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	Basic statistics of Costa Rica


	
(Data refer to 2016 or latest available. Numbers in parentheses refer to the OECD average)1














	

LAND, PEOPLE AND ELECTORAL CYCLE








	
Population (million)


	
4.86


	



	
Population density per km2



	
95.1


	
(37.5)





	
Under 15 (%)


	
21.9


	
(18.0)


	
Life expectancy (years)


	
79.6


	
(80.7)





	
Over 65 (%)


	
9.2


	
(16.5)


	
Men


	
77.2


	
(78.1)





	
Foreign-born (%)


	
8.4


	



	
Women


	
82.1


	
(83.3)





	
Latest 5-year average growth (%)


	
1.1


	
(0.7)


	
Latest general election


	
February 2018















	

ECONOMY








	
Gross domestic product (GDP)


	





	



	
Value added shares (%)


	



	






	
In current prices (billion USD)


	
57.1


	



	
Primary sector


	
5.4


	
(2.4)





	
In current prices (billion CRC)


	
31044.1


	



	
Industry including construction


	
21.2


	
(26.7)





	
Latest 5-year average real growth (%)


	
3.7


	
(1.9)


	
Services


	
73.4


	
(70.9)





	
Per capita (000 USD PPP)


	
16.4


	
(42.1)


	



	



	
















	

GENERAL GOVERNMENT


Per cent of GDP







	
Expenditure


	
 29.0


	
(41.2)


	
Gross financial debt


	
45.7


	
(108.1)





	
Revenue


	
 24.7


	
(38.3)


	
Net financial debt


	
NA


	
(69.8)















	

EXTERNAL ACCOUNTS








	
Exchange rate CRC per USD


	
544.0


	



	
Main exports (% of total merchandise exports)


	



	






	
PPP exchange rate (USA = 1)


	
387.7


	



	
Food, animals + beverages, tobacco


	
42.9


	






	
In per cent of GDP


	



	



	
Miscellaneous manufactured articles


	
28.7


	






	
Exports of goods and services


	
32.8


	
(28.1)


	
Goods classified chiefly by material


	
9.5


	






	
Imports of goods and services


	
31.9


	
(27.7)


	
Main imports (% of total merchandise imports)


	



	






	
Current account balance


	
-2.61


	
(0.20)


	
Machinery and transport equipment


	
30.0


	






	
Net international investment position


	
-49.6


	



	
Chemicals


	
17.7


	






	



	



	



	
Goods classified chiefly by material


	
16.8


	
















	

LABOUR MARKET, SKILLS AND INNOVATION








	
Employment rate for 15-64 year-olds (%)


	
58.7


	
(67.0)


	
Unemployment rate, Labour Force Survey (age 15 and over) (%)


	
9.7


	
(6.5)





	
Men


	
72.8


	
(74.8)


	
Youth (age 15-24, %)


	
23.1


	
(12.9)





	
Women


	
44.3


	
(59.4)


	
Long-term unemployed (1 year and over, %)


	
1.6


	
(2.0)





	
Participation rate for 15-64 year-olds (%)


	
65.0


	
(71.7)


	
Tertiary educational attainment 25-64 year-olds (%)


	
23.0


	
(35.7)





	
Average hours worked per year


	
2 212


	
(1763)


	
Gross domestic expenditure on R&D (% of GDP)


	
0.6


	
(2.4)















	

ENVIRONMENT








	
Total primary energy supply per capita (toe)


	
1.0


	
(4.1)


	
CO2 emissions from fuel combustion per capita (tonnes)


	
1.4


	
(9.2)





	
Renewables (%)


	
52.7


	
(9.6)


	
Water abstractions per capita (m3 )


	
348


	
(812)





	
Fine particulate matter concentration (PM2.5, μg/m3)


	
20.1


	
(15.2)


	
Municipal waste per capita (kilogrammes)


	
390


	
(520)















	

SOCIETY








	
Income inequality (Gini coefficient)


	
0.48


	
(0.32)


	
Education outcomes (PISA score, 2015)


	



	






	
Relative poverty rate (%)


	
20.9


	
(11.6)


	
Reading


	
427


	
(493)





	
Median disposable household income (000 USD PPP)


	
9.3


	
(23.0)


	
Mathematics


	
420


	
(490)





	
Public and private spending (% of GDP)


	



	



	
Science


	
400


	
(493)





	
Health care, current expenditure


	
9.1


	
(9.1)


	
Share of women in parliament (%)


	
33.3


	
(28.7)





	
Pensions


	
5.8


	
(9.1)


	
Net official development assistance (% of GNI)


	
0.20


	
(0.39)





	
Education (primary, secondary, post sec. non tertiary)


	
5.6


	
(3.7)


	



	



	








	
Better life index: www.oecdbetterlifeindex.org




	
1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.



