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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Project ID Programmatic

P179861 No

Proposed Development Objective(s)

The PDO is to enhance the Government of Costa Rica’s capacity to manage disaster risk resulting from the occurrence
of natural and health related hazards and the impacts of climate change.

Organizations
Borrower: REPUBLIC OF COSTA RICA

Implementing Agency: Ministry of Finance of Costa Rica

PROJECT FINANCING DATA (USS, Millions)

SUMMARY
Total Financing 160.00
DETAILS

International Bank for Reconstruction and Development (IBRD) 160.00
INSTITUTIONAL DATA

Climate Change and Disaster Screening

This operation has been screened for short and long-term climate change and disaster risks
Overall Risk Rating

Moderate
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Results

Indicator Name Baseline Target
PA1. Results indicator 1A:
Number of new or improved risk financing instruments 0; 2023 2; [2026]

adopted or implemented at the sovereign, sectoral, or
private sector levels [type number]

PA1. Results indicator 1B:
Percentage of financial preparedness plans and
reconstruction/recovery investment plans that apply 0; 2023 100%; [2026]
gender-differentiated impact and intersectional analysis
[type percentage]

PA1. Results indicator 1C:
Number of Disaster Risk Financing Strategy Pillar action
plans approved by the financial management coordination 0; 2023 4; [2026]
instance (ICO) and achievement of agreed implementation
progress [type number]

PA2. Results indicator 2A:
Number of municipal emergency committees trained to
adopt the GBV prevention and management protocols for
emergency situations [type number]

PA2. Results indicator 2B:
Percent increase in the share of female participants in 0; 2023 25%; [2026)
local and municipal emergency committees who consider
their participation has informed local programs and
strategies for DRM and CCA [type percentage]

PA3. Results indicator 3A:
Number of cantonal climate risk adaptation plans 22;2023 50; [2026]
supported by MINAE and approved by Municipal Councils
[type number]

PA3. Results indicator 3B:
Number of Emergency and Adaptation Plan for Climate

0; 2023 50; [2026]

; 202 1; [202
Events in indigenous territories prepared in consultation 0; 2023 ; [2026]
with indigenous peoples [type number]
PA4. Results indicator 4A:
Number of municipalities of the Sarapiqui Basin adopting 0; 2023 3 [2026]

the comprehensive basin management plan in their

territorial management instruments [type number]
PAA4. Results indicator 4B:

Number of non-structural climate adaptation measures 0; 2023 3; [2026]
strengthened at the Sarapiqui Basin scale [type number]
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IBRD PROGRAM DOCUMENT FOR THE PROPOSED SECOND COSTA RICA DISASTER RISK MANAGEMENT DEVELOPMENT
POLICY LOAN WITH A CAT DDO TO THE REPUBLIC OF COSTA RICA

1. INTRODUCTION AND COUNTRY CONTEXT

1. The proposed operation is a standalone US$160 million Disaster Risk Management (DRM) Development Policy
Loan (DPL) with a Catastrophe Deferred Drawdown Option (Cat DDO).! The operation is designed to enhance the
Government of Costa Rica’s capacity to manage the disaster risk resulting from natural and health-related hazards,
including the adverse effects of climate change and disease outbreaks. This is Costa Rica’s second Cat DDO, and it builds
on the country’s evolving regulatory and institutional frameworks for DRM, climate change adaptation (CCA), and
territorial development. As a policy instrument, the first Cat DDO? provided a solid foundation for the country’s DRM
program, and this operation builds on that success.

2. In the last three decades, Costa Rica has achieved outstanding outcomes in terms of economic growth and
development indicators, however, social, and regional inequalities persist. Costa Rica has shown steady economic
growth over the last decade,® except for the drop in gross domestic product (GDP) in 2020 due to the COVID-19
pandemic.* With a US$12,310 income per capita and a population of over 5 million,> economic growth has resulted from
an outward-oriented strategy, based on an openness to foreign investment and gradual trade liberalization. The
combination of political stability and steady growth has resulted in one of the lowest poverty rates in Latin America and
the Caribbean (LAC), where the share of the population with incomes below US$5.5 per person per day decreased from
12.9 to 10.6 percent between 2010 and 2019.° However, poverty reduction has stagnated in recent years and poverty
rates vary widely across the country. Poverty rates are as high as 23.3 percent’ in coastal and border regions with high
presence of Indigenous Peoples and Afro-descendants that have also been severely affected by recent climatic events.
Moreover, the incomes of the bottom 40 percent have fallen behind in recent years. Boosting growth is a key priority, as
the gap in GDP per capita with advanced economies remains large.® Inequality is disproportionately felt by ethnic
minorities, which represent more than 10 percent of the population,® and experience lower levels of human capital,*
higher unemployment, limited access to quality services, and more vulnerability to disasters and climate change.

1 The Cat DDO instrument, created by the World Bank Board of Executive Directors in 2008, enables countries to immediately access a prearranged
amount of funding upon declaration of a State of Emergency due to a natural or climate-related hazard or health emergency.

2 Disaster Risk Management Development Policy Loan with a Cat DDO (P111926), approved in 2008 and closed in 2017. This Cat DDO was triggered
three times (Chinchona Earthquake, 2009; Tropical Storm Nicole, 2010; and Hurricane Otto, 2016)

3 After growing by an average of 4 percent per year between 2010 and 2017, growth slowed to 2.6 percent in 2018, and further to 1.2 percent in
the first half of 2019. The approval of the fiscal reform in December 2018 and its subsequent implementation in July 2019 helped restore
confidence and —were not for the COVID19 shock, would have placed the country on a fiscally sustainable path after almost a decade of continued
increases in public debt. Growth accelerated to 3.1 percent during the 4th quarter of 2019

4 World Bank. World Development Indicators. GDP growth (annual %) from 1983 to 2020. According to the Central Bank of Costa Rica, the country's
GDP experienced a 7.6 percent growth in 2021 and a projected growth of 3.9 percent for 2022.

52021 data. Atlas Methodology.

6 Yet, the effects of the pandemic on poverty and vulnerability were large, particularly during the lockdown. Even with mitigation measures,
poverty (US$5.5 USD (2011 PPP) is expected to have increased by 2.4 percentage points to 13 percent in 2020 (compared to a pre-crisis forecast
decline (from 10.4 percent to 10.2 percent). https://databank.worldbank.org/data/download/poverty/987B9C90-CBIF-4D93-AESC-
750588BFO0QA/AM2020/Global_POVEQ_LAC.pdf

7 National Household Survey 2021.

8 Compared with OECD and LAC OECD (Mexico, Colombia, and Chile) countries as per the Costa Rica OECD Economic Survey (2020).
https://www.oecd.org/economy/surveys/costa-rica-2020-OECD-economic-survey-overview.pdf

9 Eight percent Afro-descendant (AD) population plus 2.5 percent Indigenous Population (IP)

100nly 80 percent of Indigenous Peoples (IP) and Afro-descendants (AD) complete primary school compared to 87 percent of the general population

Page 5



The World Bank
Second Costa Rica Disaster Risk Management Development Policy Loan with a CAT DDO (P179861)

3. Costa Rica is highly vulnerable to extreme hydrometeorological conditions and climate change will increase the
level of related risks of the country. Due to a combination of geographic variations and economic factors, Costa Rica is
highly vulnerable to extreme climate events and natural hazards. Part of this vulnerability is due to the settlements in
coastal zones and other low-lying watersheds.' Increased intensity and frequency of droughts also pose significant risks
for agriculture and water resource availability in the northern pacific regions.? A large segment of the population is
exposed to volcanic eruptions and unstable lands, which have been degraded by wide-spread cattle ranching or poorly
planned settlements prone to landslides and flooding.!® The National Commission for Risk Prevention and Emergency
Response (CNE) and the Ministry of National Planning and Economic policy (MIDEPLAN) estimate US$3,358 million in
losses between 2005 and 2020 in the areas of infrastructure, service interruption, and production due to disasters related
to natural hazards.! It is also estimated that 77.9 percent of the population and 80.1 percent of GDP are subject to high
risk from multiple hazards®> and historical statistical and probabilistic models show that the country has a long-term
average annual losses (i.e., government financed losses) of over US$200 million. In 2017, Tropical Storm Nate, the event
with the greatest impact in the last 25 years, caused losses exceeding USS380 million according to data from the CNE.
Tropical storm Eta in 2020, combined with severe rainfall on the Caribbean coast in July 2021 generated impacts on 70
percent of the country’s territory, especially affecting less developed regions and more vulnerable groups, exacerbating
territorial inequalities.

Table 1. Disasters in Costa Rica 1900-2020

Natural Hazard Events Total Total Damage
1900-2020 Subtype Count Deaths Total Affected ('000 USD)
Drought Drought 5 24,000
Epidemic Viral Disease 3 3 21,638

Riverine Flood 21 97 571,659 368,000
Flood

Undefined 8 51 196,264 35,000
Earthquake Ground Movement 17 2616 164,493 365,700
Landslide Landslide 7 200

Tropical Cyclone 8 114 769,836 562,390
Storm

Undefined 1 3 216,000
Volcanic Activity Ash Fall 7 104 109,771 5,000
Wildfire Forest Fire 2 1,200

Source: Climate Risk Profile: Costa Rica (2021): The World Bank Group

4. Catastrophic events have had a disproportionate impact on the poor and vulnerable, who have very limited
capacity to cope with the loss of housing, livelihoods, and access to basic services. Women, rural communities,
Indigenous Peoples, Afro-descendant communities, and other vulnerable groups experience increases in their social,
economic, and environmental vulnerability due to the recurring impact of climate related disasters, while increasing their
exposure to malnutrition,® malaria, and the COVID-19 pandemic. Climate-induced flooding can increase water-borne

11 Climate Risk Profile: Costa Rica (2021): The World Bank Group

12 Climate Risk Profile: Costa Rica (2021): The World Bank Group

13World Bank (2011). Climate Risk and Adaptation Country Profile: Costa Rica. URL: https://climateknowledgeportal.worldbank.org/
sites/default/files/2018-10/wb_gfdrr_climate_change_country_profile_for_CRI.pdf

14 Economic losses caused by natural phenomena. MIDEPLAN.

15 https://www.worldbank.org/en/results/2019/04/23/strengthening-disaster-risk-management-in-costa-rica

16 |bid.
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and vector-borne illnesses.’” Furthermore, these climate-related catastrophic events are causing the deterioration of
entire natural ecosystems, including forests, coastlines, agricultural areas, and fisheries, which a large share of the
vulnerable population depend on for their livelihoods. Unplanned urbanization and the differentiated vulnerability of the
population and public infrastructure are contributing to increasingly high levels of risk, particularly for the poor segments
of the population.

5. The COVID-19 pandemic has aggravated existing social and economic disparities and affected the country’s
financial capacity to respond to future shocks, including disasters. The government’s response to the combined impact
of the COVID-19 pandemic and recent climate hazards exhausted nearly all the resources available in the National
Emergency Fund,'® exacerbating the gap in its financial protection capacities.’® Despite the country’s improved risk
management capacity over time, disasters remain a contingent liability that can have an impact on fiscal sustainability
given the opportunity cost between financing losses from disasters and existing investment needs and budget
restrictions. The pandemic resulted in a sharp decline in economic activity, weakening the country’s fiscal accounts and
exacerbating pre-existing imbalances. The Gross Domestic Product (GDP) contracted 4.1 percent in 2020, the largest drop
in four decades.?’ Sub sectors like hotels, restaurants, and the transport sector (which employ 61 percent of unskilled
labor and 11 percent of the population with incomes below US$5.5/day) were the most directly affected, exacerbating
inequality. To continue to have a reliable source of quick liquidity to cope with major shocks, Costa Rica needs to replenish
and recapitalize its depleted disaster risk financing instruments. The proposed second Cat DDO will strengthen the
government’s capacity to respond quickly and effectively natural and health-related shocks, including the adverse effects
of climate change and disease outbreaks.

6. The second Cat DDO builds on the remarkable progress achieved by Costa Rica on DRM, and supports policy
reforms to continue strengthening the institutional framework for disaster and climate resilience, with a focus on
inclusion, territorial capacity, and risk financing. The country has been systematically incorporating DRM and CCA in its
national development policy framework and has developed policies and plans in different sectors, for example for the
planning and implementation of transport infrastructure. The country has also made significant progress in terms of its
disaster response system and building codes, environmental regulations, and land use planning, thus reducing the impact
of disasters associated with natural hazards. Recently, the regulatory and institutional framework for DRM was
strengthened with the approval of a legal framework that requires all new public investments to follow best DRM
practices and include a risk assessment, with a roadmap to mainstream gender and inclusion in the country’s DRM
framework, and with the approval of the country’s first disaster management financing strategy. This operation supports
policy actions for the successful implementation of such reforms, ensuring that the country remains at the forefront of
inclusive and prospective DRM in the region.

7. The proposed Cat DDO is consistent with World Bank Group (WBG) corporate priorities, the World Bank’s
Green, Resilient, and Inclusive Development (GRID) approach, the IBRD principles for financing in a country above
Graduation Discussion Income (GDI), and the World Bank's Global Crisis Response Framework (GCRF). The Cat DDO

https://documents1.worldbank.org/curated/en/552631515568426482/pdf/122328-WP-PUBLIC-
WorldBankClimateChangeandHealthDiagnosticMethodologyJan.pdf

18 The Fund is administered by the CNE and is authorized to invest in securities of public sector institutions and companies. The National Emergency
Fund is excluded from the application of the provisions corresponding to the Single State Fund, contemplated in the law of financial administration
and public budget.

19 Special audit on the prevention of risks associated with the CNE processes for the attention of the emergency caused by COVID-19
(https://sites.google.com/cgr.go.cr/covid-19/ReportesCGR-Informes-de-auditoria/ACE-Prevencion-de-Riesgos-en-el-CNE-para-la-atencion-
emergencia-COVID-19/Reporte-2)

20 https://www.worldbank.org/en/country/costarica/overview#1
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focuses on improving Costa Rica’s institutional capacity for mitigating climate and disaster risk,?* and particularly its ability
to carry out sustained climate and natural hazard identification, monitoring, and risk assessments, while simultaneously
promoting sustainability and inclusiveness. Furthermore, the operation enhances Costa Rica's macro-fiscal resilience
providing the country’s first tier of disaster risk financing and supporting the development of strategies to transfer risk
to financial markets. Additionally, the operation is complemented by the US$370 million Costa Rica Climate Resilient
Recovery and Territorial Development Project (P178049) which aims to increase access to disaster and climate resilient
infrastructure and services in vulnerable regions of Costa Rica. This Cat DDO supports policy reforms for climate change
adaptation, a regional and global public good consistent with the WBG's climate change commitments. It also addresses
long-term inequities that put women, the rural population, Indigenous Peoples, and Afro Descendants at greater risk of
adverse impacts from natural events and health emergencies.

2. MACROECONOMIC POLICY FRAMEWORK

2.1. RECENT ECONOMIC DEVELOPMENTS

8. Prior to the COVID-19 pandemic, external shocks and a pro-cyclical fiscal stance heightened risks and weakened
growth, but the approval and implementation of a fiscal reform in 2018 aiming to correct the country’s structural
deficit boosted confidence. After growing by an average of 4 percent per year between 2010 and 2017, growth slowed
to 2.6 percent in 2018, and further to 1.2 percent in the first half of 2019. This deceleration was driven by public-sector
strikes and uncertainty around the fiscal reform, the 2018 protests and associated crisis in Nicaragua, tighter global and
domestic conditions, and demand and supply shocks depressing agricultural activities. However, the approval of the fiscal
reform in December 2018 and its subsequent implementation in July 2019 helped restore confidence. The 2018 reforms
replaced the sales tax with a value-added tax with a broader base, increased personal income taxes, and harmonized the
treatment of capital income across tax bases, helping revenue mobilization. Measures to contain the wage bill were also
enacted, together with a fiscal rule that capped the nominal growth of public spending by amounts that are inversely
proportional to the country’s public debt ratio. If it was not for the COVID-19 shock, reforms would have quickly placed
the country on a fiscally sustainable path after almost a decade of increasing public debt trends. In response to reforms,
growth had even accelerated to 3.1 percent during the 4th quarter of 2019.

9. The COVID-19 pandemic affected Costa Rica severely, but growth rebounded quickly in 2021 supported by a
proactive government response. Costa Rica’s GDP contracted by 4.1 percent in 2020, the largest drop in almost four
decades. Emergency transfers attenuated the impact of the crisis on private consumption, which declined only
moderately. Private investment fell due to the high uncertainty generated by the crisis, while public investment was
reduced as budgetary resources were reallocated to crisis-related spending. Fiscal accounts worsened and balance-of-
payments needs increased. Unemployment rates nearly doubled —surpassing 20 percent in mid-2020, and the poverty
rate (USS6.85, in 2017 PPP) reached 19.8 percent. An ambitious vaccination campaign, the reopening of the economy
and schools, and strong export growth, led to real GDP growth of 7.8 percent in 2021 and a decline in unemployment to
13.7 percent by the last quarter of 2021. However, primary sector employment remained below its pre-pandemic level,
keeping the poverty rate at 14.3 percent above pre-pandemic levels in 2021.

10. The economy continued to rebound in the first half of 2022 but has slowed down due to increased external
headwinds coupled with a needed strong monetary tightening to combat inflation. Growth reached 6.9 percent y-o-y
in the first half of 2022, boosted by a 62.2 percent increase in tourism arrivals by June of 2022, and strong performance

21 The DRM system and disaster risks mentioned include those related to and exacerbated by climate change.
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in services. Global headwinds and other external shocks, however, started to slow economic activity as the year
progressed. Agriculture was affected by adverse weather. Weaker external demand, inflationary pressures linked to
increasing international food and energy prices, and tighter financing conditions led to a deceleration of growth in most
sectors, depressing investment, employment growth and curbing real wages in the second half, leading to an estimate
4.1 percent growth for the year.

11.  The Current Account Deficit (CAD) widened slightly in 2022, but a strong track-record to attract Foreign Direct
Investment (FDI) provides some degree of confidence. Merchandise exports experienced a notable boom in 2021,
thanks to the recovery of trading partners' economies and high demand for medical equipment. Tourism recovered only
slowly. At the same time, imports that had declined due to weak domestic private and public demand, started to pick as
economic activity recovered in 2021. As a result, the CAD widened to 3.3 percent of GDP in 2021. Higher energy and food
prices combined with resilient import demand pushed the current account deficit to an estimated 4.3 percent in 2022.
Net FDI decreased to around 2.6 percentage GDP in 2020 due to lower retained earnings of foreign companies but
recovered to 4.8 percent of GDP in 2021 and is estimated to reach 5 percent in 2022. While a previously enacted change
in the rules for investment pension funds, allowing a large proportion of these assets to be invested overseas, led to a
temporary increase in BOP outflows during the first half of the year, international reserves are recovering, reaching about
above 12.2 percent of GDP in November 2022 or more than 4 months of imports.

12.  While annual inflation stayed at 3.3 percent in 2021, global inflationary pressures pushed average inflation close
to 9 percent in 2022, the highest inflation rate in 13 years. As a small and open economy that is highly integrated with
the rest of the world, pass-through from imported inflation is high. The Central Bank adopted an inflation-targeting
regime in 2018, and the National Assembly increased Central Bank independence in February 2019. Altogether, these
measures strengthened the credibility of the monetary policy framework. To contain inflation, the Central Bank has been
increasing the policy rate to 9 percent in October of 2022 —from 0.75 in December of 2021. As expected under an inflation
targeting regime, the nominal exchange rate has provided a first line of defense and, thus, depreciated moderately in the
first half of the year, but appreciated in the last months recording a cumulative appreciation of 4 percent by November
2022.

13.  Financial soundness indicators have remained stable throughout the pandemic, but high household and
corporate indebtedness and financial dollarization pose risks amid rising interest rates and weakening exchange rate.
Non-performing loans have remained broadly stable throughout the COVID-19 pandemic and stood at 2.2 percent of
total loans in September 2022. Asset quality was supported by widespread loan restructurings, with almost 60 percent
of the loans volume restructured throughout the pandemic. Fifty-seven percent of all loan restructurings affected loans
extended to households. Rising interests pose additional risks —household indebtedness risks are amplified by the high
share of variable-rate loans (68 percent of the total) that are often adjusted monthly. The pass-through of policy rate
changes to retail lending rates in Costa Rica is high, implying that the sharp increase in the monetary policy rate since
December 2021 is already leading to higher debt servicing costs for households. High structural dollarization in Costa Rica
is an additional compounding risk factor, particularly for private-owned banks. The deterioration of loan performance
has not been observed yet, but loan loss provisions remain high (at 195 percent of non-performing loans). Capital
adequacy ratios stood at 13.2 percent of risk-weighted assets (RWA) for state-owned banks and 13.5 percent of RWA for
private banks as of July 2022, above the regulatory minimum of 10 percent. Finally, while Costa Rica’s financial sector is
exposed to physical risks stemming from extreme climate events and natural hazards, transition risks are low due to
Costa Rica’s mostly green economic structure. To help mitigate these risks, supervisors are closely monitoring systemic
risks to the financial sector and enhancing their toolkit, by for example, requiring gradually higher capital requirements
on FX lending to unhedged borrowers.
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14.  Despite challenging circumstances, the government resumed fiscal consolidation in 2021. As part of the 2018
fiscal reform, Costa Rica introduced a fiscal rule that caps the nominal growth of spending by amounts that are inversely
proportional to the country’s public debt ratio. The COVID-19 pandemic interrupted the efforts. Emergency measures
and a decline in revenues pushed the overall fiscal deficit for 2020 to 8.5 percent of GDP. But stronger than expected
revenue growth and spending discipline reduced the overall and primary fiscal deficits to 5 and 0.3 percent of GDP in
2021 (significantly below targets under the IMF program). Continued spending containment efforts and one-off revenues
associated with the consolidation of decentralized institutions are estimated to further reduce the fiscal deficit in 2022,
enabling a primary surplus of at least 1 percent of GDP despite an increase in interest payments associated with tighter
financing conditions and a one-off transfer to mitigate the impact of the food and fuel price hike on vulnerable
households. The still large and possibly growing interest bill explain the authorities’ efforts to improve debt management,
in addition to continuing the fiscal adjustment.

