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* Continuation of Summary Description
 

implementation of these covenants will be spelled out in a separate aide letter. 

The dollar loan will be repaid in 25 years with a 10-year grace period. The interest 
will be 2% during the grace period and 3% thereafter. 
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PROGRAM ASSISTANCE APPROVAL DOCUMENT 

A. le~omneId o~p 

USAID/Dominican Republic recommends authorization of an 
Economic Support Fund Lean of $41,000,000. The dollar loan will be
 
repaid in 25 years with a 10-year grace period. The interest will be 2%
 
during the grace period and 3% thereafter.
 

13. PoriRower-.
 

The borrower will be the Government of the Dominican
 
Republic (GODR). The Technical Secretariat of the Presidency (STP) will
 
be the official GODR project representative.
 

C. gprin EujnaXy
 

The state of the Dominican economy suffers seriously from
 
depressed international prices for its major products, resultant shortage
 
of foreign exchange, constricted imports, reduced revenues, scarcity of
 
credit and investment, growing public sector deficits, and a policy
 
framework which has emphasized import substitution and dependence upon
 
exports of traditional agricultural and mineral commodities.
 

The state of the Dominican private sector reflects this
 
environment. In a "mixed" economy, it is still the predominant
 
contributor to output, employment, and foreign exchange generation. It
 
has, however, a long history of usually well meaning government
 
interventions in private economic activity.
 

The strategy proposed herein is built around tne proposed
 
Caribbean Basin Initiative (CIII). It takes as its basic assumption that
 
the private sector's role in the soclo-economic development of the
 
Dominican Republic must be strengthened. In summary, the strategy
 
proposes to:
 

1) Provide immediate balance-of-payment relief to the
 
Dominican economy by provision of a $41 million cash transfer to the
 
Central Bank.
 

2) The GODI( will provide, as counterpart funding, the
 
peso equivalent of $41 million to be held in special accounts and aimed,
 
with U.S. concurrence, at high priority private sector development
 
neds. The GODR has requested (see.Annex B) that those funds be utilized
 
to provide assistance to three general areas: (a) RD $25 million for
 
financing private sector export promotion and agribusiness projects; (b)
 
D $10 million for a productive infrastructure fund to accelerate
 

execution of IBli, U3RD and AID projects; and RD $6.0 million for programs
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of training and institutional strengthening of organizations which
 
support private sector development.
 

The proposed $41.0 million program will be in the form of 
an immediate cash transfer to the Central Bank of the Dominican 
Republic. Foreign exchange would be made available from the loan subject 
to a covenant by the GODR that in the succeeding twelve months it will 
allocate at least an equivalent amount of foreign exchange to the private 
sector for the importation of raw materials, intermediate goods, and 
capital goods from the U.S. for private sector industry and agriculture. 
T''hC'tral bank will document mprsoelgbecommodities by -thei 
private sector and provide the Mission with a quarterly Loport of these 
Lransactions. All necessary supporting document, will be maintained by 
the Central Bank for Mission review. 

II. p~riptipo[ oEf Acpojip Copjd jos 

A . 2ygyi, X9_ o2 _t n. ppp ;y 

Following the period of political instability in the early
 
'960s, t', Dominican Republic entered upon a period of extremely rapid
 
economic growth. Industrial development, stimulated by easy access to
 
domestic and foreign credit, generous investment incentives, and high
 
levels of tariff protection led to a boom which saw a rate of overall
 
economic growth almost unprecedented in the western hemisphere. Between
 
1968 and 1974, GDP expanded in real terms at an average annual rate of
 
more than 11% per year.
 

Even while the manufacturing boom was going on, a number of
 
structural problems were apparent. They are, among others: (1) heavy 
dependence of the industrial growth upon raw materials that were imported 
using foreign exchange earned through exports of a few major agricultural 
and mineral commodities, (2) that the rapidly growing industries were 
import substitution industries. Being essentially carbon copies of the 
North American and European industries whose output they replaced, they 
absorbed comparatively little domestic labor. Throughout the period, 
open unemployment remained at 20-25% of the labor force, and (3) the 
provpect for further rapid growth is inherently limited by the small size 
of tho domestic market. During the past 15 years, this economic 

structure has developed a pattern of human resource allocation that would 
nurture and maintait the existing system. In 1980 about 48% of labor 
torce was engaged in agriculture, major products being the all important 
export crops, about 12% was devoted to providing government services, 
another 5% was occupied in the public sector enterprises, and less than 
4* of labor force was engaged in manufacturing. Moreover, the GODR 
instituted a tax system whereby about 40% of its revenues depended on 
in,'ort and export activities. This dependence of industry, government 
and employment on exports of a few agricultural and mineral commodities 
is thoe major source of potential economic instability. 
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In spite of persistent high unemployment, this structure worked 
fairly well in the Dominican Republic as long as world prices and the 
domestic production of agricultural and mineral export commodities were 
reasonably high and opportunities for capital expansion were not 
exhausted. When this situation prevailed, virtually every sector 
benefited. The agricultural sector received higher profits, the 
manufacturing sector obtained an abundant supply of foreign exchange to 
import raw materials and capital goods mainly to satisfy consumer demand 
in the domestic market and the government sector collected higher tax 
revenues to finance social overhead investment. 

In recent years, however, the Dominican economy has been hit by 
several adverse world events that were beyond the control of the
 
Dominican Republic. 'lThree unrelated events have affected the Dominican 
economy adversely and precipitated the current severe foreign exchange 
and fiscal crisis. They are the 1979 Hurricane David that caused 
extensive damage to the nation's infrastructure, housing as well as 
agricultural crops, the 1979 doubling of world oil prices that raised the 
import bill of petroleum products from 29% of total export earnings in 
1978 to about 42% in 1981. In addition to its direct effects, the rise 
in oil prices seriously affected the financial viability of the Dominican 
Electricity Corporation (CDE) causing a deterioration in the level of 
service and thus affected other sectors adversely. And finally, the 
world economic recession of 1981-1982 has caused serious deterioration in 
the l)ominican economy. Sugar prices dropped sharply. Similarly sharp 
declines in gold and silver prices combined with volume declines in 
bauxite and ferronickel production in the face of declining world demand 
put severe pressure on the balance of payments, which was already 
!everely affected by rising import prices. To meet this deterioration, 
the government shifted several categories of imports from the "official" 
one dollar to one peso exchange rate to the "parallel" market where the 
price of dollars is determined by supply fnd demand. In order to limit 
the rise in the premium on parallel market foreign exchange, the 
government banned the importation of automobiles (financed in the 
parallel market) for one year and further reduced the already low rate of 
growth of the money supply. Since the government is dependent on trade 
taxes for approximately 40% of central government revenue, the quantitive 
restrictions and tight credit worsened the already precarious fiscal 
position of the public sector, whose deficit had averaged 5% of GDP for 
the previous three years. Thus, as the Dominican Republic enters the 
1980s, it must cope with severe and interconnected fiscal, unemployment, 
and balance of payments difficulties. 

In September 1982, the Dominican economy is fnced with the 
doubled threat of a foreign exchange crunch and a fiscal crisis unmatched 
in the past. Partly because of the drop in world commodity markets 
during 1981-1982, projected exports for 1982 was revised down to little 
more than $800 million from almost $1,200 million in 1981. The overall 
balance of payments deficit for 1982 is estimated at about 260 million, 
exceeding the Central Bank gross international assets (1230 million) 
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available at end March 1982. To compensate, the government has continued 

the cut back on imports via stringent monetary and trade measures. Due 
exchangeto the t:enltraL 1iank's growing delays in payiint on official 

letters of credittransactions, commercial banks halted new commercial 
and March 1982, when an agreement wasissuances between November 1981 

reached between the Central Bank and commercial banks to hold the payment 

delays to their existing level. As a result of these events, average 

monthly imports and associated trade tax receipts have been reduced
 

substantially. In anticipation of lower tax revenues, the government
 

budgeted its 1982 expenditure at RD$l,055 million down from the 1981
 

.sv..... RD 1 Y09 S..mi 1n . The -98 bdg-t programmed a reduction of 

public wage payments by 7% as well as less funds for purchases of goods 

The overall fiscal deficit is estimated at RD$165 million
and service!. 

