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Abstract

Costa Rica is widely regarded as one of the most advanced countries of Latin America. Among various aspects that set the country apart, are its long-time democracy, its welfare system, its ecotourism and its high-tech and ICT (Information and Communication Technology) industries.

Within a long period of democracy and peace, the country developed an economy based initially on cash crops like pineapple, banana and coffee. The political stability and the growing economy had helped to create the conditions for a large influx of foreign investments which enabled the country to move from the agriculture based economy to an industrial and services oriented economy. In 1999 the exports revenue from the ICT industry surpassed the traditional hard currency earning sector, agriculture.
With specifically targeted policies the Costa Rican government has been able to create the conditions to attract and leverage foreign direct investments (FDI) in advanced sectors creating useful synergies between domestic well-being and increasing relevance in international trade.

This paper outlines the country historical background and explores the more recent events and policies that have allowed Costa Rica to achieve good economic performance, technological capability and good standards of living.
Historical Background
Costa Rica is a small
 Central American country facing the Pacific and Atlantic oceans and bordering with Panama on the south and Nicaragua on the north.

Like most of Latin America, Costa Rica was colonized by the Spanish Kingdom in the 16th century. However, the Spanish colonial regime of Costa Rica differed from most of the other Latin America colonies. The country did not have many indigenous inhabitants that could be exploited to work on the conquerors’ farms or other economic enterprises and therefore the settlers themselves needed to work on their establishments (“Costa Rica’s History”). This socio-economic organization and the scarce natural riches spared Costa Rica the social plight of the ruthless exploitation typical of the colonialism. In many Latin American countries, the European rulers (and their descendents and eventually the North American economic powers) established a socio-economic exploitative system conceived for their hefty and quick profits. Huge riches have been extracted from many colonies to finance the European
 and North American growth. Most of the indigenous communities suffered huge human losses
, the colonies’ domestic markets and middle class did not developed with socio-economic consequences that are still felt in some Latin American countries.
In sharp contrast with many Latin American countries, Costa Rica has a remarkable peaceful social and institutional history. The country gained its independence in 1821 and, except for two brief periods, it has been a pacific democracy since 1889. In 1949 Costa Rica adopted a modern constitution which ensures personal and property rights and even goes so far as to abolish the country’s army.
Economic Background

Despite its early independence and a peaceful socio-economic environment, Costa Rican economic development has been, like that of most former colonies, heavily influenced by a classic colonial approach. In exchange of infrastructural and economic investments by foreigners (typically North Americans, occasionally from other advanced economies), the country granted the exploitation of its local resources and convenient tax regimes. With the improvements of transportation and business connections to the richest world’s markets, most entrepreneurs focused on production for export. Thus, like for many other former colonies, Costa Rica economic growth has relied heavily on the export of a few cash crops.
The Costa Rican important banana industry started in 1871 when Mr. Keith began the construction of the railroad from the capital San Jose to the Caribbean port of Limon. To overcome financial shortcomings, the government granted Mr. Keith an advantageous free use of the land alongside the tracks on which he began planting bananas. With the railroad completed Mr. Keith was in the privileged position to transport his bananas to the port and ship them to the United States. By the end of the 19th century Keith’s Tropical Trading Company merged with the Boston Fruit Company creating the United Fruit Company with a combined 112 miles of railroad in Central America and 11 ships (“Banana Republic: The United Fruit Company”). 
In 1911 Costa Rica became the world’s major producer of bananas and more recently the industry has generated $440 million in 1991 and reached $670 million in 1998. In the year 2000, the banana accounted for 23.1% of total exports revenue (“Banana Market”) (“The Banana Industry”). The banana sector contributes 2.7% to Costa Rica’s GDP and it employs, directly and indirectly 122,700 persons, representing 6.4% of total employment in the country. 
Coffee has been another key element of Costa Rica’s early economic growth. Between 1950 and 1970, the production of coffee tripled and between 1988 and 1992 the production increased from 158,000 tons to 168,000. However, due to international decreasing prices, the value of coffee exports declined from $316 million to $266 million (“Coffee and the Environment”).
In 1997 coffee accounted for almost 10% of export revenues and it has been for long time among the three main Costa Rican exports. However, it shares of exports value has declined to less than 3% in the last couple of years (“Estadísticas sobre producción, exportación, importación y precios”).
Partly also to handle the increasing international trade, by 1970 bureaucratic positions (in government and private businesses) already reached 10% of the country’s total labor force (“Costa Rica Today”).