15. The Central government’s debt-to-GDP ratio peaked at 68.2 percent in 2021 and is expected to decline to 67.4
percent in 2022. Debt levels for the consolidated public sector (CPS) are only slightly lower at 65 percent of GDP, after
netting out intra-public-sector debt holdings. Financing needs of the Central Government reached USS$7.1 billion
(approximately 11 percent of GDP in 2021) and are expected to decrease to US$6.3 billion (below 10 percent of GDP in
2022). Domestic sources are expected to cover almost two-thirds of the needs for the two years. International Financial
Institutions (IFls) are expected to fill the remaining gap. Fiscal consolidation and improvements in debt management
lowered the cost of domestic borrowing during 2021. In 2022, EMBI spreads fell which helped to mitigate the impact of
tighter global financial conditions. Fitch upgraded Costa Rica's risk rating to 'B' stable in March-22, due to the significant
improvement in fiscal figures and economic activity, as well as the approval of the public employment reform law.

2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

16.  The economy is projected to slow down in 2023 due to weaker external demand, inflation pressures, and tight
financing conditions, but gradually recover after as external conditions improve. Higher input prices and depressed
external demand are expected to weigh down growth in the manufacturing and construction sectors. Uncertainty and
the effect of inflation on income will moderate consumption and private investment. Growth is expected to decelerate
to 2.9 percent in 2023, but gradually recover to 3.1 percent in 2024 and 3.2 percent in 2025, supported by a gradual
recovery in international demand for Costa Rica’s sophisticated export products (i.e., medical equipment, professional
services and high-end tourism) and its associated FDI, the potential attraction of some “near-shoring” (e.g., Intel, the US
chip producer, has now plans to return to Costa Rica) and the payoff from structural reforms related to the OECD
accession process, many of which support a stronger investment climate and greener growth. A gradual stabilization in
prices is expected to underpin a recovery on private consumption. The gradual recovery will be mainly driven by private
demand as the government push remains limited by consolidation efforts.

17. The CAD is expected to gradually decline over the forecasting period and — as in the past - remain largely funded
by FDI, complemented by official flows. The CAD is expected to remain relatively high at 4.1 percent in 2023 before
returning gradually to 3.2 percent of GDP as external conditions improve, fiscal consolidation efforts continue, and
structural reforms boost firm entry. FDI is projected to remain strong after 2022, fully covering the CAD (Table 2), but the
ongoing International Monetary Fund (IMF) Extended Fund Facility (EFF) and Resilience and Sustainability Trust (RST)
Programs, complemented by resources from the World Bank and other International Financial Institutions (IFls), will
supplement them at least during the next two years.
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18. The government remains committed to fiscal consolidation. The central government is expected to reach a
primary surplus of 1.3 percent of GDP in 2023, in line with the budget, and further consolidate to 1.6 percent in 2024
(Figure 1, Table 2). The full implementation of the revenue measures of 2018 fiscal reform is expected to yield an
additional 0.1 percent of GDP in 2023 and 2024. Continued fiscal consolidation will rely on the fiscal rule enabled by
implementation of recently approved public employment and public procurement reforms and on maintain current
spending controls and revenue mobilization efforts — mainly tax administration gains (supported by the IMF EFF and the
WB DPL series).?2 The 2023 budget maintain non-interest nominal spending flat relative to 2022 and wage constraints in
place, in line with the fiscal rule, enabling an adjustment of 0.3 percent on GDP and a combined adjustment of 0.3 percent
from goods and services and transfers, and enabling an increase in public investment. This fiscal framework consistent
with progress on the implementation of the decarbonization plan, which relies heavily on the mobilization of private
resources in the next five years.

Figure 1. Primary Balance (percent of GDP) — passive scenario (grey) vs reform scenario (blue)

1.0% 1.3% 1.6% 1.9% 4 2%

0.5%
o == e

— == —
l 0.3% ] 1 0% -0.2%
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-3.9%-3.9%
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Source: MoF. Passive scenario considers only the implementation of the fiscal rule, while reform scenario considesr

complementary reforms, including those supported by the DPL series.

Table 2. Costa Rica Fiscal Consolidation

Costa Rica Fiscal Consolidation
(cumulative change from 2020 in percent of GDP)
Proj

2021 2022 2023

Revenue measures: 0.2 0.3 0.4

2018 tax reform yield 0.2 0.3 0.4

New permanent measures 0.0 0.0 0.0

Expenditure measures: -1.7 -2.9 -3.2

Wage bill -0.8 -1.3 -1.5

Purchase of G&S 0.0 0.0 -0.2

Current Transfers -0.3 -1.0 -1.1

o.w. Social assistance 0.0 0.0 0.0

Capital Spending -0.6 -0.6 -0.4

Total structural measures 1.6 3.2 3.6

+ one-off measures 0.9 0.7 0.5

+cyclical tax impacts and administration gains 0.7 1.0 1.0

Primary balance 3.5 4.8 5.1

Primary balance (% of GDP) -0.3 1.1 1.3
source: IMF ad WB staff calculations

22 Costa Rica Third Fiscal and Decarbonization Management DPL (P177029) under preparation.
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19.  Costa Rica’s public debt is expected to remain sustainable under the baseline scenario. In this context, central
government’s debt-to-GDP ratio is projected to decline to 66.9 and 52.8 percent of GDP in 2023 and 2030, respectively
largely driven by the implementation of continued fiscal consolidation. The government’s gross financing requirements
are also expected to reach 11.4 percent in 2023 but decline to 9.4 percent in 2024. Expected peaks in debt service over
2023, when large repayment is due, and should be gradually flattened by a continued decline in the public debt (and
Emerging Markets Bond Index — EMBI), improvements in debt management, placements in international financial
markets (that substitute expensive domestic debt), and loans from IFls. However, the effectiveness of debt and liability
management operations will be less effective under the already tighter financing conditions, which could slow down debt
reduction. Existing instruments to complement debt management operations (e.g., reopening, rollovers and exchanges
in domestic and international markets) over the next 3 years include: (i) approximately US$1.7 billion from the IMF EFF
and RST (ii) an additional US$2.4 billion in loans from IFIs; and (iii) a USS1.5 billion Eurobond issuance approved by the
National Assembly through Law 10.332.

20. The non-central public sector is expected to have a balanced budget (Figure 2). The deficit of the non-central
government public sector has been broadly in balance in recent years. This is expected to continue and in particular: (i)
the combined surplus of the social security system (including the pension and health funds), local governments, and the
decentralized government entities will broadly offset the small deficit of the Central Bank (caused by a legacy of old bank
rescues and industrial policy operations); and (ii) the operational balance of the public enterprises will remain as it
currently stands, driven by the downsizing of two loss-making state-owned enterprises (SOEs) and by improvements in
other SOEs, particularly the national electricity/telecommunication conglomerate. The Costa Rican pension system
stands out in the region for its high coverage. A recent actuarial study by the University of Costa Rica found that the
pension system will have a financial surplus until 2030 but will start running deficits thereafter.?®> While existing reserves
of the pension system should be sufficient to cover this gap until 2045, it is important that the country start to plan a
comprehensive pension reform over the medium term.

21.  Public debt is expected to remain manageable under a variety of standardized stress scenarios (Figure 3). Public
debt would only increase temporarily under negative shocks to the GDP growth and the exchange rate but return to a
downward path in 2024 and 2023, respectively. However, debt would exceed the high-risk threshold of 80 percent under
a combined shock that includes GDP growth, primary balance, exchange rate, and contingent liability shocks. Gross
financing needs, on the other hand, would remain below 12.5 percent of GDP in all standardized macro-fiscal stress tests.
The analysis does not consider a potential sale of public assets, which could contribute to a faster adjustment and help
mitigate the impact of adverse shocks.

22. A small, open economy, Costa Rica is vulnerable to external shocks. Continued global inflationary pressures, a
slowdown of growth in trade partners, and tighter financing conditions could further increase food and energy costs,
worsening the economic outlook at the macro, as well for firms and household. The country’s strategy of allowing a pass-
through of international prices and mitigate social impacts with target, temporary social transfers reflect a strong policy
management. Costa Rica’s immediate challenge is to fight inflation and persevere in fiscal consolidation, while continuing
to minimize the impacts on poverty. Further monetary tightening and weaker external demand could slowdown growth.
The exchange and interest rate dynamics also pose risks to the financial sector, which are being carefully monitored and
mitigated by authorities. Further, the ransomware attacks experienced by the Government in April 2022 revealed a new

23 J. F. Pacheco, H. Elizondo y J. C. Pacheco, “El sistema de pensiones en Costa Rica: institucionalidad, gasto publico y sostenibilidad financiera”,
serie Macroeconomia del Desarrollo, N° 211 (LC/TS.2020/81), Santiago, Comision Econdmica para América Latina y el Caribe (CEPAL), 2020.
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source of risk.2* Cybersecurity indicators suggest Costa Rica is relatively well prepared but is still below the OECD average.
The administration has been reinforcing Information Technology security through the National Cybersecurity Strategy
and the Information Crime Incident and Response Center. Internally, more frequent natural disaster adds downside risks
to the outlook. Additional financing could be mobilized domestically and from regional partners in the event downside
risks materialize. Reprioritization of non-critical spending and temporary tax measures are considered by the government
as tools to cope with prolonged shocks. Faster than expected progress on the implementation of the reform agenda,
including the implementation of a progressive tax reform, represent an upside the outlook. Communication and
consensus building will be critical to mobilize support in the National Assembly.

23.  Costa Rica’s macroeconomic policy framework is deemed adequate for this operation. The country’s external
position has sound fundamentals, with sophisticated and diversified export base, relatively low external indebtedness
ratios, and stable reserves. Its existing growth fundamentals include continued attraction of FDI flows, a solid exporting
sector, which also benefit structural reforms supported by the World Bank DPL series, the IMF EFF, and OECD
membership agenda. These reforms are also expected to encourage competition, new business entry, and formalization.
Costa Rica monetary framework is credible. The Central Bank has responded timely to recent inflation pressure and stand
ready for further increases if need. Finally, the government consistency implementing fiscal consolidation measures,
including important efficiency promoting reforms, help mitigate the risks associated with the fiscal instance, while
continued improvements in social protection enable a more effective response to shocks.

24 Russian Hacking Cartel Attacks Costa Rican Government Agencies. https://www.nytimes.com/2022/05/17/us/politics/russia-hacking-costa-
rica.html
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Table 3. Key macroeconomic indicators

Key Macroeconomic Indicators

2017 2018 2019 2020 2021 2022° 2023° 2024° 2025°
Real Economy Annual percentage change, unless otherwise indicated
Nominal GDP in local currency 7.1 4.9 5.0 -3.9 10.0 8.8 6.5 6.9 5.8
Real GDP 4.2 2.6 2.4 -4.1 7.8 4.1 2.9 3.1 3.2
Per Capita GNI (USS Atlas Method)1 11,500 11,970 12,120 11,580 12,310
Contributions:

Consumption 7.5 2.5 7.6 -4.4 7.8 4.6 3.6 3.0 3.5
Private 5.6 1.9 1.7 -5.0 6.4 3.7 2.9 2.9 2.9
Public 2.0 0.6 59 0.6 1.4 0.9 0.7 0.1 0.6

Investment 13.0 -4.8 -8.2 -1.7 8.7 4.0 3.9 4.9 5.0

Net Exports 1.9 2.0 6.6 -0.7 -0.3 3.1 1.2 0.8 0.6

Imports 5.0 2.9 -2.3 -10.2 16.2 5.0 4.5 5.0 5.3
Exports 7.0 4.9 4.3 -10.9 15.9 8.1 5.7 5.8 5.9
Real GDP, supply side contributions:
Agriculture 3.7 4.0 -1.5 0.5 3.8 2.0 2.2 2.4 2.4
Industry 1.8 2.6 -0.3 1.0 10.2 3.1 2.4 3.0 3.1
Services 5.1 2.5 3.4 -5.7 7.3 4.7 3.0 3.1 3.7
Unemployment rate (eop)2 9.3 12.0 12.4 20.0 16.6 13.8 12.9 12.0 11.0
CPI (eop) 2.6 2.0 1.5 0.7 3.3 9.9 4.9 3.2 3.2
Fiscal Accounts Percent of GDP
Central Government (CG)3
Expenditures 20.5 20.6 21.6 22.6 20.8 20.0 19.2 18.5 17.9
Revenues 14.7 14.9 15.0 14.1 15.8 15.7 15.2 15.3 15.2
Primary Balance -2.8 -2.3 -2.6 -3.9 -0.3 1.0 1.3 1.6 1.9
Overall Balance -5.8 -5.7 -6.6 -8.5 -5.0 -4.3 -4.0 -3.2 -2.7
Non-Financial Public Sector (NFPS)
Expenditures 29.8 30.0 30.8 32.0 29.8 29.5 28.2 26.8 25.7
Revenues 24.8 25.2 25.5 24.4 27.0 26.5 26.2 25.9 25.6
Primary Balance -2.0 -1.2 -1.2 -2.8 2.1 2.4 3.3 4.1 4.6
Overall Balance -5.0 -4.7 -5.3 -7.6 -2.7 -3.0 -2.1 -0.9 -0.1
Central Government Debt 46.8 51.6 56.1 67.1 68.2 67.4 66.9 65.8 64.5
Consolidated Public Sector Debt (CPS) 46.8 49.9 53.5 65.8 65.3 66.6 66.1 63.8 61.3
Selected Monetary and Financial Indicators Annual precentage change, unless otherwise indicated
Base Money 10.8 2.3 -5.2 13.7 2.0
Credit to the Private Sector 8.5 6.3 -2.3 2.3 .
Interest (key policy interest rate, eop) 4.8 5.3 2.8 0.8 1.3
Return on equity (ROE) (in percent)a 6.4 6.4 6.8 4.5
Nonperforming loans to total loans (in percent)a 2.1 2.1 2.4 2.4
Liquid assets to total assets (in percent)4 29.1 27.7 30.6 33.6
Liquid assets to short-term liabilities (in percent)4 139.5 127.7 153.1 152.7
Credit to the Private Sector (as percent of GDP)5
Banking Sector 45.6 45.9 41.9 44 .4
Financial Sector 58.1 58.8 54.7 58.2
Credit in foreign currency (share of total credit, eop)A 38.6 38.5 35.5 36.1
Balance of Payments Percent of GDP
Current Account Balance -2.6 -2.9 -1.2 -1.1 -3.3 -4.3 -4.1 -3.8 -3.2
Imports 23.8 32.9 31.5 28.5 34.6 35.7 35.7 34.9 35.8
Exports 24.4 34.4 35.3 32.1 36.9 37.9 38.3 39.1 39.9
Foreign Direct Investment, net 4.2 3.5 4.2 2.6 4.8 5.0 4.8 4.8 4.7
Gross Reserves (in billion USS, eop)6 9.4 11.0 13.1 11.4 12.1 12.6 13.5 14.7 15.9

As % of GDP 15.6 17.6 20.3 18.3 18.8 19.8 19.5 19.7 19.9

In months of next year non-maquila imports 5.5 6.5 8.9 6.1 6.4 6.1 6.2 6.2 7.2

As % of Short-term external debt’ 136.6 120.3 123.5 129.2 144.2 139.2 135.6 144.9 134.6

External debt’ 42.3 45.4 46.3 50.3 59.1 61.5 61.6 61.9 59.9
Terms of Trade 115.5 112.0 111.9 114.4 114.0 112.4 110.6 108.3 64,146.1
Exchange rate (average) 572.1 580.1 590.6 586.8 602.8
Exchange rate (eop) 567.5 577.0 587.3 584.9 620.8
Real exchange rate index (eop, up = depreciation) 104.8 106.1 107.1 107.9 116.8

Source: Ministerio de Hacienda, Banco Central de Costa Rica and WBG staff calculations, unless otherwise indicated.
* Costa Rica is classified as an upper middle income country for the purpose of IBRD lending classification.

2 INEC. WBG staff calculations from 2021 onwards.

3As of January 2021, the CG definition has been expanded to include 51 public entities as per Law 9524. Data are adjusted back for comparability. Excludes

contributions to Social Insurance Fund.
4 Financial Soundness Indicators, IMF.

s Banking sector includes BCCR and domestic commercial banks. Financial sector includes additionally as credit unions and other financial institutions.
® Data from BCCR through 2019 and WBG staff calculations thereafter.

7 IMF's World Economic Outlook
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Table 4. Balance of payments: financing requirements and sources ($ millions)

BOP financing requirements and Sources (in million USS$)

2018 2019 2020 2021 2022° 2023° 2024° 2025°
Financing requirements 3,854 2,726 3,669 4,297 4,744 5,698 4,322 4,793
Current account deficit 1,830 767 671 2,136 2,044 1,962 1,888 1,828
Short term debt amortizations 2,621 3,370 2,735 2,987 3,193 3,392 3,578 3,746
MLT debt amortizations, public and private 2,024 1,959 2,998 2,161 2,700 3,736 2,434 2,965

of which:
Private sector 1,127 886 1,553 1,674 1,789 1,902 2,006 2,100
Public Sector 897 1,073 1,445 487 911 1,834 428 865
Other Net capital inflows 3,032 2,314 3,616 3,121 3,061 2,890 2,678 2,126
Financing Sources 4,990 6,015 4,735 7,679 9,027 8,959 6,519 6,004
Short term capital inflows 33 32 17 33 37 39 41 28
Foreing Direct Investment, net 2,183 2,695 1,644 3,110 3,188 3,313 3,581 3,731
Other Private Sector flows 640 529 587 1,010 892 1,804 263 76
Public Sector flows 2,134 2,759 2,487 3,526 4,910 3,803 2,634 2,169

of which:

Eurobonds 1,500 0 0 1,000 1,000 1,000 500
Multilaterals 350 1,432 2,359 1,939 2,413 706 307
IMF 522 581 555 549 276 0
CABEI 23 144 323 553 125 0
CAF 500 550 0 500 0 0
IADB 350 282 500 693 439 186 278
IBRD 105 584 368 372 119 29
Bilaterals 150 1,167 294 0 0 0
AFD 150 150 150 0 0 0
Others 0 1,017 144 0 0 0
Change in reserves (+increase) 1,563 2,082 -1,706 773 952 167 861 28

Source: Banco Central de Costa Rica, IMF's World Economic Outlook and WBG staff calculations.
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Table 5. Fiscal indicators (% of GDP)

Key Fiscal Indicators

2017 2018 2019 2020 2021 2022° 2023° 2024° 2025°

1. Central Government (CG)* Percent of GDP
Total Revenues (and grants) 14.7 14.9 15.0 14.1 15.8 15.7 15.2 15.3 15.2
Tax revenues 14.1 14.0 14.2 13.3 15.1 14.9 14.8 14.9 14.8
Taxes on goods and services 5.0 4.8 4.8 4.9 5.6 5.9 5.7 5.7 5.7
Direct Taxes 5.1 5.3 5.5 4.9 5.2 5.1 5.1 5.1 5.1
Social insurance contributions 1.2 1.2 1.1 1.2 1.2 1.1 1.1 1.1 1.1
Taxes on international trade 0.5 0.5 0.4 0.4 0.5 0.5 0.5 0.5 0.5
Other taxes 2.3 2.3 2.3 1.9 2.6 2.3 2.5 2.5 2.5
Non-tax revenues 0.6 0.9 0.8 0.9 0.7 0.8 0.4 0.4 0.4
Expenditures 20.5 20.6 21.6 22.6 20.8 20.0 19.2 18.5 17.9
Current expenditures 18.2 18.6 19.3 20.7 19.4 18.5 17.6 16.7 15.8
Wages and compensation 7.0 7.0 6.9 7.5 6.6 6.2 5.8 5.4 5.1
Goods and services 0.9 0.8 0.9 0.9 1.0 1.0 0.8 0.8 0.8
Interest payments 3.0 3.4 4.0 4.6 4.8 5.3 5.3 4.9 4.6
Current transfers 7.3 7.3 7.5 7.6 7.1 6.0 5.8 5.7 5.4
Capital expenditures 2.3 2.0 2.3 1.9 1.5 1.5 1.6 1.8 2.1
Capital investments 1.1 1.0 1.1 0.9 0.9 0.9 0.9 1.1 1.5
Capital transfers 1.2 1.0 1.2 1.0 0.6 0.6 0.6 0.6 0.6
Overall Balance -5.8 -5.7 -6.6 -8.5 -5.0 -4.3 -4.0 -3.2 -2.7
of which: Primary balance -2.8 -2.3 -2.6 -3.9 -0.3 1.0 1.3 1.6 1.9
Central Government Financing 5.9 5.7 6.7 8.5 5.0 4.3 4.0 3.2 2.7
External (net) 0.2 0.4 3.0 2.1 4.6 4.3 2.2 1.7 0.1
of which: IFls financing 0.0 0.0 0.0 0.0 4.6 3.0 2.5 0.9 0.7
Domestic (net) 5.7 5.3 3.7 6.4 0.4 0.0 1.8 1.5 2.6
of which: Deposits and Asset sales 0.0 0.0 0.0 1.4 0.5 0.0 0.0 0.0 0.0

2. Non-Financial Public Sector (NFPS)2 Percent of GDP
Total Revenues 24.8 25.2 25.5 24.4 27.0 26.5 26.2 25.9 25.6
Tax revenues 21.0 21.2 21.4 20.3 22.9 22.4 22.0 21.7 21.4
of which: Social insurance contributions 7.0 7.3 7.3 7.0 7.0 6.7 6.4 6.1 5.8
Non-tax revenues 2.2 2.8 2.9 2.9 2.9 2.9 2.9 2.9 2.9
Operating balance of public enterprises 1.6 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3
Expenditures 29.8 30.0 30.8 32.0 29.8 29.5 28.2 26.8 25.7
Current expenditures 25.2 26.0 27.0 28.6 26.2 25.9 24.6 23.1 22.1
of which: Wages and compensation 10.8 10.9 10.7 11.5 10.1 9.6 9.0 8.5 8.1
Capital expenditures 4.6 3.9 3.8 3.4 3.6 3.6 3.6 3.6 3.6
Overall balance -5.0 -4.7 -5.3 -7.6 -2.7 -3.0 -2.1 -0.9 -0.1
Central government -5.8 -5.6 -6.6 -8.5 -5.0 -4.3 -4.0 -3.2 -2.7
Local governments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Decentralized government entities 0.9 1.0 1.3 0.9 2.3 1.3 1.9 2.3 2.6
of which: Primary balance -2.0 -1.2 -1.2 -2.8 2.1 2.4 3.3 4.1 4.6
Central government -2.8 -2.3 -2.6 -3.9 -0.3 1.0 1.3 1.6 1.9
Decentralized government entities 0.9 1.1 1.5 1.0 2.4 1.4 2.0 2.5 2.7
Non-Financial Public Sector Financing 4.9 4.6 5.3 7.6 2.7 3.0 2.1 0.9 0.1
External (net) 0.4 0.3 3.2 2.1 4.6 4.3 2.2 1.7 0.1
Domestic (net) 4.5 4.3 2.1 5.4 -1.9 -1.3 -0.1 -0.8 0.0

3. Consolidated Public Sector (CPS)> Percent of GDP
Public Sector Consolidated Balance -5.4 -5.1 -5.6 -7.8 -2.9 -3.1 -2.1 -0.8 0.1
of which: Central Bank operating Balance -0.4 -0.4 -0.3 -0.3 -0.2 -0.1 0.0 0.1 0.2
4. consolidated Public Sector Debt* 46.8 49.9 53.5 65.8 65.3 66.6 66.1 63.8 61.3
Central Government 37.7 39.7 44.8 56.1 56.7 55.9 55.4 54.2 52.4
Non-financial Public Sector 5.0 4.5 4.1 6.0 5.0 7.2 7.3 6.4 5.7
of which: State owned enterprises 4.7 4.2 3.7 5.6 .. . - .. .-
Central Bank 4.1 5.7 a4.7 3.7 3.6 3.5 3.4 3.3 3.2
Debt service Consolidated Public Sector 7.2 8.8 9.4 9.3 11.9 11.7 12.1 10.2 10.3
Interest Payments 3.0 3.5 4.1 4.7 4.9 5.4 5.4 5.0 4.7
Debt Amortization 4.2 5.3 5.3 4.6 7.0 6.3 6.7 5.2 5.7
Debt service (Percent of total revenue) 29.1 35.0 36.9 38.2 44.0 44.2 46.1 39.3 40.5

Average Maturiry of Central Govt Debt 8.2 7.6 8.0 7.5

5. Memorandum items Percent of GDP
Gross Public Sector Debt 57.7 63.3 66.2 78.0 77.9 79.2 78.8 76.6 74.6
Central Government 46.8 51.6 56.1 67.1 68.2 67.4 66.9 65.8 64.5
Non-financial Public Sector 5.0 4.5 4.1 6.0 5.0 7.2 7.3 6.4 5.7
Central Bank 5.9 7.2 6.1 4.9 4.8 4.7 4.6 4.5 4.4
Intra Public Sector debt holdings 10.8 13.4 12.7 12.2 12.6 12.6 12.7 12.8 13.3

Source: Ministerio de Hacienda, Banco Central de Costa Rica and WBG staff calculations

*As of January 2021, the CG definition has been expanded to include 51 public entities as per Law 9524. Data are adjusted back for comparability.
Excludes contributions to Social Insurance Fund.