	

Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund, Inter-Parliamentary Union, UN Comtrade, INEC, Costa Rican Ministry of Finance and the Central Bank of Costa Rica.









Costa Rica at a glance





General economic and demographic indicators


[image: graphic]


Note: LAC-5 is a weighted average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: 
OECD Analytical Database; World Bank Development Indicators.


StatLinkhttp://dx.doi.org/10.1787/888933701281





Inequality and poverty indicators


[image: graphic]


Note: LAC-5 is a simple average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: 
OECD Income Distribution Database; the Global Gender Gap Report 2017 Dataset © 2017 World Economic Forum.


StatLinkhttp://dx.doi.org/10.1787/888933701300





Labour market inclusion indicators


[image: graphic]


Source: OECD Labour Force Statistics.


StatLinkhttp://dx.doi.org/10.1787/888933701319





Education Indicators



Programme for International Student Assessment (PISA) results, 2015


[image: graphic]


Source: 
OECD PISA 2015 Database.


StatLinkhttp://dx.doi.org/10.1787/888933701338





Educational Attainment and Spending


[image: graphic]

1. Expenditure on primary, secondary, post-secondary and tertiary education.



LAC-5 is a simple average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: 
OECD Education at a Glance; OECD Educational Finance Indicators; Ministerio de Hacienda.


StatLinkhttp://dx.doi.org/10.1787/888933701357





Health Indicators


[image: graphic]


Note: LAC-5 is a simple average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: 
OECD Health Statistics Database and World Bank Development Indicators.


StatLinkhttp://dx.doi.org/10.1787/888933701376





OECD Regulation indicators



Product Market Regulation



Index scale of 0-6 from least to most restrictive, latest available year


[image: graphic]



[image: graphic]


Note: LAC-5 is a simple average of Argentina, Brazil, Chile, Colombia and Mexico. Data refer to 2013.




Source: 
OECD-WBG Product Market Regulation Database for all LAC countries except Brazil, Chile and Mexico, and OECD Product Market Regulation Database.


StatLinkhttp://dx.doi.org/10.1787/888933701395





Employment Protection Legislation Indicators



Index scale of 0-6 from least to most restrictive, latest available year


[image: graphic]


Note: Data refer to 2014 for Argentina, Colombia, Costa Rica, Slovenia and the United Kingdom; 2012 for Brazil; 2013 for others. LAC-5 is a simple average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: OECD Indicators of Employment Protection.


StatLinkhttp://dx.doi.org/10.1787/888933701414





Foreign Direct Investment (FDI) Indicators


[image: graphic]


Note: LAC-5 refers to a simple average of Argentina, Brazil, Chile, Colombia and Mexico.




Source: World Bank World Development Indicators (WDI); and OECD FDI Restrictiveness Index.


StatLinkhttp://dx.doi.org/10.1787/888933701433





Services Trade Restrictiveness Index (STRI)


[image: graphic]


Note: LAC-4 refers to a simple average of Brazil, Chile, Colombia and Mexico.




Source: OECD Services Trade Restrictiveness Index (STRI).


StatLinkhttp://dx.doi.org/10.1787/888933701452





Insolvency


[image: graphic]


Source: Adalet McGowan, M., D. Andrews and V. Millot (2017), “Insolvency regimes, zombie firms and capital reallocation”, OECD Economics Department Working Papers, No. 1399, OECD Publishing, Paris, http://dx.doi.org/10.1787/5a16beda-en.


StatLinkhttp://dx.doi.org/10.1787/888933701471





World Bank Doing Business Indicators



Distance to the frontier, 20171



[image: graphic]



[image: graphic]

1. Distance to the frontier is a measure of how far a country is from best practice, on a scale of 0-100 where 100 is best practice.




Source: World Bank Doing Business 2018 database.


StatLinkhttp://dx.doi.org/10.1787/888933701490






Executive summary




	

Economic and social progress has been impressive




	

Restoring fiscal sustainability is a priority




	

Strengthening monetary policy and financial stability




	

Making growth more robust and more inclusive




	

In spite of high education spending, outcomes are poor




	

Overly complex regulations are holding back entrepreneurship










Economic and social progress has been impressive


Costa Rica has achieved strong well-being and robust economic growth. Almost universal access to education, health care and pensions have contributed to high levels of life satisfaction. This has been facilitated by robust economic growth and continued convergence towards OECD living standards. Poverty, income inequality and gender gaps are low by Latin American standards, though high when compared to OECD countries. Shortcomings also exist in some well-being indicators such as work-life balance, safety and income. Costa Rica has established a world-renowned green trademark and eco-tourism industry by protecting its abundant biodiversity and developing renewable energy sources.