Since 1995, tourism became the largest foreign currency earner and since 2000 it accounts for around 7% of the country’s GDP and 20% of all the country’s exports ("Anuário Estadísticas de Demanda 2006"). More than 10% of the country labor force constitutes an industry that attracts almost 2 million visitors a year ("El Turismo en América Latina y el Caribe y la experiencia del BID"). In the last 2 decades the industry has been focusing on ecotourism heralding a sustainable and environmentally conscious form of international tourism. Costa Rica has become the premier destination of socially and environmentally responsible international tourism.

Like many other Latin American countries Costa Rica pursued an Import Substitution Industrialization (ISI) strategy during the 1960s and 1970s and then felt into the foreign debt crisis of the 1980s. In 1985 the country agreed to implement the structural adjustment policies suggested by the World Bank and it focused on two main development goals: Increasing the country’s participation in international trade and attracting higher quality foreign direct investment (FDI). 
To increase its international trade, Costa Rica slashed the average tariff rate from slightly over 60% in 1985 to 11.7% in 1995 and 5.8% in 2004. To attract high-quality FDI the Costa Rican government established Free Zones (FZ) in the early 1980s that offer the benefit to import free of duty and to be exempted from taxes for twelve years. These two approaches were fruitful and between 1980 and 2000 the average yearly FDI passed from $70 million to more than $400 million of which 54% going to the manufacturing sector (followed by tourism, real estate and services). In addition, in 1982, US-AID established and funded a foreign investment promotion agency, the Coalición Costarricense de Iniciativas para el Desarrollo (CINDE), the first of its kind in Latin America (Cordero, 2008).
Current Economy
According to the CIA World “Factbook”, in 2007, Costa Rica's real growth has been 6.8%, GDP per capita has been $11,100 PPP and the inflation rate 9.4% (the fourth highest inflation rate in Latin America). The country has a labor force of 1.9 million people (14% employed in agriculture, 22% in the industry and 66% in the services), a 4.6% unemployment rate and a 16% of people living below the poverty line. Costa Rica boosts a modern welfare state with welfare spending and UN Human Development Index rank comparable to that of high-income countries (“Social Security Programs throughout the World”).

Costa Rican exports increased from $5.1 billion of 2003 to $9.27 billion in 2007 while imports amounted to $12.26 billion. The country’s main trading partners are US, Mexico, China, UK, Netherlands, Venezuela, Japan, and Brazil (“Costa Rica Exports”).
In 2005 tourism earned $1.6 billion, twice the value of traditional exports (which include coffee, bananas, and sugar, among others) and more than half the value of exports from the FZ system (Cordero, 20). To stimulate and support this important industry the government created the "Instituto Costarricense de Turismo" (ICT) already in 1917. Within the country’s National Development Plan, the mission of ICT is to “Promote a wholesome tourism development, with the purpose of improving Costa Ricans' quality of life, by maintaining a balance between the economic and social boundaries, environmental protection, culture, and facilities” (“ICT”). The government provides also significant tax exemptions to the industry.

In 2007 exports of electronics, medical equipment, textiles and plastics made up 78% of the country's total exports by value while agricultural exports accounted for up to 20% of the total (“Tico Times”).

ICT Industry
Within the Costa Rican development strategy initiated in 1985, the most important aspect has been the creation and expansion of a high-tech industry. In particular, the greatest breakthrough was the establishment of a large plant by Intel, the world’s largest manufacturer of microprocessors. 
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	Before Intel operations, Costa Rica’s ICT industry exported less than $200,000.

In 1999 Costa Rica exports of ICT goods surpassed $2.5 billion representing almost 40% of the country’s total exports and surpassing traditional exports like coffee and banana.

In 1985 Costa Rica’s exports of perishable products was 60%. In 2005 this share of exports decreased to 24% while the share of electronic products reached 30%.
After the slump of 2001, ICT goods exports resumed and passed the $2 billion mark in 2006.