2Includes CG, Local Governments, Social Insurance Funds, Decentralized entities and SOEs, but excludes Instituto Costarricence de Electricidad (ICE).
?Includes NFPS and the Central Bank.

%Consolidated Public Sector Debt is net of intra-public sector debt holdings

®Does not include Public Sector debt holding of Non-financial Public Enterprises and Decentrailized Public Sector Institutions
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Figure 2. Evolution of the CPS’s debt (% GDP)
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Figure 3. Debt sustainability analysis (DSA) stress tests
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Note: The assumptions for shocks relative to baseline are: (i) half the primary balance adjustment; (ii) growth reduced by one
standard deviation or 1 percentage point for two years; (iii) interest rate increases by 200 bps over a five-year period; and (iv) the
real exchange rate depreciates by 23 percent. The combined macro-fiscal shock assumes that the baseline is impacted by all former
shocks. Contingent liabilities shock assumes that in addition to a growth shock, primary expenditure increases by 6.2 percent of GDP
due to materialized contingent liabilities.
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2.3. IMF RELATIONS

24.  On November 14, 2022, the IMF board approved the third review of its Extended Fund Facility (EFF), and access
to the newly created Resilience and Sustainability Fund (RSF). The EFF for about US$1.77 billion to help support Costa
Rica’s recovery and stabilize its economy was approved by IMF Executive Board on March 1, 2021, and is expected to last
until July 31, 2024. It supports the authorities’ fiscal reform plans to gradually achieve a primary surplus and place public
debt on a downward path by 2023. Reform efforts will be anchored by three key pillars: (i) implementing equitable fiscal
reforms to ensure debt sustainability, while protecting poor and highly vulnerable households; (ii) maintaining monetary
and financial stability, while continuing to both strengthen the Central Bank’s autonomy and governance and to address
structural financial vulnerabilities; and (iii) advancing structural reforms to support inclusion, while boosting labor
productivity and meeting the Government’s strong commitment towards fighting climate change. The third review of the
EFF was underpinned by strong fiscal performance and progress on the implementation of structural benchmarks. It was
accompanied by access to the new RSF for a 150 percent of the quota, equivalent to approximately US$725 million.

25.  The design of the proposed operation is aligned with the IMF Resilience and Sustainability Facility (RSF). The
IMF RST aims to provide affordable long-term financing to support countries undertaking macro-critical reforms to reduce
risks to prospective balance of payments (BoP) stability, including those related to climate change and pandemic
preparedness.? As such, the preparation of the RSF was done in close cooperation with the World Bank, including in
areas covered by the proposed operation and by other projects under preparation like the Climate Resilience Recovery
and Territorial Development Project (P178049). For instance, the Disaster Risk Financing Strategy supported under prior
action 1 is complementary to RSF supported efforts to strengthen climate considerations in the appraisal and selection
of investment projections as well in territory planning during 2022 and early-2023. Overall, this financial mechanism
complements the efforts of the proposed CAT-DDO in promoting comprehensive and long-term policy reforms to
increase sustainability and resilience against climate and disaster risk while increasing the available fiscal to finance
government needs upon the occurrence of external shocks that might cause BoP instability.

3. GOVERNMENT PROGRAM

26.  The government’s current National Risk Management Policy (NRMP) 2016-2030 stands as a transformational
action toward a comprehensive DRM system. The National Risk Management Policy 2016-2030 (Politica Nacional de
Gestion del Riesgo - PNGR) is aligned with the Sendai Framework for Risk Reduction, and promotes coordination of
government agencies, private sector, and organized civil society working under the NRMS. It is also aligned with the
Central American Integration System’s (Sistema de Integracion Centro Americano, SICA) and the Central American Policy
for Comprehensive Disaster Risk Management (PCGIR). The implementation of the policy relies on National Risk
Management Plans (Planes Nacional de Gestion de Riesgos) as executive roadmaps that guide institutions over a five-
year period. The 2020-2025 National Risk Management Plan?® establishes the following priorities: (i) enhancement of
social inclusion throughout the NRMS; (ii) the implementation of a comprehensive framework for financial protection;
and (iii) the sustainability and resilience of vulnerable areas, key infrastructure assets, and service continuity. The NRMP
promotes inclusion of vulnerable populations such as persons with disabilities, with measures to train persons with
disabilities in emergency response and integrate their participation in municipal and communal emergency committees.
These priorities are also coordinated with the climate change and sustainable development agenda in the Climate Change
Adaptation Plan 2022-2026.

25 |MF Policy Paper. Proposal to Establish a Resilience and Sustainability Trust, April 2022.
26 https://www.cne.go.cr/rectoria/planngr/Plan%20Nacional%20de%20Gestion%20del%20Riesgos%202021-2025.pdf
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Box 1. Evolution of the DRM system in Costa Rica
Post-disaster reconstruction has been regulated in Costa Rica since 1969 with the creation of the National
Emergency Fund. This mechanism has more than 50 years of uninterrupted operation channeling resources for
reconstruction, which is coordinated and implemented by the CNE using a constitutional extraordinary regime
that streamlines multisectoral implementation and procurement. In the context of reconstruction, the “Build
Back Better” concept was also integrated into the National Disaster Risk Management Policy 2016-2030 as part
of resilient post-disaster recovery.?’

In 2005, a process of reforms led to the approval of the National Emergencies and Risk Prevention Law No. 8488
of 2006 (formerly the Emergency Law), which involved the consolidation of sectoral and thematic
responsibilities, as well as the transition from a response-oriented to a prevention-oriented coordinating and
governing entity. Law No. 8488 established the National Risk Management System (NRMS)? headed by the CNE
and overseen by a Board of Directors with attributions for binding resolutions. The scope of its responsibilities
is established by law and covers all public sector agencies, both sectoral, autonomous (state institutions and
companies), and territorial.

The first-ever World Bank Cat DDO in 2008 in the amount of USS$65 million played an important role in
supporting the government’s efforts to strengthen its DRM program, including the institutional and legal
frameworks for DRM. This operation was designed to address two policy areas: (a) strengthening of the
institutional and legal DRM framework, and (b) mainstreaming disaster risk in the national development and
investment programs. The Cat DDO was was renewed twice, for a total duration of nine years, during which
the government used the entire amount for responses to three disasters through six withdrawals. The overall
progress of the reform program (both Progress with Implementation and Achievement of Program Objectives)
was deemed Satisfactory in the Implementation Completion Report, as endorsed by the Independent
Evaluation Group review.?

The government has demonstrated significant improvements in its DRM institutional framework, including: (a)
the strengthening of CNEs coordinating capacity demonstrated with the consequent development of the first
and second National Risk Management Plans (2010-2015 and 2016-2020) approved in 2009 and 2015,
respectively; (b) the development of a comprehensive disaster risk financing strategy to address evolving
emergencies; (c) mainstreaming DRM in national and subnational levels and as an overarching theme that
guides land intervention as per the 2012-2040 National Land Management Policy; (d) good progress in adopting
DRM considerations in the public investment formulation and evaluation processes; and (e) the DRM cross-
cutting inclusion approach by acknowledging the different needs of population groups (e.g., indigenous
peoples, persons with disabilities and migrants) and by recognizing the unequal impact of disaster events
considering two main factors of vulnerability (poverty and spatial location) together with characteristics such
as gender, age, ethnicity, and disability.

27.  As per the National Risk Management Policy, the role of the CNE’s Board of Directors as the governing entity of
the NRMS is complemented by sectoral institutions that support critical policies and actions for climate and disaster

27 https://www.cne.go.cr/rectoria/politicangr/PNGR%202016%20-2030.pdf
28 Law No. 8488 of 2006
29 https://documentsl.worldbank.org/curated/en/997871549931229147/pdf/Costa-Rica-CR-CAT-DDO.pdf
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resilience.3® The Ministry of Finance (MoF) develops disaster risk financing policies and instruments for the mobilization
and allocation of resources for emergency preparedness and response. As such, the MoF, in articulation with the CNE, is
responsible for the implementation of the recently approved Disaster Risk Financing Strategy which marks a major
milestone within the country’s institutional arrangements for comprehensive DRM. The collaboration between the
Ministry of Environment and Energy (MINAE), the Ministry of Housing and Human Settlements (MIVAH), and the Ministry
of Public Works and Transportation (MOPT) to promote resilient, inclusive, and sustainable development is a strategic
area for the executive branch. For instance, MOPT manages the development of public infrastructure projects to resilient
standards, as established in executive decree No. 4245 of 2020, signed jointly with MIVAH and MINAE. On the policy
front, MINAE leads the development of policies and plans for adaptation to climate change and the sustainable
management of natural resources and ecosystems, and MIVAH promotes policies that embed climate change and
disaster risk considerations into territorial planning instruments, such as land use and municipal regulatory plans.
MIDEPLAN, the governing body of the national investment system, promotes risk assessment in project formulation and
appraisal. In addition, there are public independent agencies and institutes that support the implementation of sectoral
investments and programs. For example, the National Service of Underground Water, Irrigation and Drainage (Servicio
Nacional de Aguas Subterrdneas, Riego y Avenamiento, SENARA) contributes to disaster risk reduction as the responsible
agency for water management of irrigation plans and programs and the development of flood control and sustainable
drainage projects, and the National Women'’s Institute (Instituto Nacional de la Munjer, INAMU) is indicated in the NRMP
2021-2025 supports developing gender-inclusive emergency response mechanisms across the National Risk Management
System (NRMS).

28. The Government of Costa Rica has made important progress towards ensuring climate resilience of key sectors,
public investments, and prioritizing accessibility and inclusive regional development. Recent milestones include the
country’s submission of its updated Nationally Determined Contributions (NDC) to the United Nations Framework
Convention on Climate Change (UNFCCC) in 2020, in support of the country’s efforts to increase its resilience to climate
change by enhancing mitigation and adaptation implementation efforts. Additionally, recent inter-ministerial
regulations®! have introduced disaster risk reduction and climate change adaptation considerations into the guidelines
for the preparation and appraisal of public investment projects. Current legislation also establishes that the resilience of
infrastructure must be pursued both through designs that adapt to climate variability, and with nature based solutions,
considering both ecosystem services and green infrastructure, to avoid reproducing vulnerabilities.3? These
considerations are addressing recommendations of the climate module of the Public Investment Management
Assessment with support from the IMF,*3to strengthen institutional readiness to address climate-related risks through
infrastructure planning and investment and support the development of relevant institutions. Additionally, the Equal
Opportunities for Persons with Disabilities Act stipulates mandatory accessible technical specifications to new
constructions or remodeling of existing buildings, parks, sidewalks, gardens, lanes, restrooms, squares, and other public
spaces, to fulfill the needs of persons with disabilities.3*

30 The CNE Board is a multisectoral body consisting of several ministers and other high-level officials including Ministry of the Presidency,
Ministry of Finance, MOPT, MINAE, MIVAH.

31 N242465-MOPT-MINAE-MIVAH
32https://www.cne.go.cr/recuperacion/proyectos_obras_ejecucion/documentos_emergencia_declarada/reconstruccion/Decreto%20resiliencia
%202020%20D-42465.pdf

33 Key recommendations from the Public Investment Management Assessment and their estimated time lines are: (i) develop a standardized
methodology for climate change analysis in project appraisal and incorporate it in the existing MIDEPLAN guidelines annex on natural disaster risks
by end-November 2022; (ii) include climate policy objectives among the transparent set of selection criteria in revisions of the technical rules by
end-May 2022; and (iii) include climate related risks in a standardized methodology for the non-financial public sector for estimating capital
maintenance needs end-April 2023

34 Act No. 7600 on Equal Opportunities for Persons with Disabilities
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29.  Costa Rica is well prepared to respond to health-related emergencies and has strong institutional framework
for such purposes. International assessments suggest that Costa Rica’s ability to prevent, detect and respond to
infectious disease outbreaks is above the regional and global averages.>>3® Furthermore, the historically robust, universal
health care system has allowed the country to respond to infectious disease outbreaks, such as the COVID-19 pandemic.
The prevention and control of vaccine-preventable diseases, implemented by the Costa Rican Social Security Fund (CCSS)
as the main provider of free-of-charge immunization services in the country and coordinated by the National Commission
for Vaccination and Epidemiology (Comision Nacional de Vacunacion y Epidemiologia, CNVE), is one of the main public
health priorities in Costa Rica. In addition, the National Law of Emergencies and Risk Prevention established the National
Commission for Risk Prevention and Emergency Response (Comision Nacional de Prevencion de Riesgos y Atencion de
Emergencias, CNE) as the lead entity for risk management and emergency prevention, response and recovery, including
disease outbreaks. Following the confirmation of the first cases of COVID-19 in Costa Rica on March 6, 2020, the
government extended the declaration of a health emergency to respond to COVID-19 through Decree N° 42227-MP-S.%’
Since then, the CNE has coordinated all aspects of the national COVID-19 response. The CNE, CCSS, Ministry of Health
(MOH), other public institutions and non-governmental organizations are represented through the Emergency
Operations Center which meet periodically to coordinate their work.

30. Despite having a robust DRM system, institutional capacity gaps persist that constrain climate resilience amidst
the country’s evolving risk profile. The country’s fiscal space to finance disaster response is limited and bridging the gap
to invest in longer-term reconstruction while having the financial capacity to respond to future emergencies has become
one of the government’s priorities through its 2022-2026 Government Plan. The impact of disasters remains
disproportionally felt by women and vulnerable groups, as evidenced during the Covid-19 pandemic, where female-led
households suffered more significant economic consequences due to higher unemployment figures and less access to
social protection mechanisms. Regional assessments of DRM systems showed a persistent gender gap in access to
information, training, resources, and participation.3® Institutional and regulatory tools for sustainable and risk informed
land-use planning and hazard control mechanisms at a local and basin level are not systematically developed and
implemented, posing a risk for an appropriate management of land and environmental resources. Experiences in the
watershed and sustainable management of natural resources are limited in scope and impact as the country lacks a
comprehensive basin and water resource management framework. Addressing this institutional gap in water resource
management for resilient and sustainable development, as defined in the NCCAP (National Climate Change Adaptation
Policy), is needed to promote a multisectoral approach for effective risk identification and reduction, natural resources
conservation, and climate change adaptation at a territorial level.

31. Even though challenges remain to better respond to the country’s evolving climate and disaster risk profile, the
government’s DRM and CCA framework is deemed appropriate for the proposed operation. As part of the resilient
reconstruction agenda, and guided by the trend in disaster-related losses, the government has defined key priorities for
the implementation of recent policy and institutional reforms, including: (i) to strengthen the country’s disaster risk
financing capacities to respond to future disasters while maintaining the country’s fiscal sustainability; (ii) to strengthen
sectoral and disaster risk management capacities at the regional and local level; (iii) to develop sustainable development
tools at the basin level with a focus on integrated water resource management; (iii) to advance the successful

35 World Health Organization. State Parties Self-Assessment Annual Reporting Tool. 2019

36 Global Health Security Index (GHSI) 2021. URL: https://www.ghsindex.org/

37 And its modificatory decree N° 42630-MP-S

38\World Bank. 2021. Strengthening the implementation of the gender equality agenda for disaster risk management (DRM) in Central America
Analysis Report
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implementation of the country’s climate change adaptation roadmap, as reflected in the Climate Change Adaptation Plan
2022-2026; and (iv) to mainstream gender inclusion through the government’s DRM strategies. The proposed operation
aims to support the Government’s commitment to priorities and reflects the dialogue through which the World Bank has
supported CNE and other government agencies with the identification of critical areas for long-term resilience.

4. PROPOSED OPERATION

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

32.  The Program Development Objective (PDO) of the proposed Cat DDO is to enhance the Government of Costa
Rica’s capacity to manage disaster risk resulting from the occurrence of natural and health related hazards and the
impacts of climate change. This objective will be achieved through strategic support to policy, regulatory, and
institutional reforms implemented by the government in furtherance of its DRM program. The operation builds on the
successful implementation and achievements of the first Cat DDO and reflects the ongoing policy dialogue and
collaboration between the World Bank and the Government of Costa Rica on DRM and climate change adaptation. The
proposed operation is fully aligned with the government’s DRM program and its efforts to address identified institutional,
financial and policy gaps. It is closely aligned with the priorities under the 2023-2026 National Development and Public
Investment Plan; the 2020-2025 National Risk Management Plan; and the 2018-2030 National Climate Change Adaptation
Policy (PNACC). The operation is structured around two policy areas and four prior actions that support strategic actions
aimed at increasing financial resilience against shocks; integrating climate, natural hazard, and gender-responsive climate
risk reduction considerations into the government's investment planning processes; and promoting sustainable and risk-
informed planning at the territorial level.

33. Institutional strengthening and sectoral reforms supported under the proposed operation will support the
country’s efforts to build climate resilience. CCA considerations are explicitly integrated in each of the four Prior Actions
directly contribute to building climate resilience. Prior Action 1 will support the institutional structure for the country’s
first disaster risk financing strategy as a national policy to strengthen fiscal resiliency against disaster risks. Prior Action
2 will support mainstreaming gender action within the National Risk Management System. Prior Action 3 will support
the implementation of the country’s climate adaptation roadmap, which has already materialized in the development
of sectoral climate adaptation plans, specifically for the protection of critical infrastructure. Prior Action 4 will help to
embed a prospective territorial approach into climate change vulnerability assessments through the protection of a key
vulnerable basin in the country; and through the promotion and incorporation of DRR/CCA considerations into local
planning instruments. More generally, climate change is anticipated to increase the frequency and severity of
hydrometeorological hazards in Costa Rica (flooding, drought, and cyclones). Therefore, policy actions included in this
operation will directly contribute to enhancing the country’s capacities to adapt to climate change.

34.  The Cat DDO will support the integration of gender-specific considerations into a wide range of DRM actions at
the national and sector levels. For instance, the recently adopted Disaster Risk Financing Strategy has introduced specific
principles and actions to promote gender differentiated impact and intersectional analysis, including differences between
multiple disadvantages such as occupation, ethnicity, or place of residence, in post disaster assessments and recovery
plans and budgets. The adequate understanding of differentiated vulnerabilities related to gender that define the
dimension and potential impacts of disaster and climate change social and economic effects calls for a concrete approach
for addressing these root causes. Gender and inclusion in the NRMS are considered a pillar of the risk management and
adaptation approach, not only as a standalone instrument, but also as an integral part of the multisectoral policy and
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financial instruments. Moreover, the approval of the Crosscutting Gender Strategy for the NRMS will support
mainstreaming gender equality, non-discrimination, an intersectional approach in the analysis of differentiated
vulnerability and the application of inclusive DRM. Instruments to address gender-based violence (GBV) in emergency
contexts have also been considered within the Costa Rica Climate Resilient Recovery and Territorial Development Project
(P178049), which includes the adaptation of emergency shelters. It is expected that future response situations, the
country will draw on regulations established in the Crosscutting Gender Strategy and shelters will provide services based
on gender-informed standards including operation by trained personnel in gender and GBV elements.