Convergence towards higher living standards is in progress



% of upper half OECD


[image: graphic]


Source: OECD, Productivity Database.


StatLinkhttp://dx.doi.org/10.1787/888933701509



Open trade and foreign direct investment are an integral part of Costa Rica’s successful growth model. This has underpinned Costa Rica’s structural transformation from an agricultural-based economy to one with a more diversified structure that is integrated into global-value chains. Building on these achievements, Costa Rica has the opportunity to increase its specialisation in medium- and high- technological intensive sectors. Robust growth of around 3.7% is projected for 2018 and 2019: a low inflation environment will protect household income and exports will benefit from the global economic recovery. Public investment is also expected to strengthen from its historically-low levels owing to ongoing large infrastructure programmes.



Costa Rica is an open economy, benefiting from strong FDI inflows, 2010-16 average


[image: graphic]


Source: World Bank Development Indicators.


StatLinkhttp://dx.doi.org/10.1787/888933701528



However, anti-competitive regulations and high labour market segmentation hinder the full realisation of opportunities to make growth more inclusive. Employment growth is also stagnant and unemployment remains above pre-crisis levels, hitting predominantly youth and the low skilled. As a result, and against the general trend in Latin America, informality and inequality are increasing.



The economy will continue to expand at a solid pace


[image: graphic]


Source: 
OECD Economic Outlook Database.








Restoring fiscal sustainability is a priority


The fiscal stimulus imparted in 2009 to support the economy as the global crisis unfolded has not been reversed, in spite of a quick recovery and steady growth thereafter. The budget deficit has exceeded 5% of GDP for the past five years. Recent efforts to increase tax collection have not reduced the budget deficit due to the extensive use of earmarking, public sector fragmentation into autonomous agencies and spending mandates. As a result, central government debt has soared, from less than 25% of GDP in 2008 to 49% in 2017.



The fiscal position continues to deteriorate


[image: graphic]


Source: Ministerio de Hacienda.


StatLinkhttp://dx.doi.org/10.1787/888933701547



A comprehensive fiscal reform package is needed to stabilise the debt-to-GDP ratio. There is ample room to raise additional revenue by broadening the tax base and continuing to fight tax evasion and avoidance. However, raising tax revenue will not help to contain the deficit unless strong earmarking is restricted. The government should also regain control of resource allocation, including by addressing institutional fragmentation. Reforming public-sector compensation, strengthening the budgetary framework with a new, operational fiscal rule and improving debt management would help to balance the budget.





Strengthening monetary policy and financial stability


Monetary policy has successfully achieved low inflation, but challenges remain to further reduce dollarization and strengthen the financial sector. Around 40% of deposits and credits are denominated in foreign currencies, and around 70% of such credits have been extended to unhedged borrowers. The Central Bank has raised the policy interest rate to incentivise savings in local currency and prudential regulation measures have been taken to discourage borrowing in foreign currency. The impact of these measures needs to be carefully assessed and authorities should consider the possibility of also strengthening prudential regulation with a view to continuing to reduce dollarization. Institutional reforms to enhance the independence of the Central Bank should be approved.

While the banking sector appears to be healthy, recent difficulties in two state-owned banks highlight weaknesses in governance. The government should improve the selection of board appointees to state-owned banks and other public enterprises. Opening entry to FinTech start-ups, with appropriate regulation, would boost competition and reduce the high cost of financial intermediation.





Making growth more robust and more inclusive


Productivity growth has gained some momentum over the past decade, but many institutional obstacles are hampering stronger growth and spreading of its gains more widely. Obstacles include labour market marginalisation, restrictions to competition and low outcomes and inequities in education. If Costa Rica does not address these challenges, it risks becoming stuck in a “vicious cycle” whereby individuals with low skills and poor access to opportunities are confined to low-productivity and low-wage jobs. Setting in motion a “virtuous cycle” will require reforms across several policy areas that present win-win opportunities to boost both productivity and inclusion.