UNCTAD estimates that Intel contributed 5% (almost 6% considering indirect effects) to the nation’s GDP between 2000 and 2005 and that Intel exports accounted for 25% of the total manufacturing exports and 20% of the Costa Rica’s exports (UNCTAD 2007).
The more than $700 million that Intel invested in Costa Rica, besides its direct impact, has had a positive influence of encouraging more foreign corporations to open offices and plants in the country. This signaling effect together with the Free Zones incentives has attracted famous high-tech companies like Procter & Gamble, Baxter, Hewlett Packard, IBM, Fujitsu Panasonic and Canon among others. In 2005 the Free Zones employed 39,000 workers and exported $3.7 billion, more than half of the country’s export revenue and more than 6% of the country GDP.
FDI in IT-enabled services has grown substantially over the last few years and in 2006, foreign companies in this sector employed 15,000 people (which is almost as many as the electronics and medical devices sectors) (Cordero, 2008). Among the positive effects of the growing ICT sector is the emergence of a locally owned software industry. This sector is characterized by a large number of small companies and about half of them export oriented (UNCTAD 2002). In 2005 the industry sales amounted to $173 million of which less than half exported, mostly to neighboring countries and the US (“Costa Rica Software 2005”).
Costa Rica signed the Information Technology Agreement in 1997 although it has not officially committed to the WTO Basic Telecommunication Agreement and the government maintains a telecommunication monopoly (under the Instituto Costarricense de Electricidad) ICE (“Liberalization of the Costa Rica Telecommunications Market”). 
However, under pressure from the CAFTA commitment, in May 2008 Costa Rica approved a “General Telecommunications Law” which opens up mobile telephony, Internet/broadband, private networks, and other value added services to competition. The law also creates a telecom regulator and a national fund for universal access as well as it establishes regulations on access, interconnection, tariffs, and consumer rights (“Costa Rica opens up its telecom market”).

For Costa Rica (and developing countries in general) the final objective of attracting high-quality FDI and promoting high-tech industry is to foster a domestic growth involving the largest possible number of the country’s citizens and enterprises as well as expanding domestic market and creating domestic assets and capitals. Thus, development strategies funded on FDI, based on free trade zones and export oriented should aim at percolating the best practices, knowledge, capitals and supply chain to the rest of the economy. This intent is usually characterized as externalities and in particular as knowledge spillovers encompassing technology and know-how at various levels, from foreign owned enterprises to the domestic environment.

More specifically, these interactions with a country productive system are identified as:

· Human capital

Foreign enterprises train and hire workforce that can transfer their skills to domestic businesses.

· Competition

Domestic businesses needing to compete with the foreign enterprise will attempt to improve their efficiency.

· Backward linkages
Domestic suppliers to foreign enterprises might receive training to meet technical specifications and global standards. If foreign enterprise purchase large volume of local inputs domestic suppliers may achieve economies of scale.

· Forward linkages

Foreign enterprises production (good and services) can be used in the domestic economy to increase efficiency and productivity. ICT is particularly apt as inputs of other productions. 

It is important to keep in mind these factors when analyzing the conditions, benefits, challenges and suggestions related to the strategies aimed at fostering high-tech FDI-based economic development.
Costa Rica’s ICT Industry Development Enablers

Besides the good fortune to be located at the crossroad between North and South America and with direct access to two oceans, Costa Rica’s growth and modernization (and in particular the spectacular rise of the ICT sector) has been enabled by several factors: the legacy of investments in human capital and infrastructure; a stable and focused political system; and coordinated pro-trade and pro-FDI policies.

The nation’s proximity to the United States reduces the delivery time for goods exported to the US while, being on the same or similar time zone (with US and South America), is a strategic asset for “nearshoring” of IT-enabled services (like software development or call centers catered to wealthy neighbors) (Cordero, 2008).
Costa Rica’s constitution mandates a 6% of GDP expenditure for education. Since the 1970’s Costa Rica has invested substantially in education and today the country has a 97% literacy rate, nearly universal primary school enrollment and 18% of population with university studies. The country has four large public universities (a fifth, the Technological University is being developed) and the Costa Rican Technological Institute (ITCR) is one of the most reputable computer science universities of Latin America.  In addition there are many private institutions like, the Autonomous University of Central America and the University for Peace (sponsored by the United Nations, it highlights the pacific spirit of Costa Rica and places the country at the center of an international prestigious academia sector).

