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The stable outlook incorporates Costa Rica's broad continuity in key economic policies following
elections earlier this year. We expect the government's fiscal consolidation to continue, despite a
mild deceleration in free-trade-zone activity and economic growth.

The outlook also incorporates our expectation of progress to obtain multiannual approval for
external borrowing from the Legislative Assembly.

Downside scenario

We could lower the rating in the next 12-18 months if expansive fiscal policy or an unexpectedly
severe and prolonged economic slowdown were to result in persistently worse fiscal outcomes.
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Costa Rica 'BB/B' Ratings Affirmed; Outlook Remains Stable

Continued delays in accessing external official and commercial borrowings could tighten
conditions in the domestic debt market, weakening public finances and leading to a downgrade.

Upside scenario

We could raise the ratings in the next 12-18 months if the government were to strengthen its
economic and fiscal resilience via a more pronounced fiscal consolidation path and keeping net
general government debt on a downward trajectory. An enhanced policy coordination between
the executive and the legislative branches of government allowing for approval of structural
reforms that help ensure a favorable fiscal trajectory and sustained rapid economic growth could
also result in an upgrade.

Rationale

Our 'BB' ratings on Costa Rica reflect the country's stable democracy, solid checks and balances,
prosperous standard of living compared with those of regional peers, and the strengthening of
external buffers over the past years. Costa Rica's fiscal and debt profile, which include spending
rigidities and vulnerabilities related to slow policymaking that have at times limited the
government's access to external financing, constrain its ratings. Such obstacles reduce the
predictability of debt management and the government's financial flexibility.

Institutional and economic profile: Lower political fragmentation could
allow for more rapid passage of reforms as economic growth slows

e The stability of Costa Rica's political institutions and its comparatively high human
development provide a solid base to attract foreign investment.

e Following elections in February 2026, the governing party's larger representation in the
Assembly could resolve long-standing delays in passing legislation, such as approval of
external borrowings, while sustaining fiscal consolidation efforts.

o We expect GDP growth at 3.5% over the next four years, slightly decelerating due to lower
dynamism in free-trade zones.

We believe that lower fragmentation in the Legislative Assembly could enable more timely
passage of laws and more structural reforms. Costa Rica held presidential and legislative
elections in February 2026, and conservative candidate Laura Fernandez won in the first round
with 48% of the votes. The governing party increased its representation in the Assembly,
achieving a simple majority with 31 out of the 57 seats. In addition, former President Rodrigo
Chaves is the Minister of the Presidency and Minister of Finance. This is a stark difference with
the last four years, in which the official party held only nine seats and had to negotiate across
party lines, at times leading to delays in passing legislation.

The government's capacity to approve legislation is being tested. It has already presented a bill
authorizing external borrowing of $13.5 billion over nine years. If approved, the law could reduce
the risk of delays in international debt issuances, which have caused stress in the domestic debt
market over the past few years.

The government continues to discuss the possibility of amending the constitution to streamline
the external borrowing approval process by removing the need for a two-thirds majority for every
debtissuance or multilateral loan. Passage of structural reforms that require a two-thirds
majority (38 out of the 57 votes) is likely to be difficult, given the polarization in the Assembly.
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Following years of fast economic growth spurred by dynamic free-trade zones, Costa Rica's
economy is marginally decelerating. We expect GDP growth of around 3.5% over the coming
years, supported by Costa Rica's favorable business climate, stable institutions, and well-
educated workforce, which have bolstered high-end export-oriented manufacturing (such as
medical devices), nearshoring, tourism, and service industries. That said, global trade uncertainty
and increased costs following exchange rate appreciation may dent the recent dynamism of the
free-trade zones.

We expect Costa Rica's GDP per capita to increase to $20,900 in 2026, from around $12,000 a
decade ago. This is partly explained by the domestic currency's appreciation following large
foreign currency inflows. Costa Rica's economy has been growing above its long-term trend
growth rate over the past few years, although we project a mild deceleration moving forward.