1982 down RD$190 million 1981. However, it is anticipatedin from in 

that the actual fiscal dficit will exceed the budgeted level by a 

substantial margin. 

reduced governmentSevere curtailment of necessary 	 imports and 
on economic activities and the(.txpenditures will have an adverse effect 

standard of living of most Dominicans in the short-run. To avoid a sharp 
its economicdownturn in GOP growth and significant disruptions in and 

saocial li fe, i)ominican authorities must find a means to increase inflows 

of foreign exchang;e in the form of loans and credit. This PAAD is aimed 

at providing' $41 million ,f foreign exchange i, the form of cash transfer 

to provide immediate relief from the foreign exchange crunch. 

A mitre detailed analysis of the 	macro-economic situation in the 

Dominican Republic is provided in the recently completed Private Sector 

Action Plan in conjunction with the proposed Caribbean Basin Initiative. 

Therefore, the remainder of this section will be limited to a brief 

the balance of payments and public finance situation andallailyis of 

their impact on the private sector.
 

B. Balance of Payments Situation 

The Dominican Republic's halance of payments maintained a 

current account deficit at a low annual level of $130 million until 

19 7 8- 1 9 7 9 when it rose to more' than $300 mil lion. This increase was due 

to the reduced export value of sugar, coffee and ferronickel in 1978 and 

the increased petroleuw import bill in 1979. In 1980 the current account 

td fit.it became oven worse, reaching $670 million. This dranatic 
volume relateddeterioration was due to a larger of imports, partly to 

po;tL-ihurr Lean' rconatrinetion, and import price increases, particularly 

pet roleaum prices. As a resilt the Dominican economy incurred an overall 

oa [nce of payments deficit of $115 million in 1980. This overall 
net tcit was financed by an increase in the net foreign liabilities of the 

bank ing, syteni , which increased to $240 nil lion at the end of 1980. 
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'he situat ion becamns worse in 1981 and 1982. Altlough the 1981 
current account deficit was estimated at about $405 million, a 
substantial improvement over tile $670 million deficit in 1980, the 
overall balance of payments deficit in 1981 increased to $1.60 million due 
to unfavorable developments in the capital account, exerting further 
pressure on net foreign exchange reserves in the banking system. The 
primary cause for the reduction of net capital. inflows was found in the 
private sector capital, which dropped by more than $20) million in 1981. 
Major factors that contributed to this decline are; (1) rising 
short-term debt service by the State Sugar Council, (2) a large previous 
year one time foreign borrowing to pay for the purchase of Rosario gold 
m_ ni, k -gicn borrowrings...... interests Ini- zAnd by pri-va'te sugar 
1981. 

The large overall balance of payments deficit in 1980 and 1981 
arid prospects for further deteriorat ion in the trade regime during 1982 
re'quired urgetit corrective measures. It was clear to tile GODR 
autflorities that drastic act ion was niecessary tc cope with the 
deterioration in the country's external financial positi,,n. The then 
GODR authorities, however, decided that it was not politically feasible 
to approach the IMF or World flank for conditional program assistance, nor 
to ,;eek external cominercial financing o1 the balance of payments 
dot cit. (The D.R. has maintained a low level of external public and 
publicly guaranteed debt. At the end of 1980, such debt stood at $1,372 
roll lion, equivllent, to 19.67% of GDIi'. In 1980, the ratio of public debt 
service paymen, ; to exports of goods and non-factor services was 11%. 
flowever, this ratio is prujected to increae to 19% in 1982 due to 
upcomui ng amortization payments on a large sindicated loan arranged in 
1979. ) Becautis o-xternai dph, triggered foreign intervention in this 
countryts internal atfairs earlier in this cetntury, there is a strong 

ver,-ion, on the part of many Dominicans, to contracting such debt, 
especially at commercial tenn,. Given these perceived constraints, the 
()OR chos, to limit demand for official foreign exchange both directly,
Iby tri'i;ferring add itonal raw malerial t and smn i-finished goods imports 
to th, parallele market, and indirectly, by further reducing tile already
low 1..o of growth of the dolnestic money supply. In addition, in order 
to limit the effectt of the transfer of imports to the parallel market on 
the dollar premiurm in that market, imports of automobiles and certain 
othler vehicles were prohibited altogether f( r a period of one year, 

iwo ci with these stringent tuvnmiiren to restrict imports, tile 
Mti i , c irrently estimat es that the overall balance of payments d ficit 
fo bi.i2 will reach $260 million (."wee Table 1). F'.xport earnings are 
P-,,lec Led to decline by 3V% t o $801 million in 1982 from $1,188 million 
in t961. Inports are projected to decline to $1,200 million from $1,452 
:.iti on, a 1% rVeduction. The re . 01utat curretnt accotmnt (hfiit is 

at milliont, not leel,t mated $4315 which i l good but a of deficit that 
c ontld normally he managed by the Dominican eiconomy. Ilowever, tile most 
dif ficult prohlOu i. fouind it the private sector capital account. 
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Because of the large aCCumlilLed short term coimercial payments arrears 
(roughly estimated to hiave reached a total of around $400 million by early 

1982) and because of the !.eavily inegative nct position of foreign reserves 
in the banking system, tile Dominican Republic is in a difficult position 
to solicit additional credits from foreign private sources, The Mission 

projection of 1982 capital movement precisely points out the problem. Tha 
net private capital inflow is projected to remain at $7 million, slightly 

less than the 1981 li-vel of $8 million. It may be possible, according to 
a Central Bank source, that tile net private capital inflow can become 

negative by a substantial amount if financial credibility is not 
rostored. 11In -that case, the overall 1982 bal,-nce of payments, deficit 
could exceed $300 million. 

There seems to be only one way out if Domiaican Republic is to 

avoid a massive reduction in imports and a drastic decline in real GOP. 
At the risk of repetition, access to increased inflowb of foreign exchange 

in the form of loans and credit must be found urgently. Such access has 

been made difficult by the large and growing arrears of comercial 
paymomns and by delays in servicing debt. Yet, given the low level of 
foreign public indebtedness and service payments, the Dominic-n Republic 
should be able to borrow substantial sums provided it can demonstrate
 
discipline in international payments. 

C. Fiscal Situation 

Although the monetary and foreign exchange measures were 
ultimately successful in slowing the BOP decline earlier in 1981, they 

also had a severe impact on the central government's fiscal position. Tax 
revenues for the year fell RD$124 million below anticipated levels. This 
effect was in large part a result of the fact that the GODR is largely 
dc p;ndt-nt on taxeii on internat ional transactions for its operating 
revenues. Declines in imports resulted from both the decline in aggregate 
doinand induced by the lower rate of money supply growth and the price 
oftects from the shift to the parallel market. Typically, approximately 
40%.of government tax revenues are derived from trade taxes; 30% of the 
total are derived from import duties. In addition, the decline in 
eccnonumic activity which resulted from, the restrictive monetary policy 
rodoic',l rev.wne growth from income and excise taxes. In order to limit 
010 size of the resulting fiscal deficit, government expenditures were 
ti.ht ly restricted to keep expenditures in line with revenues. Despite 
this, the unfinanced port ion of the consolidated public sector deficit for 
9il wis reported to have been approximately RD$245 million, primarily 
beciu,;e of a need to finance year end b1nnuses (which had not been included 
.,1 tle expcidit ute bud et) as well a to cover the operating deficits of 

