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Executive summary

1 Key policy insights
The economy is contracting due o the coronavirus outbreak
Macroeconomic policies have improved but the fiscal framework should be reinforced
Social indicators have improved but Costa Rica remains a very unequal country
The demographic bonus is ending
Broadening growth sources and boosting productivity
Green growth

2 Enhancing business dynamism and consumer welfare with regulatory reform
Regulations are burdensome
Costa Rica is a dual economy
Low income households could benefit the most from enhanced regulations and competition
Reducing administrative barriers to firm entry
Strengthening competition
Improving the state involvement
Improving regulations in key sectors
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3 Boosting access to credit and ensuring financial inclusion for all

Regional landscape and recent policy initiatives
Where does Costa Rica stand?

Boosting household financial inclusion
Boosting financial inclusion of SMEs
Embracing FinTech lo boost financial inclusion
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Figure 1. The budget deficit is large

Figure 2. Inequality is high

Figure 3. Regulations are burdensome

Figure 1.1. Prior to the pandemic, Costa Rica ranked highly in many dimensions of well-being
Figure 1.2. Forest cover has rebounded since 2000

Figure 1.3. The gap with advanced economies remains large

Figure 1.4. Inequality remains high

Figure 1.5. The economy is in recession

Figure 1.6. The curment account deficit is financed by large direct investment flows
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External debt has increased

The authorities consider banks to be well capitalised
Interest rate spreads ane relatively high

. Financial dollarisation remains large

. The exchange rate has become more flexible over time
. Monetary policy is appropriately accommodative

. Fiscal deficits remain large

. Current fiscal policies would halt the increase in public debt in the medium term

Figure 1.15. Sovereign risk premia remain high
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. Public spending remains inflexible

. Public employment accounts for a large share of public revenues

. The: share of gowvernment spending subject to public procurement is low
. There is room to improve the tax mix

. Employer social charges are amaong the highest in the OECD

. Interest expenditure is high

. The cost of external financing is high in comparison with other countries
. Costa Rica is not able to bommow internationally in domestic currency

. Poverty rates have not fallen consistently over the last 25 years

Figure 1.25. Spending on education is high and PISA results are declining
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. STEM graduates as a share of total tertiary graduates

. Life expectancy is higher and the fertility rate lower

. The demographic dividend is ending

. Female labour market participation iz low

. Informality is high

. The pension system does not generate enough resources

. Financing pension deficits can hamper public debt dynamics
. The economy's growth potential has declined

. Income gaps with the OECD are large due to low productivity

Figure 1.35. Labour preductivity is relatively low
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. FDI has increased and the export basket has become increasingly diversified
. The United States is the main export market

. Costa Rica's infrastructure lags behind

. Corruption perceptions are relatively low

. Green growth indicators (selected)

Costa Rica has more stringent regulations than any OECD country
The reqgulatory burden is perceived to be very high

Administrative burdens on start-ups are high

Distortions induced by state invelvement are large

Barriers to trade and investment are closer to the OECD average
Firms outside the free trade zone lag behind

A few firms dominate the markets

Prices are high

The average mark-up at sector level is relatively high

. Most sectors have larger mark-ups than the OECD average

. Opening the telecommunication sector to competition benefited particularly low-income

households
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Mobile penetration has increased
Opening the mobile market helped to close connectivity gaps
Boosting compedtition further would benefit low-income households

Figure 2.15. Complex requirements hamper firm creation
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Establishing a company is relatively costly

Few OECD countries require a lawyer or notary to register a company
Establishing a company is burdensome

Costa Rica lags behind in digital govermance

Few administrative transactions with govemment can be completed online
There is room to make courts more agile

Legal fees are relatively high

There is room to improve S0E governance

ICE is the worst performing SOE

Figure 2.25. Electricity prices are high
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Figure 2.26. There is room to improve regulation in network sectors

Figure 2.27. Logistics operations in Costa Rica are perceived to be lacklustre
Figure 2.28. Time to import is lengthy

Figure 2.29. Lifting restrictions in services can boost logistic performance

Figure 2.30. Logistics performance has deteriorated

Figure 2.31. Real Costa Rican exporns vs synthetic Costa Rican exports

Figure 2.32. Indicators on governance of sector regulators

Figure 3.1. Financial inclusion in Costa Rica lags behind the OECD

Figure 3.2. Insurance penetration is low

Figure 3.3. Mobile or internet-based financial services use is more frequent than the peers
Figure 3.4. Intermediation margins hawe historically been high

Figure 3.5. Costa Rica's Fintech firms lag behind their peers

Figure 3.6. Regional disparities in financial inclusion are large

Figure 3.7. Poor and less-developed countries have lower financial inclusion
Figure 3.8. Costa Rican consumers deem financial services to be expensive
Figure 3.9. The distribution of credit amang households displays large inequality
Figure 3.10. Smaller SMEs face difficulties in having access to financial services
Figure 3.11. The interest premium paid by smaller SMEs is higher than in peer countries
Figure 3.12. Gender gaps in financial inclusion are large

Figure 3.13. Priority groups mainly rely on savings accounts

Figure 3.14. Indigenous populations suffer from severe financial exclusion
Figure 3.15. Household indebtedness has increased rapidly

Figure 3.16. Financial literacy outcomes arne low

Figure 3.17. Financial inclusion of agricultural SMEs is |ow

Figure 3.18. Micro-entrepreneurs are discouraged from applying for loans
Figure 3.19. Smaller SMEs find it hard to borrow from private banks

Figure 3.20. Development banking credit is scarce

Figure 3.21. The payments system supports an increasing number of digital and mobile transactions
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Social benefits encourage early exit from work before the retirement age
Harder-to-place unemployed workers are not receiving enough support
Unemployment, inactivity and low-wage traps are high

Maximising long-term potential growth requires a more efficient allocation of labour

The rigid wage-setting system contributes to lower labour market mobility

Skills demanded and skills supplied are often misaligned
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S0Es retain workers that could be redirected to more productive activities
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