Underscoring the connection between an educated and skilled workforce and investments by high-tech businesses, Intel has been playing an influential role in Costa Rica’s education sector too. Intel initially requested improvements in technical education as part of its conditional agreement and it sponsored the creation of several technical programs at the three major universities. Intel also offers vocational schools and internships and supports various initiatives for elementary and secondary school (the “Educate for the Future” and “Student as Scientists” programs aim at training more than 10,000 teachers) (“The Impact of Intel in Costa Rica”, 22).
Costa Rica Ministry of Education realized early on the importance of English as the lingua franca of international trade, tourism and high-tech industry. Thus, in 1994, English was introduced as a second language in primary school; currently it is taught at every level of study and a growing percentage of the population can use it proficiently.
The Costa Rican stable, economic, social and political environment has been a fundamental element for attracting and encouraging foreign as well as domestic large investments. The country’s democratic institutions are working generally well and the government savings from not having military expenses have been employed towards public services and infrastructure. Besides the good education system the government also supplies healthcare service and welfare in general augmenting the benefits of an increasingly well off labor force. 

Costa Rica’s labor cost is competitive when compared to other Latin American, especially when comparing the nations’ business environment attractiveness. In fact, until recently, most Latin American countries have suffered from relevant political and economic turmoil. Up to the late 1970s and 1980s there were still about 15 dictatorships in the continent and in the early 2000s serious financial crisis devastated the continent’s two strongest economies, Argentina and Brazil causing a rippling effect to others in the region.
Thanks to the socio-political stability, satisfactory economic performances and meaningful prioritization of public expenditures (no military expenses) the country has been constructing and improving its infrastructure since emerging from the debt crisis in the late 1980s. Although recently Costa Rica has not made the necessary investments to maintain and upgrade the country’s transportation infrastructure (the railroad built by Mr. Keith no longer operates), it still has a functional network of roads. Through the Instituto Costarricense de Electricidad (ICE), the government manages the electric grid and the fixed telecommunication network with substantial reliability. ICE provides Internet access to 1.5 million customers (less than 50,000 with broadband) and good international connection.
Since the late 1980s, Costa Rica’s government has shown itself to be a consistent and resolute promoter of high-quality FDI and high-tech growth. Since the first meetings with Intel representatives, the country’s government, and specifically its president Figueres, undertook a very constructive approach dedicating top level officials and abundant resources to negotiate the corporation’s requests and expectations. The small size of the country and its agile government allowed for a quick and effective cooperation and concerted effort which allowed the Costa Rican government to address successfully Intel’s concerns (Cordero, 2008).
The Coalición Costarricense de Iniciativas para el Desarrollo (CINDE), founded in 1982 with the support of the US, continues to play a significant role for the country’s development and in particular to attract high-quality FDI. In 2007 CINDE participated in 16 trade fairs (6 for medical, 5 for electronics, 3 for services and 2 for tourism), went to 27 trips abroad, held 239 presentations to potential investors and organized 85 visits of foreign investors to the country’s businesses.
CINDE continues also to be a central point of coordination between all of the foreign companies and the country’s institutions. CINDE strives to coordinate the resolution of problems like legislations, requests for infrastructure improvements and human capital formation. In 2007 CINDE facilitated the establishment of 27 new foreign businesses in Costa Rica, 14 of them in the services sector and 6 in the electronics sector (“CINDE”).