35. The proposed operation provides contingent financing to enable the government to quickly access funds upon
a qualified Emergency Declaration (Declaracion de Emergencia) resulting from the impact of adverse natural hazards
and including public health related emergencies. Historical statistical models and probabilistic models show that Costa
Rica has a long-term average annual losses ranging from US$200 — US$385 million per year. The Cat DDO allows Costa
Rica to prepare for disasters, other adverse climate impacts, and epidemics by securing access to up to US$160 million in
financing in the occurrence of a disaster and before funds from other sources (e.g., budget reallocations, concessional
funding, bilateral aid, reconstruction loans) are mobilized. Drawndown conditions, financial features, and renewals are
as follows:

i Drawdown trigger. Funds may be drawn upon the declaration of a State of Emergency in part or all of the
Costa Rican territory, as a result of an occurring catastrophe generated by natural phenomena or health
related events under terms and conditions specified in the Loan Agreement. The declaration of a State of
Emergency in Costa Rica is a power of the Executive (Presidency of the Republic) in accordance with the
National Emergencies and Riks Prevention Law No. 8488 of 2006 (Ley Nacional de Emergencias y Prevencion
del Riesgo No. 8488 de 2006). This declaration allows by way of exception, the actions, and the allocation of
the necessary resources to attend to the emergency, in accordance with article 180 of the Political
Constitution. As such, declarations of State of Emergency translate into emergency plans, usually with a
duration of up to five years, which are developed under the responsibility of the CNE and incorporate the
necessary investments to repair and rebuild damaged infrastructure and goods. The legal framework for
declaring an emergency due to natural hazards and health-related events remains unchanged since the first
DPL with Cat DDO and has continued to function well, including for the response to COVID-19, which was
coordinated by the CNE and financed through the emergency fund mechanisms.

ii. Financial Features. The financial features of a Cat DDO are similar to those available for other DPLs with
Deferred Drawdown Options, with one exception: the Cat DDO has a revolving feature; that is, amounts repaid
prior to the closing date would be available for subsequent drawdown in accordance with the terms and
conditions specified in the Loan Agreement.

iii. Drawdown period and renewals. The drawdown period for this operation will be three years. The IBRD Cat
DDO has a three-year deferral period and may be renewed up to four times, for a maximum of 15 years.
Renewals require that the Member Country’s implementation of the program set out in its letter of
development policy (LDP) remains satisfactory to the World Bank and that the macroeconomic policy
framework is adequate. Renewals will take place no earlier than one year, and no later than six months,
before the closing date of each three-year period.

36. The design of the second Cat DDO builds on lessons learned from the first operation and will be complemented
by technical assistance to support the implementation of key reforms. The success of the first Cat DDO relied on well-
established institutional arrangements and advanced understanding of disaster risk financing instruments by the
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Government of Costa Rica (see Annex 5). Technical Assistance (TA) to complement the Cat DDO proved critical to provide
a close and continuous technical dialogue between the government and the World Bank that enabled the strengthening
of Costa Rica’s DRM agenda in a wide range of topics. As such, the proposed operation is also providing TA to support
the implementation of the Risk Financing Strategy and other actions in the Cat DDO Program, such as supporting the
inclusion of and consultation with vulnerable groups in the design of DRM and territorial management instruments.
Moreover, unlike in the first Cat DDO, this program will be complemented by the US$370 million Costa Rica Climate
Resilient Recovery and Territorial Development Project (P178049), focused on resilient reconstruction and the
strengthening of critical infrastructure and DRM services, as part of a comprehensive engagement on disaster resilience.

37.  Thedesign of the proposed operation is also informed by lessons learned from Cat DDOs delivered by the World
Bank in multiple countries across regions. The experiences of Cat DDOs in other countries, including Panama, Guatemala,
Colombia, El Salvador, Honduras, Peru and the Philippines,*® comprising closed and ongoing operations, show that: (i)
DRM policy formulation and reforms are most effectively implemented when they are based on adequate identification
of both physical and fiscal risk; and (ii) a Cat DDO operation should be designed within the context of a broader National
Disaster Risk Financing Strategy (DRFS) that combines risk retention and risk transfer instruments to efficiently manage
contingent liabilities associated with adverse climate and natural events. In keeping with these lessons, the design of the
Cat DDO included: (i) adequate preparatory work with meaningful stakeholder consultations; (ii) targeted technical
support aimed at enhancing the government’s understanding of the country's evolving complex and differentiated
climate and disaster risk profile; (iii) strengthening the government’s awareness of its contingent liabilities and
contingency financing needs; and (iv) adequate supervision support during the life of the operation to help advance the
reform program while building local capacity to achieve medium and long-term goals and measurable outcomes. All these
actions are essential for fostering stakeholder ownership of the reform agenda.

38. Lessons learned from Costa Rica’s first Cat DDO and emergency-related recovery operations have become even
more relevant for the design of this operation due to the COVID-19 pandemic. A full assessment of the health policy
side has been conducted during the preparation of this operation, finding that the country has already mainstreamed a
comprehensive response to health-related emergencies within the Disaster Risk Management System, which was
evidenced during the government’s response to the COVID-19 pandemic. In contrast, Costa Rica’s multi-hazard risk profile
is rapidly worsening. Climate-induced shocks such as landslides, extensive flooding, and protracted drought are becoming
more frequent and intense, combined with the country’s pattern of seismic and volcanic activity. Other factors driving
the worsening situation include: (i) population growth, changes in internal migration patterns and urbanization trends;
(ii) increased concentration of physical assets, resulting in high exposure to known hazards; and (iii) loss of agricultural
productivity and agricultural livelihoods due to climate variability and land degradation.

39. The operation addresses the following policy areas:
i. Policy Area 1. Consolidating the institutional framework of the National Disaster Risk Management System
to reduce underlying vulnerabilities and to increase capacity for financial resilience.

ii. Policy Area 2. Strengthening of territorial capacities to promote climate adaptation through the
implementation of regional planning instruments.

4.2. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

39 As reflected in the Independent Evaluation Group (IEG) report, “Hazards of nature, risks to development: an IEG evaluation of World Bank
assistance for natural disasters” (2006) and the IEG reports on the Peru and the Philippines Cat DDOs (2017).
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40. The objective of the proposed operation is expected to be achieved through a program of legal, institutional,
operational, and regulatory reforms related to DRM and climate resilience organized around two policy areas for
institutional strengthening.®® Policy Area 1 comprises crosscutting reforms of the national framework for DRM and CCA
through the approval of the country’s first disaster risk financing strategy; the implementation of actions to mainstream
gender and inclusion into the country’s risk management system; and the development and implementation of the
climate change adaptation plan, along with sectoral plans for the protection of critical infrastructure. Policy Area 2
includes reforms aiming at increasing and defining DRM responsibilities at the territorial, to ensure the protection of
vulnerable basins and to strengthen territorial management.

e Policy Area 1. Consolidating the institutional framework of the National Disaster Risk Management System to
reduce underlying vulnerabilities and to increase capacity for financial resilience

41. Despite notable progress in DRM, including actions to address the adverse effects of climate change, the
Government of Costa Rica needs to further strengthen its financial resilience to climate and disaster risks. The country
faces challenges due to the effects and impacts of natural phenomena and the recent COVID-19 pandemic. Increased
damages to infrastructure and impacts on the population due to disasters imply challenges for social inclusion,
sustainability of public finances, and management of the country's debt and public assets which generate direct and
indirect liabilities, added to a context of low budget flexibility and recurrent fiscal deficits that restrict the government's
integrated response to catastrophic disasters. Consequently, the Government of Costa Rica has strengthened its financial
administration, including the access to the first CAT DDO in 2008, which allowed it to allocate resources in the event of a
catastrophic disaster. Additionally, state institutions have developed Catastrophe Risk Transfer Programs since 2010. A
solid legal framework for assurance has been developed, and the financial administration of disaster risk is part of the
DRM National Policy and the National Plan. Despite this progress, the country still needs to formalize and implement a
comprehensive DRF policy framework with a shared vision to guide resource mobilization efforts, risk retention and
transfer decisions, public investments, and resource allocation while protecting the most vulnerable populations.
Adopting such a policy framework for DRF remains an institutional gap to enhance governance of fiscal resilience amid
the need to strengthen disaster risk reduction, climate change adaptation, and social inclusion.

42.  Leveraging the country’s resource mobilization experience to address emergencies in the past, Costa Rica has
recently made significant progress to assess and quantify damages caused by disasters and be fiscally and financially
prepared to face new catastrophic events. Institutional improvements developed after decades of catastrophic events
resulted in the development of a comprehensive system that captures, assesses, and registers post disaster damages and
losses information with data of every declared emergency over the last 30 years. Recent advances in resource
mobilization, allocation and financial resilience against disaster risk have relied on this system. Further, the National
Policy for Risk Management 2016-2030, issued by Executive Decree No. 39322-MP-MINAE-MIVAH of 2015, established
the need to identify the modalities of financial instruments for retention, transfer, and temporal and spatial distribution
of risk applicable to the country's context to ensure the availability of resources for disaster recovery and continuity of
services. In its Sustainable Financial Investment chapter, the policy establishes the need to have a long-term DRM
economic and financial strategy that enables prospective risk management in public investment. Moreover, the National

40 Given Costa Rica’s mature DRM and CCA framework with well-defined laws and national regulations, the country has a strong track record of
implementing policy reforms through national and sectoral strategies. In the case of the proposed operation, every strategy-linked prior action is
embedded into a binding legal instrument (e.g., ministerial or presidential decree, decision of the CNE’s Board of Directors, among others) thus
ensuring the government’s commitment towards its implementation. Moreover, each strategy includes a set of monitoring and reporting
mechanisms, both at the level of the central government and at externally at the level of the Comptroller General.
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Plan (Agreement No. 082-04-2021) establishes the need to have the DRFS National Strategy, assigning the responsibility
to the Ministry of Finance, which is the governing body of the Financial Administration System (Law No. 8131 of 2001,
Financial Administration Law). The Ministry of Finance promotes a strategic framework for the financial administration
of fiscal risks driven by climate and disaster threats.

Prior Action 1: The Borrower has taken measures to strengthen the inclusive and resilient financial management of
disaster risks, including those related to climate change, by adopting a national strategy for financial management
of disaster risks and approving mandatory requirements for its implementation, as evidenced by the national
strategy for financial management of disaster risks published in the Ministry of Finance’s website and Decree No.
43663-H, published in the Official Gazette No. 182 on September 26, 2022.

43.  Rationale: As a direct result of the policy reforms supported under the first Cat DDO, Costa Rica has shown
remarkable advances in developing and implementing a comprehensive DRM system and has taken important steps to
strengthen fiscal resilience against disaster and climate risk. More recently, in line with the National Policy for Risk
Management, the Ministry of Finance, in coordination with CNE and MIDEPLAN, developed, approved by decree, and
published the DRFS* as the institutional mechanism to strengthen fiscal resilience against disaster risks including the
impacts of climate change. As such, the DRFS represents a reform to integrate resilience in the macro fiscal and financial
management of public and private resources and assets. Previously, entities and sectors in Costa Rica directly or indirectly
involved in DRM did not have clearly identified roles, functions, and co-responsibility in the financial management of
climate and disaster risk. The approval of the DRFS bridges this gap by establishing an accountability framework for
implementing agencies of policies and programs, which will be elaborated in the Strategy’s operational implementation
plan. With this purpose, the National Emergencies and Risk Prevention Law No. 8488 establishes coordination instances
(ICOs) of the National Risk Management System, with high deliberative and binding capacity. Since the Financial Strategy
is a multisectoral public policy commitment, it will require a high-level coordination mechanism for decision-making and
management, coordination, and monitoring. As such, the CNE Board of Directors will officially create a financial
management ICO for these purposes.

44.  Substance of Prior Action: The DRFS is structured around four pillars, each of which are required to have
operational implementation plans developed by responsible sectoral agencies, including the Ministry of Finance and the
CNE, and approved by the respective ICO: (i) the update and consolidation of fiscal risk profiles by identifying and
estimating explicit and implicit contingent liabilities and a better understanding of risk in public assets; (ii) ensuring
adequate financing to face fiscal risks by assessing and adding new DRF instruments such as new contingent credit lines,
disaster insurance policies with the Caribbean Catastrophe Risk Insurance Facility Segregated Portfolio Company (CCRIF
SPC), Cat Bonds and/or the promotion of insurance schemes for critical infrastructure, Public Private Partnerships (PPP)
infrastructure contracts, and for critical sectors; (iii) strengthening the resilience of public investments in multiple sectors,
and (iv) promoting communication, transparency and accountability of DRM financial management. The approval of
Decree N0.43663-H makes the DRFS a mandatory policy for the whole of the government and places a direct
responsibility on the Ministry of Finance to ensure implementation and coordination with other relevant agencies to
account for and effectively manage climate and disaster risk within the public financial management system. The
National Strategy and its pillars’ operational implementation plans will become the guiding institutional framework for
DRF including dissemination and outreach related to the proposed mechanisms and instruments.

41 Executive Decree N243663-H, September 26 of 2022.
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45. Expected results: The successful implementation of the strategy will enable a sound quantification of disaster-
related contingent liabilities, increasing the country’s knowledge of climate and disaster risks and of appropriate actions
to mitigate them. The strategy will also equip the government with better information to define a layered strategy of
instruments that address resources for emergency preparedness, response, rehabilitation, and recovery/reconstruction
plans.?? Strengthening the country’s damage and loss assessment mechanisms, the approved strategy promotes an
inclusive approach in these assessments, considering criteria of vulnerability among different populations. As a result, a
more inclusive sensitive prioritization and allocation of disaster resources for is expected to increase resilience of
vulnerable populations. Additionally, the strategy is expected to reduce the risk in the public investment process, and
will improve post-disaster public finance management, including improved monitoring and accountability. Even though
the strategy focuses primarily on sovereign instruments, it envisages the strengthening of the enabling environment to
promote uptake of private sector and household level instruments. Furthermore, vulnerable groups are expected to
benefit from the government having a more robust set of risk financing instruments.

PA1. Results indicators:
PA1l. Indicator name Baseline Goal

PA1. Results indicator 1A:

Number of new or improved risk financing instruments adopted or 0; 2023 2; [2026]
implemented at the sovereign, sectoral, or private sector levels [type number]
PA1. Results indicator 1B:

Percentage of financial preparedness plans and reconstruction/recovery
investment plans that apply gender-differentiated impact and intersectional
analysis [type percentage]

PA1. Results indicator 1C:

Number of Disaster Risk Financing Strategy Pillar action plans approved by the
financial management coordination instance (ICO) and achievement of agreed
implementation progress [type number]

0; 2023 100%,; [2026]

0; 2023 4; [2026]

Prior Action 2: The CNE has approved a strategy for mainstreaming gender equality in the national risk
management system, to guarantee the inclusion of gender equality, non-discrimination, and an intersectional
approach in the analysis of differentiated vulnerabilities within the following three multisectoral subsystems:
(a) risk reduction, (b) preparedness and response, and (c) recovery, as evidenced by the 2023-2027 strategy
published in CNE’s website and Agreement No. 244-12-2022 of the CNE’s Board of Directors dated December
15, 2022 and published in CNE’s website.

46. Despite institutional and regulatory achievements since the enactment of Law No. 8488 in 2006, the
government recognizes that gender gaps still hinder the effectiveness of DRM policies. In line with the Sendai
Framework, the National Risk Management System has the mandate to ensure that public entities adopt DRM in their
planning and development practices to reduce citizen's vulnerability to disasters, protect life and property, and promote
safe and supportive development. However, a comprehensive approach to focus on less advantaged groups; empowering
women, persons with disabilities; and universally accessible response, recovery, rehabilitation, and reconstruction

42 plans for disaster preparedness, response, rehabilitation, and recovery/reconstruction are formally approved by the CNE Board of Directors
and are thus binding.
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remain to be addressed. The Gender Gap Report, prepared by the World Bank for Central America,*® identified challenges
to adopting a comprehensive gender DRM approach that includes policies and programs for (i) education and training,
(ii) allocation of economic and technical resources, (iii) information management disaggregated by gender and (iv)
effective participation of women in DRM activities.

Rationale: Gender dynamics in Costa Rica exacerbate the existing underlying risks as women are significantly more
exposed, vulnerable, and less prepared to cope with the impact of disasters and climate shocks. Gender inequalities
shape the economic vulnerability of women to climate and disaster risk, especially in terms of labor market participation,
asset accumulation, ownership, and consumption patterns.** Women are more likely to suffer higher unemployment and
experience longer periods before re-entering paid jobs in the aftermath of a catastrophic events. For instance, poor
households headed by women working in the informal sector in a high unemployment context were the most affected
during the COVID-19 pandemic,* and in the second quarter of 2021, women’s labor force participation (LFP) rates
remained well-below pre-pandemic levels.*® The 2021 State of the Nation's Report*’ shows that women's labor force
participation and unemployment rate gaps have widened. More than 463,000 women were out of the labor force due to
family commitments compared to 14,301 men in the same situation. In addition, women are more exposed to suffer
sexual violence offenses, a figure that is exacerbated during emergency periods, particularly while living in emergency
shelters. According to the Global Database on the Prevalence of Violence Against Women, 27 percent of Costa Rican
women between the ages of 15-49 experienced intimate partner violence between 2008. * Between 2017 and 2021,
more than 100,000 cases of GBV were reported for prosecution, with 2021 alone registering more than 20,000 cases.*
This shows the urgent need to address gender inequalities to effectively reduce the underlying risk factors
disproportionately affecting women.

47.  Substance of Prior Action: The adoption of the Strategy as a binding agreement approved by CNE’s Board of
Directors> establishes a mandatory policy framework for all public entities under the NRMS that are now responsible for
implementing gender equality initiatives within the National DRM Policy. The definition of lines of action assigned to
public entities ensures responsibility for their follow up and implementation. The indicators defined for each strategic
action will also serve as monitoring mechanisms to assess the performance, impact, and opportunities to improve the
Strategy over time. This reform recognizes that women are not only most vulnerable to disasters and climate change
risks but are essential to promote resilience-building action. The Strategy considers overlapping identities such as gender
and disability or gender and ethnicity and establishes specific actions to consider the added vulnerabilities of women
with disabilities, indigenous women, among others. The strategy builds on Costa Rica’s National Policy for Effective
Equality between Women and Men 2018-2030°, which aims to close gender-based structural inequalities and promote
a gender-sensitive government and complements it by developing specific tools to measure the effectiveness of
programs aimed to bridge existing gender gaps in the NRMS. For instance, the National Law on Emergency and Risk
Prevention establishes municipal and community emergency committees as the permanent instances of coordination at

43 World Bank. 2021. Strengthening the implementation of the gender equality agenda for disaster risk management (DRM) in Central America
Analysis Report

44\World Bank 2021. Gender Dimensions of Disaster Risk and Resilience. Existing Evidence. GFDRR

45 World Bank 2021, Costa Rica Country Gender Scorecard. Poverty and Equity

46 https://conapdis.go.cr/download/afectaciones-del-covid-19-en-la-vida-de-las-mujeres-en-costa-rica/

47 State of the Nation Report 2021. https://estadonacion.or.cr/informes/#

48 World Health Organization. Global Database on the Prevalence of Violence Against Women. https://srhr.org/vaw-
data/data?region=&region_class=&countries%5B%5D=CRI&violence_type=ipv

49 Gender Observatory, Judicial Power of Costa Rica

50 The CNE board approval has a higher standing than ministerial decrees, as it is a multisectoral body consisting of several ministers and other
high-level officials. Strategies and plans approved by CNE’s board are of binding nature.

51 https://www.inamu.go.cr/documents/10179/401246/INAMU+PIEG+2018-2030+NEW.pdf/f8333d70-df04-417e-bbe9-c48c412a3cfb
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regional, municipal, and community levels. Through these committees, the CNE fulfills its function of coordinating
institutions — public, private, non-governmental organizations and civil society — working on emergency and disaster
response while strengthening citizen engagement and participation. While women’s participation in community
emergency committees is 52 percent,®> there are no tools to measure the degree to which women’s participation
influences the decision-making process to define local programs and strategies for DRM and CCA. The Strategy for
Mainstreaming Gender Equality in the NRMS marks an important step to assess and improve women’s voice and agency
by developing instruments and metrics for women’s influence in local decision-making, including but not limited to
perceptions surveys to be carried out by the CNE. Additionally, the strategy is complemented by the disaster risk financing
strategy (PA1), which integrates gender-differentiated impact and intersectional analysis in post disaster assessments
and recovery plans and budgets.

48. Expected results: With the approval of the strategy, the Government of Costa Rica moves forward with the
inclusion of gender-based actions and indicators in the National Risk Management Action Plan. The implementation of
these actions is assigned to specific public entities within the NRMS and are expected to be completed by 2026. The
adoption of the Strategy will also strengthen the country’s institutional arrangements within the National Risk
Management System to integrate gender equality and gender violence prevention in emergencies, promoting gender-
sensitive and non-discriminatory resource allocation, and strengthening women’s voice and agency in disaster and
climate resilience decision-making at the local level.*® It specifically considers the needs of subgroups of women that due
to their ethnicity, age, disability status, or migratory condition could be disproportionately impacted during emergencies.
In addition, the Strategy will serve as a framework for post-disaster situations to (i) prevent and eradicate sexual
exploitation and abuse crimes; (ii) train humanitarian teams to assist in situations of gender-based violence and the
activation of the immediate attention mechanism; (iii) ensure a dignified, inclusive, egalitarian, and secure provision of
vital health, food security, water and sanitation, and hygiene, temporary shelter, and non-food supplies services to
provide assistance based on the specific risks and needs of the population; (iv) promote interventions that foster self-
reliance of affected populations and help rebuild livelihoods; and (v) conduct early needs assessment, planning, and
resource mobilization for recovery, considering the different needs, resources, and vulnerabilities of women and men.

PA2. Results indicators:
PA2. Indicator Name Baseline Target

PA2. Results indicator 2A:

Number of municipal emergency committees trained to adopt the GBV
prevention and management protocols for emergency situations [type
number]

PA2. Results indicator 2B:

Percent increase in the share of female participants in local and municipal 0; 2023 25%; [2026)
emergency committees who consider their participation has informed

local programs and strategies for DRM and CCA [type percentage]

0; 2023 50; [2026]

52 As per data from the CNE’s Strategic Development Unit
53 CNE has agreed to implement an annual perception survery of women in local DRM committees to measure their impact in decision making
processes
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Prior Action 3: The Borrower has taken measures to increase climate change adaptation in key government
sectors at the national and regional level by adopting the action plan for the National Policy on Climate
Change and approving mandatory requirements for its implementation, as evidenced by the action plan 2022-
2026 published in MINAE’s website and Decree N° 43491-MINAE, published in the Official Gazette No. 89 on
May 16, 2022.

