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I. THE NATURE OF FOREIGN INVESTMENTS IN COSTA RIGA 

Costa Rica extensively borrowed in London and New York between about 1870 
and 1930, Direct Investments, largely by United Statesenterprises, began about 
1900 and assisted Costa Rica in developing agricultural production, railroads 
and other public utilities. 

Aside from an external obligation assumed on the dissolution of the Central 
American Federation in 1827, Costa Rica did not incur any foreign debt until 
1871 when a 6 per cent loan of II million vas raised in London. A Beven per 
cent loan of E2.U million was raised in 1872 in connexion with the construction 
of the Costa Rica Railway. Both loans went into default in I87U. A settlement 
with the bondholders made in 1885 was effect i ve for ten years, A new settlement 
was made in 1897 but four years later a new default occurred. In 1911, final 
settlement was made by the issuance of 5 per cent refunding bonds in the amount 
of 12 million.^/ 

In addition to the sterling, loan issued in connexion with the refunding 'óf 
previous bondsCosta Rica in 1911 raised a loan of 35-million French francs at 
5 per cent. The proceeds were used,.for the redemption of bonds through which" 
had been financed the construction of the Pacific Railway (see below) and of the 
internal debt. Another 6 per cent loan of £188,720 was obtained in 1912 In 
London for public construction projects. Full service on the two sterling and 
the French franc issues was maintained from 1911 to 1931. 

Costa Rica entered the New York bond market in 1926 when it obtained a 7 
per cent loan for $8 million for redemption of internal debt and for construction 
of public works. A 7 1/2 per cent loan of $1,800,000 was raised in 1927 to pay 
for electrification of the Pacific Railway. These two loans were also fully 
serviced until 1931 . 

The world economic depression brought about an acute shortage of foreign 
exchange in Costa Rica and the Government discontinued servicing its foreign 
debt. From 1931 to 19I+I several attempts were made to arrive at a satisfactory . 
arrangement* \#th the.British and United States bondholders. At first 5 per cent 
funding bonds were issued in lieu of interest for all bonds; however, in 1937 

1/ For further details with reepfect to this early period of Costa Rica's foreign 
indebtedness see the annual reports of the Council of the Corporation of 
Foreign Bondholders, London. 
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payxn9iijt„jQf_JjDcteTeerb and -amortization on these funding "bonds also vas defaulted. 
From. 1939 to November 1914-1, a dollar debt adjustment plan vas in effect; since 
19^1, default has been completed 

Table 1 summarizes the external bonded debt of Costa Pica at the end of 
19^9. 

Table 1. Outstanding External Bonded Debt of Costa Rica - 31 December 19^9 

Dollar bonds; 
7$ dated 1926 
% dated 1932 (funding) 
7 1/2$ dated 1927 
% dated 1933 (funding) 

Sterling bonds; 
% dated 1911 
6f0 dated 1912 
% dated 1933 (funding) 

French franc bonds: 
% dated 1911 

In millions of currencies indicated 
Dollars 

Total, 

Total. 

1.1 
1.2 
O.lt-
T l a / 

Z Sterling 
l.fc 
0.0 

. . H t t -

French francs 
5.5 

Source: Foreign Bondholders Protective Council, Report 19^6 through 19^9. 
PP. 158-159. 

a/ According to the United States Treasury's "Census of American-Owned 
Assets in Foreign Countries" (19U3), residents of the United States 
reported ownership of $2.3 million of such bonds. 

1/ For details of the 1939 Dollar Debt Adjustment Plan, see Foreign 
Bondholders Protective Council, New York, Annual Report . 19,38. p. 335. 

/The United States 
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The Úxiited States Foreign Bondholders,Protective Council vae reported early 
in 1951 to be negotiating a hew agreement with.the Costa Rican Government. • 

In 1928, the Mortgage Bank of Costa Rica obtained dollar fun&f Ü Spain 
through the sale of $Vmillibnof7 per cent bonds, A moratoriümvas declared 
in 1933, and in 1936 under a new agreement with the bondholders the interest rate 
was-reduced isô 3 1/2 per cent and a new amortization schedule established.^ 
Wo later infom^ition is available with respect to'tliaáe bonds. 