The dozen or more Costa Rican Free Zones, industrial parks and technology incubators are playing a fundamental role in attracting more FDI to the country high-tech industries. Moreover, besides the immediate benefits the key appeal of this milieu is the holistic and coordinated approach and the sense that this modus operandi will remain in place for a long time in a consistent and predictable way.
From the experience of Costa Rica (and other countries like China and India), it also appears clear that being part of international trade agreements (ITAs) is a key element to attract FDI and induce several other economic benefits. Eliminating trade barriers, ITAs stimulate competition and lower the final domestic cost of goods and services. All ITAs are based on the principle of reciprocity thus the opening of the domestic markets to foreign producers usually opens opportunities to domestic producers in foreign markets. This is also one of the mechanisms to let the comparative advantage theory to produce its benefits with one country specializing in the production of something (where it has a comparative advantage) and importing (at real costs) other products or services (where self production would be less convenient). Finally, participation in ITAs guarantees that the country will adhere to established business and government practices. 
Among its international ties, Costa Rica is part of CAFTA (Central America Free Trade Agreement) as well as it signed the Information Technology Agreement. Following other international market and trade guidelines, Costa Rica has intellectual property and patents protection laws, although not fully compliant with the international agreement TRIPS (“Information Technology Landscape of Costa Rica”).
Comparison with other countries
The acclaimed success of Costa Rica’s growth strategy suggests the comparison with the economic development of other countries with similar features or similar development strategies.
Panama borders Costa Rica and it has a similar natural landscape and similar size economy but different social and political history. Since the beginning of the Spanish colonization of the continent, the country’s capital functioned as a trade crossroad between South America, the Caribbean, Europe and North America. Thus, Costa Rica had been the object of continuous contention by various foreign powers until the decisive North American sponsored independence of 1903. 
The US government acquired control of the area and commercial rights to build the strategic canal that connects the two oceans. Through the laborious construction of the canal, after its completion and until recently, the US maintained a strong control of the canal area and hitherto of the country economical and political power. 
Through this political instability and foreign influence, the canal has been Panama’s main growth engine generating a significant amount of direct employment, generous transit fees and intense trading activity. In turn, the international commercial activity has sprung an important financial industry and recently a considerable real estate boom. In 1948 The Panamanian government created a free trade zone near the Atlantic entrance of the canal. The Colon free trade zone is the world’s second largest and it encompasses more than 1,700 companies. In 2005 it exported and re-exported about $6.5 billion accounting for 92% of the country exports value (“Colon Free Zone”).
Without entering into details of which conditions triggered the formation of certain type’s of asset capital and human capital, Panama’s comparison and interaction with Costa Rica might exemplify an economic pattern of comparative advantage and specialization. Due, also, to the countries’ small size, it is possible to imagine that Panama finds it more advantageous to dedicate its limited resources (asset and human capitals) to maintain and increase its trade and financial specialization while Costa Rica believes it more convenient to continue to focus on its high-tech industries; as a result the two countries can exchange each other’s productions (which are maximized in each country bringing the combined production frontier to a higher level).
Mexico is a much larger Latin American country with different ancient and modern history and with a large economy heavily and directly influenced by the bordering United States. Mexico economy is much more complex and multifaceted than Costa Rica’s or Panama’s, however it offers the interesting comparison of pursuing a high-tech and electronics export oriented industries development strategy.
With targeted economic policies Mexico has managed to increase FDI inflow more than tenfold between 1985 and 2001 (from $2 billion to $23 billion) and to increase exports value from $50 billion to $160 billion between 1994 and 2002 (Gallagher, 54). With regard to the ICT sector, Mexico’s government approach has been swinging from significant incentives and lassaiz-fare policies.  Attracted by cheap labor, potential domestic market and proximity to the world’s largest market (the US), most ICT firms attempted to establish plants in Mexico since the late 1970s and despite several restrictions and ups and downs by the late 1980s the country has a sizeable industry (led by IBM and HP) with approximately half production for export and half for domestic market (Gallagher, 122).  Despite diminished government incentives, the industry continued to grow and in 1999 FDI totaled $1.5 billion while in 2000 the electronics industry exported $46 billion accounting for 27% of the country’s exports and 9% of employment and made Mexico the eleventh ICT largest exporter worldwide (Gallagher, 126).
The 2001 China accession to the WTO and a worldwide economic slowdown signed a dramatic increase of the pace and level of globalization with severe impacts to the international trade patterns and worldwide production models and strategies. By 2003, Mexico’s ICT exports dropped by 60%, FDI has fallen by 123% and most ICT strategic flagships (Lucent, NEC, Motorola, IBM and HP) have moved manufacturing operations to China (although some maintain in Mexico sales, marketing and customer support for Latin America).
China out-competes Mexico for wages and costs of raw material, construction and capitals. With strong government backing, between 2000 and 2004 China has gained 10 to 20 percent share of ICT international market (for different segments) while Mexico share have decreased (Gallagher, 137).
According to Gallagher and Zarsky, besides China’s low costs competitiveness, there are several chief reasons behind the decline of the Mexico ICT sector. Due to Mexico’s trade and currency exchange policies, foreign enterprises found more convenient to integrate vertically their supply chain with other foreign firms (opening local plants). Insufficient credit to local companies and unwillingness of foreign firms to help local companies to meet higher quality standards sent more than 80% of local suppliers out of business. Thus, the backwards linkage benefit didn’t materialize and Mexico assumed the character of an assembly site of foreign inputs. With limited R&D activities, limited interaction with local universities and with a trend to employ unskilled workers through subcontractors, foreign enterprises had also failed to generate the spillover of human capital formation. Gallagher highlights also the missing forward linkages. Local firms’ supply of ICT internal demand decreased from 60% in 1986 to only 5% in 2001; ICT domestic sales decreased from 3.7% of GDP in 1995 to 3.2% in 2001; and a rate of 50.6 computers per 1,000 people which is below the Latin American average of 59.3 (Gallagher, 150).
Challenges