49. The effects of climate change are increasing the impacts of different hazards to which Costa Rica is already
highly exposed. According to the World Bank’s ThinkHazard tool, Costa Rica ranks as highly exposed to urban, river, and
coastal flood hazards, which means that potentially damaging and life-threatening floods are expected to occur, and
potentially damaging waves are expected to flood the coast, at least once in the next 10 years.>* According to the
Intergovernmental Panel on Climate Change (IPCC, 2013), there is high confidence that extremes in sea level will increase
with sea level rise. As rainfall becomes more variable and is more concentrated in extreme events, coupled with the
effects of the El Niflo Southern Oscillation phenomenon, both the frequency of floods and droughts will likely increase,
especially in the Pacific zones. Projected losses from hydrometeorological disasters by 2030 and 2050 point to direct
damages costing between USS7 billion and USS30 billion.>> Modeled projections of future climate patterns also identify
a likely increase in the frequency of drought occurrence in the country, including an increase in the length of droughts,
higher temperatures, and greater variance in rainfall. The estimated cost to address the impact of extreme events by
2025 ranges between 1.64 percent and 2.5 percent of GDP in a high-risk scenario.>® All these conditions are exacerbated
by climate change, which is also likely to alter the slope and bedrock stability through changes in precipitation and/or
temperature which may increase the occurrence of landslides.

50. Facing these multiple hazards, Costa Rica has been at the forefront of climate action through the development
of policy tools to embed climate adaptation considerations into sectoral priorities. In 2018, Costa Rica approved its
2018-2030 National Policy for Climate Change Adaptation (Politica Nacional de Adaptacion al Cambio Climdtico, PNACC),
and since its officialization the country has continued to make significant, continuous, progressive, and iterative progress
in governance and action for adaptation, as reflected in the adaptation chapter of the 4th National Communication before
the UNFCCC, published in December 2021. The PNACC guides the government's actions and programs on climate
adaptation and defines the National Disaster Risk Management Policy as the interinstitutional platform to promote
climate resilience at the national, municipal, and local levels. As such, the CNE is responsible for promoting and
implementing climate adaptation related initiatives regarding knowledge generation, human settlements, natural and
infrastructure resilience, and reconstruction and recovery processes.”’ At the cantonal level, the PNACC has promoted
the development of climate action plans and the adoption of climate adaptation planning mechanisms which are
developed and coordinated in articulation with municipal DRM committees. Following this continuous improvement and
based on the “Technical Guidelines for the National Adaptation Plans Process for Least Developed Countries (LDC)” of
the UNFCCC, the Ministry of Environment and Energy (MINAE), through its Environment and Energy Sector Planning
Secretariat and the Climate Change Directorate, embarked into an extensive consultation process between 2020 and
2022 with the aim of preparing the roadmap that will guide the actions of the government for climate change adaptation
during the next five-year period. This process included the participation of different sectors, the coordination of a
committee led by the Directorate of Climate Change-MINAE, as well as a Consultative Committee composed of
representatives of different organizations from the public and private sector, and academia.

54 https://thinkhazard.org/en/report/61-costa-rica

55 Costa Rica (2017). National Policy of Disaster Risk Management 2016—-2030. URL: https://cambiocliméatico.go.cr/wp-content/uploads/
2018/08/POLITICA_NACIONAL_DE_GESTION_DEL_RIESGO.pdf

56 CGR (2018) https://cgrfiles.cgr.go.cr/publico/docs_cgr/2017/SIGYD_D_2017015617.pdf

57 Climate Change National Adaptation Plan 2022-2026
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51. Rationale. The impacts from recent disasters have evidenced the high vulnerability of key sectors tha are critical
for the country’s economic growth, notably transport and primary infrastructure. Hydrometeorological phenomena have
caused extensive flooding, landslides, and displacement of forest material affecting the national and cantonal road
network and causing the displacement of people to temporary shelters and isolation of communities, public services
interrupted, losses in livelihoods and agricultural production, as well as damages and losses in public and private assets.
As such, the approval of the 2022-2026 Climate Adaptation Action Plan marks an important step in the government’s
commitment towards longer-term resilience against climate-related shocks. The plan guides the PNACC implementation
during the 2022-2026 period, defining sectoral and territorial responsibilities, goals, monitoring mechanisms, and
mainstreaming an approach within all government agencies that places climate resilience as a top government priority.
The Plan prioritizes the protection of the most vulnerable populations — notably women, indigenous peoples, Afro-
descendants, migrants, persons with disabilities, amongst others — by making sure they are included in the development
of climate adaptation instruments that take into account their specific vulnerabilities and particularities, and takes
advantage of opportunities to innovate and transform the productive sectors to ensure the continuity of services, thus
being in full alignment with PA1 and PA2.

52.  Substance of Prior Action. The Plan identifies specific actions, products, and indicators for climate change
adaptation as established in the PNACC. The definition of actions, responsible institutions and associated actors, and
corresponding monitoring mechanisms ensures that the Plan advances the execution of the PNACC. For instance, as a
concrete commitment towards climate adaptation, through the plan’s implementation, the government aims to
substantially increase investments for flood risk management and overall resilience enhancement in the areas highly
exposed to flood risk that are covered by studies and investments plans. Moreover, the plan acknowledges existing gaps
in involving vulnerable populations, notably the country’s five indigenous territories, in climate change adaptation
policies and programs, and proposes an approach to ensure that these communities are included in the development
emergency plans for climate and disaster risks. MINAE, through the Environment and Energy Sector Planning Secretariat
and the Climate Change Directorate, will be the bodies in charge of monitoring the actions established in the Plan, as well
as the necessary inter-institutional coordination to ensure that the responsible institutions and the associated actors
comply with the acquired commitments established therein. Based on what is established in the monitoring and follow-
up strategy of the Plan, the responsible institutions will have the obligation to report annual progress, as an exercise of
accountability for each specific activity or product, as appropriate. At the territorial level, the Plan will inform the
development and approval of local climate risk adaptation plans which are discussed and approved by each municipal
council and are thus binding at the cantonal level. In the absence of updated land use plans, climate risk adaptation plans
have become an important instrument to inform territorial planning. As part of its territorial provisions, the Action Plan
positions river basin management and municipal land use planning as tools to reduce the long-term vulnerabilities of
road infrastructure, agricultural production systems, and human settlements exacerbated by climate change, thus
providing a policy framework for PA 4. This is also articulated with other legal instruments (Decree No. 30480- MINAE,
2002), which established the basin approach in integrated water resource management.

53.  Astheframework for the country’s climate action, the Plan has already informed the development and approval
of sectoral climate adaptation plans and methodologies. Such is the case of the the 2022-2031 Climate Change
Adaptation and Mitigation Plan for Infrastructure and Transport Services, developed by the Ministry of Public Works and
Transportation (MOPT), and a new methodology developed by MINAE that analyzes the vulnerability of infrastructure to
the impacts of climate change and climate variability, which will be rolled out with sectoral agencies in 2023. In terms of
climate change adaptation, sectoral and local climate risk plans propose that climate resilience in infrastructure starts
from a diagnostic stage where parameters such as the level of criticality, vulnerability, and risk are evaluated.
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Furthermore, the MOPT sectoral plan acknowledges that the reduction of the carbon footprint in the infrastructure sector
will depend to a great extent on the consolidation of the “environmental culture and governance” factors proposed
within the Environmental Policy of the Infrastructure and Transport Sector, which promotes the use of clean energy and
allows the decarbonization to be carried out by the institutions within the Sector.

54.  Expected Results. The successful implementation of the plan will allow the country to advance towards better
climate adaptation practices to equip municipalities and marginalized communities with better local planning
instruments. For instance, the plan envisages meaningful engagement with the country’s indigenous peoples that are
historically left out of climate-related planning exercsises. The commitment is to ensure that indigenous peoples’ needs
and cultural characteristics are considered in the development of actionable emergency and adaptation plans. As per the
provisions of the 2022-2026 Climate Adaptation Action Plan, its implementation requires public institutions, both at the
sectoral and territorial level, to embed climate adaptation considerations within their annual investment plans. Actions
towards the Plan’s implementation will need to be reported and published in the country’s National Climate Change
Metrics System (SINAMECC), which is the the official platform to evaluate and monitor adaptation actions,
implementation, and the associated co-benefits. Furthermore, MINAE must prepare a biannual progress report on the
implementation of regional climate adaptation action plans.

PA3. Results indicators:

PA3. Indicator name Baseline Goal
PA3. Results indicator 3A:
Number of cantonal climate risk adaptation plans supported by 22; 2023 50; [2026]

MINAE and approved by Municipal Councils [type number]
PA3. Results indicator 3B:

Number of Emergency and Adaptation Plan for Climate Events
in indigenous territories prepared in consultation with
indigenous peoples [type number]

0; 2023 1; [2026]

e Policy Area 2. Strengthening of territorial capacities to promote climate adaptation through the implementation
of regional planning instruments

Prior Action 4: The Borrower has strengthened its regional and territorial management tools for enhanced integrated
water resources management in the Sarapiqui basin through the approval of a legal framework including risk
management and climate change adaptation measures for the environmental protection of the basin and planning
and management instruments to promote the conservation and sustainable development of its biodiversity and water
resources, as evidenced by Law No 10,152, published in the Official Gazette No. 77 on April 28, 2022.

55. Local governments in Costa Rica lack effective land use and territorial planning mechanisms to preserve the
natural environment, embed risk considerations in local planning instruments, and to conduct comprehensive water
resource management of river basins. The case of the Sarapiqui river basin, one of the most climate and disaster risk
vulnerable basins in the country, is a clear example of how limited coordination between national and local authorities
and the lack of territorial planning and financing mechanisms hinder the risk-informed planning of economic activities.
This results in adverse environmental and social impacts in the water resource and biodiversity rich river basin, and in
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increased levels of risk from severe events such as floods, landslides, and other climate-related events.’® The protection
and promotion of sustainable developments of water resources, natural environments, and biodiversity is highlighted as
a priority area in the country’s 2018-2030 National Climate Change Adaptation Policy and the ongoing 2022-206 Climate
Change Adaptation Plan (PA3).>° However, the country still lacks clear national regulations for the sustainable
management of water resouces or a basin management law that defines clear mechanisms for the environmental and
climate resilience of vulnerable basin communities.

56. Rationale. The expansion of human settlements and economic activities without appropriate monitoring and
control along the Sarapiqui river basin have increased its vulerability to climate change and natural hazard impacts.®® The
increase in risk exposure at the basin level is mainly attributed to the increased presence of agricultural residues
(pesticides and fertilizers), the accumulation of organic and solid waste from the increase in human activity, and
sedimentation due to lack of erosion control mechanisms along the river basin. Law No. 10,152 establishes an
environmental safeguard for 25 renewable years to preserve the natural, cultural, and economic resources of the
Sarapiqui River basin. This safeguard promotes the development of new instruments to protect the basin against the
effects of climate change. It aims to preserve the basin's ecosystem, preventing the protected area from further
deterioration derived from extractive activities and unplanned settlement growth. The preservation and sustainable
development of the basin's ecological, socio-cultural, and hydrogeological characteristics contributes to reducing disaster
and climate risk in the territory due to floods and landslides caused by extreme rainfall events. Integrated basin
management policies, such as the Sarapiqui River Basin Law, serve as climate change adaptation measures to address
the increasing risk due to higher frequency and intensity of extreme events. With the enactment of this law, the
Government of Costa Rica creates an institutional mechanism and territorial-environmental planning instrument at a
local level to enable a comprehensive management for the conservation and sustainable development of water, cultural
and biodiversity resources, including risk reduction measures and flood control as the main threat to which that territory
is exposed.

57.  Substance of Prior Action. In the absence of national regulation for sustainable and comprehensive management
of river basins, the Sarapiqui River basin protection law represents an important step towards generating knowledge and
new experience for developing a territorial level institutional framework while strengthening national and subnational
capacities for hazard control and natural resource management in the territory. The design of the law builds on previous
experiences evidencing that declaring an environmental safeguard for environmental conservation is not enough if it is
not accompanied by an institutional framework, capacity for implementation, territorial planning, and financing
mechanisms that enable conservation, risk reduction and sustainable development. As such, it is expected that as part
of the implementation of Law No. 10,152, the MINAE will coordinate the creation of the Sustainable Development
Commission of the Sarapiqui River Basin (CODESOSA) as an interinstitutional governing body responsible for ensuring the
protection of the basin and coordinating all public initiatives to manage its natural, economic, and cultural resources in a
comprehensive, inclusive, and sustainable manner. It is expected that the integration of national and territorial entities
along with environmental associations, civil society organizations, universities, and tourism representatives in CODESOSA
will serve as vehicle to promote the protection and inclusive development of the basin, and an important actor to bring
together stakeholders in the implementation of actions to adapt to climate change and build longer term resilience. As
such, CODESOSA will be responsible for developing and approving a Comprehensive Basin Management Plan which, upon
discussion and approval, shall guide territorial development practices in the 11 municipalities in the influence area of the

58 As presented by CNE The main risk for the communities and the activity in the Sarapiqui basin is flooding and landslides, which is exacerbated
by deforestation, urban growth located in flood zones and the lack of measures to protect the riverbeds to reduce the flood risk.

59 Axis 3 — National Climate Change Adaptation Plan

60 |bid.
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basin.®? The law also provides fiscal resources to fund the implementation of development and conservation projects in
the basin, including the development of non-structural measures for environmental protection and climate adaptation,®?
and enables CODESOSA to mobilize additional resources from public, private, national, and international non-profit
organizations. This financing will allow CODESOSA to promote and coordinate the implementation of conservation and
development initiatives in the basin aligned with the territorial management plan.

58.  Expected Results. The Law No. 10,152 establishes a planning framework for improving climate resilience and
sustainability features of economic activities, land use, and conservation of strategic ecosystems. This framework enables
a coordination mechanism where municipalities, sectoral institutions, Non-Governmental Organizations (NGOs), and the
private sector can design cross-sectoral development projects using a sustainable basin approach to adaption and disater
risk mangement. As a result of this regulation, there will be a comprehensive plan for the conservation, management,
and development of the protected area, including the implementation of adaptation, flood and multihazard risk
management projects that contribute to increasing resilience. The comprehensive management of the basin's resources
will help mitigate the effects of climate change and increase the resilience to the occurrence of extreme climate events
in one of Costa Rica’s most vulnerable regions.

PAA4. Results indicators:
PAA4. Indicator name Baseline Goal

PA4. Results indicator 4A:

Number of municipalities of the Sarapiqui Basin adopting the
comprehensive basin management plan in their territorial
management instruments [type number]

PAA4. Results indicator 4B:

Number of non-structural climate adaptation measures 0; 2023 3; [2026]
strengthened at the Sarapiqui Basin scale [type number]

0;2023 3; [2026]

61 Comprehensive Plan for the Management and Territorial-Environmental Planning of the Sarapiqui River Basin (Plan Integral de Manejo y
Ordenamiento Territorial-Ambiental de la Cuenca del Rio Sarapiqui)

62 Article 5 of Law No0.10152 establishes an annual budget equivalent to 1% of the revenues of water use concessions collected by the National
Water Directorate under MINAE.
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Table 6: DPF Prior Actions and Analytical Underpinnings

Azzilg;s Analytical Underpinnings
Sendai framework for disaster risk reduction 2015-2030. UN world conference on disaster risk
reduction, 2015 March 14-18, Sendai, Japan. Geneva: United Nations Office for Disaster Risk
Reduction; 2015. Available from:
http://www.wcdrr.org/uploads/Sendai_Framework_for_Disaster_Risk_Reduction 2015-2030.pdf
e The Sendai Framework for Disaster Risk Reduction 2015-2030 identifies four policy priorities:
(i) Understanding disaster risk, (ii) Strengthening governance to manage disaster risk, (iii)
Investing in disaster risk reduction for resilience, and (iv) Enhancing disaster preparedness for
effective response, and to “Build Back Better” in recovery and reconstruction. This international
guideline encourages countries to develop and implement a systematic DRM approach and, in
All PAs some cases, has led to strategic shifts in the management of disaster risks, with governments
and other actors placing greater attention on disaster risk reduction compared to more reactive
measures.
UNDRR, 2021. Regional Assessment Report on Disaster Risk in Latin America and the Caribbean (RAR

2021)

e This document presents the results of thirty years of efforts to reduce the risk of disasters in
the region. The analysis—particularly when considered in combination with the lessons learned
from the COVID-19 pandemic and the adverse economic panorama ahead—presents a unique
opportunity to both rethink and implement concrete risk reduction strategies that better meet
the challenges of today.

Policy Area 1: Consolidating the institutional framework of the National Disaster Risk Management System to
reduce underlying vulnerabilities and to increase capacity for financial resilience

Burns, Andrew; Jooste, Charl; Schwerhoff, Gregor. 2021. Macroeconomic Modeling of Managing
Hurricane Damage in the Caribbean: The Case of Jamaica. Policy Research Working Paper; No. 9505.
World Bank, Washington, DC.

e This publication highlights the importance of disaster risk financing strategies for smoothing the
macroeconomic and fiscal impacts of natural-induced disasters.

OECD (Organisation for Economic Co-operation and Development). 2017. Recommendation on Disaster
Risk Financing Strategies.

e This document recognizes the importance of an integrated approach to DRM and the
contribution of risk assessment, risk awareness, and risk prevention to the financial
management of disaster risks, drawing on lessons learned through the OECD’s work for the G20
and APEC Finance Ministers.

Ghesquiere, Francis, and Oliver Mahul. 2010. Financial Protection of the State Against Natural Disasters:
Policy Research Working Paper WPS 5429. World Bank, Washington, DC.

e This publication shows how an effective disaster risk financing strategy relies on a combination
of instruments, taking into consideration a country’s fiscal risk profile, the cost of available
instruments, and the expected disbursement profile after a disaster.

Erman, Alvina; De Vries Robbe, Sophie Anne; Thies, Stephan Fabian; Kabir, Kayenat; Maruo, Mirai. 2021.
Gender Dimensions of Disaster Risk and Resilience: Existing Evidence. World Bank, Washington, DC. ©
World Bank. https://openknowledge.worldbank.org/handle/10986/35202

PAl

PA2
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e Thereport provides a conceptual framework to analyze and address the role of gender in disaster
risk and resilience. It introduces a broad set of evidence to characterize how exposure,
vulnerability, preparedness and coping capacity to disasters are shaped by gender dynamics and
identifies policy recommendations to prevent gender-differentiated disaster impacts and support
a more inclusive DRM agenda.

World Bank, 2021. Strengthening the implementation of the gender equality agenda for disaster risk
management (DRM) in Central America Analysis Report

e Thisreportis a gap analysis to help strengthen the implementation of the gender equality agenda
and understand the institutional capacity in Central America at the regional, national, municipal
and community levels in the implementation of gender equality and the empowerment of
women within the DRM and the Climate Change Adaptation Agenda (ACC), based on the Central
American Policy for Comprehensive Disaster Risk Management (PCGIR), the Regional Policy for
Gender Equality and Equity (PRIEG) in its pillar 3 and the Sendai Framework for Disaster Risk
Reduction 2015-2030 (Sendai Framework).

National Institute for Women (Government of Costa Rica). National Policy for Effective Equality between
Women and Men 2018-2030. Inamu.go.cr.2018. December 10, 2021.
https://www.inamu.go.cr/pieg2018-2030

e This document outlines Costa Rica’s regulatory and institutional framework to advance in gender
equality and inclusion.

Hallegatte Stephane, Jun Rentschler, Julie Rozenberg. 2020. Adaptation Principles—A Guide for Designing
Strategies for Climate Change Adaptation and Resilience. Washington, DC: World Bank.
https.//openknowledge.worldbank.org/bitstream/handle/10986/34780/AdaptationPrinciplesOV.pdf?se
quence=4&isAllowed=y

e Provides policy guidelines to assess and address climate change adaptation challenges from a
macro and economic level. The paper presents principles to design institutional arrangements,
policy reforms, financial mechanisms, incentives and monitoring mechanisms so people, firms
and governments are encouraged to embrace and adopt climate change adaptation.

World Bank, 2013. Building Resilience: Integrating Disaster and Climate Resilience into Development.
e This paper highlights the importance of climate and disaster resilient development and contends
PA3 that it is essential to eliminate extreme poverty and achieve shared prosperity by 2030. It argues
for the need to integrate climate and disaster resilience at the local level as a key strategy for
sustainability.
World Bank and The United Nations. 2010. Natural hazards, unnatural disasters: the economics of
effective prevention.
http://documents1.worldbank.org/curated/en/620631468181478543/pdf/578600PUB0Oepi2101public
10B0OX353782B.pdf

e The report highlights the potential effects of growing cities on the levels of exposure to hazards,
while presenting evidence that supports the notion that increased exposure not necessarily
translates in increased vulnerability if cities are better managed. The report also warns about
the exacerbating effects of climate change reflected in increased intensities and frequencies of
hazards in the coming decades, along with the existing constraints related to insufficient
technical and scientific data and knowledge.
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Policy Area 2: Strengthening of territorial capacities to promote climate adaptation through the implementation
of regional planning instruments.

United Nations Environmental Program (UNEP) 2014. Towards Integrated Water Resources
Management. International Experience in development of river basin organizations. UNESCO Institute
for Water Education.

e This publication provides a characterization and design principles of river basin organizations as
mechanism to achieve integrated water resource management on a basin level to preserve
ecosystems and combat floods and droughts. This note combines on theoretical and conceptual
elements with practical case studies in the global south that serves as guidelines to and policy
orientations.

World Bank. 2013. Building Resilience: Integrating Disaster and Climate Resilience into Development.

e This paper highlights the importance of climate and disaster resilient development and contends
that it is essential to eliminate extreme poverty and achieve shared prosperity by 2030. It argues
for the need to integrate climate and disaster resilience at the local level as a key strategy for
sustainability. https://openknowledge.worldbank.org/handle/10986/16639

World Bank. 2019. Hacia una Centroamérica mas resiliente. Washington, DC.

e This report provides a comprehensive description of main opportunities Central American
countries are facing to reduce disaster risk, including urban resilience in Costa Rica. The
publication makes a reflection on the importance of strengthening the institutional, regulatory,

PA4 and planning framework, fostering better practices of sustainability and urban resilience in a
region that is experiencing the fastest urban growth in the world.
https://thedocs.worldbank.org/en/doc/951981571084150552-
0240022019/render/InformeHaciaunaCentroAmericamasResilientePilaresparalaAccion.pdf

World Bank. 2017. Central America Urbanization Review: Making Cities Work for Central America.
Directions in Development--Countries and Regions. Washington, DC.

e This report provides a better understanding of the trends and implications of urbanization in the
six Central American countries, including Costa Rica, and the actions that central and local
governments can take to reap the intended benefits of the urban transformation. The report
makes recommendations on how urban policies can contribute to addressing the main
development challenges the region currently faces such as lack of social inclusion, high
vulnerability to natural hazards, and lack of economic opportunities and competitiveness.
https://openknowledge.worldbank.org/bitstream/handle/10986/26271/9781464809859.pdf?s
equence=2&isAllowed=y

World Bank. 2016. Investing in Urban Resilience: Protecting and Promoting Development in a Changing
World. Washington, DC.

e The report discusses the need to invest in urban resilience to help the urban poor unlock their
full economic potential and protect hard-won development gains. The flagship report illustrates
how building urban resilience is critical to reducing poverty and promoting shared prosperity.
https.//openknowledge.worldbank.org/handle/10986/25219
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4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY

59.  The program is aligned with the Country Partnership Framework (CPF) FY16-FY20 discussed by the World Bank’s
Board of Executive Directors on May 27, 2015, and the Performance and Learning Review (PLR) of the CPF considered
by the Board on January 13, 2020, which extended the CPF period to FY22.%% The program directly addresses critical
bottlenecks for development, namely Costa Rica’s high exposure to natural hazards and territorial inequalities. As per
the CPF, Costa Rica is the second most exposed country in the world to multiple hazards based on land area, with 36.8
percent of the total area exposed to three or more natural hazards, 77.9 percent of the population and 80.1 percent of
GDP subject to high risk. This project contibutes to Pillar 1 — Reducing Constraints to Productive inclusion — through
Objective 3 (Promote sustainable investments in energy and transport to support competitiveness); and Pillar 2 —
Bolstering Fiscal, Social, and Environmental Sustainability — through Objective 6 (Expand capacity to promote climate-
smart and environmentally sustainable development).