Flexibility and performance profile: Continued improvement in
external buffers mitigates the risk of potential delays in international
debt issuances

e Costa Rica's external position has improved thanks to growing exports and solid foreign direct
investment (FDI) inflows leading to higher international reserves.

e The government remains committed to fiscal consolidation but faces challenges from
spending rigidities, worsening social security balances, and a high interest burden.

e Timid domestic demand and strong exchange rate appreciation have created deflationary
pressures recently.

Costa Rica's external position has improved on the back of higher exports and strong FDI inflows,
which have led to exchange rate appreciation. International reserves rose to almost $21 billion in
July 2026 from $6 billion-$8 billion during the past decade. As a result, we forecast gross external
financing needs to decline to around 87% of current account receipts (CAR) and usable reserves
in the next three years. Furthermore, the country has negotiated contingent flexible credit lines
that bolster its external buffers against potential shocks, such as a $1.5 billion flexible credit line
from the IMF and a $160 million catastrophe deferred drawdown option (CAT-DDO) with the World
Bank. There is also another contingent credit line and a deferred drawdown option with
multilaterals to be approved by the Assembly.

The export-driven growth over the past few years has translated into a consistent improvement
in the country's external debt profile. We project a mild deceleration of exports from free-trade
zones, which consist mostly of high-tech manufacturing for electronic and medical devices and
services. However, the country should post current account deficits (CADs) of 1.0%-1.5% of GDP
for the next four years, which will be fully covered by FDI, estimated at around 4.5% of GDP
annually. As a result, we expect narrow net external debt to continue falling and average 7% of
CARs for the next four years.

The government has remained committed to fiscal consolidation measures, although spending
rigidities and fiscal risks from social security continue to weigh on public finances. We project the
government to gradually return to primary surpluses of around 1% of GDP over the next few
years. However, a hefty interest burden of about 19% of government revenues (or 4.4% of GDP)
will sustain moderately high overall fiscal deficits.

We expect the annual change in net general government debt to average 4.4% of GDP for the
next four years. Debt refinancings have helped reduce the interest cost of the more expensive
domestic debt since 2022, although it continues to be one of the main constraints on Costa
Rica's efforts to lower its fiscal deficit.
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We expect net general government debt to remain just above 60% of GDP for the next four years.
Lower political fragmentation in the Assembly should allow for timely passage of reforms and
streamline the process for obtaining approval for external borrowing, which had reduced fiscal
flexibility over the past few years. As a result, we expect the government to be able to tap the
international markets by 2027. Having said that, the government has been able to find alternative
sources of financing and would have room to maneuver in case international debt issuance is
further delayed.

Social security costs represent a long-term fiscal risk to our projections. According to actuarial
studies, reserves in the pension and healthcare systems could be depleted over the next five to
10 years, adding to fiscal pressures. This is partly related to a sizable deterioration of social
security contributions following the pandemic, from which the country has not fully recovered.
Furthermore, public finances are vulnerable to potential off-budget claims related to health
services provided by the Costa Rican Social Security Fund in the past, accounting for about 8.5%
of GDP, although we consider the risk of materialization to be low.

Soft domestic demand and exchange rate appreciation have led to sustained deflationary
pressures. Costa Rica has had year-on-year deflation over the past 14 months, and the inflation
rate has been below the central bank's lower bound target over the last 38 months. The central
bank had been easing monetary policy until the end of 2025, when it lowered the monetary policy
rate to 3.25%.

High dollarization in the financial system and high concentration in the banking sector hamper
monetary policy transmission mechanisms. We expect inflation to reach the central bank's target
of 3% in the next three years, in part because of pressures from the current energy price shock.
The sovereign rating benefits from the central bank's monetary policy credibility and execution of
its inflation-targeting regime and exchange-rate flexibility under a managed float.