.;tte e:nterpr~ses. In 1980, the consolidated public sector deficit was 
R ) ?7 nillin (Table 2). However, much of that was associated with 
hrt11cane recovery and all but $50.3 million was financed externally. 
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Table I 

Dominicn Republic 
alance of Paymente 

(000,000 PRD) 

1980 1981 Est. 1982 

ExpoILS 961.9 1,188.0 823.9 

Importt, 1,519.7 1,451.7 1,200.0 

Trade Balance -557.8 -263.7 3761 

Net iervices% -299.8 -335.2 -259.0 

Not 'crisfers 187.8 193.0 200.0 

Current Account annce -669.8 -405.9 -435.1 

Non-Honetary CapitRa 493.8 234.2 184.2 

Private Stictor 225.7 8.3 7.3 

loan (long term) 163.2 29.3 15.0 

Amortization -100.9 -96.9 -73.3 

Short-term loans (net) 38.3 -13.9 +9.8 

Investment 92.7 79.7 45.8 

Others 32.4 10.4 10.0 

Publc Sector 268.1 225.9 176.9 

Iians 241.9 198.7 285.2 

1%morL Itat ion -37.1 -59.7 -138.7 

Other% 63.3 81.9 30.4 

L:omintorpart Reserve 32.6 -6.8 -11.0 

lrrors and Oiiissions 28.6 18.6 -

Waance (Plus Ueficit) 114.8 159.9 261.9 



Thie fiscal problem o 1981 was partly a result of the short-term 
developments discussed above, but also reflects a steady decline in the 
fiscal position of tio Dominican public sector over recent years. This 
trend is illustrated in some detail in Table 2. The period 1977-1980 saw 
a sharp rise in both the Central Government and the consolidated public 
sector deficits, the latter rising from 1.4% of GOP at the beglnning of 
the period to about 57 at the end. During the same period, public sector 
savings declined sharply, while public sector capital formation rose only 
modevatety in nominal terms and declined both in real terms and as a 
percent age of GOP, 

This a~verse f iscal trend waos 'a co'sq-neof-nmer o 
factors. Both public sector wages and the level of public sector " 

employment grew sharply in the period 1978/1980. Primarily as a result, 
current Central Government expenditures rose by 25% per year during this 
period. On the revenue side, receipts barely kept pace with inflation. 
Receipts as mentioned above are heavily dependent on taxes on 
international trade. However, during this period, most of the growth in 
imports was in petroleum and food imports that were largely tax exempt.
 
In addition, numerous specific exemptions from import duties have been 
granted. 

The ;ODR had alrady begun to addrvsH its weak fiscal position 
in 1980 through tight controls on the growth of current expenditures and 
by proposing enactment of a value added tax to the Congress. The latter, 
however, was not enacted. Thus, the revenue decline of 1981 took place 
in the context of a gove-nment already struggling to limit the growth of 
current expenditures anti faced with an inelastic tax system which it was 
unable, in the short run, to alter. 

The gravity of the fiscal crisis is reflected, according to the 
recent Aide Hemoire, in the possibility that the public sector deficit 
tor 1982 could reach RD Pesos 700 million or nearly 8.5%, of GDP, compared 
with an average of 6% over the last four years and less than 2% during 
1971-76. The Central Government's deficit could amount to RD*370 
million, of which less than RD$100 million of financing from external 
sources has been identified. Of the expected deficit of over RD$300 
million attributable to the public enterprises and autonomous agencies, 
thei state sugar corporaLion and the e lectriity corporation account for 
nearly R14250 million, and only a small portion of their deficit has
assred external inancing. Thus identified external financing amounts 

[o0uL'S than 1HD$150imillion, leaving RD$550 million to be financed (most 
I ikely) by the Gentral Bank which due to the constraints on overall money 
and credit growth will result in the diversion of savings and credit from 
the private to the public sector. The divrsiun in turn will continue to 
stverely rtstrict private investment and growth, thereby eroding tile 
revenue haose anId increasing future deficits. 



Fibcat, Indicators fjar theL Uoininicin Republic .. 

(R) Pktsus million Unle Otherwise Indicated) 

.1977 .1978 1979 4! 

Centlral Governent 

Current Revenues 625. 7 591.3 681.5 879,8 

Current ExpendituresJ 347.3 41659. 679.3 

Gap itaI Rovw-1nm1'. 3.6 4.6 9.3 1 1.0 

Gapital Expend it tires 295. 7 272.7 398.5 4,14.8 

Suplii% or Deficit -13.7 -93.4 -297.7 -203.3 

Rest of Ge neral GovernmentL 

Su rpIu-, or Deficit -11.5 - 2.1 "7.0 "13.2 

Public Enterprises 

Current Revenues . 503.7 484.4 567579. 

Gurrent Expenditulres 4€2o.7 4 67.0 554 .9 867.3 

Capital Re qvltes 43.1 31.2 1526 1157 

Capital Expendituirks 1 1) . 1 14€5.3 14,8.6 15 5.3 

Strpm.ei or -38.0 -96. 7 "16.6 "I1O. 5 

C.SutA ur. !iurp 

or fi i t -03.2 -232.2 -288.1 -327.0 

A,, Percent of G011 l.-4".9% -5.2% -4.7% 

|',|.:lic Sector Saint1 360.7 198. 1 111.5 142.2 

.Pv|'rcmnt of GOP~l 7.9% 4,.2% 2.0U% 2,0% 

Puoblic Sector 
E.xpendiitures 

Gapital 
44€1.7 44€5,4€ 424,4 480,.2 

Ai Porcent of GD11' 9.7% 9.5% 7.7% 6.8% 

tiURE: Y18July 13, OSbn~ o19,41.CoOrtn M ril Vport, 
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1). Irlpactof he urnt coniic Criis onPrvate Sctur
 

Ti privite sector in the oomiinicnn itcQnomuy Playbi 4" importantroo in the contribution it output, employment, nndforeign "xchnnge
,,viwr ~on. itL employs ahout 61% of labor torco and produces

irKi1wt!y 44' U1 Lh r domewtic product, However, in an economywro to influence of' public sector is pr valent, the ret-I!ionship
privato and~Lweu ithe public sectors can be complex. On the one hand­thse [Mminicin Hopublic has a large, viorouk, and politically assertive
private sector which the ovornment has attempted to foster through an

extefliVO And finit4ni'LYC ostly $Ystm nc the -othero.ii t iv._ h-------­:-adjIi t1h-,iovert- "wnadminist ration of programs and activities affeCting
tho private soctor ham btwn charActerixed by a Substantial degree of
admnistrgatv-e di~crution and asy-at reviews, 
 often by severalg'cieons, with considerable doubt as to the outco4,. Notvithstanding,thO 1 Uattitude toward the domestic private sector has been regarded
aA positive and supportive.
 

