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Abstract

It is widely accepted in the literature of Foreign Direct Investment (FDI) that an influx of financial capital from foreign sources may complement domestic financial capital and thereby may play a determinant role in fostering economic development in a particular country. Based on this above-mentioned statement,  this investigative scientific  project  is an attempt to use the Global Trade Analysis Project (GTAP) models,  a standard Computable General Equilibrium model (CGE) , to establish the link between FDI in Costa Rica and some specific  economic variables such as productivity, income, saving , GDP and welfare. This work is an initial work that will culminate in a comprehensive evaluation of many Latin American countries’ economic performance using GTAP. 
This first paper will serve as template to study the rest of the countries in Latin America that will be part of this project. It will be a quantitative experiment to study the effect of an increase or decrease of influx of FDI from the rest of world in Costa Rica. In order to conduct that research, a multi-step methodology is implemented. First, the hypotheses are set by pair of variables that attempt to establish the cause and effect relationship. FDI is always used as the exogenous variable and will determine the value of the following endogenous variables that are used such productivity in GDP, upstream industry, productivity in downstream industry, income, savings and well-being.
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I. Introduction 

The motivation of the paper stems from the reluctance of most Latin American countries regarding the use of foreign capital as economic strategy or catalyst in order to spur economic growth. This reluctance is the fruit of the negative experience of the region during colonial period and the cold war. Despite the evident growth that three Latin American economies, Costa, Chile and Colombia, have been experiencing during the past four decades that is mostly attributable to the increasing flow of foreign capital, the consensus among economist is still mixed or negative. Costa Rica is chosen among these countries because of the steady growth experienced since 1990 when the policy change started to encourage the acceptance and the implementation of more FDI within its borders.   

As previously mentioned, it is understandable that in the literature of FDI, there are plethora of research that analyze and confirm the effect of FDI on economic growth and other economic variables. However, this research will innovate by using the GTAP model to address the question from a different angle. This paper uses the GTAP data base 7 to analyze the effect of FDI on the upstream and the downstream industries, income level, savings and welfare.

From the methodology standpoint, the paper is a quantitative experiment to study the effect of an increase or decrease of influx of FDI from the rest of world in Costa Rica. In order to conduct that research, a multi-step methodology is implemented. First, the hypotheses are set by pair of variables that attempt to establish the cause and effect relationship. FDI is always used as the exogenous variable and will determine the value of the following endogenous variables that are used such productivity in GDP, upstream industry, productivity in downstream industry, income, savings and well-being.

 In the first steps of the research, a statistical analysis of the data pertaining to the pair variables being investigated and that are defined in the hypotheses is conducted. A regression analysis is executed for each pair of endogenous and exogenous variables that reflect the research question and the hypotheses. 

In the second part of the methodology, the research will start with an equilibrium level that would serve as a baseline for the experiment. Then the model will be shocked with a 10 % increase in FDI from the baseline equilibrium level. In the third part of the experiment the model will be shocked again, but this time with a decrease in FDI by 10% from the equilibrium level. 

The research expects the result to prove an elastic responsiveness resulting from the change in the level of FDI. That is a 10% increase in FDI in Costa Rica may trigger an increase by more than 10% in income, savings and productivity in upstream and downstream industries and GDP.

III.
Methodology
From the methodology standpoint, the paper is a quantitative experiment to study the effect of an increase or decrease of influx of FDI from the rest of world in Costa Rica. In order to conduct that research, a multi-step methodology is implemented. First, the hypotheses are set by pair of variables that attempt to establish the cause and effect relationship. FDI is always used as the exogenous variable and will determine the value of the following endogenous variables that are used such productivity in GDP, upstream industry, productivity in downstream industry, income, savings and well-being.

 In the first steps of the research, a statistical analysis of the data pertaining to the pair variables being investigated and that are defined in the hypotheses is conducted. A regression analysis is executed for each pair of endogenous and exogenous variables that reflect the research question and the hypotheses. 

In the second part of the methodology, the research will start with an equilibrium level that would serve as a baseline for the experiment. Then the model will be shocked with a 10 % increase in FDI from the baseline equilibrium level. In the third part of the experiment the model will be shocked again, but this time with a decrease in FDI by 10% from the equilibrium level. 

II. Results

The preliminary research results prove an elastic responsiveness resulting from the change in the level of FDI. That is a 10% increase in FDI in Costa Rica may trigger an increase by more than 10% in income, savings and productivity in upstream and downstream industries and GDP.
V.
Discussion
The paper will serve as a guideline for future policy initiative in favor of an increase in FDI in many countries in the region as whole which has been experiencing one of the slowest economic growths in the world during the past 50 years. This slow pace growth and the failure of the Latin America as a whole to be a major player in the world economy have prompted many world economists and thinkers to classify it as the  “forgotten continent.”

VII.
Conclusion  
This paper is an analysis of the effect of Foreign Direct Investment in Costa Rica. I will serve as a template to perform further analysis on the effect of FDI in many Latin American Countries. This work may not be considered as final. However, it has open the door for many other studies    
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Activities Commodities Labour Capital Households Enterprises Government S-I Inventory Ind. taxes Sales/cons. Tax Inc. tax Imp. taxes Exp. taxes Subsidies ROW TOTAL

Activities 0 5,133,562 0 0 0 0 0 0 0 0 0 0 0 0 0 0 5,133,562

Commodities 2,414,407 0 0 0 2,168,884 0 390,087 538,478 1,161 0 0 0 0 0 45,541 1,215,914 6,774,472

Labour 1,345,052 0 0 0 0 0 0 0 0 0 0 0 0 0 0 3,315 1,348,367

Capital 1,303,294 0 0 0 0 0 0 0 0 0 0 0 0 0 0 39,815 1,343,109

Households 0 0 1,345,052 659,818 0 7,566 456,807 0 0 0 0 0 0 0 0 34,213 2,503,456

Enterprises 0 0 584,264 0 0 0 0 0 0 0 0 0 0 0 0 584,264

Government 0 0 0 0 0 0 0 0 0 70,809 175,846 506,979 95,290 39,269 0 10,369 898,562

S-I 0 0 0 0 141,385 249,273 5,670 0 0 0 0 0 0 0 0 143,311 539,639

Inventory 0 0 0 0 0 0 0 1,161 0 0 0 0 0 0 0 0 1,161

Indirect taxes 70,809 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 70,809

Sales/cons. Tax 0 175,846 0 0 0 0 0 0 0 0 0 0 0 0 0 0 175,846

Income tax 0 0 0 0 192,997 313,982 0 0 0 0 0 0 0 0 0 0 506,979

Import taxes 0 95,290 0 0 0 0 0 0 0 0 0 0 0 0 0 0 95,290

Export taxes 0 39,269 0 0 0 0 0 0 0 0 0 0 0 0 0 0 39,269

Subsidies 0 0 0 0 0 0 45,541 0 0 0 0 0 0 0 0 0 45,541

ROW 0 1,330,505 3,315 99,027 190 13,443 458 0 0 0 0 0 0 0 0 0 1,446,937

TOTAL 5,133,562 6,774,472 1,348,367 1,343,109 2,503,456 584,264 898,562 539,639 1,161 70,809 175,846 506,979 95,290 39,269 45,541 1,446,937 

Source: Own construction based on national accounts data from the Central Bank of Costa Rica.

Column totals 5,133,562 6,774,472 1,348,367 1,343,109 2,503,456 584,264 898,562 539,639 1,161 70,809 175,846 506,979 95,290 39,269 45,541 1,446,937

Consistency check: 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
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