Childcare provision is low and differs largely across income levels and geographical areas. These asymmetries impact negatively both on the future educational outcomes of children from disadvantaged backgrounds and on female labour market participation, also hampering equity. Expanding early childhood education and care for low-income groups and improving its quality should become a priority. To facilitate the improvement and expansion of services, all spending on early childcare education and care should be classified under the constitutionally-mandated spending on education and a single agency with clear responsibility for delivering national ECEC policy across the entire sector should be appointed.



Inequality is high



Disposable income distribution (80/20 income ratio), 2016 or latest available data


[image: graphic]


Source: 
OECD Income Distribution Database.


StatLinkhttp://dx.doi.org/10.1787/888933701566



About 43% of workers hold informal jobs. High informality is a source of persistent inequalities and is also a drag on productivity. The complex minimum wage structure increases firms’ compliance costs, discouraging job formalisation. The government has reduced the high number of minimum wages from 25 to 23 and plans further reductions to 10 by the end of 2019. Moving to a smaller number of categories, based on geographical and age differentiation, rather than the current complex web of sectoral, occupation, education attainment and skill categories, would significantly reduce compliance costs.





In spite of high education spending, outcomes are poor


Costa Rica has a strong commitment to education as a social and economic development measure. At 7.9% of GDP, education spending is higher than in all OECD countries. However, spending is inefficient both in the learning process and in reducing inequality. PISA results reveal that one third of students lack core competencies and outcomes are strongly influenced by socio-economic background. Grade repetition and drop-out rates are high. Resources need to be channelled and even reallocated to secondary education and early childhood education and care. More focused, targeted support should be given to students at risk early on. Resources should also focus on providing initial and on-the-job training to teachers as well as education materials, which are currently in shortage. Developing good quality dual vocational education and training in secondary education would offer young people strong skills and a close link to the labour market. Overall, the government should move from the current focus on resources and funding to outcomes, and should establish clear and verifiable performance-based targeting against which to measure the success of its education policies.





Overly complex regulations are holding back entrepreneurship


Product market regulations are stringent; there are large barriers to entrepreneurship, extensive anti-trust exemptions and high state control in many sectors. The potential productivity gains from reducing anti-competitive regulations are large. Improving state-owned enterprises’ governance according to OECD standards, establishing one-stop shops for business registration and licensing, streamlining insolvency procedures, removing anti-trust exemptions and enhancing trade facilitation would bring large growth benefits.



Product Market Regulations are stringent



PMR score, 2013


[image: graphic]


Source: 
OECD-WBG Product Market Regulation Database for all LAC countries except Brazil, Chile and Mexico; OECD Product Market Regulation Database.


StatLinkhttp://dx.doi.org/10.1787/888933701585










	
MAIN FINDINGS


	
KEY RECOMMENDATIONS





	

Improve macroeconomic stability








	
Fiscal performance is weak and continues to deteriorate.


	
Implement immediate measures to reduce the budget deficit by 3 percentage points of GDP during 2018-20 to stabilise the debt-to-GDP ratio, through a comprehensive package of measures to raise revenue, curb spending, and strengthen the fiscal rule. In the medium term take actions to reduce the debt-to-GDP ratio to prudent levels while building fiscal space to address contingencies.

Reduce budget rigidities stemming from legally mandated spending and earmarking of government revenues.

Streamline public sector employment to better control payroll costs.

Assess contingent liabilities.

Create a fiscal council and introduce a multi-year expenditure framework.

Modernise debt management by reducing the number of benchmark securities and improving communication with the markets.





	
The central bank’s independence in the conduct of monetary policy can be improved. Monetary policy transmission mechanisms are weak, dollarization and currency mismatches are high.


	
Adopt the draft bill that reforms the rules for appointing the President of the Central Bank; rule out that Ministers or their representatives can vote in Board decisions.

Gradually reduce interventions in the foreign exchange market.





	
Financial systemic risks remain.


	
Strengthen prudential regulation on FX loans to unhedged borrowers.

Create a bank resolution mechanism and a deposit insurance scheme for all banks.











	

Make growth more inclusive








	
The system of multiple minimum wages exacerbates compliance costs, creating distortions and inequities.


	
Continue moving to a smaller number of minimum wages.





	
The share of informal employment is high by OECD standards and has failed to decrease.


	
Implement a comprehensive plan to reduce informality, including greater enforcement of obligations to pay contributions.





	
Labour-market gender gaps are high.


	
Increase the supply of publicly-funded childcare services. Classify all spending on early-childhood education and care under the constitutionally-mandated spending on education.





	
Spending on education is high, but outcomes are poor. Per student spending on basic education is low, while spending on tertiary education is high. Inequalities in educational outcomes are high; the school drop-out rate is high and teaching quality needs strengthening.


