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T H E  L A W  F I R M  O F  C E N T R A L  A M E R I C A

The Costa Rican government needs to access the debt markets every year to be able to
finance approximately 50% of its budget. To obtain the financing needed, the government

has two financing sources: the internal debt market and the external debt market. Although
generally, the liquidity, interest rates and macroeconomic effects are more favorable when
resorting to the external debt market, the amounts that the state can capture through this
mechanism are limited by constitutional mandate, given that all externall debt is required to
be approved by two third parts of Congress. This difficulty and political/legal reality has
resulted in approximately 72% of the government's financing needs to be covered by internal
debt.

This does not mean that foreign investors cannot participate in the local debt market, any
person can do so as long as they subject themselves to the rules for a local debt issuance. A
foreign investor may consider their participation in the internal market attractive given that
the rates are higher than those in the external debt market. The government, on the other
hand is interested in attracting investment to this market to improve liquidity, avoid the
pressure for local interest rates, and lowering its financing costs.

APPROVAL OF THE LAW FOR THE
PROMOTION AND LIBERALIZATION

OF THE COSTA RICAN INTERNAL
DEBT MARKET



However, there are some practical impediments that prevent more foreign investors from
participating in the local debt markets and which have been dealt with under this new law.

One of the issues that limit foreign participation in internal debt bonds is the legal uncertainty
over the tax treatment for these investments, given that there its no clarity as to whether such
payments are subject to remittances tax or capital gains tax. The new law reforms the income
tax law to clarify that foreign investors will only pay a 15% withholding tax over the interest
paid for locally issued debt bonds.

Another issue that is dealt within the new law is the capacity of the Ministry of Treasury for
making payments into foreign accounts, in the same manner as it makes the payments to the
external debt market. In this case, the law establishes that the Ministry may use international
wire payment systems to fulfill their payment obligations.

Lastly, the new law introduces the possibility of local custodian entities being able to provide 
 sub-custodian services to foreign custodians or capital market vehicles. This allows local
custodians to avoid the tedious process of identifying each investor to comply with KYC
policies but rather, deal solely with the foreign custodian and verify that such entity complies
with its country’s KYC regulations.

This legal reform clears up several pre-existing doubts about the participation of people
domiciled abroad in the Costa Rican internal debt market. It is not expected that it will cause a
significant change in market conditions (price of debt, rates, interest) but it does provide
greater legal certainty and can slightly improve margins and liquidity in the domestic market. A
change that would mean a stronger change in market conditions could come if the collection
of the 15% withholding tax that is charged on the interest received by investors is repealed, but
it seems that the government and the congressmen do not want to take that step at the
moment.
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