Costa Rica’s highly regarded socio-economic development continues to face significant challenges which are, in general, exacerbated by the international slumps of the ICT sectors and/or the economy in general.

First of all, Costa Rica’s significant reliance on the Free Zones and particularly Intel as export generator and engine growth should be a cause of some concern.

The Free Zones account for more than half of the country’s total export revenue and more than 10% of the country’s GDP, but employs only 39,000 workers, 2.3% of the country’s labor force. Hence there is a non-proportional correspondence between workers and output within the FZ and the rest of the country. This either indicates a very high value-added per worker or that FZ companies export using little local work.

Workers of the ICT industry are paid more than the country’s average salary, mostly due to the higher education needed and the high added-value of the FZ production. This higher labor cost is loosing competitiveness in comparison with raising business attractiveness of other Latin American countries as well as the new emerging Asian economies (China and India first of all).

Cordero maintains that so far the Costa Rican society and economy have not achieved the expected benefits. Although there have been some important spillovers regarding education, backward linkages have been very limited, and there has been little movement up the value chain by the transnational corporations (TNC). Cordero seems to suggest that these corporations should move to more advanced types of production rather than diversify into the IT-enabled services sector (Cordero, 2008).
Backward linkages between TNC and input suppliers in Costa Rica have been limited. In fact, Cordero reports that TNC expenditures on national goods and services have decreased in relative terms. From 1997 to 2005 this value decreased from 13% to 12% of the value of imports and from 11% to 10% of the value of the exports. Only a few Costa Rican companies have managed to become competitive inputs suppliers to TNC (Cordero, 16).
Similarly to the Mexican experience, most of the Costa Rica’s high-tech FDI is at the low end of the spectrum of technology intensity and the large high-tech TNC source the major inputs from the company-internal global network because in many of the key inputs that are outsourced cannot be produced in Costa Rica at this juncture, either because the requisite scale is too large or the technology is too sophisticated (Cordero, 18).

The perpetuation of the generous tax exemptions for the FZ corporations as well as for the tourism industry is causing a significant burden on the country’s budget. The high-tech and the tourism industries have flourished partly thanks to the availability of reliable infrastructure (telecommunication, electricity and transportation) as well as an educated and supported
 labor force. So far, the government has been able to provide these key elements initially thanks to agriculture exports, then to FDI and high-tech exports. However, the tax exemptions are mining the continuation of some social programs
 as well as the maintenance and upgrade of the country’s infrastructure. Especially due to the growing competition of emerging economies, the large transnational enterprises risk loosing some of the key advantages of doing business in Costa Rica.

The Free Zones’ policy applicability depends also on international rules and agreements. Today there are some 3,000 free trade zones in 116 countries
 and so far the World Trade Organization has approved this approach. But the FZ mechanism is under criticism for reducing workers and environmental standards, providing transnational corporation unfair advantages and for amounting to production subsidies. Thus the WTO is setting deadlines to phase out the FZ mechanism and in particular, it has granted Costa Rica an extension to maintain its FZ only until 2015 (“World Free Zones”).

Recommendations

As outlined above, Costa Rica’s current development strategy, so far, is not achieving the optimal diffusion of industrial capabilities outside the Free Zones. In addition, the tax exemption regime is hurting the country’s capacity to maintain and improve its key assets (which amount to its comparative advantages).

Given these market failures, the tax treatment distortions, the global competition and the international slumps affecting the strategic ICT industry, the Costa Rican government should develop targeted policies aiming at ensuring the necessary corrections to ensure the sustainability of the country’s development model.

