuc of pro-—
duction as shown in thc census. The most impertant of thesc rclated to uncontrolled
production. Come of the adjustments to the value of industrial production were bascd
on work carried out along the seme lines under the Economic Development Rescarch

Project of the University cf Ccsta Rica, and ct™ers were important ad justments which
the Planning Office considercd advisable.

4. The volue of production in th: basc yeor woas expressed in current colones. Since
it was nccessary to cxpress the valucs in the scerics of figures for production expressod
in 1962 ccloncs, pricc indexes had to be established, moking it possible to valuc

1957 production in terms of 1962 coloncs.

Quant um indexe‘ s

5¢ Once thce value of 1957 production cxpressed in terme of 1962 colones had been
established, quantum indexes had to be prepared to make it possible to shift this
value cof 1957 production in order to obtain the scriecs of figures for production for
the remaining yecrs in the period between 1950 and 1962,

The quantum indecs were obtained using three main eriterias
(8) Volume of physical production,
(b) Inputs of row materials,

(¢) Volume of snles.

The limitetions of coch of these as indicators of the bebevicur of industrial
production werec constantly borne in mind, and there was full ewarcness of the possiblo
distortions which cach indicator might cmbody.

L4

In the casc of figures for salos (in money terms) used in prepering the quantum
indexes, the figures were deflatod by asing the appropriate price indexes in order to
eliminate distortions arising out of price fluctuations., Most of the information for
the pericd 1950-1957 for prepering the quantum indoxcs wos drawn from the filcs of
the Costes Rican Economic Development Rcsearch Project.




Value added at market priccs

6. On the basis cf the data in the replics t2 the 1957 industrial census, the
verification and adjustment celculations carried cut undcr the Costa Rican Economic
Development Rescarch Project rclating to the findings of the census and cther guide-
lines for cerrections given by the Flenning Office, the table of ratios between value
added and gross valuc of producticn was prepared. These ratice werc applied to the
series of figurcs for gress value of preduction to obtain the scrics of figurcs for

valuc added (velue of production minmus raw moteriels, indircet meterials, energy and fucl).

It should bo pointed out that the coefficients for valuc added refer primarily
to 1957 technology.

Verification of calculations

To  The Joint Programming Mission for Central Americe was consulted oconcerning the
details of methods for calculating industrial production ond its value added in order
to cnsurc the comparability of the ccloulctions at the Cemtrnl American level. Also,
the values of production brokcn down by threc-digit ISIC groups for 1962 were revised
in the light of the findings of the Industrial Survey of 1962, wiich wes carried out
by the above-mentioned Mission in the Cemtral Americen countries using sampling.
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