Costa Rica--Selected Indicators

2020 2021 2022 2023 2024 2025 2026bc 2027bc  2028bc  2029bc

Economic
indicators (%)

Nominal GDP (bil.  36,735.6 40,716.6 45,947.4 47,611.3 49,819.2 51,812.3 53,625.7 56,612.7 60,352.0 64,3382
CRC)

Nominal GDP (bil. 62.8 65.6 71.0 87.5 96.7 102.9 12.9 121 116.6 120.7
$)

GDP per capita 12.3 12.7 13.6 16.6 18.2 19.2 20.9 20.6 21.2 21.8
(000s $)

Real GDP growth (4.1) 8.2 5.5 4.8 4.1 4.6 3.5 3.5 3.5 3.5
Real GDP per (5.) 7.4 4.5 3.8 3.2 3.7 2.7 2.7 2.8 2.8
capita growth

Real investment (3.6) 9.3 3.8 9.2 4.5 3.9 4.5 4.5 4.5 4.5
growth

Investment/GDP 15.5 17.8 18.4 15.9 16.2 15.8 16.1 16.2 16.4 16.6
Savings/GDP 14.5 4.4 15.8 4.4 15.3 15.1 14.6 15.0 15.2 15.4
Exports/GDP 31.7 35.8 40.6 38.1 37.5 38.9 38.5 39.2 39.2 39.2
Real exports (10.6) 15.9 16.1 10.6 5.7 8.6 3.0 4.5 3.5 3.5
growth

Unemployment 20.0 13.7 n.7 7.3 6.9 6.3 6.3 6.3 6.3 6.3
rate

External

indicators (%)
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Costa Rica--Selected Indicators

Current account (1.0) (8.3) (2.6) (1.4) (0.9 (0.7) (1.5) (1.2) (1.2) 1)
balance/GDP

Current account (2.9) (8.8) (5.9) (3.4) (2.1 (1.6) (3.4) (2.8) (2.7) (2.6)
balance/CARs

CARs/GDP 33.9 37.8 441 41.8 41.6 42.9 42.5 43.4 43.4 43.4
Trade (3.2) (4.3) (6.9 (3.6) (2.6) (0.9) (1.6) (1.2) (1.2) (1.2)
balance/GDP

Net FDI/GDP 2.6 4.8 5.9 4.9 5.2 5.0 45 4.5 4.5 4.5
Net portfolio (1.8) (8.0 (1.7) (1.3) (2.8) (4.4) (2.0) (2.0) (2.0) (2.0
equity inflow/GDP

Gross external 1001 110.7 108.9 105.7 95.1 95.3 93.8 91.4 89.4 87.9
financing

needs/CARs plus

usable reserves

Narrow net 52.8 48.4 36.9 26.7 255 22.4 18.3 15.0 1.4 7.8
external

debt/CARs

Narrow net 51.3 445 34.8 25.9 25.0 22.0 17.7 14.6 A 7.6
external

debt/CAPs

Net external 180.2 166.1 149.6 123.5 15.8 106.8 101.9 103.2 102.0 101.0
liabilities/CARs

Net external 1751 152.7 141.3 19.5 13.4 105.2 98.5 100.4 99.3 98.5
liabilities/CAPs

Short-term 33.7 27.8 211 21.7 20.0 20.2 19.7 17.8 15.0 13.0
external debt by

remaining

maturity/CARs

Usable 4.3 2.6 1.9 21 3.3 3.3 3.6 3.7 3.7 3.7
reserves/CAPs

(months)

Usable reserves 5,804.8 52144  6,716.0 1M,401.5 12,260.5 15,033.8 15,532.4 16,018.8 16,525.0 17,048.9
(Mil. $)

Fiscal indicators

(general

government %)

Balance/GDP (7.7) (7.1) (8.7) (4.1 (4.7) (4.3) (4.0) (8.7) (3.4) (8.1
Change in net 8.2 6.1 2.8 1.4 2.8 3.2 41 4.2 41 3.8
debt/GDP