	
Establish better educational outcomes as the main policy target, instead of a focus on spending, and develop performance indicators.

Rebalance education spending towards early childhood and secondary education. Strengthen targeted support for at-risk students, and teachers’ training.











	

Boost productivity growth








	
Competition is weak.

In the banking sector, weak competition drives up intermediation costs.


	
Adopt and implement the bill reinforcing the powers, independence and funding of the competition commission.

Continue the implementation of the action plan to increase consistency with the OECD Guidelines on Corporate Governance of State-Owned Enterprises.

Continue with the planned 25 sector studies evaluating the exemption from competition and eliminate unjustified exemptions.

Open entry to FinTech start-ups, with appropriate regulation.





	
Barriers to entrepreneurship are high.


	
Establish a one-stop-shop for business registration and licensing. Introduce performance targets. Continue to improve the insolvency regime and trade facilitation.





	
Transport infrastructure is deficient due to a complex institutional setting.


	
Improve co-ordination among the different public-works bodies by clarifying mandates and granting overall control to a single lead agency. Prioritise projects based on cost-benefit analysis.














Key policy insights



	

Costa Rica has achieved strong socio-economic progress




	

Robust growth is set to continue




	

Strengthening the monetary policy framework and ensuring financial stability




	

Policies to restore fiscal sustainability




	

Structural policies to boost productivity and inclusion




	

Greening growth










Costa Rica has achieved strong socio-economic progress


Costa Rica is one of the oldest democracies in Latin America. Its stable political system has supported steady economic, social and environmental progress over time. The country started progressing towards universal literacy by 1869, when primary education became compulsory and tuition free. The 1949 Constitution formally abolished armed forces, with savings being invested in health and education. GDP per capita has increased significantly over the last 30 years and the country has achieved upper-middle income levels according to the World Bank classification (Figure 1). Virtually universal healthcare, primary education and pension systems have underpinned Costa Rica’s significant human development progress, with well-being benefits such as a sizeable middle class, low infant mortality and high life expectancy (Table 1). Poverty, income inequality and gender gaps are high compared to OECD countries, albeit low by Latin American standards.




Figure 1. Costa Rica has converged towards higher income levels



GDP per capita, 2016 or latest available year


[image: graphic]


Note: PEER refers to the 10 non-Latin American OECD countries with the lowest GDP per capita: Czech Republic, Estonia, Greece, Hungary, Latvia, Poland, Portugal, Slovak Republic, Slovenia and Turkey. For LMC and UMC, data refer to the Lower-middle-income and Upper-middle-income economies as classified by the World Bank. LATAM refers to Argentina, Brazil, Chile, Colombia, Costa Rica, Mexico and Peru. BRICS refers to Brazil, Russian Federation, India, China and South Africa.




Source: World Bank Development Indicators.


StatLink  http://dx.doi.org/10.1787/888933701604




	
Table 1. Costa Rica’s social achievements are impressive


	
Key indicators, 2016 or latest available year



	[image: graphic]

	
1. The middle class is defined as the proportion of individuals with an income between USD 10 and USD 50 a day.



	
2. Perceived health status is the percentage of adults reporting “good” or “very good” health.



	
3. Relative poverty rate after taxes and transfers (threshold of 50% of median income).



	
4. Absolute poverty rate is based on an international poverty line of 2011 PPP USD 1.90 a day.



	
LAC refers to Latin America and the Caribbean.



	

Source: 
OECD Better Life Index; OECD database on income distribution; OECD Health Statistics; World Bank Development Indicators; UNESCO Statistics; Oviedo et al. (2015).






Costa Rica has also carefully managed its natural resources, including by protecting its forests and abundant biodiversity, and by developing renewable energy sources, reaping benefits for example in terms of a world-renowned green trademark and eco-tourism industry. All these achievements are reflected in Costa Rica’s well-being indicators, which are comparable to or even above the OECD average on a number of dimensions, including the environment, community life, civil engagement and health. By contrast, there is a gap in well-being for work-life balance, safety, education and income. Costa Ricans also enjoy levels of life satisfaction that are similar to the best performing OECD countries.

Open trade and foreign direct investment (FDI) are an integral part of Costa Rica’s successful growth model. Strong FDI inflows, favoured by an educated population and a friendly FDI regime, have supported Costa Rica’s structural transformation from a rural and agricultural-based economy to one with a more diversified structure that is integrated into global-value chains (GVCs). This has allowed for a sustained expansion of production since the mid-1980s (Rodriguez-Clare, 2001; Araújo and Linares, 2018). Costa Rica’s exports are geographically concentrated in North and Latin America, especially the United States, its main export destination market (Figure 2). This model continued to bear fruit and during the first decade of the 21st century Costa Rica’s average growth rate exceeded that of Central American countries and of Latin America as a whole (Beverinotti et al., 2014).