In addition to the external bon&ed loans, the Costa Rican Government has 
obtained two credits from" the Exĵ rt'-Import B¡nk in Washington, oí» of $5 million 
in 1914-0 and one of $2 million'in 19^2. Both credits were granted in connaxion 
with the construction of the Inter-American Highway. The original amortization 
schedule was modified in February I9I+6 in order to reduce Costa Rica» s annual 
payments to a level consistent with its exchange income. According to the new 
agreement total annual payments -of $350,000-were to be made until the end of 1950. 
In February 1951/ & new service plan was established, on 30 June 1950, $6.5 
million was outstanding undey..these two credits 

In I9I+8, Costa Rica also borrowed $1.25 million from the International 
Monetary Fund; this sum was. repaid. in full in 19^9 

Finally, the United Fruit Company granted the Government' a $1 million credit 
-in 1938.. . In the concession contract of 31 December I9U9, the Company agreed to 
a moratorim without üi^erest on the balance" still outstanding.^ 

Foreign business investments in Costa Rica amount to approximately $92 
million. No complete record óf such investments exists, but available information 
suggests that foreign business investments by nationality of ownership were 
approximately as follows:^ 

1/ Moody's Governments. 1950, p. 1759. 
2/ Export-Import Bank, Tenth Semi-Annual Report to Congress for the period 

January to June 1950, pip. 30*31. 
2/ International Monetary' Fttndy International Financial Statistics. December 1950, 

P. X. . 
it/ la Gaceta. No. 295, 31 December 1950. 
5/ United States Treasury Department, Census of American-Owned Assets in Foreign 

Countries. 19^7; United States Department of Commerce, Survey of Current 
Businessr November 19^9, PP. 22-23 and January 1951, p. 23; Cleona Lewis, 
Debtor and Creditor Countries: 19^8-19^. 19^5, p. 81. 

/Igar 
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Year Amount 
in millions of U.S. dollars 

United States 19^9 68 
United Kingdom 1938 17 
Other countries 1938 7 
Of the total United States investments of $68 million, approximately $5U 

million was reported as invested in agriculture; $9 million in public utilities. 
The large investment in agriculture is of relatively recent origin, as is shewn 
in Table 2: 

Table 2. United States Investments In Agricultural Enterprises 
Million of U.S. dollars 

1897 3.5 
1908 12.2 
191^ 16.k 
1919 13.0 
192^ 13.0 • 
1929 12.5 
1935 
19*6 21.7 
19^9 . 5^.0 

Sources: Cleona Lewis, America's Stake in International Investments. 1938, 
P. 590; 
United States Treasury, op. cit.. p. 70; 
United States Department of Commerce, op. cit.. Nov. 19̂ 9» 
pp. 22-23, and January 1951, p. 23. 

The increase in the 19U0's is due largely to the change in location of the 
banana plantations necessitated by the ravages of plant diseases, and to the 
installation of spraying equipment in order to protect the new plantations. 

Uní. to ¿.States investments in public utilities in Costa Rica have expanded 
little during the last two decades. 

Little information is available with respect to British direct investments 
in Costa Rica. It is believed that the ownership of the Northern Railway 
represents a large portion of these investments. At the end of 19̂ 3» British 
investments in Costa Rica which are listed on the London Stock Exchange were 
valued at $18 million.^ This figure does not comprise all British business 
investments but includes holdings of Costa Rican Government bonds. 

1/ South American Journal. London, 22 January 19UJ+, p. 37. 
/II. ECONOMIC 
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II. ECONOMIC SIG3ÍIFICANCE OP FOREIGN INVESTMENTS 

Costa Rica is primarily an agricultural country and relies for foreign 
exchange principally on coffee and bananas, which normally constitute moré than 
80 per cent of Costa Rican exports. Other exports are cacao, as veil as sugar, 
tobacco and rice, which latter commodities* however, are produced chiefly for 
domestic consumption, it has been estimated that more than one-half of the total 
agricultural production of the country is exported. 

Of the two principal agricultural commodities grown largely for export, 
only bananas are produced by foreign-owned pj^tatlone, The United Fruit. L 
Company, operating through the Compañía Bananera de:Costa Rica and the Chiriqui 
Land Company, is the main producer and exporter of bananas. Banana cultivation 
by United States interests started at the end of the 19th Century* At that time 
the plantations were mainly located along the Caribbean coast of Costa Rica. 
The building of the Northern Railway by British companies was closely linked 
vlth the production of bananas. When the diseases wiped out many of the banana 
plantations along the Caribbean coast, the United Fruit Company started to 
develop extensive plantations on the Pacific Coast side of the country. Most of 
Costa Rica's banana exports now come from plantations in that new location. 