In 4 time ot economic crisi%, howvevor, all soctors are adversely
tt##ited. " The privets nector is no exception. The most ad'ierse effct
 
kn thf' private soctor has been shortage if official foreign eochang 
 Vith
hichl to purchase necossary inputs, servicte debt and continue
pri),it ion. lovover, it ha hocome progrean-vely difficult to obt4a'ntwo ed4 foreign exchage through official channel on account of foreign 

1. Faren Uxhanee Hhrket
 

Tt, foreign exchange sqytem in the INminican Republic isWtInui! and somewhat controversial. Thore twoare exchange rates, thetotfiial. rato t4 one peso to ono d-llar and a :parallel market" rate

r,01iat about Ro[Pesos 1.47 to ow, 4o1 tar as 
of early September 1982.tot +I++,.I 4t &1 ia l unquote foreigit excf, Ig include registered

or- igun invsmsetmnt , oport proceeds -- both privattt and publ ic - andanL.trnatimal transact tu tot the (Xl). The sources of foreign exchange
in te parallel market isciude tourist .,pe*ldtures, private transferp4y enta from Dominicans abroad and p4haps a C+vrtain amount ofuqd ri voici r of exports. The volume of imports financed through theparill! market has been subtantial,no petroheq m im ports..L probbly amounting to over 50% of 

All export procevidl, privaito it otherwise, "tUt be++r~~rn to the tentrai Rank for conversion to pe-sox at the one •onore t++,.M:X rtou)u of equ iitoot radit ioall utisquote oxports are iblglli e(wider aiw #19) far i part ial totrefund thi+ ltote-in exchiange theyvlrr er,+d 4.4 an 14 idditional Ii ,entive Ifr notch Theoixloort A. proportionf prd q rehti ii (trotturddte wt al4minitratively. In turn,
n eIrg t the (qut official utnluoto rate is avalable frOm the';44r1rAl Tian for nweting the gtivstrtEr nto"ho 4w obligntions; for annuAl 



protit remittances on registered fore ign investments up to tile limit of 
18% of the registered investment; and for imports of raw materials and 
semifinished inputs up to a quota equal to 70% of the 1979/1982 actual 
usage of foreign exchange by the firm. At the moment, however, all 
access to foreign exchange at the "official" rate through the Central 
Bank is subject to long delays: approximately one year for raw material 
imports; approximately two years for profit remittances and several 
months on the partial return of foreign exchange proceeds on 
non-traditional exports. 

It is important to emphasize that foreign exchange is
 
~rt.adily~ availole ini the lparlllel market and that there are essentily~~ 
no restrictions on private sector access to foreign exchange in this 
market. Fol a price, exchange is available for any purpose. What 
restrictions there ,are apply to priviledged accesF to exchange at the 
one-to-one exchanq,,e rate. Where real difficultiea arise is for those 
exporters who must surrenier their oxchange on the official market and 
then either pay the parallel market premium or face long delays and
 
uncertain costs at the Central flank to meet ongoing foreign exchange
 
requi rements of their business.
 

2. ctji nnon P SectorFrivate 

AS tile toreign exchange inflow decreased and the commercial 
payment. arrears incrvased, the Central Bank shifted eligible imports from 
the official to ihe parallel market, increasing demand for foreign 
exchange in that market. The peso depreciated on tie parallel market by 
about 20% since April 1982. The immediate causes of this drop were the 
greatly constrained letters of credit available, pre-election jitters, 
and tle subsequent temporary lifting of the auto import ban. Underlying 
this is an ongoing demand tor dollars which reflects the parallel 
arktj's greatly increased share of total imports in recent years. In 

th, paIt t',is growth in dmand has largely been able to induce matching 
iiflows of dollars, but future prospects are not promising if corrective 
meau.s are not adopted soon and the rate of growth in dollard demand
 
chtecked. 

Tho plight of a private businessman is obvious. If his 

prodcts are sold in tho domestic market, he has to cope with the 
uncroased cost of imported production inputs and the accompanying larger 

working capital requirement. If he is a non-traditional exporter he has 
t, surronder his export earnings t:o the Central Bank at the official rate 

,eceive part of his earted foreign txchange for his own use. 
1,r 1fit -f noti-t rilit Ianal export s under this none too generoushi Iitv 

'y tii tseems questionable. Even mort. severely affected is the
 
I'dit oJJL exporter, who has to stiurrender al I his export earnings to the 

ke,,tr:il h- lk at the otficial one-to-one rate, but must use the parallel 
-lit' t1 ni1y 0this production i u1puts. It addition, the expected 
Sargo public sctor doilicit wit I probably reduce total credit available 
for tiu#, private iector. The private mector can be squeezed out of the 
credit market. 
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it seems that at this tLme of economic crisis the private 

sector needs assistance to have access to foreign exchange through the 
Central Bank and access to credit, particularly for working capital in 
order to continue its role in the Dominican economy. This PAAD is 
intended to fulfill a partial requirement for the needed assistance. 

3. Effects on International Loans 

Implementation of many important internationally financed 

GODR projects which will provide key infrastructure to complement private 
sector development has also been stopped due to lack of counterpart 

Among the LBRI) financed projects, the Nizao Valley 
irrigation pruject, with $24 million in the pipeline, has been identified 
as a project suffering from both counterpart funds and managerial 
deficiency. In addition, two IBRD financed highway construction and 
inaiittenance projects are being delayed mostly because the GODR is not 
adequately meeting its financial contribution. Total undisbursed 
portfolio of IBRI) loans amounts to $165.7 million of which $159 million 
will be affected by tile lack of counterpart funds if the present tight 
financial situation continues. 

The IDB projects are the ones mostly affected by present 
and future counterpart constraints. As of March 1982, the IDB had an 
undisbursed balance of $297.8 million in its loan portfolio. IDB 
estimates that for an adequate flow of their loan portfolio, a total of 
$30.5 and $32.5 million are needed during 1982 and 1983 respect|vely in 
counterpart funds. This contribution excludes needed counterpart for the 
already approved projects such as Duarte highway, rural aqueducts,
 
Agostura dam, etc. Total amount of IDB loan funds directly affected 
because of counterpart restriction would be around $258.7 million. 

The GOI)R has established, with an initial .410 million, a 
Lund to help provide needed counterpart resources not now available 
through the normal fiscal structure. The major intent of this fund is to 
accelerate the implementation of key ID$ and IBRD projects which are 
important to the country's development. The GODR anticipates that 
additional resources for the fund will be obtained from other 
international donors (e.g. OPEC, IBRI), 1111)). 

4. Se If-lie 1p Measures 

In August 1982 the newly-elected government of President 
SAlvafor Jorge Blanco assumed office and immediately formulated both 
short-term and long-term ,;trategiis to addr ess the desperate economic 
situation it had inhe-itLed. In his inatigural address August 16, 
Pres ident Jorge Blanco annoiimed a sweeping economic recovery program 
designed to rein in the public sector deficit and spur private sector 
production while contining tho pursuit of economic democracy. Although 
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the GODR is unlikely, for political reasons, to acknowledge the
influence, the GODR program remarkablenew bears a similarity to therecommendations presented in the World Bank Aide Memoire on tihe Dominican
 
e c onomy.
 

The Presidential Decrees and proposed legislation announced
 
during the new government's first 30 days in office, include almost every
one of the IBRD's short-term recovery recommendations for narrowing theCeatral Government's fiscal deficit, including immediate reductions in
 
government salaries, an increase in government work hours, theformulation of a comprensive tax 10%srtax o most---­
imported goods, abolition of provisional payment of import duties andincreased income taxes. In addition, tile immediate GODR program includes
 
measures from the IBRD's long-term recommendations, which called for an
urban property tax, a capital gains and increased
tax license plate
for motor vehicles. Also, a series of administrative 

fees
 
reforms, designed

to reduce corruption and enhance efficiency, most especially in Customs

and tax administration, have been undertaken, as well as the firstserious attempt to establish tight central control over the use of

financial resources in the support 
 of capital expenditures and the GODRinvestment program. The GODR has begun a review of the activities of allthe major autonomous agencies, especially the State Sugar Council (CEA),
the State Enterprises Corporation (CORDE) and the State Electric Company

(CDE). GODR officials have indicated that they are committed to doing

whatever is necessary to assure that these institutions, which have
contributed so heavily to the public deficit in the past, become
 
self-sustaining in the future.
 