Figure 2. Export destinations are increasingly diversified


[image: graphic]


Source: OECD calculations using BACI database.


StatLink  http://dx.doi.org/10.1787/888933701623



This pattern of production is mirrored in the country’s comparative advantage, which points to an increasing level of sophistication of its exports and, similarly to advanced OECD economies, narrower product specialisation (OECD, 2017a; Figure 2). In spite of these positive developments, Costa Rica’s export basket still shows a higher reliance on less sophisticated products relative to the OECD average. Harnessing on the existing productive experiences and specialisation patterns, Costa Rica could benefit from upscaling opportunities in a number of medium- and high-technological intensive industrial sectors (Araújo, Linares and Chalaux, 2018; Figure 3).




Figure 3. Costa Rica is specialising in complex products


[image: graphic]

1. “High” and “very high” complexity commodities are those with complexity scores in the 3rd and 4th quartiles of the distribution of the total set of commodities traded worldwide. These are calculated on the basis of the Product Complexity Index (PCI) which is a measure of the relative knowledge intensity of a commodity. An example of a product in the 4th quartile is “Ethylene dichloride”, which ranked 10th in 2015 out of 4 214 products listed in the Harmonized System 6 classification. A product in the 1st (lowest) quartile is “Cocoa paste wholly or partly defatted” ranked 4 201st in 2015.



2. Upscale opportunities are those commodities currently exported with no comparative advantage, with a level of complexity (PCI) higher than the country’s complexity index and which are closer to the country’s specialisation pattern.




Source: Panel A: Araújo, Chalaux and Haugh (2018); Panel B: Araújo, Linares and Chalaux (2018).


StatLink  http://dx.doi.org/10.1787/888933701642



 Costa Rica was severely hit by the global financial crisis in 2008-09. The unemployment rate, which stood at 4.4% in 2007, rapidly increased during the global financial crisis. The recession was however short lived as growth rebounded quickly to almost 5% in 2010-12, on the back of a supportive fiscal stance and strong FDI inflows, particularly in high-tech manufacturing and knowledge-intensive services (Figure 4). The services sector registered the fastest growth in the post-crisis period, accounting for more than 70% of GDP and employing about two-thirds of the workforce in 2016 (Figure 5). The overall performance of Costa Rica’s economy depends crucially on its service sectors as they are also used intensively as inputs into exported goods (OECD, 2016a).




Figure 4. Strong FDI inflows helped Costa Rica weather the recession



FDI inflows as % of GDP, 2010-161



[image: graphic]

1. Average yearly net inflows between 2010 and 2016, as a percentage of GDP.



LAC-5 refers to the unweighted average of Argentina, Brazil, Chile, Colombia and Mexico. CAMR refers to the unweighted average of Central American countries Guatemala, Honduras, Nicaragua, Panama and El Salvador. PEER refers to the 10 non-Latin American OECD countries with the lowest GDP per capita: Czech Republic, Estonia, Greece, Hungary, Latvia, Poland, Portugal, Slovak Republic, Slovenia and Turkey.




Source: World Bank Development Indicators.


StatLink  http://dx.doi.org/10.1787/888933701661






Figure 5. Services account for an increasing share of value added


[image: graphic]


Note: In Panel A, the “public services” category comprises public administration and defence, education, health and social activities together with other activities included in ISIC Rev. 4 sectors R, S, T and U; In Panel B, the numbers after each sector indicates its contribution to value-added in 2017.




Source: OECD calculations using Banco Central de Costa Rica (BCCR) data.


StatLink  http://dx.doi.org/10.1787/888933701680



The rapid expansion of skill and knowledge-intensive sectors is contributing to robust growth. However, the economy retains a dual structure, with traditional, low-productivity sectors employing low-skilled and low-paid workers, while high-productivity exporting and FDI industries employ high-skilled individuals (OECD, 2016b). The education system and the labour market struggle to keep pace with the growing demand for skilled workers (see below). As a result, employment growth has been stagnant and unemployment has remained stubbornly high, hitting predominantly youth and the low skilled (Figure 6; Figure 23). At the same time, the wage premium for skilled workers has been increasing, which has contributed to higher inequality (González Pandiella and Gabriel, 2017). Against the general trend in Latin America, informality has remained stubbornly high (Figure 6, Panel C; Figure 22). Lower labour utilisation is also curbing potential growth (Figure 7).