Practically Ho foreign capital is invested in other agricultural enterprises, 
Coffee and other foodstuffs are produced'primarily by Costa Rican interests. 

Most of the important public utility enterprises in Costa Rica were 
developed with the aid of foreign capital. One of the three major railway 
systems, the Pacific Railway, is government-owned but vas built largely with the 
aid of funds borrowed abroad; its electrification vas also financed with foreign-
capital. This line runs from the capital San Jose to Puntarenas on the Pacific 
Coast. The railroad running from San Jose to the city of Liman, the site of the 
original United Fruit plantations, is owned and operated by the Northern Railway 
Company, a British concern. The third railway system serves the Pacific coast 
of Costa Rica; .it belongs to the United Fruit Company but is used also as a 
common carrier. In 1938, when the Costa Rican Congress approved a new contract 
with United Fruit Company, that company agreed to build two new railway lines 
within eight years, both of them in the Pacific coast area, connecting the 

/newly-built 
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newly-built ports at Quepos and Golfito vith other centres in the country and 
with railway lines in Panama. By the end of 19^9, the United Fruit Company had 
practically completed extension of its line to the Panamanian border and 
connecting it with its lines in Panama, 

Compania Nacional de Fuerza y Luz, which is almost fully owned by the 
American and Foreign Power Company, a United States concern, accounts for a large 
portion of the electric energy generated in Costa Rica. ThiB company serves 
primarily the central area of Costa Rica. Since the rates that may be charged 
for electric current are fixed by law and have not been changed for years, and 
since no foreign exchange has been allocated recently for the transfer of the 
coüjjany's earnings, the company has been very reluctant to finance any further 
expansion. A contributing'factor may have been the risk of nationalization 
which was being contemplated by the government previously in power^ This 
company also operates the telephone service and the electric street car service 
in the capital. The British-owned Northern Railway Company owns and operates 
the telephone service in the city of Limon. The United Fruit Company operates a 
telephone system of its own. 

So far, no foreign capital has engaged in the development of mineral 
deposits. In 19^9, a United States oil company had entered into a contract for 
exploration and drilling, but opposition to the terms of the contract was raised 
in the Constituent Assembly and the company suspended its activities.^ No 
further attempt has been made to develop potential petroleum resources. 

A branch of a British bank operates in Costa Rica. However, after 19^8, 
when the five domestically owned commercial banks in Costa Rica were nationalized, 
it could not accept deposits in Costa Rica; only the nationalized banks, 
therefore, may now offer complete banking facilities. 

1/ United States Department of Commerce, International Reference Service, 
op. clt.. p. 3. 

2/ Ibid., p. 2. 

/Figures for 
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Figures for Costa Rica" s balance of international payments in 19^8 are. shown 
"below: 

'-V-TableĴ .' Costa Rica:' Balance of Payments In 19^8 
" Inward (<fr) or outward (••) payments in millions of U.S. dollars. ;.•'..•-:• 

•Merchandise exports • 50.9 
imports - Ú2.3 

Miscellaneous services and 
•••• - donations (r 0.6 

.Investment yield - 10.7 
Total above items - 1.5 •=••• s 

Kn.o-vm capital transactions 2.h 
Balance due to errors and ommissions • 3.9 

Source: International Monetary Fund, Balance of Payments Yearbook... 
Vol...̂ .9̂ 8, P. 127. ••"'•' 

In 19̂ 8,• the export'of bananas amounted to approximately $27.7 million or over 
half of-all exports ,However, only a portion of the foreign exchange proceeds 
frcm becoéias available to finance general imports since under the 
exist iiig 'c0i,coBaioi\ caatract the United Fruit Company may retain abroad dollar 
exchange to cbvor lis profits, dê ecia.tion allowances and funds needed for 
certain imports (zee section m below). In 19HfiL the banana companyturned over 
approximately $8 militbji of dollar exchange to. t£e. Central Bank; more, foreign 
exchange iraá obtaífcsd from this source than from, the export of any other, single, 
commodity; tho proceeds from coffee exports were slightly lower,. Since coffee 
prices have risen sharply since 19̂ +9̂  whereas banana prices have remained fairly 
stable, it may be ¿sanded' that the exchange proceeds from coffee exports, which 
are largely in Coots. $3ican- ' now exceed the exchange turned in by the . 
benam company, "'* ' 

Although' tlhefHSritsd F̂ i'it Compány :a operations in Costa Rica are generally . 
profitable, amuaX «¿raiags há^fluc^tated considerably. According to the 
International Monetary Fund, the investment yield, representing largely income 
of that company, $1«3pillion• is $3.9 million in. 19̂ 7 arid 
$10.3 million in 19*8.2' 

1/ According to Cocte. Rica's trade returns, banana exports amounted to $8.0 
million In 19V3¿ this figure, however, represents only the foreign exchange 
turned over "by the United Fruit Company to the Costa Rica Central Bank. In 
the statement on the balance of payments, $19.7 million has beon added in 
order to arrive at the full value of the banana exports. See International 
Monetary Fund.. P. 128. 