In line with IBRD recommendations, the GODR has also actedto increase capital available to business in order to spur the sagging
private sector. Thie Monetary Board of the Central hasBank allowed
commercial banks in theto operate parallel market, subject to provisions
designed to prevent speculation, in order to inject a measure

stability into that exchange system. Shortly 

of
 
thereafter, it permitted


selected exporters of non-traditional products to retain a portion of
their foreign exchange in order to encourage more exports. Tle Jorge
Blanco administration has introduced bills which
several into Congress
seek to provide new incentives for domestic firms to invest in the 
various free zones. There are also incentives for firms, domestic or
foreign, which increase employment over 
current levels. Finally, theGODR has taken initial steps necessary to increase interest rates forsavings deposits, create a new fund for export promotion, formulate
implementation regulations for the agro-industrial incentive law, revampthe current restrictive foreign investment law anti reorient government
agencies tow,-rd . timulating and expediting domestic production and 
exports. 

By thus inmedintely address ing both short-term andlong-ter problems of tile public and private thesector, GODR economic 
recovery program reachedhas several milestones in an extremply short 
period of time. 
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it has directed itself in precisely the direction the World
 
Undeniably, 


it has given an unambiguous signal that the 
Bank has said it must go, and 

is making a serious attempt to confront the crisis. 
country 

Mission has held many discussions with 
current GODR
 

officials concerning needed GODR economic actions. In 
administration 

the Mission a combined letter of 
response, GODR has 	 agreed to send 

courseand of intent which outline. GODR 
for tile ESF Loan programrequest 

Para 6. Mission has 
of action on the points raised in State 251685 

of the ESF program 	 package, for both US dollar 
discussed the composition 

full accord with proposed
and Peso resource uses and they are in 

Indeed President. Jorgi-Blaico-annotnicd and 
outlined the 

aIlocat ons.-

his statement to the nation at the 

proposed program last night in 


rf the first month of his administration
conclusion 

III. Program Descript ion
 

A. Assistance Strategy 

for the Dominican economy is, in the short
The overall outlook 

country is experiencing severe budgetary and 
term, threatening. The 

of depressed prices fora 
for its principal imports. Thebalance of payment. constraints as consequence 

its principal exports and high prices 
to deal with theseanti pesos, neededmonetary stringency, both dollars 

problems has severely constrained domestic demand 
and consequently
 

economic activity generally.
 

of the
Given the characteristic flexibility and resiliency 

place. The 
Dominican economy, 	 adjustment in the longer run should take 


has many advantages in resources and location which,

Dominican Republic 

can help propel the country to sustained
given sufficient time, 

prosperity.
 

concern currentIn the short run, however, there is that 

steadily worsening spiral or permanentdifficulties could cause 


damage to the economy.
structural 

poses serious challenges to the
The current economic crisis, 

The new GODR administrationand economic system.country's political 
only have to face head-on the

which took office in August will. not 
of difficult and 

country's economic difficulties and uindertake a series 

wilt also have to convince the country that 
far-reaching measures. It 

is are bi!ing dealt with effectively, that the 
its severe economic probl 

will pay off, and that the necessary sacrifices will 
au1sterity measures 

be ;;hared equitably.
 

task for the GODR.
This is likely to bewan extremely difficlt 

long period of sri ngent finanitc, li and fiscal
It i; clear that a 

wit l react to the strictbe required. How Doininicansdisipi ino will 
U.S. i nterest in the Dominican Republicmeasure s is unknown.austerity 
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is to assist it in carrying out their economic recovery programs in a 
manner which preserves the basic tenants of a democratic society and a 
free market 
medium-term 

economy. In this context, 
in the Dominican Republic 

U.S. objectives 
should: 

in the short and 

- help stabilize the economy; 

- assist in maintaining international 

the Dominican Republic; 
financial confidence in 

- promote productiot part icu1ar-yintheindustria l - a n d 

agricultural sectors, with special emphasis on increasing 
exports; 

- support the establishment of a firm basis for sustainable 
economic growth founded on equity and a progressive private 
sector; and 

- help protect the foundations 
political system. 

of the Dominican democratic 

The proposed economic support assistance can help the GODR ease 
the strain of the austerity measures it must take. In addition, the 
proposed $41.0 million in rapidly disbursing ESF monies will 
significantly ease the severe foreign exchange crunch which faces the 
Dominican Republic in September 1982. 

In the longer term, the Mission's program strategy pursues the
 
goals of increased employment, increased income in private enterprises,
 
improvement in the Dominican Republic's foreign exchange position, and
 
promotion of non-traditional exports. All these goals will be pursued
 
wherever feasible in a context of concern for equitable distribution of
 
the economic benefits of improved performance of the economy as a whole.
 
'17he Mission's strategy is conceived as a broad ranging effort to
 
encourage and assist the private sector in playing a more effective role
 
in development.
 

B. Justification for Cash Transfer
 

In designing the program, the Mission weighed the merits of a 
cash transfer and commodity import program (CIP) and the experience with 
both in other countries in the Caribbean Basin and elsewhere. Babed on 
an analysis of the advantages and disadvantages of each approach, the 
Mission concluded that the cash transfer mechanism was the only means to 
achieve the objectives of this $41.0 million program. U.S. interests are 
best served by an immiediate disbursement of dollars to provide balance of 
payments support and assist the Dominican private sector. The economic 
situation, particularly the foreign exchange crunch in September, demands 
an immediate infusion of foreign exchange to import critical inputs. 
Systems already exist through which these additional resources can be 
channelled quickly to the private sector with reasonably good assurances 
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of reaching productive enterprises, Although the CIP approach would
 
provide more precise control over the use of U.S. resources, given the
 
need for an immediate infusion of resources, the marginal gains in
 
accountability from the CIP approach for this particular program do not
 
justify the initial delays this mechanism would entail. In addition to
 
implement the provisions of the special covenant of the agreement, the
 
project will provide a control mechanism to ensure that imported goods
 
are eligible items and thereby do not include military requirements of
 
any kind or luxury items, food or pesticides which are not registered by
 
the U.S. Environmental Protection Agency without restriction. The cash
 
transfer mechanism w-il also require less staff to administer, both at
 
the Central Bank and the Mission. In view of the demands on already
 
limited staffs, the Mission concluded that the cash transfer approach was
 
the most appropriate for this economic support program.
 

c. .. PolLax Rep~pujxces
 

The $41.0 million ESF funds will be provided to the GODR through
 
a simple cash transfer to the Dominican Central Bank. The U.S. dollars
 
would be made available from the loan subject to a covenant by the GODR
 
that in the succeeding twelve months it will allocate at least an
 
equivalent amount of foreign exchange to the private sector for the
 
importation of raw materials, intermediate goods, and capital goods from
 
the U.S. for private sector industry and agriculture.
 

The GODR will also agree not to use ESF funds to finance
 
military requirements of any kind or luxury items, food or pesticides
 
which are not registered by the U.S. Environmental Protection Agency
 
without restriction. Documentation will be required from the GODR to
 
verify that $41 million worth of eligible imports for the private sector
 
during this period were actually received. This verification will take
 
the form of customs receipts, bills of lading, Central Bank authorization
 
of foreign exchange for imports, and other standard GODR documents which
 
identify the type of good imported, the source and origin, and the U.S.
 
dollar value.
 

The Central Bank will utilize its existing mechanisms to assure
 
compliance with the covenant. After disbursement of the loan, every
 
three months the Department of Foreign Exchange within the Central Bank
 
will prepare and submit to A.I.D. a report on the goods imported under
 
the program. This report will include a summary listing of the
 
importers, goods, values, and importing dates. In addition, the report
 
will include the supporting documentation (e.g. bills of lading, letters
 
of credit) associated with the eligible imports. The Department of
 
Foreign Exchange currently prepares similar documentation for an OPEC
 
funded project. In addition FIDE has prepared similar documentation for
 
previous AID loans. The Central Bank anticipates that the increased
 
workload created by the AID ESF funded project should present no problems
 
in complying with the reporting requirements. Mission therefore believes
 
the proposed mechanism should prove effective in assuring compliance with
 
the covenant.
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D. Use of Local QurXencyp Genr~pnr 

Within approximately 30 days after the disbursement of the $41
 
million dollars, the local currency generated from the program will be
 
deposited in a special account in the Central Bank for the uses agreed to
 
under the program.
 