Primary (3.1 (2.4) 0.7 0.7 0.1 0.0 0.3 0.5 0.7 0.9
balance/GDP

Revenue/GDP 24.5 22.6 23.0 22.9 22.8 221 22.0 21.9 21.8 21.7
Expenditures/GDP 32.2 29.7 26.7 27.0 27.5 26.4 26.0 25.6 25.2 24.8
Interest/revenues 18.7 20.6 19.3 20.8 20.9 19.7 19.7 19.5 191 18.7
Debt/GDP 63.8 64.2 60.5 60.6 59.4 60.4 62.4 63.3 63.4 63.3
Debt/revenues 2601 283.8 263.0 264.6 2611 273.6 284.2 289.5 291.5 2921
Net debt/GDP 63.0 62.9 58.6 57.9 58.1 591 61.2 62.1 62.3 62.2
Liquid assets/GDP 0.7 1.3 2.0 2.7 1.4 1.3 1.3 12 11 1.0
Monetary

indicators (%)

CPI growth 0.7 1.7 8.3 0.5 (0.4) (0.1 0.0 2.0 3.0 3.0
GDP deflator 0.8 2.4 7.0 (1.1) 0.5 (0.5 0.0 2.0 3.0 3.0
growth
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Costa Rica--Selected Indicators

Exchange rate, 613.9 642.2

year-end (CRC/$)

598.1

523.0

509.7 498.6 500.0 510.0 525.3 5411

Banks' claims on 2.8 3.9
resident non-gov't
sector growth

3.4

1.9

6.3 4.8 3.5 5.6 6.6 6.6

Banks' claims on 58.0 54.3
resident non-gov't
sector/GDP

49.8

49.0

49.7 50.1 50.1 50.1 50.1 50.1

Foreign currency 37.2 36.6
share of claims by

banks on

residents

33.8

32.2

31.7 31.7 31.65 31.65 31.65 31.65

Foreign currency 39.2 41.2
share of

residents' bank

deposits

441

35.3 35.3 35.33 35.33 35.33 35.33

Real effective 11 (9.2)
exchange rate
growth

1.9

151

3.5 (0.3) 0 0 0 0

Sources: IMF, Finance Ministry of Costa Rica, and Central Bank of Costa Rica.

Adjustments: None

Definitions: Savings is defined as investment plus the current account surplus (deficit). Investment is defined as expenditure
on capital goods, including plant, equipment, and housing, plus the change in inventories. Banks are other depository
corporations other than the central bank, whose liabilities are included in the national definition of broad money. Gross
external financing needs are defined as current account payments plus short-term external debt at the end of the prior year
plus nonresident deposits at the end of the prior year plus long-term external debt maturing within the year. Narrow net
external debt is defined as the stock of foreign and local currency public- and private- sector borrowings from nonresidents
minus official reserves minus public-sector liquid claims on nonresidents minus financial-sector loans to, deposits with, or
investments in nonresident entities. A negative number indicates net external lending. CRC--Costa Rican colon. CARs--
Current account receipts. FDI--Foreign direct investment. CAPs--Current account payments. The data and ratios above
result from S&P Global Ratings' own calculations, drawing on national as well as international sources, reflecting S&P Global
Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of available information.

Costa Rica--Rating Component Scores

Key rating factors

Score

Explanation

Institutional assessment

4

Stable democracy with strong checks and balances and
rule of law, although with a comparatively slow and
cumbersome process of approving reforms and timely
external borrowings authorization.

Economic assessment

Based on GDP per capita ($) as per Selected Indicators in
table 1.

External assessment

Based on narrow net external debt and gross external
financing needs as per Selected Indicators in table 1.

Fiscal assessment: flexibility and
performance

Based on the change in net general government debt (%
of GDP) as per Selected Indicators in table 1.