Figure 6. Labour market outcomes have deteriorated


[image: graphic]


Note: LAC-4 refers to Brazil, Chile, Colombia and Mexico. PEER refers to the 10 non-Latin American OECD countries with the lowest GDP per capita: Czech Republic, Estonia, Greece, Hungary, Latvia, Poland, Portugal, Slovak Republic, Slovenia and Turkey.




Source: 
OECD Analytical Database; OECD Labour Force Statistics Database; INEC Encuesta Continua de Empleo (ECE).


StatLink  http://dx.doi.org/10.1787/888933701699






Figure 7. Growth remains robust but has declined after the crisis



Decomposition of potential output growth


[image: graphic]


Source: 
OECD Economic Outlook Database.


StatLink  http://dx.doi.org/10.1787/888933701718



After decades of stagnation, productivity has gained some momentum since the mid-2000s (Figure 8). However, its sluggish pace is disappointing and a large gap relative to the OECD persists, associated with poor education outcomes, labour market segmentation, anti-competitive regulation, infrastructure bottlenecks and limited spillovers from FDI into the domestic sector (Sandoval et al., 2018). Boosting sustainable economic growth will also require raising the skill set and making the most of existing human capital, including facilitating women’s participation in the labour market, reducing youth unemployment and informality, and improving the labour market conditions and social integration of migrants.




Figure 8. GDP per capita and labour productivity are converging, but remain at low levels


[image: graphic]


Source: 
OECD Productivity Database.


StatLink  http://dx.doi.org/10.1787/888933701737



Macroeconomic imbalances are rising as the budget deficit continues to deteriorate. The counter-cyclical measures implemented during the global crisis, mostly in the form of increased compensation of public sector workers and transfers to autonomous institutions, have not been reverted. Rigid earmarking rules, fragmentation of the public sector into multiple deconcentrated and decentralised institutions combined with weak steering and co-ordination capacity by the central government, legislatively-mandated increases in public spending and political gridlock, which is preventing the adoption of reforms to overhaul the fiscal situation, are at the origin of the build-up of persistently large fiscal deficits. As a consequence, sovereign debt is rising fast and, if left unaddressed, will threaten macroeconomic stability, and ultimately Costa Rica’s successful growth model.

Against this backdrop, this second OECD Economic Survey of Costa Rica sets a road map of policy reform priorities. To boost sustainable and equitable economic growth, the main areas for action are:


	
Restoring the sustainability of public finances has become more urgent. A comprehensive package of reforms must be implemented immediately to stabilise the debt-to-GDP ratio, involving measures to curb government expenditure, raise tax revenues, strengthen the fiscal rule, and decrease legislatively-mandated spending and budgetary earmarking. Streamlining public sector employment and better controlling payroll costs, creating a multi-year expenditure framework, and modernising debt management would help to reduce the debt-to-GDP ratio to prudent levels while building fiscal space to address contingencies. Costa Rica should also assess fiscal risks linked to guarantees of deposits in state-owned banks, public-private partnerships and other contingent liabilities.



	
Boosting productivity is key to achieving higher living standards. Reforms should focus on enhancing competition, including by adopting and implementing the bill reinforcing the powers, independence and funding of the competition commission. Other priorities include restricting the scope for anti-trust exemptions from competition, and reducing burdensome regulation that limits firm entry and exit and business formalisation. Shortcomings in public infrastructure should also be addressed.



	
The benefits of growth should be more widely shared, which would also lay the foundations for more robust and sustainable growth. Policies should focus on reducing inequities in access and improving quality in education, facilitating women’s access to the labour market and reducing informality. Priority actions include expanding early childhood education and care, refocusing spending to pre-tertiary education, further progressing towards a simpler minimum wage structure, and reducing businesses’ compliance costs.





Costa Rica is actively engaged in the process of accession to the OECD (Box 1). Many initiatives aimed at adopting the 2016 OECD Economic Assessment recommendations are underway. This has been catalysed by the creation of a taskforce that encompasses all the institutions that have legal competencies in their implementation. The team includes high-level officials, meets regularly to assess progress and produces updates that are shared with the OECD Secretariat for feedback. This top-down approach has been effective in steering progress and has proved valuable in understanding the need for co-operation among the different public institutions to achieve results and facilitate implementation. It has also been very helpful for the OECD Secretariat to keep updated of advances in structural reform. A similar taskforce has also been established to address the recommendations of the OECD Committee on Financial Markets. Annex 1 summarises the state of play of many legislative initiatives to address OECD recommendations and set Costa Rica on a path of more robust growth and shared prosperity.