The Central Bank will inform the Technical Secretariat of the
 
Presidency (STP) of the deposit of all proceeds and will advise AID. The
 
generated local currency will be programmed jointly by the GODR and AID
 
for high priority private sector development: needs. STP will coordinate
 
the GODR planning and programming activities. Prior to the disbursement
 
of the proceeds, STP will submit, for AID approval, a detailed
 
implementation plan for each project activity. Under the local currency
 
funded activities, three areas of financing have been identified by the
 
GODR as their priority uses for these funds. Specific allocations will
 
be the subject of further negotiations; however, GODR plans and
 
priorities involve the following:
 

1. Cpxst F-acility ($25 million)
 

This facility will seek to increase the volume and smooth
 
the flow of credit and investment to and within areas of the private
 
sector which are not adequately financed and which offer significant
 
opportunities for development such as agriculture, and export promotion.
 
Private enterprise, particularly smaller firms, need access to financing
 
of various kinds: shorter and longer term, debt and equity, capital
 
goods and working capital. The Finance Facility will help marshall the
 
resources to meet those needs.
 

FIDE has a list of 670 agricultural and industrial
 
projects totaling $37,750,000 and a proposed cash flow reflecting
 
commitment of all projects in one year and disbursement in twenty four
 
months. (This period represents the outer limit of our projections. In
 
practice, we will seek to have peso disbursements move much faster,
 
within the constraints of prudent use of the funds.) These projects
 
represent for the most part applications on hand. The scope of lending
 
for any designed time frame through the facility could be greatly
 
enlarged by FIDE calling for additional applications. Proposals in hand
 
include a range of high impact of projects including agro-industry,
 
various agricultural production operations and an export terminal.
 

The possibility of use of the Facility to promote
 
equity financing is under consideration. This may involve creation of a
 
private investment rcompany which would take equity positions in Dominican
 
business enterprises or a corporate securities exchange.
 



18
 

The Finance Facility will be established in the
 

to any qualified bank or financiera,
Central Bank and provide access 

financial intermediaries.
including cooperatives which have their own 


Prior to agreement on how this Facility will function, 
AID will discuss
 

with FIDE a series of measures to ensure that particular emphasis 
will be
 

placed upon lending to agricultural cooperative activities which are
 

We will seek to set aside a portion of the
eligible under the Facility. 

feasibility study funds to specifically identity such cooperative
 

The Mission intends-to monitor-this-process
pr6-s-for-financing. 

closely.
 

FIDE has a well established iublending system with
 

standard credit policies and procedures for lendinj to the 
industrial and
 

agroindustrial sectors which reflect the highest sublending 
rates under
 

We expect an interest rate restructuring in the near future.
the law. 

Interest rates are currently under review by monetary authorities 

and
 

will likely be revised upward. The Mission will assure that there will
 

no overlap between the sublending activities under credit 
facility


be 

activity and those included under the AID Small Industry Development
 

project. AID will require, however, that at least 80 percent of the
 

loans utilizing local currency generations will be directed at 
small and
 

FIDE, through STP, will submit to AID the detailed
medium industry. 

sublending criteria and procedures to be used under the program and 

a
 

detailed sublending operating plan for the first twelve months.
 

The Facility also will service the needs of private
 

enterprise generally but special emphasis will be placed on 
promoting the
 

flow of exports from the Dominican Republic and the flow of investment
 

capital into the Dominican Republic by financing technical assistance,
 

feasibility studies, and information transfer for export promotion 
and
 

for the development of private sector projects to be financed primarily
 

by foreign investment.
 

Export promotion technical assistance may be
 

handled through "trading companles"I through the open market for
 

Dominican and American technical assistance services; or through a U.S.
 

organization which would both provide and "broker" export promotion
 

Tie Technical Assistance Facility will
technical assistance services. 

help promote private investment project development by financing
 

consulting services for specific projects and by encouraging development
 

of Dominican private organizations specializing in investment project
 

development. The facility may be used in part to help improve the
 

responsiveness of GODR authorities to private sector requirements,
 

perhaps through promotion of a "clearing-house" or "ombudsman"-type
 

service. Detailed activity descriptions will be developed thro.qh a
 
SIP will
joint GODR-USAID-Private Sector committee to be established. 


then submit the final activity descriptions to AID.
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2. PrpOuptJV. tnra,.txutuxe Fund ($10 million)
 

Local 	currency generation8 will be used within a fund
 
established by the Central Bank to accelerate on-going GODR investments
 
financed by international lending institutions where lack of local
 
currency counterpart has resulted in work stoppage of projects deemed
 
critical to expanded private sector productivity, and which may have
 
important multiplier effects both in disbursing IFI dollars and in the
 
corresponding expansion of internal credit to the private sector.
 
Examples, of suchinf strucAre include peciallzed..facjlitiefor.> 
agricultural exports, transportation networks, and irrigation.
 

The GODR has already established a fund in the
 
Central Bank to improve the progress of key internationally funded
 
projects now blocked because of lack of counterpart. The objective of
 
this fund is to better assure the availability of counterpart resources
 
often not available through the current fiscal process. It is
 
anticipated that when fully operational the fund will receive resources
 
from many sources (e.g. OPEC, IBRD, IDB).
 

The AID financed contribution will be used to
 
support internationally funded projects most in need of counterpart and
 
which most affect the development of the private sector, including

cooperatives and farmer associations who currently are the greatest
 
beneficiaries from several major irrigation and agricultural credit
 
programs funded with international loans. The fund structure will be
 
revised to include all AID projects as eligible for the counterpart
 
resources available under this program activity. STP will develop a
 
listing of priority productive infrastructure projects to be funded under
 
the ESP program for AID approval. Any changes in this listing will
 
require AID concurrence. STP will submit quarterly reports to AID on the
 
disbursement and usage of these funds.
 

3. 	 YspJi~jmnd-PrivateJIAttutio-nAl $trez-thmninA, 
Ac.tilJvLtijo (6.0 million) 

There are a wide range of training requirements in
 
the private sector, iome of which the Mission has begun to address
 
through loans to promote private vocational education and the development
 
of a graduate business and public administration faculty.
 

A Training Finance Facility will expand the volume
 
of AID assistance for training and extend opportunities to private sector
 
enterprises to finance technical and business training for their
 
personnel. It t anticipated that a significant portion of the training
 
funds will be used as counterpart under the proposed AID loan funded
 
Management Training project for the construction and equipping of the
 
Business Administration school at the Univeradad CatVlica iadre y
 
Maestra.
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A portion of the local currency generations will be
 

devoted to financing programs Lo be implemented by both indigenous and
 
U.S. PVOs. We believe that PVOa bring a unique perspective to
 
development, and can provide a grasAroots dimension not always attainable
 
under regular loan/grant programs. There is considerable scope in the
 
Dominican Republic for such activity. A number of private U.S.
 

organizations are currently active here in various fields, including
 
agriculture, small business, housing, health, and education. Further,
 

heeaea number. ofDominican_ private -devel~oprnt ,insatitutions,many -o~f. 
which are highly qualified to develop and implement projects which
 
support CBI objectives. USAID plans to expand its PVO program by
 

exploring in depth with the impressively varied U.S. and local PVO
 
communi- es possible new OP; activities that will promote CBI goals and
 

will comdlement and reinforce the Mission's DA program. A joint GODR-AID
 
PVO committee will be established to develop a set of programs in this
 
area. STP will then submit the final program proposal to AID.
 