The sovereign has a limited ability to raise general
government revenues. It passed a significant =tax
increase in 2018. However, there have been no significant
revenue measures since then due to political opposition

Fiscal assessment: debt burden

Based on net general government debt (% of GDP) and
general government interest expenditures (% of general
government revenues) as per Selected Indicators in table
1

Monetary assessment

The colon is considered to be a managed float. There is
operational independence of the central bank and an
inflation-targeting regime, with market-based
instruments; inflation averages below 10%. While credit
to GDP is about 50%, dollarization (of about 40% of total
banking system loans and deposits denominated in
dollars) affects the monetary transmission mechanism.
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Costa Rica--Rating Component Scores

Key rating factors Score Explanation
Indicative rating bb

Notches of supplemental adjustmentsand 0

flexibility

Final rating

Foreign currency BB

Notches of uplift 0

Local currency BB

S&P Global Ratings' analysis of sovereign creditworthiness rests on its assessment and scoring of five key rating factors:
(i) institutional assessment; (ii) economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and
performance, and debt burden; and (v) monetary assessment. Each of the factors is assessed on a continuum spanning
from 1 (strongest) to 6 (weakest). S&P Global Ratings' "Sovereign Rating Methodology," published on Dec. 18, 2017, details
how we derive and combine the scores and then derive the sovereign foreign currency rating. In accordance with S&P
Global Ratings' sovereign ratings methodology, a change in score does not in all cases lead to a change in the rating, nor
is a change in the rating necessarily predicated on changes in one or more of the scores. In determining the final rating
the committee can make use of the flexibility afforded by §15 and §§126-128 of the rating methodology.

Related Criteria

e General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

e Criteria | Governments | Sovereigns: Sovereign Rating Methodology, Dec. 18, 2017

e General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

e General Criteria: Principles Of Credit Ratings, Feb. 16, 201

e General Criteria: Methodology: Criteria For Determining Transfer And Convertibility
Assessments, May 18, 2009

Related Research

e Sovereign Risk Indicators, July 14, 2026

e Sovereign Ratings History, June 10, 2026

e Sovereign Ratings List, June 10, 2026

e (osta Rica Brief: President Elect Laura Fernandez Secures Legislative Majority, Feb. 2, 2026

e (Costa Rica Upgraded To 'BB' From 'BB-' On Stronger External Liquidity; Outlook Stable, Oct. 22,
2025

e Banking Industry Country Risk Assessment: Costa Rica, July 18, 2025

In accordance with our relevant policies and procedures, the Rating Committee was composed of
analysts that are qualified to vote in the committee, with sufficient experience to convey the
appropriate level of knowledge and understanding of the methodology applicable (see "Related
Criteria"). At the onset of the committee, the chair confirmed that the information provided to the
Rating Committee by the primary analyst had been distributed in a timely manner and was
sufficient for Committee members to make an informed decision.

After the primary analyst gave opening remarks and explained the recommendation, the
Committee discussed key rating factors and critical issues in accordance with the relevant
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criteria. Qualitative and quantitative risk factors were considered and discussed, looking at track-
record and forecasts.

The committee's assessment of the key rating factors is reflected in the Rating Component
Scores above.

The chair ensured every voting member was given the opportunity to articulate his/her opinion.
The chair or designee reviewed the draft report to ensure consistency with the Committee
decision. The views and the decision of the rating committee are summarized in the above
rationale and outlook. The weighting of all rating factors is described in the methodology used in
this rating action (see "Related Criteria").

Ratings List

Ratings List

Ratings Affirmed

Costa Rica

Sovereign Credit Rating BB/Stable/B

Transfer & Convertibility Assessment

Local Currency BBB-

Senior Unsecured BB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in

our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at

https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria for further information. A description of each of S&P Global Ratings' rating categories is
contained in "S&P Global Ratings Definitions" at https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings referenced herein can be found on S&P Global Ratings' public website at

www.spglobal.com/ratings.
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