Box 1. Costa Rica’s accession to the OECD


On 9 April 2015, OECD member countries agreed during a meeting of the OECD Council to open membership discussions with Costa Rica. The Accession Roadmap to the OECD Convention was adopted by the OECD Council on 8 July 2015, setting out the terms, conditions and process for the accession of Costa Rica [C(2015)93/FINAL]. In accordance with the Roadmap, 22 technical committees have been asked to evaluate Costa Rica’s willingness and ability to implement OECD legal instruments within the Committee’s competence, as well as Costa Rica’s policies and practices as compared to OECD best policies and practices. For the delegates of the Economic and Development Review Committee (EDRC) this involves an evaluation of Costa Rica’s policies and practices as compared to OECD best policies and practices with reference to the three Core Principles outlined in the Appendix to the Roadmap. Costa Rica next submitted its Initial Memorandum on 16 February 2016, in which a candidate country sets out its position on each of the OECD legal instruments in force, marking the start of the technical reviews which are now well under way.

Costa Rica’s accession process has triggered an acceleration of reform momentum towards OECD best practices. In particular, concrete policy actions have been taken to limit base erosion and profit shifting (BEPS), fight tax evasion and avoidance, strengthen the role of the tax administration, improve cash management practices in the Ministry of Finance, align corporate governance of state-owned enterprises (SOEs) with the OECD Guidelines and simplify the complex minimum wage structure. Over time, moving towards OECD best practices will be a catalyst for more robust, sustainable and equitable growth and well-being.







Robust growth is set to continue




Growth will be broad-based


 Growth remains solid at above 3%, supported by strong exports and inflows of foreign direct investment (Figure 9). Output was lower than expected in the second half of 2017 due to adverse weather conditions, including the tropical storm Nate. Nate caused major disruptions in agriculture production and construction, as well as widespread damage to transport infrastructure and damage to dwellings in Guanacaste. Private consumption growth has decelerated, owing to a deterioration in the terms of trade in 2017, weaker household credit growth and poor labour market conditions. In spite of strong output growth, labour participation has declined and informality has remained high. The unemployment rate has decreased from its peak of 10.3% in 2011 to 9.1%, but it is well above the pre-crisis low of 4.4% in 2007.




Figure 9. Recent macroeconomic developments


[image: graphic]


Note: In Panel A, 2017 figures for OECD and LAC are forecasted; LAC refers to Argentina, Brazil, Chile, Colombia, Costa Rica and Mexico. In Panel F, “Direct Investment Liabilities” includes only inter-company lending; “General Government” comprises central government, local governments, and non-corporation decentralised institutions; “Other sectors” category comprises non-bank financial corporations, non-financial corporations, and households and non-profit institutions serving households subsectors, as defined by the IMF’s External Debt Statistics: Guide for Compilers and Users.




Source: 
OECD Economic Outlook Database and Banco Central de Costa Rica.


StatLink  http://dx.doi.org/10.1787/888933701756



Strong growth in export volumes has contributed to the narrowing current account deficit, which continues to be entirely financed by FDI. Costa Rica enjoys a large trade surplus in services, due to the strong performance of tourism and professional services. Strong growth in exports is also associated with solid growth in imports, given that Costa Rica is well integrated into global value chains from a backward participation perspective (i.e. the share of foreign value added in Costa Rica’s gross exports is significant) (Araújo and Linares, 2018). The negative net international investment position (NIIP), standing at just below 50% of GDP, does not present sustainability concerns, as FDI comprises more than 65% of total external liabilities and the share of short-term external debt is low (IMF, 2017a).

The central bank (BCCR) has intervened recurrently in the foreign exchange market to avoid large fluctuations of the colón (CRC). The BCCR’s operations in the foreign exchange market to reduce excessive currency volatility not linked to fundamentals resulted in a decline in international reserves in the first half of 2017. As a precautionary measure, the central bank signed a credit for USD 1 billion with the Latin American Reserve Fund. By March 9th 2018, international reserves totalled USD 8.01 billion, representing 13.2% GDP and about 6.4 months of imports. Although this is a comfortable level, international reserves have declined by 5.7% relative to the end of December 2016.

 After a period of decelerating, and even negative inflation, core and headline inflation have started to pick up to the 2-4% target range established by the BCCR (Figure 10). However, inflation remains very low...
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