Ng9-0~tiA~t1inQ AkStuts 

Representatives of STP and FIDE have been working closely 
with the Mission staff on all aspects of the PAAD. There are no 
remaining issues which will require substantive negotiation. The Mission 
and the GODR intend to obligate the loan before the end of FY 82. Once
 
the PMAD in approved, the Project Agreement will be prepared and
 
negotiated with the GOOR (principally STP). The Agreement will then be
 
reviewed and approved by the Legal Advisor to the President and signed
 
o/a September 29# 1982. No unusual delays are expected in this process.
 

r. Covenaatp AndL j$noial -XngmAp 

I. A---cultu-- E---r-s, AID has agreed to be guided by 
certain programs of the proposed authorization legislation as reported 
out of the House Foreign Affairs Committee which requires that, 
'Agreements relating to assistance under this title shall require that 
particular emphasis be placed on using assistance, including local 
currencies, in a manner which will not cause serious injury, or the 
threat thereof# to the production, marketing* or pricing of United States 
agricultural commodities or products.* In this regard, a covenant will 
be Incorporated within the Agreement with the 0ODR that the GOCR shall 
*place particular emphasis on using assistance, including local 
currencies hereunder, in accordance with criteria as may be agreed upon 
in writing betrei the partios." A countersigned side letter along the 
following lines shall be exchanged with the GODR pursuant to this 
covenanlts 'In using dollar funds or local currency resources under this 
%rement, the borrower should avoid projects or activities which would 
cisue or threaten serious injury to the production, marketing, or pricing 
of 'InIted States agricultural commodities or products. Exports of 
aMri-ultural commodities or products should not be supported using such 
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funds, if the issue of serious harm or threat thereof from such exports
 
has been raised by USAID, until the matter has been reviewed and
 
discussed by USAID and the borrower. Both USAID and the borrower should
 
keep each other informed of activities which appear to involve the
 
potential for such harm,"
 

2. qncpijtenpyYtb FA.A: The Mission believes that all
 
proposed uses of the local currency generalions are consistent with
 
sections 103-106 of the FAA; however, in recognition that a 80 percent
 
requirement has been requested by the Congress, the USAID further
 
propos-es1o -requilre th"6at-leas-80 percent of the FIDE credit funds_
 
utilizing local currency generations be directed at small and medium
 
export and agribusiness activities.
 

3. Usop p- qca Currecy Geexations: The covenant
 

specified in F(l) above will provide USAID with the opportunity to
 
discuss and approve all uses for local currency generation under this
 
program. Plans of activities to be financed with these funds will be
 
submitted to AID/W for clearance.
 

4. Qspp-pf. Fore-ign Excha qeg Foreign exchange will be
 
made available from the loan subject to a covenant that in the succeeding
 
twelve months the GODR will allocate at least an equivalent amount of
 
foreign exchange to the private sector for the importation of raw
 
materials, intermediate goods and capital goods from the U.S. for private
 
sector industry and agriculture.
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The criteria listed inPart A are applicable generai1ly to FAA funds, and should be used
irrespective of the proqram's funding source, In Part B a distinction is made between the 

* . criteria applicable to Security Supporting Assistance and the criteria applicable to Develo;riont.
Assistance. Selection of the appropriate criteria~ will depend onlthe funding ource for Ltho progiram. 

CROSS-REFERENCES: The FY-82 Country Checklist is included in the Energy Conservation 
and Resource Development Project Paper (517-0144) .. 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 
* >. ~1.App. U~nnumbered; FAA Sec 653(b).____ 

(a)Describe howConnittnen on Appropria-
tons of Senate and[House have been or 
will be notified concerning the nonproject 
assistance; 

(b)isassistance within (Operational
Year Budget) country or international 
organization allocation reported to the 
Congress (or not more than $1 million 
over that figure plus 10%)? 

2. FAA Sec. 6ll(a)(J2. If further legis­
lative action is required within recipient

country, what is basis for reasonable
 
expectation that such ection will be 

completed intime to permit orderly

accomplishtent of purpose of the
 
assistance?
 

3, FAA Sec. 209, 619. Isassistance more
 
eff"-Tei-c ffectively given throuqh
tT 

regional or multilateral organizations?

If so why isassistance not so given?

Information and conclusion wheter assist­
ance will encourage regional development
 
programs. Ifassistance is for newly

independent country, isitfurnisod
 
through multilatral orn,izit.lons or in
 
accordance with rultilateral plans to
 
the maximum extent appropriate?
 

4. FMA Sec. 601fl. dc. 201(f- for 
i e_) F 1 i rs .-fnfTna' and 
conclus i ons wtT,her assistance will , 
encojrage efforts of the country to: 
(a)increase thu flow of international 
trade; (b)foster private initiative 
and competitior; (c) encourace develop-
ment and use of cooperatives, credit
 
unions, and savinqs and loan associations;

(d) discourage rinopolistic pr.octices;
(e)inprove technical offi incy of
 
i.dutry, aqri( ulurni corntorce and
 
(f)1.trengthei free labor unions.
 

An advice of Program change notifying the
 
Congress of the use of the $41 million of 
ISF was sent to Congress., 

No, ESF is being used here to meet urgent,

unforeseen 'need which was not taken into
 
at
 
account in the preparation of the 
Congressional Presentation for the year
 
in question. 

No.
 

No.
 

The objectives the assistance provided
 
include increasing the flow of inter­
national trade, fostering private
 

{nitiative and competition, and improving­
the technical. efficiency of industry,

agriculture and commerce#
 

,
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5, FAA. s &,60I3)1 Information and con- ... u-project is specifically intended to 

:; si: 6ono : w ssstance wil 1ncouraqe enhance US. private investment in the 
U.S, private trado and lnvestiwnt abroad Dominican Republic and to expand U,S. markets 
and encouiage private U.S. participation 

for Dominican products.
in foreign assi.tance programis (including 

use of private trldn channel, and the
 
services of U.S. private enterprise),
 

6. FA e Sec;_( D'escribe. .3(Lq. N.A,•
eCstep6takento asure that, to the 

maximum extent possible, the country Is
 

i
contributing local currenc es tomeet
 
the cost of contractual and other services,
 

" )
 

: : and foreign currencies owned by the United ' .... . . :" '...
 
--States -are:ut i z~el-to: meet--t ho-cost -of-- ...--------- - ":; :" 

-. . . contractual and other services. 

The U.S. does not own excess Dominican7. f. Se. 6 ?J(). Does the United States 

own excess foreign currency and, if so, currency .
 
what arrangements have been made for its
 
release?
 

B. FUNDING CRITERIA FOR NONPROJECT ASSISTANCE
 

1. Nonproject Criteria for Security
 
Siupporting Assistance
 

a. FAA Sec. 531. How will this asslstanae Assistance will:
 

support promote economic or political - support efforts of GODR to cope with
 
stability? Isthe country among the 12 current economic problems.
 
countries inwhich Supporting Assistance
 - provide immediate balance of payments
 may be provided inthis fiscal year? 


support.
 

2. Nonpro~ect Criteria for Development - provide foreign exchange and credit to
 

Assistance the Dominican private sector.
 

a. FW Sec. 102(c);Sec. 1; Sec.281a..
 
Extent to which activity wi ) ec7
 
tively inVolve the poor indevelopment, by
 
extending access to economy at local level, N.A.
 
increasing labor-intensive production,
 
spreading Investment out fron cities to
 
small towns and rural areas, and (2)help
 
deveolp cooperatlves, assist rurdil and
 
urban poor to help themselves toward
bettrr l ife, and otherwise enicourage..
 
democratic private and local government
 

institutions?
 

b. FAA Sec. 103_j3A, 0 0110
 
107. s t e aBovailable: 
tL3.clude only applicable paraqraph -- N.A.
 
.o- a, b, etc. -- which corresponds A
 
to sources of funds used. 
 Ifmore than
 
one fund source isused for assistance,
 
include relevant paragraph for each fund
 
source.)
 