60. The proposed Cat DDO adheres to the principles for IBRD engagement in Costa Rica with respect to the
Graduation Discussion Income (GDI). This Cat DDO supports policy reforms to strengthen the country’s institutional
framework for climate change adaptation, a global public good consistent with the WBG’s climate change commitments.
It also addresses long-term inequities that put women, the rural population, Indigenous Peoples, and Afro Descendants
at greater risk of adverse impacts from natural hazards, climate change, and health emergencies.

61. The overall program is aligned with the World Bank's Global Crisis Response Framework (GCRF) under Pillar 3,
Strengthening Resilience; and Pillar 4, Strengthening Policies, Institutions and Investments for Rebuilding Better. The
proposed CAT DDO enhances Costa Rica's macro-fiscal resilience providing immediate access to financial support
contingent on the occurrence of emergencies derived from health, natural, and climate-related hazards. All Prior Actions
(PAs) supported under the program can be tagged under Pillar 3 as they further strengthen the country's DRM systems
and institutional capacities to achieve medium- and long-term resilience, and PA3 and 4 can be tagged to Pillar 4 as they
support policy actions to promote green and sustainable growth through climate change adaptation and the protection
of natural resources. Specifically, PA1 provides a policy framework to achieve fiscal resilience by implementing a
comprehensive disaster risk financing strategy combining risk transfer and risk retention mechanisms with systems and
processes to mitigate fiscal risks. PA2 mandates all institutions under the NRMS to implement policies to increase
women's and vulnerable groups' resilience against climate and disaster risk. PA3 enacts a multisectoral plan to guide
climate change adaptation initiatives per the country's NDC, thus enhancing climate resilience. PA4 builds institutional
arrangements for the comprehensive conservation and development of natural and social resources at a basin level and,
as such, increases the climate resilience of a critical and vulnerable territory.

62. Enhancing the government’s capacity to manage the disaster risk resulting from natural and health-related
hazards, including the adverse effects of climate change will contribute to the World Bank’s Green, Resilient and
Inclusive Development (GRID) approach.®* Globally, the impact of disasters is equivalent to US$520 billion losses in
annual consumption and pushes about 26 million people into poverty each year. Policy actions contributing to resilience
are directly linked to sustainable development and to lifting vulnerable people out of cycles of poverty. Likewise, efforts
to improve climate resilience contribute to the WBG’s commitments to scale up climate action and increase the climate-
related share of development financing. Prior actions under this Cat DDO will increase the government’s capacity for the
financial management of risks; mainstream DRM into multisectoral programs; integrate climate change considerations

63 CPF Report No. 94686-CR, PLR Report No. 143466-CR
64 https://thedocs.worldbank.org/en/doc/9385bfef1c330ed6ed972dd9e70d0fb7-0200022021/0original/DC2021-0004-Green-Resilient-final.pdf
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in disaster risk prevention strategies at the central and territorial levels; and bridge gender gaps in the Disaster Risk
Management System; among others. The program promotes a green, resilient, and inclusive development by supporting
tools that will guide the country’s actions for climate adaptation, and by strengthening the country’s capacities for DRM
at the national and territorial levels.

63. This operation also complements other operations in preparation, notably the Costa Rica Third Fiscal and
Decarbonization Management DPL (P177029) and the Costa Rica Climate Resilient Recovery and Territorial
Development Project (P178049).%° The Costa Rica DPL series supports Costa Rica’s efforts to: (i) protect people’s income
and jobs from the impact of COVID-19 and foster small and medium enterprise recovery; (ii) reinforce fiscal sustainability
in the aftermath of COVID-19; and (iii) lay out the foundations for a strong post-COVID-19 recovery by promoting green
growth and low-carbon development. The proposed Climate Resilient Recovery and Territorial Development Project aims
to increase access to disaster and climate resilient infrastructure and services in vulnerable regions of Costa Rica. There
are several synergies between the Resilient Recovery Investment Project Financing (IPF) and the proposed Cat DDO, and
prior actions under the proposed Cat DDO will support every component of the IPF. For example, the strategy for
mainstreaming a gender approach in the NRMS (PA2) will be used for the design of various investments under the IPF,
notably multipurpose shelters which will embed gender considerations in the design and support guidelines and manuals
for the prevention of GBV. The Climate Adaptation Plan and sectoral plans, notably the Climate Change Adaptation and
Mitigation Plan for Infrastructure and Transport Services (PA3) will inform the development of methodologies to increase
the resilience of both reconstruction and disaster risk reduction interventions in damaged transport and road
infrastructure under the IPF. Lastly, the environmental safeguard to preserve the natural, cultural, and economic
resources of the Sarapiqui River basin (PA4) complements the IPF’s territorial approach, since Sarapiqui would benefit
from reconstruction and prospective risk management investments under the proposed IPF.

4.4. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS

64. The actions supported by this operation have undergone an extensive consultation process with various
government agencies and between government representatives and civil society stakeholders, which have informed
the design of this Cat DDO. The process of formulating the country’s disaster risk financing strategy (PA1) was based on
a two-fold approach: the design of the technical elements in which national and international experts contributed, and a
comprehensive process of consultations that included three National Risk Management forums, as venues in which the
public sector, the private sector, and civil society organizations (CSOs) had the opportunity to voice their opinions and
shape the strategy. As a direct result of this exercise, the DRFS embeds a stronger inclusion component that aims to
develop intersectional analysis on disaster vulnerability. The strategy for mainstreaming gender equality within the
National Risk Management System (PA2) is the result of an intense consultation and validation process led by the CNE.
This process counted on the participation of the Costa Rican Social Security Fund (CCSS), the Municipal Development and
Advisory Institute (IFAM), the Directorate of Migration and Immigration (DGME), the Institute of Social Assistance (IMAS),
the National Institute for Women (INAMU), the National Council for Persons with Disabilities (CONAPDIS), and the Justice
and Gender Foundation. Internationally, the consultation process was supported by the Center for the Prevention of
Disasters in Central America and the Dominican Republic (CEPREDENAC) and the Swiss Agency for Development and
Cooperation (SDC). The Climate Change Adaptation Plan (PA3) was led by the Climate Change Directorate of the Ministry
of Environment and Energy (MINAE) and involved an extensive consultative and participatory process with more than
150 public, private, and civil society entities as well as international cooperation organizations. Through this participatory

65 Costa Rica Third Fiscal and Decarbonization Management DPL (P177029). The first and second operations are fully disbursed, and the third
operation is under preparation.
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approach, the plan prioritizes vulnerable groups in the development of local climate adaptation instruments. At the
territorial level, the law for the sustainable development of the Sarapiqui basin (PA4) involved the participation of various
line ministries, municipalities, environmental groups, as well as foundations and other organized civil society groups who
influenced the creation of the new CODESOSA.

65.  During the implementation of this operation, the Bank will continue its ongoing coordination with several key
partners working on disaster risk management initiatives in Costa Rica and Central America. These partners include
SICA; CEPREDENAC; the Council of Ministers of Finance of Central America, Panama, and the Dominican Republic (Consejo
de Ministros de Hacienda o Finanzas de Centroamérica, Panama y Republica Dominicana, COSEFIN); the Regional
Committee of Hydraulic Resources (Comité Regional de Recursos Hidraulicos, CRRH); and UNDRR.

5. OTHER DESIGN AND APPRAISAL ISSUES

5.1. POVERTY AND SOCIAL IMPACT

66. This proposed Cat DDO is expected to have a positive indirect effect on poverty reduction, as well as positive
social and environmental impacts. Policies supported by this operation will support the government’s efforts to
strengthen its DRM and CCA frameworks, enabling it to respond to natural catastrophes and health-related emergencies
while protecting ongoing programs aimed at improving the lives of vulnerable groups. Global experience has shown that
catastrophic events have a disproportionate impact on the poor and vulnerable, who have a limited capacity to cope with
the loss of housing, access to basic services, and livelihoods. The policies supported under this operation are not expected
to reduce poverty directly, but rather contribute to ensuring the sustainability of ongoing social protection programs for
the poor in the event of a shock. Improvements in the national DRM framework, including vulnerability reduction
strategies, are expected to benefit the poor by preventing increased poverty in the event of an adverse natural event
that leads to damaged productive assets, job losses and disruption of public services.

67. Policies supported under this operation are expected to reduce the vulnerability of women, Indigenous
Peoples, and other vulnerable populations to natural hazards, climate change, and health emergencies. Policy Area 1,
on consolidating the institutional framework of the National Disaster Risk Management System, will support the
government in the access to new or improved risk financing instruments at the sovereign, sectoral, or private sector
levels, increasing the government’s fiscal resilience to shocks that have disproportionate impacts on the poor and
vulnerable. Additionally, the reforms under Policy Area 1 should help to better inform and shorten the interval between
a disaster and response/recovery efforts, thereby reducing the prevalence of negative coping strategies by impoverished
families. The reforms will also promote a comprehensive approach to reduce the vulnerability of women to climate and
disaster risk and increase their preparedness and coping capacity, and result in better access to information on climate
change adaptation investments and the flow of disaster financing, helping to increase its social accountability. Policy Area
2 on strengthening territorial capacities will also likely have indirect social benefits by increasing equitable access to and
use of water resources, and by improving the quality of municipal planning and ensuring that the specific disaster-
related needs of poor and vulnerable communities are considered. The Prior Actions under this Policy Area should help
to promote better public understanding and dialogue between national government agencies and territorial
management units—and within the management units at the provincial and municipal levels—about their
responsibilities if a disaster strikes, and the types of measures that can be implemented to mitigate its impacts.
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5.2. ENVIRONMENTAL, FORESTS, AND OTHER NATURAL RESOURCE ASPECTS

68. The proposed prior actions supported by this Cat DDO are expected to have a neutral or direct positive effects
on Costa Rica’s environment, water, forests, and other natural resources. Strengthening the government’s policies and
capacity to manage disasters risks, enhance climate adaptation and increase climate resilience of vulnerable populations
and ecosystems in urban and territorial areas, will help preserve and sustain natural resources and the environment.

69.  Prior Actions under Policy Area 1 are expected to have neutral to positive effects in the environment, forests,
and other natural resources. Under Prior Action 1, the country will increase its capacity to mobilize and allocate resources
to finance resilient investments and emergency requirements, reducing the vulnerability of people, assets, with no
negative effects envisaged for the environment. Prior Action 2 will contribute to mainstream gender equality in the
National DRM system, reducing women’s exposure and vulnerability and increasing their preparedness and coping
capacity. Prior Action 3 will consolidate the country’s commitment to climate change adaptation, which is envisaged to
have direct positive impacts on the environment and natural resources through sectoral and regional actions and
investments that embed sustainability and risk informed approaches.

70. Reforms under Policy Area 2 are expected to have direct positive impacts on the environment and natural
resources through the strengthening of territorial capacities to ensure environmental protection and regional planning
instruments. Prior Action 4 will promote the implementation of hazard control, risk reduction, environmental
conservation, and climate adaptation initiatives in the river Sarapiqui and its basin, increasing the resilience of its
population and the conversation of its natural ecosystems.

71.  Costa Rica has made remarkable progress in building a comprehensive institutional, regulatory, and planning
framework for environmental and natural resource management. The Organic Environmental Law (Law 7554) enacted
in 1996 is the supreme legal framework that regulates all individual, collective, public, and private activities to promote
sustainable use of the environment and natural resources to protect, preserve and develop this with consideration for
future generations. The Law establishes as founding principles the right for every citizen to enjoy a healthy environment,
the role of government in promoting rational and sustainable use of natural resources for economic development, and
the civil and criminal consequences that individuals and organizations face upon non-compliance with the environmental
regulation. Additionally, Law 7554 establishes principles and mechanisms to regulate land use planning, human
settlement developments, biologic diversity, protected areas, forests, air, water, marine, coastal, and wetlands, energy
resources, and pollution.

72.  The MINAE is responsible for formulating, planning, executing, and enforcing policies regarding natural
resources, energy, mining activities, and environmental protection. In addition, the National Environmental Council
serves as an interinstitutional board to assess the Presidency, the National Environmental Auditor exists to ensure
compliance with environmental regulations, and the Environmental Court is established as the administrative entity to
resolve disputes and claims. The National Environmental Technical Secretariat (SETENA) is the responsible agency for
guaranteeing that the environmental impacts of individual and institutional activities are minimized, assessing Economic
Impact Evaluations (EIAs), providing environmental licensing, and oversight of activities. According to the ElAs
regulation,® all works, projects, and activities are categorized according to their environmental risk profile, which
determines the environmental assessment needed to obtain the respective license (viability). This license comprises an
environmental commitment and management plan and an environmental guarantee as a fiduciary mechanism to enforce

66 Executive Decree N231849 MINAE-S-MOPTMAG-MEIC
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compliance. SETENA oversights compliance, conducting periodic inspections, audits, and assessments that may revoke
the license and mandate the temporary or permanent termination of activities and operations.

5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS

73.  The results of the third Public Expenditure and Financial Accountability (PEFA) Assessment for Costa Rica
completed in 2022 conclude that, in general terms, the Cost Rican PFM system is well aligned with good international
practices as systematized by the PEFA methodology. Budget reliability and transparency of public finances continue to
be the foremost strengths of Costa Rica’s PFM system. Since 2016 noteworthy progress has been made on management
of assets and liabilities where significant reform efforts took place over recent years as well as predictability and control
in budget execution. Notably, the effective operation of the National Treasury system, which allows for daily
consolidation of 99 percent of bank and cash accounts balances. Government procedures for public debt management,
recording, monitoring, and reporting are also well aligned with international good practices thereby ensuring resources
are appropriately managed by Costa Rica’s PFM system.

74.  On the other hand, PFM aspects showing systemic weaknesses are government accounting, financial reporting,
and external audit. In addition, the absence of a medium-term expenditure framework; payroll controls and
procurement management continue to show some opportunities for improvement as identified in 2022 PEFA Assessment
Report.

75.  The annual budget of the Costa Rican government is made publicly available in the MoF and the Supreme Audit
Institution external websites within an adequate time framework along with a brochure that briefly explains the
citizenship annual budget process and financing.

76.  The 2022 PEFA Report identified opportunities for improvement in the downstream of the country’s PFM cycle
as follows: the financial statements of the Central Government are not fully compliant with International Public Sector
Accounting Standards (IPSAS); the recommendations of the external audit are routinely followed up; however, the
audited entities generally issue a formal written response to the audit findings after audit recommendations have been
implemented which usually takes more than one fiscal year and, though the Legislature scrutinizes the audit report on
the annual budget execution report within 3 months from their receipt, public hearings with the entities that receive a
qualified opinion from the Supreme Audit Institution (SAI) are held occasionally; and Legislature recommendations are
poorly followed up.

77. Government commitment to support PFM reforms. The Costa Rican Government has committed to further
strengthen its public finance management, including application of a fiscal rule and plans to reinforce efficiency and
accountability in public expenditure management, adoption of IPSAS, strengthening public investment process and
implementation of the Digital Treasury project.

78.  The public procurement normative framework derives from the country’s constitution and international
treaties. The framework is ruled by the national public procurement law, and is complemented by the financial
management and budget, internal control, and national audit laws. The MoF is the ruling entity for the public
procurement system through the General Directorate of Asset Management and Public Procurement (Direccion General
de Administracion de Bienes y Contratacion Administrativa, DGABCA). The Integrated Public Procurement System
(Sistema de Compras Publicas, SICOP) serves as the online platform for e-procurement and the Comptroller General of
the Republic (Contraloria General de la Republica, CGR) manages the Integrated System of Procurement Activities
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(Sistema Integrado de la Actividad Contractual, SIAC) for monitoring, audit, and oversight purposes of all government
contracts. Procurement processes allow for competitive national or international biddings, and non-competitive
mechanisms such as direct purchase, simplified bidding, and special contracting. Since 2016, its is mandatory for all
contracting authorities and bidders to use SICOP, an efficient end-to-end procurement system that can be used by
contracting agencies to carry out all their procurement transactions electronically with due respect to transparency,
integrity, Value-for-Money, competition, and openness.

79.  General Directorate of Asset Management and Public Procurement (DGABA) and Comptroller General of the
Republic (CGR) responsibilities. The DGABCA is currently responsible for: (a) establishing public procurement policies for
the central government entities, including the regulation of the procurement law; (b) managing SICOP; and (c) overseeing
contracting authorities of the central government to ensure that procurement processes are implemented properly. As
such, the DGABCA has issued guidelines on evaluation criteria for strategic procurement, minimum information to upload
in SICOP, and preventive measures to fight collusion in public procurement. It also manages the SICOP helpdesk. The CGR
is an auxiliary body of the National Assembly with functional and administrative independence. It is a governing body of
control in charge of monitoring public finance in accordance with the Political Constitution. Its jurisdiction covers all
entities that manage public funds. Three main functions of the CGR are related to public procurement, including ex-ante
control, ex-post control, and reviewing public procurement decisions. CGR currently plays a key role when it comes to
monitoring and compliance assessment functions. The collection of statistics can be considered as a shared responsibility
between DGABCA and CGR where DGABCA can request information from contracting authorities for the accomplishment
of its mandate, and contracting authorities must submit information related to public spending to CGR to perform its ex-
post control. The CGR then publishes the information related to public procurement on a dedicated website
“Consultations on Public Procurement”. This information is based on the data from the Integrated System of Procurement
Activities (SIAC).

80. The CGRis also the main body in charge of the complaint mechanism. However, when challenges concern tender
documentation, CGR is solely the complaint body used for open tender. For all other procurement procedures,
complaints are brought before contracting authorities. When challenges concern procurement decisions (contract award
decisions), CGR is the main complaint body above threshold procurements, while contracting authorities take on this role
for below the threshold procurements. There have been various issues related to the existing complaint mechanism,
including the speed of the process (often time-consuming) and the lack of reasonable justification from bidders
challenging procurement decisions. In addition, given that CGR is responsible for authorizing the use of exceptions and
reviewing challenges, the current situation is not aligned with international good practices, given that an effective
separation of duties does not exist.

81.  The national procurement law was recently reformed with the purpose of aligning Costa Rica’s system with
OECD norms and improving efficiency in procurement and expenditure management. The new public procurement law,
Law No. 9986 dated May 27th, 2021 (Ley General de Contratacion Publica de Costa Rica, LGCP), which became effective
on December 1, 2022, aims to strengthen the national public procurement system by ensuring more transparency,
competition, integrity, value-for-money, efficiency, social and environmental sustainability. The main improvements and
key features established in the new law are the (i) simplification of procurement processes (ii) unification of all public
procurement management into a standardized process, a unioc regime and a single online and transparent platform, (ii)
consolidation of an online registry of providers and subcontractors, (iii) inclusion of social, economic, environmental and
innovation considerations in bidding documents, (iii) the promotion of local SMEs participation, (iv) the introduction of
istrategic and innovative procurement category. Emergency expenditures made by CNE under the extraordinary activities
defined in Law No. 8488 remains excluded from the application of public procurement processes as per Law No. 9986.
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82. The LGCP applies to all public entities from all levels of government that are either partially or fully using public
funds for their public procurement activities. The different functions assigned to each institution are outlined below.
They map the core functions of the Costa Rica public procurement system under the current public procurement
regulatory framework and the new procurement law as well. The LGCP also foresees the creation of a new body, the
Public Procurement Authority (Autoridad de Compras Publicas, ACP), which will act as a central public procurement
authority, and DGABCA will be replaced by the Directorate of Public Procurement (Direccion de Compras Publicas, DCP)
that will be established within MOF within two years after the entry into force of LGCP. While both DCP’s and ACP’s
mandates cover the central government only, LGCP mentions that ACP can put forward modifications of the public
procurement regulatory framework to the government, with the assistance of the DCP, who can consult with different
stakeholders. ACP will also be mandated to publish a National Plan for Public Procurement (Plan Nacional de Compras
Publicas, PNCP) within two years after the entry into force of the LGCP. Whereas no institution is expressly assigned the
task of preparing the public procurement legal framework, any interested party could suggest the development of a draft
legal framework to the Legislative Assembly and a working group would then be established to develop the draft legal
framework. In the context of LGCP, CGR took the initiative of drafting it in close collaboration with DGABCA, members of
the Legislative Assembly, and other relevant stakeholders.

83. Under LGCP, DCP is entitled to request information from contracting authorities for the execution of its
mandate. DCP is also mandated to establish comparative performance indicators of public procurement. The evaluation
should be carried out at least once a year to identify challenges in the public procurement system, as well as to prepare
statistics for effective accountability and informed decision-making. While professionalization and capacity-
strengthening functions are not directly assigned to any institution in the current regulatory framework, LGCP mainly
assigns them to ACP and DCP. ACP is mandated to further develop policies on the professionalization of the public
procurement workforce that will be implemented by DCP, as the implementing agency for ACP. DCP will also be replacing
DGABCA as it relates to running the e-procurement platform SICOP and defining the strategic use of consolidated
purchases (framework agreements).