2/ International Monetary Fund, oj^citt, p. 127. /ill. GOVERNMENT 
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HI»- GOVERNMENT POLICY. AMD FOREIGN INVESTMENTS 

According to the Exchange Control Law of 1 April 1950, foreign capital 
being registered with the' Central Bank and entering the country at the "official" 
buying rate of exchange (for years 5.60 colones per United States dollar) 
enjoys the advantage of the official soiling rate plus 10 per cent surcharge 
(together 6.24 colones) for remittance of interest, dividends' and amortization. 
The "free" rates of exchange, applying to pther (not registered) capital 
transactions, involve a lower exchange value of the domestic currency (buying 
rate in February 1951 fluctuating around 8 colones; selling rate, including 
surcharge, around 8.57 colones per dollar). 

The Central Bcnk can refuse to register new foreign capital if it deems 
the investment contrary to the moAioŝ al interest or lnooneiDtvint' '"e n^jst. of 

the country's economic policy. If registration is approved, the foreign, 
exchange must be sold in the official market, and the investor subsequently may . 
obtain exchange' la the official market for interest, dividend and amortisation 
remittances. Remittances of interest and dividends may not exceed 10 per cent 
per annum of the registered value of the investment; capital withdrawals have 
to be approved at each occasion by, the Central Bank. 

Foreigners enjoy almost complete equality with citizens of Costa Rica in 
doing business in the country. According to Article 12 of the Constitution, 
foreigners "may acquire, possess and transfer real property, navigate tlje rivers 
and coasts, and eagage in commerce and industry in accordance with sg'.oic.tions 
determined by law and by international treaties."-^. However, according to the 
Law for the Nationalisation of Commerce of 28 December 19^3 new commercial 
enterprises cannot be. established by citizens of countries with which Costa Rica 
has not concluded a treaty of amity and commerce 0 

lid governmental authorisation is required for the organization and 
operation of business. Every enterprise must employ not less thaa 90 por cent 
Costa Riccii workers and employees who must receive at least 85 por C6nt of the 
total annual wage ;aad e&lary payments.-' However, the Government has the power 
to reduce these proportions,to 80 and 75 per cent respectively. Managers and 
directors are not included in the limitations if there are not more than two such 

1/ Intor̂ American, Bbvolopmejat Commies ion, A. Statement of the Laws of Coeita Rica, 
19^8, p. 12. 
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persons In tho company. 
Coal and petróló'uiái d¿posits are the. property .of the State and a concession 

must..he obtainedfrom'tée Government to exploit such deposits .V. As was mentioned 
above (page J) & ' to' 19^9 with. t#e. Utoited States 
company vas suspended duo to opposition by the Constituent Assembly^ ; ... 
. Extensive privileges may be granted to new industries which are deemed, of 

benefit in the national ' óconcÉy ; Such privileges may include: tax exemption, 
*eductia$i_ ior •eÍiu¡ÍMÍícai,<0Í' imported raw: ; 
materials, cvistas protectión and a' guarantee that no competing industry will; ?•"'•'"•••"•;.' .ó:;-i-••• .•:••.. . 2/ -receive similar advahtasss duri^ a certain period of time.-' It is also. . 
possible,for new or existing enterprises- to obtain special concession contracts 
ftram the.Government¡ subject to approval by the Legislature. Public, lands may 
be rented to Costa Ricans andforeigners provided 75 per cent of the land is . 
vised for thé cultivation; of major export products such as coffee, bananas, cacao. 