From the evidence cited by most researches and reports, it appears that the most satisfactory spillover has been from the education system and the workforce training. A 2004 survey of local inputs suppliers to TNC showed that 6.2% of their managers, 27.6% of their engineers, and 31% of their technicians had previously worked for a transnational corporation (Cordero, 19). Thus, labor force mobility is a significant drive for knowledge spillover which the government should meaningfully encourage.
The second best spillover is the forward linkages (usage of ICT for domestic productivity). Costa Rica has more than doubled Internet users and personal computers than its income group and five times the number of Internet secure servers (a proxy of electronic commerce). Private businesses also seem to take advantage of the availability of ICT with a growing ICT-enabled services sector and the ecotourism industry’s heavy presence on Internet.

The public initiative instead seems to lag with only a 15% of schools connected to Internet and an e-government readiness index of 0.17 versus 60% and 0.49 respectively of its income group (“Information and Communications for Development 2006”, 180). Thus the Costa Rican government should encourage and support the usage of more ICT in schools and offices.
As highlighted earlier, backward linkages are an extremely important spillover that a country needs to achieve to fortify its own industry and avoid to completely depend on FDI (and at least increase its bargain power towards powerful transnational corporations).

Cordero hails the establishment of Costa Rica Provee (CRP) in 2001 as the most promising attempt to date to promote indigenous linkage capability. CRP’s formal integration into PROCOMER in 2004 is an important step towards the institutionalization of linkage promotion. CRP has been an effective match maker between national input suppliers and TNC operating in Costa Rica, with the number of facilitated linkages increasing from 18 in 2003 to 140 in 2006. The value of first-time linkage contracts was $ 3.2 million in 2006 (Cordero, 18).

Costa Rica has been able to set up many institutions and organizations to support and coordinate various policies to capture the high-tech spillovers and overall the country ranks well in the “Index of Economic Freedom”. However, a difficult and expensive access to credit
  remains a significant hurdle hindering the benefit of backward linkages and growth of a more dynamic and robust domestic ICT industry.

Although Cordero seems to undervalue the trend to ICT-enabled services, it appears that this industry can offer easier to capture spillovers, both backward and forward linkages. The many domestic small software companies, the electronic commerce and the tourism industry appear to have better opportunities to establish indigenous solid roots than those of the electronics components highly-competitive global market.

Finally, given the WTO directives and the public budget burden, Costa Rica’s government should start phasing out the generous tax exemptions of FZ enterprises while attempting to foster an alternative domestic industry and upgrade the assets appealing to TNC.
Conclusion
Costa Rica has achieved great socio-economic standards and the country has earned the title of “Switzerland of Latin America”. Its socio-political stability, its history, its strategic location and foremost its social policies and economic strategies have contributed to elevate this country from the general poor development of the region.

However, the new challenges that the country’s economy faces highlight how there isn’t a standard and consistently predictable recipe for sustainable development. The increasing pace of the global geopolitical and economic landscape as well as the changing domestic conditions (public budget, markets, human capital, financial capitals and transnational corporations’ whims) require an adaptable society and leadership. 

Costa Rica has been successful to craft and coordinate a set of socio-economic policies that have established and continue to leverage its comparative advantages in the current global economy. However, the country’s excessive reliance on FDI and exports with limited strengthening of domestic factors poses challenges and risks. Perhaps Costa Rica should exploit more and better the current favorable conditions to expand its domestic markets and strengthen a more domestic integrated economy to maintain its growth engine running and its international trade relevance.
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� 51,100 sq km; population 4.2 million; 2007 GDP (PPP) $46 billion


� 185,000 kilograms of gold and 16 million kilograms of silver shipped to Spain between 1503 and 1660 (Galeano, 23)


� Eight million Indians perished in Potosi mines (Galeano, 32)


� Via public welfare


� Poverty rates have not declined significantly for more than a decade and the Gini coefficient rose from 0.37 of 1990 to .42 in 2004 (Cordero, 14)


� � HYPERLINK "http://en.wikipedia.org/wiki/Export_processing_zone" ��http://en.wikipedia.org/wiki/Export_processing_zone� 


� 44% of Costa Rica’s firms states that access to credit is a major constrain (versus 28% of the region’s firms) (“Doing Business”)
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