84.  Under LGCP, CGR will be no longer in charge of performing ex-ante control for authorizing the use of exceptions
to competitive tendering, meaning that the separation of duties will be ensured. The complaint mechanism is simplified
as all complaints are to be filed before CGR above a unified threshold (open tender). Below such a threshold, complaints
must be filed before contracting authorities instead. Therefore, the system creates differing processing of complaints
based on their procurement value. Regarding the speed of the process, LGCP sets a shorter timeline for appeal decisions
or tenders above the threshold. In addition, it also foresees a penalty for bidders challenging procurement decisions
without reasonable justifications. Challenges are considered as “without reasonable justifications,” when the
complainant abuses the complaint mechanism with unfounded reasons and bad faith.

85. Costa Rica PFM system foundations have strengths to support the transparent management of budget
resources in a reliable manner, while the identified PFM weaknesses are minor and do not pose major risks to the
achievement of program development objectives (PDO).

86.  The foreign exchange (FOREX) control of the Central Bank of Costa Rica has recently strengthened safeguards
in Central Bank independency. A safeguards assessment of BCCR was completed in October 2020. Based on that, there
are plans to amend the BCCR law to further strengthen autonomy and governance as part of the IMF-supported program.
The published audited financial statements of the Central Bank for the years 2019, 2020 and 2021 were also reviewed.
These financial statements were prepared in accordance with International Financial Reporting Standards (IFRS) and the
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audit was carried out in accordance with International Standards on Auditing (ISA). Unmodified opinions from the
external auditors did not reveal any significant issues relating to the internal control environment.

87.  Based on the analysis of Costa Rica’s PFM system and the FOREX internal control, likelihood of fiduciary risks
materializing or (if they do) having an impact on the achievement of the PDO are low. Therefore, the overall integrated
fiduciary risk for this operation is assessed as Low. On this basis, no specific audit of the deposit of the loan proceeds will
be required and no additional fiduciary arrangements are considered necessary at this time.

88.  The proposed operation will follow the disbursement procedures of the Bank for a Development Policy Loan
with a Cat DDO. The drawdown period for this operation will be three years and it may be renewed up to four times for
a total of 15 years. Upon approval of the operation, declaration of effectiveness, and the submission of a signed
withdrawal application, the proceeds of the loan may be disbursed at any time after a disaster resulting in a declaration
of a State of Emergency by the Executive Branch, under terms and conditions specified in the Loan Agreement. After the
Government of Costa Rica’s submission of a signed withdrawal application, the proceeds of the loan will be disbursed
into the foreign currency designated Treasury Single Account (Cuenta Unica del Tesoro, CUT) controlled by the National
Treasury, which will form part of the country’s Foreign Exchange Reserves. The government will then ensure that, upon
deposit in said account, an equivalent amount in local currency is promptly credited in the Government of Costa Rica’s
budget management system, in an account used to finance budgeted expenditures. The government shall, within thirty
(30) days after the withdrawal of the proceeds report to the Bank: (i) the exact sum received into the account; (ii) the
details of the account to which the US dollars and/or Costa Rican Colons equivalent of the loan proceeds was credited;
and (iii) confirmation that an equivalent amount has been accounted for in the Borrower’s budget management systems.
This confirmation will include the applied rate of exchange and the date of transfer. The financial support provided under
this operation is not intended to finance goods or services on the list of “Excluded Expenditures”. If any portion of the
loan is used for ineligible purposes as so defined in the Loan Agreement, the Bank shall require the Borrower to refund
the amount. Amounts refunded to the Bank upon such request shall be cancelled from the loan.

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY

89.  The Ministry of Finance will be the main counterpart agency and will share responsibility for implementation
of the program with the National Commission for Risk Prevention and Emergency Response (CNE). The CNE will be
responsible for coordinating actions across these and other ministries and agencies involved in the operation.

90. Throughout the drawdown period, the Bank will periodically monitor the satisfactory implementation of the
DRM program. Such periodic monitoring may take place at a frequency consistent with the information and reporting
requirements of the World Bank, but no less than every 12 months, and could be initiated by either the World Bank or
the Government of Costa Rica. If at any time during the drawdown period, the World Bank concludes that the DRM
program is not being implemented in a manner satisfactory to the World Bank, the World Bank will promptly advise Costa
Rica of the need for improvement and the suspension of eligibility for disbursement. A subsequent review would be
necessary to confirm that the DRM program is once again being implemented satisfactorily before any further drawdown
requests can be submitted. Once the World Bank is satisfied that drawdown conditions are again in place, the World
Bank will inform the Government of Costa Rica that its eligibility to submit disbursement requests has been restored.

91. Grievance Redress. Communities and individuals who believe that they are adversely affected by specific country
policies supported as Prior Actions or tranche release conditions under a World Bank Development Policy Financing may
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submit complaints to the responsible country authorities, appropriate local/national grievance mechanisms, or the
Bank’s Grievance Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed to address
pertinent concerns. Project affected communities and individuals may submit their complaint to the Bank’s independent
Accountability Mechanism (AM). The AM houses the Inspection Panel, which determines whether harm occurred, or
could occur, as a result of Bank non-compliance with its policies and procedures, and the Dispute Resolution Service,
which provides communities and borrowers with the opportunity to address complaints through dispute resolution.
Complaints may be submitted at any time after concerns have been brought directly to the World Bank’s attention, and
Bank Management has been given an opportunity to respond. For information on how to submit complaints to the World
Bank’s corporate GRS, please visit http://www.worldbank.org/GRS. For information on how to submit complaints to the
Bank’s Accountability Mechanism, please visit https://accountability.worldbank.org.

6. SUMMARY OF RISKS AND MITIGATION

92.  The overall risk of the operation is Moderate. The most relevant risk to the achievement of the program’s
development objective is the macroeconomic risk, which is rated Substantial given the country fiscal stance and relatively
high financing costs, which carries implications for public debt dynamics. If the macroeconomic stance worsens, the
country may be prevented from renewing the Cat DDO operation and would lose one of its disaster risk financing
instruments. However, the implementation of the 2018 fiscal reform, coupled with more recent additional measures
such as support from the World Bank and the IMF, is expected to stabilize the debt ratio by reaching a primary surplus in
2023 onwards if the government continues advancing the fiscal reform agenda. Macroeconomic risk is further mitigated
by the country’s low external indebtedness ratios by the public (which mainly borrows domestically) and private sectors,
healthy reserves, and a strong export sector. In addition, its monetary framework is credible and its existing growth
fundamentals are sound, including continued attraction of FDI flows and increasing exports of sophisticated products and
services.
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Table 7: Summary Risk Ratings

Risk Categories

. Political and Governance

. Macroeconomic

. Sector Strategies and Policies

. Technical Design of Project or Program

. Institutional Capacity for Implementation and Sustainability
. Fiduciary

. Environment and Social

Stakeholders

Other

Overall

Moderate
Substantial
Moderate
Moderate
Moderate
® Low
Moderate

Moderate

Moderate

Rating
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ANNEX 1: POLICY AND RESULTS MATRIX

Prior actions and
Triggers

Prior Actions under DPF 1

Results

Indicator Name

Baseline

Target

Responsible

agency

Policy Area 1. Consolidating the institutional framework of the National Disaster Risk Management System to reduce underlying vulnerabilities and to

increase capacity for financial resilience

Prior Action 1: The Borrower has taken measures to
strengthen the inclusive and resilient financial
management of disaster risks, including those
related toclimate change, by adopting a national
strategy for financial management of disaster risks
and approving mandatory requirements for its
implementation, as evidenced by the national
strategy for financial management of disaster risks
published in the Ministry of Finance’s website and
Decree No. 43663-H, published in the Official
Gazette No. 182 on September 26, 2022.

Prior Action 2: The CNE has approved a strategy
for mainstreaming gender equality in the national
risk management system, to guarantee the inclusion
of gender equality, non-discrimination, and an
intersectional approach in the analysis of
differentiated vulnerabilities within the following
three multisectoral subsystems: (a) risk reduction,
(b) preparedness and response, and (c) recovery, as

Results indicator 1A:

Number of new or improved risk financing
instruments adopted or implemented at the
sovereign, sectoral, or private sector levels
[type number]

Results indicator 1B:

Percentage of financial preparedness plans and
reconstruction/recovery investment plans that
apply gender-differentiated impact and
intersectional analysis [type percentage]

Results indicator 1C:

Number of Disaster Risk Financing Strategy
Pillar action plans approved by the financial
management coordination instance (ICO) and
achievement of agreed implementation
progress [type number]

Results indicator 2A:

Number of municipal emergency committees
trained to adopt the GBV prevention and
management protocols for emergency
situations [type number]

Results indicator 2B:

Percent increase in the share of female

0; 2023

0; 2023

0; 2023

0; 2023

0; 2023

2; [2026]

100%; [2026]

4;[2026]

50; [2026]

25%; [2026)

Ministry of
Finance

CNE

Ministry of
Finance

CNE

CNE
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Prior actions and

. Results
Triggers
evidenced by the 2023-2027 strategy published in participants in local and municipal emergency
CNE’s website and Agreement No. 244-12-2022 of committees who consider their participation
the CNE’s Board of Directors dated December 15, has informed local programs and strategies for
2022 and published in CNE’s website. DRM and CCA [type percentage]

Prior Action 3: The Borrower has taken measures Results indicator 3A:

to increase climate change adaptation in key Number of cantonal climate risk adaptation
government sectors at the national and regional plans supported by MINAE and approved by
level by adopting the action plan for the National Municipal Councils [type number]

Policy on Climate Change and approving mandatory  Results indicator 3B:

requirements for its implementation, as evidenced
by the action plan 2022-2026 published in MINAE's
website and Decree N° 43491-MINAE, published in
the Official Gazette No. 89 on May 16, 2022.

22; 2023 50; [2026] MINAE

Number of Emergency and Adaptation Plan for

Climate Events in indigenous territories 0; 2023 1; [2026] CNE
prepared in consultation with indigenous

peoples [type number]

Policy Area 2. Strengthening of territorial capacities to promote climate adaptation through the implementation of regional planning instruments.

Prior Action 4: The Borrower has strengthened its Results indicator 4A:

regional ar.1d territorial management tools for ~ Number of municipalities of the Sarapiqui Basin
enhanced integrated water resources management in adopting the comprehensive basin 0; 2023 3; [2026] MINAE
the Sarapiqui basin through the approval of a legal

framework including risk management and climate
change adaptation measures for the environmental
protection of the basin and planning and

management plan in their territorial
management instruments [type number]

management instruments to promote the Results indicator 4B:
conservation and sustainable development of its - i i

ons . p ! Number of non-structural climate ad.apt.atlor) 0; 2023 3; [2026] MINAE
biodiversity and water resources, as evidenced by measures strengthened at the Sarapiqui Basin

Law No 10,152, published in the Official Gazette No.  scale [type number]
77 on April 28, 2022.
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ANNEX 2: FUND RELATIONS ANNEX

IMF Executive Board Concludes the Third Review of Costa Rica’s Extended Fund Facility and Approves

the Request for the Resilience and Sustainability Facility

e The IMF Executive Board concluded today the third review under the Extended Fund Facility
(EFF) for Costa Rica, allowing for an immediate disbursement equivalent to about USS 270
million.

e The IMF Executive Board also approved today the first arrangement under the newly established
Resilience and Sustainability Facility (RSF) for about USS$ 725 million to support Costa Rica’s
ambitious climate change agenda and catalyze further financing.

e The Costa Rican authorities are taking important steps to strengthen their economic reform
program. Monetary policy needs to continue to proactively respond to shocks. Fiscal
consolidation should advance, while strengthening social protection and fostering a more
equitable economy.

Washington, DC: The Executive Board of the International Monetary Fund (IMF) completed today the
third review of Costa Rica’s economic reform program supported by the IMF’s extended arrangement
under the Extended Fund Facility (EFF). Completion of this review makes available SDR 206.23 million
(about USS 270 million), bringing total disbursements under the arrangement to SDR 618.8 million
(about USS 810 million).

The Executive Board also approved today Costa Rica’s request for an arrangement under the Resilience
and Sustainability Facility (RSF) for SDR 554.1 million (about USS$ 725 million or 150 percent of quota).
Costa Rica is the first country to access the RSF. The RSF duration will coincide with the period remaining
under the EFF, disbursements under the RSF being contingent on the conclusion of relevant reviews
under the EFF and implementation of scheduled reform measures.

Costa Rica’s three-year extended arrangement under the EFF was approved on March 1, 2021, in the
amount of SDR 1.23749 billion (US$1.778 billion or 335 percent of quota in the IMF at the time of
approval of the arrangement, see Press Release No. 21/53 ) and extended by five months on March 25,
2022 (see Press Release No. 22/91 ).

Following the Executive Board’s discussion on Costa Rica, Mr. Kenji Okamura, Deputy Managing Director
and Acting Chair of the Board, issued the following statement:

“l am pleased that today Costa Rica will become the first user of the Resilience and Sustainability Facility
(RSF), a testament to the country’s commitment to tackle climate change and pursue green growth.
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“The Costa Rican authorities are taking important steps to strengthen their economic reform program.
Nevertheless, global headwinds have started to slow economic activity amid elevated inflationary
pressures, and the outlook remains subject to downside risks.

“The Central Bank of Costa Rica (BCCR) has responded proactively to the shocks facing the economy,
adjusting monetary policy in line with its data-dependent and forward-looking approach. Against a
difficult external environment, the BCCR is taking appropriate steps to strengthen its reserve position
and deepen the FX market, while promoting exchange rate flexibility. Important legal amendments are
underway to strengthen the BCCR’s governance, autonomy, and operational framework.

“Building on the strong fiscal performance to date, continued fiscal consolidation efforts is key,
supported by planned reforms to increase the fairness and progressivity of taxes, improve the equity
and efficiency of spending, and strengthen debt management. There is scope to re-examine the fiscal
rule, while ensuring its essential role in containing spending and reducing debt is preserved.

“The authorities have appropriately provided targeted support to alleviate the impact of inflation on the
most vulnerable. Advancing planned reforms to strengthen social protection alongside actions to
incentivize formal employment, improve the quality of education, and boost female labor force
participation will foster a more dynamic and equitable economy.

“The supervisory authorities’ continuous proactive monitoring of the financial system is important,
accompanied by critical reforms to strengthen bank supervisory and regulatory powers, enhance the
legal framework for bank resolution and deposit insurance and foster bank competition.

“The RSF arrangement will support Costa Rica’s ambitious agenda to build climate resilience and
transition to a zero-carbon economy. The authorities’ access request under the RSF arrangement is
underpinned by a strong reform package and will support ongoing initiatives to catalyze further
financing from official and private partners.”
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Costa Rica: Selected Economic and Financial Indicators

Output and Prices

Real GDP

GDP deflator

Consumer prices (period average)

Savings and Investment
Gross domestic saving
Gross domestic investment

External Sector

Current account balance
Trade balance

Financial account balance
Foreign direct investment, net

Gross international reserves (millions of U.S.

dollars)
-as percent of ARA metric
External debt

Public Finances 1/

Central government primary balance
Central government overall balance
Central government debt

Money and Credit

Credit to the private sector (percent change)
Monetary base 2/

Broad money

Memorandum ltems

Nominal GDP (billions of colones) 3/
Output gap (as percent of potential GDP)
GDP per capita (US$)

Unemployment rate

2019

2.4
2.6
21

14.8
16.1

8,937

132.5
47.8

-2.6
-6.7
56.4

-2.3
7.1
44.8

37,832
0.2
12,691
12.4

Sources: Central Bank of Costa Rica, and Fund staff estimates.
1/ For comparison purpose, starting from 2019, central government figures include public entities that are consolidated under the central government

from 2021 onwards as required by Law 9524.

2020

-4.1
0.2
0.7

14.8
15.8

-1
-2.7
=159
-2.6

7,232

105.4
50.8

-3.8
-8.4
67.2

3.4
8.3
55

36,356
-3.4
12,118
20

2021

7.8
21
1.7

16.4
19.7

=58
-4.4
-2.5
-4.8

6,921

94.2
51.3

-0.3
5,1l
68.2

3.7
7.9
54.1

39,993
0.1
12,436
13.7

2022

4.3
5.4
8.6

15.9
20.5

-4.6
-7.3
-4.6
5.1

8,241

98.9
54.6

1.1
43
67.2

6.2
7.3
48.9

43,992
0.8
13,159
125

2023

4.4
6.4

15.9
20.2

-4.3
7.4
-4.3
-4.9

8,695

100.2
5515

1.3
-4
66.3

7.2
48.5

47,275
0.3
13,868
13.2

2/ We use a narrower definition of monetary base that includes only currency issued and required reserves.

2024

2025

Projections

2026

(Annual percentage change)

3
S5
3.8

16.4
20

-3.6
-7.2
3.6
-4.9

o359

102
56.6

1.7
=82
65.8

5.8
7.3
48.6

50,410
0
14,321
13

3.2
3.1
3.3

16.5
19.8

-3.4

=313
-4.8

9,530

100.9
56

-2.6
64.8

6.5
7.3
48.8

53,662
-0.1
14,888
12

3/ National account data reflect the revision of the benchmark year to 2017 for the chained volume measures, published in January 2021.

IMF Communications Department
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PRESS OFFICER: JOSE DE HARO
PHONE: +1 202 623-7100EMAIL: MEDIA@IMF.ORG

@IMFSpokesperson

3.3
3
3

(In percent of GDP)

16.6
19.8

=82

=31
-4.8

10,261

103.1
56.2

2.2
-2.3
63.3

6.8
7.3
48.8

57,142
-0.1
15,526
10.5

2027

w

16.8
19.7

-2.9
-6.9
=2:9
-4.7

10,891

104.3
55.9

2.3
-1.9
61.8

6.8
7.4
48.9

60,752
0
16,189
9
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ANNEX 3: LETTER OF DEVELOPMENT POLICY

“i‘l'lidﬂndﬂ a0a3-2028 @I

COSTA RICA

LT TR DT y DECIDIENDD, WEE ]

17 de febrero del 2023
MH-DM-OF-0249-2023

Sefior

Michel Kerf

Director para Centroamérica v Repiblica Dominicana
Banco Mundial

Asunto: Carta de politica de desarrollo para “Politicas de Desarrollo de la Gestion del
Riesgo de Desastres en Costa Rica con Opcion de Desembolso Diferido por Catastrofe”
(CAT DDOQ)

Estimado sefior:

Tengo el agrado de dirigirme a usted en ocasion de saludarle y a la vez manifestarle el interés
que tiene el Gobierno de contar con un Préstamo de Politicas de Desarrollo (DPL) para la
Gestion del Riesgo de Desastres (GRD) con Opcion de Desembolso Diferido ante Catastrofes
{CAT DDO), lo anterior como parte del compromiso del pais en la mejora de su gesfion
financiera ante el riesgo derivado del impacto de fenomenos naturales. Por su posicion
geografica y factores economicos, Costa Rica presenta un nivel alto de exposicion y
vulnerabilidad ante las condiciones hidrometeorologicas, el cambio climatico v escenarios multi
amenazas. El pais tiene poblaciones en zonas expuestas al aumento del nivel del mar, zonas
propensas a erupciones volcanicas, sismos v terrenos inestables gue presentan degradaciones
por la ganaderia extensiva o por asentamientos no planificados proclives a deslizamientos de
tierra e inundaciones. El aumento en la intensidad v frecuencia de las sequias o excesos de
lluvia supone un riesgo grave contra la agricultura y 1a disponibilidad de recursos hidricos en
varias regiones del pais.

La Comision Macional de Prevencion de Riesgos y Atencion de Emergencias (CNE) y el
Ministerio de Planificacion Macional v Politica Economica (MIDEPLAN) estiman que entre el
2005 y el 2020 se registraron pérdidas en infraestructura, servicios, y produccion por un valor
de USD 3.358 millones debido a desastres. Ademas, se estima gue el 77,9% de la poblacion y
el 80,1% del PIB estan expuestos a un alto riesgo por miltiples amenazas. En el afio 2017 la
tormenta tropical Nate causd pérdidas que superaron los USD 380 millones y bajo la tormenta
tropical Eta en el afio 2020, combinadas con torrenciales lluvias en la costa del Caribe en julio
de 2021, afectaron al 70% del territorio del pais, en especial las regiones menos desarrolladas
¥ grupos mas vulnerables, exacerbando las desigualdades territoriales.

En el marco del didlogo permanente con el Banco Mundial para fortalecer las capacidades del
pais para hacer frente a estas amenazas vy la exitosa experiencia que tuvo el pais con el
instrumento CAT DDO en afos anteriores, el Gobierno del Presidente Rodrigo Chaves ha
solicitado la preparacion de una operacion de Préstamo de Politicas de Desarrollo (DPL) para
la Gestion del Riesgo de Desastres (GRD) con Opcion de Desembolso Diferido ante Catastrofes
{CAT DDO) por un monto de USD 160 millones. Esta operacion sumaria y complementaria el

Direcchon: San Jose, Avenida 2da Calle 1y 3 - Telb{506) 25394264 - www.hadienda.go.cr
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proyecto de inversion para financiar el Programa de Reconstruccion y Desarrollo Territorial
Resiliente al Clima, por un monto de USD 350 millones de dolares, el cual se encuentra en
preparacion y se enfocaria en apoyar los esfuerzos de reconstruccion del pais, v garantizar el
acceso a los servicios de GRD e infraestructura resiliente a los desastres v al clima en las
regiones vulnerables de Costa Rica.

Como operacion de proteccion financiera, el CAT DDO se concibe como un complemento ideal
al proyecto de inversion publica en resiliencia mencionado anteriormente, v en conjunto con el
paguete de financiamiento se permitira abordar directamente las condiciones de riesgo
existente en la infraestructura critica, lo que implicara reducir impactos futuros y a la vez
generara la proteccion financiera necesaria para enfrentar posibles emergencias y mitigar
riesgo residual.

Esta solicitud de un segundo CAT DDO se basa en la exitosa implementacion de la primera
operacion, el primer CAT DDO preparado por el Banco en su historia, ofrecid al pais una
seguridad fiscal adecuada para enfrentar diversos impactos de desasfre y promovio el
desarrollo del marco normativo e institucional del pais asi como el avance en procesos de
politicas plblicas en GRD, adaptacion al cambio climatico (ACC) y desarrollo territorial.
Asimismo, esta operacion se articula dentro de los compromisos de politica pablica que el
Gobierno ha asumido en la matera, principalmente con el Plan Macional de Desarrollo e
Inversion Publica, la Politica Nacional de Gestion del Riesgo (2016-2030), la Politica Nacional
de Adaptacion al Cambio Climatico 2018-2030, La Contribucion Nacionalmente Determinada
2021-2030, entre otros.