Article 29 the Constitution guarantees that property is "irjTiolaUa". 
Property cannot "be expi-opriated exoept in the public interest and unless prior 
re Imbureeaient has been made. During reoent years the most important cos© of 
such action was the rationalization of the four major commercial banks, all of 
them owned by Costa Ricane, The share-holders were .reimbursed with Costa Rican 
government bonds. / * 

Foreign exchange regulations have been in effect since September 1931 and 
have been subject to numerous revisions since that time* In general, the 
exchange regulations have been complicated, at times combining quantitative 
import licensing with multiple currency practices. Exports require licence, 
which is readily granted provided the exchange is sold according to the fcules 
. established by the Exchange Control Board. Exceptions to this rulo Ore provided 
to a number of contracts made with foreign investors; thus, thé United Fruit ̂  . 
Company is required to sell only that portion of foreign exchange which reinaihs 
after deduoting from the export proceeds the requirements for profits, 
êpropiation; and certain, imports* 

1/ Ibid., p. 60. 
2/ United States I)e pertinent, of Commerce, op. cit.. p. 7. 
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Since 1 April 1950, when the new Exchange Control Law "became effective, 
imports are no longer subject to licensing but to a system of multiple exchange 
rates. The rate most favourable to importers is the Official rate with a 
surcharge of 10 per cent applied in the case of "preferential" goods. The basic 
rate applicable to other goods is the free rate - which in February 1951 
attributed an exchange value to the colón that vas 29 per cent lower than the 
official rate - with a surcharge computed at 10, 55, 75 and 100 per cent 
respectively of the official rate for the four categories into which such goods 
have been divided on the basis of "essentiality". The United Fruit Company is 
allowed to retain out of the proceeds of its exports the foreign exchange it 
reqs&eaa for the import of goods belonging to the "preferential" and the "first" 
categories; it has, however, to pay the sain© exchange surcharges as other 
importers. 

Costa Rican taxes do not discriminate between nationals of Costa Rica and 
forbigners, except that a tax of l/2 per cent per annum is levied on profits 
oaroed by branches or agencies óf any foreign company established in Costa Rica.— 
It is the policy of the Costa Rican Government to encourage the establishment 
of new enterprises by affording tax advantages. 

In 19^8 .when the provisional Government announced that it was contemplating 
the establishment of several government-owned enterprises, a decree was issued 
requiring the payment cf a 2.0 per cent tax levy on all private capital holdings 
of 50,000 colones (about $9,000) and over. This levy, which was non-recurrent, 
was to be paid in ten annual instalments and wbb intended-to provide funds to 
finance a programme of public works, including the improvement of the government-
owned railway. 

The concession ¿ranted in September 1930 to the United Fruit Company 
guaranteed the company against any increase in existing taxes and against the 
imposition of new taxes. The oompany agreed to pay the banana export tax of 2 
cents per bunch. The company was also exempt from all import duties. In the 
amendment of 31 December 19I4-9 to this concession, however, the original tax 
provisions were drastically modified.^/ Effective 1 January 1950 the United 

1/ Inter-Americsn. Development Commission, op. clt.. p. 31. 
¡Ü la .Gaceta. Diario Oficial, San Jose, 31 December 19U9. 

/Fruit Company 
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Fruit Conipany agreed to pay: 
(a) A tax of 15 per cent cm the net profits on all activities in 
Costa Rica, as provided "by the income tax legislation enacted in 
19l*9. (The calculation of net profits as submitted to the income 
tax authorities in the United States will be acceptable to the 
Costa Rican Government.) 
(b) The 10 per cent levy enacted in I9U8 on capital not invested 
in the banana end abaca industries. 
(c) The property tax enacted in 19U6. 
(d) The consular tax applicable to imports enacted in 1930, 
except on imports for the abaca industry. 
(e) The export tax on cacao enacted in I9U8. 
(t) The charity tax enacted in 1932. 

The Costa Rican Government, on the other hand, agreed not to raise any of 
theee taxes or to levy new taxes. 

The amended contract of 19^9 aleó provides for the surrender of foreign 
exchange and for the right of expropriation (see above). The Costa Rican 
Government specifically agreed to pay just compensation in United States money 
prior to expropriation in case such action would be necessary for public service 
establishments of recognized necessity. 

The Government does not compete with private business except in three fields 
where monopolies have been created, namely the production of distilled alcohol 
and liquors, the manufacture end importation of salt, and Insurance underwriting. 
Governmental match and gasoline monopolies existed till the middle thirties; 
at that time, they were turned over to private interests.^ 

The Costa Rican tariff Is primarily of a revenue character. However, in 
recent decades tariff protection has been established for certain industries. 
Numerous newly established domestic and foreign ooncerns have been granted freedom 
of duty on maohinery and raw materials. 

1/ United States Tariff Commission, Economic Controls end Commercial Policy in 
Costa Rica» Washington, 19V5, p. lTI 