Para la operacion solicitada, el Gobiemo de Costa Rica se ha comprometido con dos (2) areas
de politica gue incluyen las siguientes acciones prioritarias en materia de fortalecimiento
institucional para la prevencion y atencion al riesgo de desastres y cambio climatico, que se
fundamentan en los avances en Politica Pablica iniciados y consolidados en el marco del primer
CAT DDO:

1. Consolidacion del marco institucional del Sistema Macional de Gestion de
Riesgo para reducir las vulnerabilidades subyacentes y aumentar la capacidad de
resiliencia financiera. Continuando las reformas vy resultados obtenidos a través del primer
CAT DDO, el Gobierno ha tomado medidas para fortalecer el marco institucional para la
gestion del riesgo de desastres mediante la aprobacion de: (a) Una Estrategia Nacional de
Gestion Financiera de Riesgo de Desastres (ENGFRD) enfocada en garantizar una
financiacion adecuada para afrontar estos riesgos fiscales, reforzar la resiliencia de las
inversiones pablicas en maltiples sectores e impulsar la comunicacion, la transparencia v la
rendicion de cuentas de la gestidn financiera de la GRD; (b) Una Estrategia para la
Incorporacion del Enfoque de Igualdad de Génerc en el Sistema Macional de Gestion de
Riesgo (SMNGR), un marco obligatorio para la inclusion de la igualdad de género en los
procesos de reduccion, preparacion, respuesta y recuperacion de riesgos, incluidos en la
Politica v el Plan Macional de GRD, que establecen la igualdad de género como enfogue
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transversal; y (c) el desarrollo del Plan de Accion 2022-2026 de la Politica Nacional de
Adaptacion al Cambio Climatico, un marco de referencia para la incorporacion de criterios de
adaptacion climatica en los planes anuales de inversion para todas las instituciones plblicas
del pais. Cabe destacar, que este se articula con la Politica Nacional de Gestion del Riesgo y
los compromisos asumidos por el pais en materia de cambio climatico.

2. Fortalecimiento de las capacidades territoriales para la resiliencia ante los
desastres y el clima con el fin de mejorar la proteccion del medic ambiente, la
continuidad de los servicios y la aplicacion de los instrumentos de planificacion
regional. La Asamblea Legislativa de Costa Rica aprobd una Ley para el desammollo sostenible
de la cuenca del Rio Sarapigui, una de las cuencas mas vulnerables ante amenazas y
desastres. Para la proteccion de su cauce principal resulta necesario aumentar la capacidad
institucional y los instrumentos de planificacion territorial ambiental a nivel local que posibiliten
la gestion integral en pro de la conservacion y el desamolle sostenible de los recursos hidricos,
culturales y de biodiversidad. Asimismo, esta debe incluir medidas de reduccion de riesgos v
control de inundaciones como principal amenaza a la que esta expuesto dicho territorio.

Dada la importancia de fortalecer la capacidad institucional para la formulacion e
implementacion de este programa, se le solicita al Banco coordine con el equipo del Ministerio
de Hacienda a fin de concretizar e implementar |la preparacion de esta operacion crediticia por
la suma de hasta USD 160 millones.

Finalmente, no omito mencionar que en caso de que el financiamiento sea oforgado, se
procedera a cumplir con &l marco juridico nacional para la aprobacion y confratacion del
endeudamiento pablico, asi como con la aprobacion de la Asamblea Legislativa.

Atentamente,
NOGUI ACOSTA [t accern sem mmay
JAEN {FIRMA} .FI;:II;:I.?UBD!JFDMEEB
M.E_E. Nogui Acosta Jagn
Ministro de Hacienda
TAR

C= 5r. Alejandm Piosdo Edusrte, Presidenis, Comision Macional de Prevencidn de Rizsgos y Atsncidn de Ememencias.
Sr. Luis GuSérmez puiendo, Jefe de Operaciones, Representaoidn en Costa Rica, Banco Mundial

Ferodo digitsimen |
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Unofficial translation of Letter of Development Policy

February 17, 2023
MH-DM-OF-0023-2023

Mr.

Michel Kerf

Country Director for Central America and the Dominican Republic
The World Bank

Subject: Letter of Development Policy on Development Policy Loan with a
Catastrophe Deferred Drawdown Option (Cat DDO) for Disaster Risk Management
in Costa Rica.

Dear sir,

It is my pleasure to reach you and express the Government’s interest in a Development
Policy Loan (DPL) with a Catastrophe Deferred Drawdown Option (Cat DDO) for Disaster
Risk Management (DRM) in Costa Rica, as part of the Country’s commitment to enhance
its financial risk management in the face of natural hazards. Due to its geographic
position and economic factors, Costa Rica is highly exposed and vulnerable to hydro
meteorological conditions, climate change and multi-hazard scenarios. There are
populations throughout areas exposed to sea level rise, volcanic eruptions, earthquakes,
and unstable soils degraded by extensive cattle raising or informal settlements prone to
landslides and floods. The increasing intensity and frequency of droughts and excess
rainfall pose a serious threat to agriculture and the availability of water resources across
several regions nationwide.

The National Risk Prevention and Emergency Commission (CNE) and the Ministry of
National Planning and Economic Policy (MIDEPLAN) estimate that between 2005 and
2020, disasters caused infrastructure, services, and production losses amounting to
US$3.358 billion. Furthermore, it is estimated that 77.9% of the population and 80.1% of
GDP are at high risk due to multiple hazards. In 2017, tropical storm Nate caused losses
exceeding USD 380 million while tropical storm Eta in 2020, when coupled with heavy
rains along the Caribbean coast in July 2021, impacted 70% of the country’s territory,
especially the least developed regions and the most vulnerable groups, exacerbating
territorial inequalities.

As part of the ongoing dialogue with the World Bank on strengthening the country’s
capacities to cope with these threats and given its successful experience with the CAT
DDO instrument in the previous years, the Administration of President Rodrigo Chaves
has requested the preparation of a USD 160 million Development Policy Loan (DPL) with
a Catastrophe Deferred Drawdown Option (Cat DDO) for Disaster Risk Management
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(DRM). This operation would aggregate and complement the investment project to
finance the US$350 million Costa Rica Climate Resilient Recovery and Territorial
Development Project, now under preparation, which would support the country’s
reconstruction efforts and secure access to DRM services and disaster- and climate-
resilient infrastructure in vulnerable regions of Costa Rica.

As a financial protection operation, the CAT DDO is envisaged to ideally complement the
resilience public investment project above, and in tandem with the financing package,
will directly address the risk conditions currently found in critical infrastructure, thereby
reducing future impacts while generating the necessary financial protection to deal with
potential emergencies and mitigate residual risk.

This request for a second CAT DDO is based on the successful implementation of the
previous operation, the first CAT DDO prepared by the Bank in its history. It provided the
country with adequate fiscal protection to face different disaster impacts and advanced
the country’s regulatory and institutional framework, as well as public policy-making
processes in DRM, climate change adaptation (CCA) and territorial development. This
operation is also part of the public policy commitments that the Government has
undertaken in this field, particularly the National Development and Public Investment
Plan, the National Risk Management Policy (2016-2030), the National Policy on
Adaptation to Climate Change 2018-2030, The Nationally Determined Contribution 2021-
2030, among others.

Regarding the proposed operation, the Government of Costa Rica is committed to two
(2) policy areas that include the following priority actions: institutional strengthening for
disaster risk prevention and response and climate change, built on the advances in public
policy introduced and consolidated under the first CAT DDO:

1. Strengthening the institutional framework of the National Risk
Management System to reduce underlying vulnerabilities and enhance financial
resilience. By pursuing the reforms and outcomes accomplished under the first CAT
DDO, the Government has taken steps to strengthen the institutional framework for
disaster risk management by approving: (a) A National Disaster Risk Financing
Strategy (ENGFRD) focused on securing adequate financing to address these fiscal
risks, reinforcing the resilience of public investments across multiple sectors, and
enhancing communication, transparency, and accountability of DRM financial
management; (b) A Strategy for incorporating the Gender Equality Approach into the
National Risk Management System (SNGR), a mandatory framework for the inclusion
of gender equality in risk reduction, preparedness, response and recovery, embedded
into the National DRM Policy and Plan, establishing the gender equality as a cross-
cutting approach; and (c) Action Plan 2022-2026 of the National Policy on Adaptation
to Climate Change, a reference framework for mainstreaming climate adaptation
criteria in annual investment plans across all national public institutions. Note that this
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is consistent with the National Risk Management Policy and the climate change
commitments undertaken by the country.

2. Strengthening territorial capacities in disaster and climate resilience to
improve environmental protection, continuity of services and implementation of
regional planning instruments. Costa Rica’s Legislative Assembly passed a law for
Sarapiqui River Basin Sustainable Development, a watershed that is among the most
vulnerable to hazards and disasters. To protect its main riverbed, there is a need to
build up institutional capacity and environmental territorial planning instruments locally
to enable integrated conservation management and sustainable development of water,
cultural, and biodiversity resources. It should also seek risk reduction and flood
management measures to reduce flooding as the primary threat to which the area is
exposed.

Given the importance of strengthening the institutional capacity for formulating and

implementing this program, the Bank is asked to work in coordination with the Ministry of
Finance team towards the preparation and implementation of this credit operation for up

to USD 160 million.

Finally, | must point out that if this financing is granted, we will comply with the national

legal framework governing the approval and contracting of public debt, including the

Legislative Assembly's authorization.

Yours truly,

NOGUI ACOSTA ACOSTA SAEN (SIGNATURE)
JAEN (SIGNED) Date: 2023.02.17 09:32:26
-06'00

M.E.E. Nogui Acosta Jaén
Minister of Financing

Cc:
Mr. Alejandro Picado Eduarte, President, National Commission for Risk Preventio and Emergency Response
Mr. Luis Gutierrez Izquierdo, Chief of Operations, World Bank Office in Costa Rica

Digitally signed by Digitally signed by MELVIN
ROSAURA ROSSAURA TRIGUEROS MELVIN FERNANDO -8 B8 i QUI){?OS ROMERO
TRIGUEROS ELIZONDO (SIGNATURE) QUIROS ROMERO (g icnaTURE)

ELIZONDO (SIGNED) Date: 2023.02.17 09:06:17 (SIGNED) Date: 2023.02.17 09:25:00 -06'00"
-06'00

Apptoved by: Rossaura Trigueros Elizondo

Coordinator, Department of Coordination and Control Approved by: Melvin Quirés Romero
of Public Debt Public Credit Director

Public Credit Directorate
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ANNEX 4: ENVIRONMENT AND POVERTY/SOCIAL ANALYSIS TABLE

Significant Significant poverty,

positive or social or
Prior Actions negative distributional
environment effects positive or
effects negative

Operation Policy Area 1: Consolidating the institutional framework of the National Disaster Risk
Management System to reduce underlying vulnerabilities and to increase capacity for financial
resilience.

Prior action #1
The Borrower has taken measures to strengthen the inclusive and resilient financial
management of disaster risks, including those related toclimate change, by adopting
a national strategy for financial management of disaster risks and approving No Yes
mandatory requirements for its implementation, as evidenced by the national Positive
strategy for financial management of disaster risks published in the Ministry of
Finance’s website and Decree No. 43663-H, published in the Official Gazette No. 182
on September 26, 2022.
Prior action #2
The CNE has approved a strategy for mainstreaming gender equality in the national
risk management system, to guarantee the inclusion of gender equality, non-
discrimination, and an intersectional approach in the analysis of differentiated No Yes
vulnerabilities within the following three multisectoral subsystems: (a) risk reduction, Positive
(b) preparedness and response, and (c) recovery, as evidenced by the 2023-2027
strategy published in CNE’s website and Agreement No. 244-12-2022 of the CNE’s
Board of Directors dated December 15, 2022 and published in CNE’s website.
Prior action #3
The Borrower has taken measures to increase climate change adaptation in key
government sectors at the national and regional level by adopting the action plan Yes
for the National Policy on Climate Change and approving mandatory requirements Positive
for its implementation, as evidenced by the action plan 2022-2026 published in
MINAE’s website and Decree N° 43491-MINAE, published in the Official Gazette No.
89 on May 16, 2022.
Operation Policy Area 2: Strengthening of territorial capacities to promote climate adaptation through the
implementation of regional planning instruments.

Yes
Positive

Prior action #4

The Borrower has strengthened its regional and territorial management tools for
enhanced integrated water resources management in the Sarapiqui basin through
the approval of a legal framework including risk management and climate change
adaptation measures for the environmental protection of the basin and planning and
management instruments to promote the conservation and sustainable development
of its biodiversity and water resources, as evidenced by Law No 10,152, published in
the Official Gazette No. 77 on April 28, 2022.

Yes Yes
Positive Positive
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ANNEX 5: FIRST DISASTER RISK MANAGEMENT DEVELOPMENT POLICY LOAN WITH A CAT DDO
(P111926)

1. The first DPL with a Cat DDO was a single tranche operation for which Prior Policy Actions were fully
implemented. The operation, in the amount of US$65 million, was approved by the Bank’s Board of Directors on
September 16, 2008 and declared effective on March 5, 2009. The original closing date was October 30, 2011. This first
DPL with a Cat DDO was renewed twice, for a total duration of nine years, and it closed October 30, 2017. The government
requested a third extension on March 23, 2017 that was not granted due to unstable macroeconomic conditions assessed
at the time. Over the nine years of implementation, the GoCR used the entire amount for responses to three disasters
through six withdrawals. A total of US$25.318 million were disbursed to support the government’s response to the
Chinchona Earthquake of January 8, 2009 in four withdrawals: USS12 million on July 8, 2009; US$3.038 million on
November 25, 2009; US$9.02 million on March 30, 2010; and, US$1.26 million on December 30, 2010. The fifth withdrawal,
in the amount of USS 8.665 million was requested on August 10, 2011 in response to Tropical Storm Nicole of September
30, 2010. The final withdrawal, for the total remaining amount of USS 31.017 million, was requested by the government
on July 10, 2017 to provide financial resources to reduce the impacts on the fiscal balance after Hurricane Otto of
November 17-25, 2016.

2. The overall progress of the reform program (both Progress with Implementation and Achievement of Program
Objectives) was deemed Satisfactory. As documented in the Implementation Completion Report (ICR),®” the Program was
rated Satisfactory as the operation fully achieved the PDO as well as the instrument’s objective to provide financial
resources in the aftermath of a disaster was deemed satisfactory. With technical support from the Bank, the government
continued to effectively address four policy issues that have been the focus of the DPL with a Cat DDO: (i) understanding
risk; ii) investing in risk reduction and resilience; and (iii) strengthening of risk governance and, (iv) enhancing
preparedness for more efficient response and build back better.

3. The first Cat DDO operation focused on strengthening the government's DRM institutional and regulatory
framework and promote risk analysis and reduction in national and sectorial planning. The two policy areas of the DRM
program that were directly supported by the operation were: (i) strengthening the institutional and legal framework; and
(i) mainstreaming disaster risk in the national development and investment programs. Four key indicators were
established around these policy areas and four additional performance indicators were agreed with the Borrower at the
time of the second renewal in 2014 and regularly monitored, but no restructuring took place to formally add them to the
operation (See Table 1).

4. Prior Action 1. Adoption of DRM Law No. 8488 and its regulation®®. The enactment of Costa Rica’s National
Emergency Law, Law N0.8488, promotes risk prevention as a shared responsibility of all Government entities representing
a paradigm change in the country’s DRM institutional and operational framework, shifting from an emergency-oriented
management toward a comprehensive risk management. Law No. 8488, and its regulation mandates the implementation

67 October 17, 2018.
https://worldbankgroup.sharepoint.com/sites/P111926/Shared%20Documents/Forms/Allitems.aspx?id=%2Fsites%2FP111926%2FShare
d%20Documents%2FProject%2FICR%20Main%20Document%2Edocx&parent=%2Fsites%2FP111926%2FShared%20Documents%2FProje
ct%2F

68 Law No. 8.488 was approved by the Legislative Assembly on November 22, 2005 and published on January 11, 2006. The regulation
was published under Executive Decree No. 34.361-MP on March 13, 2008.
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of actions aimed at reducing disaster risk, by among others improving the understanding of the country’s disaster risks,
multi-hazard mapping, and identification of vulnerable groups, including the poor, to implement effective, targeted risk
reduction interventions that contribute to protect their lives and livelihoods. Law No. 8488 enabled a significant
strengthening of CNE coordinating role, reestablished as a multi-institutional system, tasked to lead all efforts related to
risk prevention, emergency preparedness, and response. The same law also established the National System for Risk
Management, which is coordinated by CNE and integrates the risk reduction and emergency relief efforts of public entities,
the private sector, and civil society at the national, municipal, and regional levels. These provided an adequate institutional
environment for the implementation of this DPL with a Cat DDO operation and the successful achievement of its PDO.

5. Prior Action 2. Implementation of a mandatory contribution of 3 percent of financial surplus or profit from all
governmental institutions to be transferred to the National Emergency Fund.®® The NEF created by Law No. 8488 and its
capitalization rule, became the primary and permanent source of funding that the GoCR has within its ongoing budget to
address requirements derived from emergencies. As documented in the ICR, throughout the program implementation,
CNE, with the strong support of the GoCR’s General Controller’s Office, was able to increase the resources collected from
government agencies and transferred to the NEF to the mandated contribution of all government agencies fiscal surplus.
In addition, CNE implemented a sound management strategy of NEF implementing provisions based on historical analysis
of fiscal liabilities to ensure that adequate liquidity is always available to address any evolving emergency. This instrument
has served as pillar to build institutional capacity and experience for emergency financing which ultimately resulted in the
adoption of a DRF Strategy - combining FNE with the first Cat DDO operation and an insurance policy for public assets -
achieving an efficient and strategic use of these instruments combined.

6. Prior Action 3. Incorporation of DRM in the NDP 2006-20107°. This NDP mandated the inclusion of DRM into
all development policies in line with the efforts to contribute with the Millennium Development Goals and priority actions
stablished in the Hyogo Framework for Action (2005-2015). The NDP, assigned CNE four goals related to DRM: (a)
establishment of the National Risk Management System; (b) design and implementation of the National Risk Management
(NRM) Plan; (c) strengthening of early warning systems; and (d) addressing risk management at the community level. DRM
continued to be a development priority thorough the program’s implementation being reaffirmed in the 2011-2014 and
2015-2018 NDPs. The 2015-2018 NDP defined DRM and climate change adaptation (CCA) as a cross-cutting theme and
emphasizes the importance of mainstreaming this topic and building capacity not only at the national level, but also at all
subnational levels. As a result, DRM is reflected in the NDP 2015—-2018 a cross sectoral development objective related to
public health, education, tourism, and other sectors.

7. Prior Action 4. Incorporation of disaster risk analysis in the Ministry of National Planning and Economic Policy
screening of investments. As part of the efforts to mainstream risk reduction and climate change adaptation, MIDEPLAN
put in place several methodological guidelines, technical norms, and procedures to include DRM considerations in the
preparation of public investments. In 2009, MIDEPLAN published the general methodological guide for the identification,
formulation, and evaluation of public investment projects, which includes a chapter on risk analysis. Furthermore,
MIDEPLAN developed and published technical norms, guidelines, and procedures for public investment’® for which public
officials were trained on the integration of disaster risk considerations in public investment decision-making processes. To
support risk analysis in the public investment process, MIDEPLAN consolidated and made available historical data of
economic losses caused by past catastrophic

% The NEF was created under article43 of Law No. 8.488, and further specifications regarding its funding are provided under the regulation (Decree No.
34.361-MP), particularly under articles 38 and 39.

70 The NDP 2006—2010 was approved by Executive Decree No. 33.608 on January 25, 2007.

" Decree No. 35.374-PLAN of July 2009
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Table 1. Summary of Progress in Implementing the Program’s Results Indicators and Targets as of Closing Date

Prior Action

Original Key Outcome Indicators (KOI)

Revised KOl/target (as agreed during the second
renewal)

Policy Area Issue # 1: Strengthening of the institution

al and legal framework

Adoption of Law No. 8488 and its regulation

Law No. 8.488 was approved by the Legislative
Assembly on November 22, 2005 and published on
January 11, 2006. The regulation was published
under Executive Decree No. 34.361-MP on March
13, 2008.

KOI: Increased GoCr capacity for disaster risk reduction

Strengthened regulatory and institutional
framework for DRM through an enhanced
capacity of CNE to coordinate and
incentivize DRM activities.

Implementation of five selected strategic goals of
the National DRM Plan 2010-2015

(Baseline:0, target: 5, achieved 7)

Implementation of a mandatory contribution of 3
percent of financial surplus or profit from all
governmental institutions to be transferred to the
FNE.

The FNE was created under article 43 of Law No.
8.488, and further specifications regarding its
funding are provided under the regulation (Decree
No. 34.361-MP), particularly under articles 38 and
39.

KOI: Ensure resource allocation for disaster risk prevention and reduction programs

Well-funded and functional Fondo Nacional
de Emergencias (FNE) as part of the
Disaster Risk Management Program

Design of a financial strategy for Disaster Risk
Management

(baseline: No Strategy, target: strategy
developed, achieved)
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Prior Action

Original Key Outcome Indicators (KOI)

Revised KOl/target (as agreed during the second
renewal)

Policy Area Issue # 2: Mainstreaming Disaster Risk in the National Development and Investment Programs

Incorporation of DRM in the NDP 2006-2010.

The NDP 2006—-2010 was approved by Executive
Decree No. 33.608 on January 25, 2007.

KOI. Mainstream DRM in the country’s development programs

Key line ministries annual programs include
risk analysis and risk reduction initiatives

Mainstream DRM in planning programs at the
sub national level.

(baseline: DRM planning programs at national
level only, target: mainstreaming DRM in
planning programs at subnational levels,
achieved: 25 municipalities developed master
plans that included DRM considerations.)

Incorporation of disaster risk analysis in the
Ministry of National Planning and Economic Policy
(Ministerio de Planificacién Nacional y Politica
Econémica,MIDEPLAN) screening of investment
projects.

KOI: Reduce the generation of new risk by ensuring that new investments are compliant

with safe disaster management practices.

An increased proportion of projects
approved by MIDEPLAN have properly
integrated DRM considerations.

Increased capacity for incorporating disaster risk
analysis in the public investment process

(baseline: Capacity for incorporating disaster risk
at minimum, target: Capacity building for
incorporating disaster risk in the public
investment process. Government officials trained
in disaster risk analyses in public investments,
achieved)
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