: : ... - :)
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Q~bPae 3of,8 ~ 

(1) [1O3l for agricult're, rural d Iv 
pmont or nutrittan-, it'-w1 -tt 

uQn 
N.A, 

which activity is si t,- i il if1,.,,ofnd 
to IncreAse productiity .nd i:uora 
rural poor; [1 3A If(or a. o..ttral 
resvarch, is full account t,,'i , u 
needs of smill fOrt,irN 

.t: 
. 

12)[[04) for -opulation plannin o r -­
heati ; if so, extenttt h activity
extends low-cost, inte(Ir~ted ft!ovry
qstiots to provisc ho~lth inj 4',fly 
plaingservices,fori. ua1y in rurdl 

N4.A. 

areas and poor; extent to hiO i,*Ast­

ship [veen (A) populItAon ioth anrd 
(rdevelopment AoL all , t 
in living standards indryloprj
countries. Is activity deq~o Lo 
buildrotivation for .ral fe r..li: in 
programs sLh as cdj*it inn r, d out 

the -oo tgI peat cnt e nto- , f l'i t 

of school, oaternal a.d hlr. floilth 
services, arlculture producti,(, 
rural dsvssancent, and sssistmne to 
urban poor? ; -­ --- --------­

(3)(105) for edu~cation, rablic aCd~nistra­
tion, or humasn resources devyelkrint; 
ifso, extent to which *ctivity
strengthens nonforial edtjc-iton, mkes 
forral education rejrelevanit,
especially for rural femilies hnd 
urban 11r; or strn,'1th ns t 

N.A. 

the poor to participa.t in d l nt; .... 

(4)(10") for technical P'-istanto, "Morgy,
research, reconstrwctoon, and '".(cttd
development probli; if so, .t;t'*nt 
activity is; 

N.A. 

(a)to help alleviate energy preule'm; 

Mb reconstruction afttr natural or 
manmade disaster; 

(c) for special dev#ilo,,)!nnt srot'lomi,
and to enable proper uiiMaL* iu 
earlier U.S. 1nfrastr*UL~jrqj eft., 
assistance; 

(d) for programs of uttinn dove iqipvnt,
espciadlly sr,41)t~ ntt~1. 
enterprise%, rmrrooitiwij r.W~t4T, And 
financial or othor 1v,titutions lo 
help urban poor par ticip~t Ini 
economic and social dtifvelopffeflL, 

(5)01?) tIy grants for cl~ordinatC4 1,ri­
vate etfort to devOep ind dl iftnate 
interrvvd4te tecf tl, jfi 4 pr.ts
for devuloptog cuuntriejs. 

NA 
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oif diO.l 

rrefL~ inq 

,Idt~tI 

0'' 

l ql, ll *t 

r 

1, 

1a 1y 

I*I*i d 

p;(i 

N. A. 

de'l2ig;'ed to I,, f~ 
ciW-ed. ; (5) '.,wo'4 

tho ( () i. IyI " 
iripol-i 'n t .'.I 

I'',h 
(j 

th 

pktendot trin qrtatioyi v'" ,roniuct Ion; 

d. r,,A )oc. Ov" 0)'VIv~.u~iXtrt to 
wic h ;'c'cqy:, 'U ;OzcJ , pa&s:;'DrticulaI r 
Os,(Jr, Clsr j,."Iwcapw. le'. of the
Peoit4 of ft'- eo4ltry.. lit 1 ;sthu
country'. ,r1 ~*chi1 .auctl to 
cnri(rt, .L - L t '.(anfl (1o%.olop oflt; aovd 

tuI':sOrt~k civ ic itii traiing in 

prrces-st~e% . ial to ,oi f'-;novvrnrntent. 

N.A. 

. 
UtI fthe activ;' qivL ( ti~.ciubt prom~ise
Of Conrilrbutir~r 10 thi e v osl-hmt of 

ec~'i~ces~ or to -,I increase of 
trCictvecircict, drnri_(d1bultaininq

CUlhO),ic qvgrwt; or of (Ii i:.lt 1(,ral or, 

prvu rv? 1, 1i elatt,d 1.,,jvd tonsistent 

tfI1 It Lcriti il it, to r 1Ljiiabk long-

N.A. 

~~~~ Wit 

toi 0,ich U. 
ai'~ ('uI '~~4 ~n 

i-r.Iw i of(-Ivrdij 

'-

o I. v,1r fI to 

it i'. pd
~irJr, tcstt 

Lit. U.5. 

.irvaoi, 

with 

3, h i i rri i y{;j ,I (r ) w f r,~n 

a. ftA Se( 
(I I o 1~ , tvr 'r , 1 

o!, rL~Ct % IIt 

Ifn))ltforvT,tion and 
I a I udInil 

j the', ul~lte~i st a ) 
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b. FAA ID?; (1() 
bInforAtina ndc.? 1ii ?i(lw (1) ca.ac­
ity of the coII Itry to r(,pay Lh, loan, 
including reasonihlene., or reci 1ent 
prospects, and (2) reasonahl nss and 
legality (under laws of country and 
United States) of lending and telendlng 
tenns of 	the loan. 

c. FAA Sec. ?.Ol(t ). If loin is not made 
pursua-to a mul'tilateral plan, and thu 

amut of, -Che S100000 hits 
country suhbittedto AID an application
for such funds together with assurances
 
to indicate that funds will be used in an
 
economically and technically sound manner?
 

d. FAA Sec. 202(a). Total anmnunt of
 
moned-un r-1dn which is qoinqj directly
 
to private enterprise, is qoinq to
 
intermediate credit institutions or othpr

borrowers for use by prlvat(; enterprise,
 
ib Leing used to finance irports from
 
private sources, or is otherwi!,e being

used to finance procurements from private
 
sources?
 

4. 	Addition3l Criteria for Alliance for 

Progress­

[Note: 	 Alliance for Progress assistance
 
should add the following two Items to a
 
rnonproJect checklist.)
 

a. FAA Sec. 251nb)(IL-Lp. Does
 
assistance te into account principles
 
of the Act of Bogota and Charter of Punta
 
del Este; and to wihat extent will the
 
activity contribute to tho economic or
 
political Integration of Latin America?
 

b. FAA Sec. 251(t))p8. ?l(h). For loan#,

has th-ere-n taken intoacc-ount the
 
effort made by recipient nation to repa­
triate capital invusted in other countries
 
by their own Citizens? Is loan consistent
 
with the findinjs and recommendations of


* 	 the lnter-American Connittee for the 
Alliance for Prolrpss (now "CEPCIES," th' 
Pen,:anent Executive Coninittee of the OAS)

in ts annual review of national
 
development activities?
 

I~1A1pnru-1 .4 II "I.UH 

ANNEX A 
Page 5of 8 

N.A.
 



3A2(-1Alip 3 	 4.:6 No ?, 1917 3)7 

ANNEX A
 

3A(,3L-Page 	 6 of 8 

which normally will be covered routinely in those provisions of
Listed below are statutory Items 

by exclusion 
an assistance agreoment dealing with Its implementatinn, or covered in the agreement 


(as Vwhere certain users of funds are permitted, but other uses not).
 

(A) Procurement 	 and (D) Other Restrictions. 
. These items are arranged under the general headings of 

A. 	 PROCURZFENT 

1. 	FAA Sec. 602. Are there arrangements to
 
small business to participate Yes.
permit U.S, 


funs~go od and
 
-qialynh 

services financed?
 

2, FAA Sec. 604(a)_. Will all commodity
 
procurem-entFfTanced be from the United
 
States except as otherwise determined by Yes.
 

the President or under delegation from
 
him?
 

3. 	FAA Sec. 6041LI). Will all conmodities in
 
bTlkbpurChased at prices no higher than Yes. 

the 	market price prevailing in the United
 
States at time of purchase?
 

4. 	FAA Sec. 604tcj. Will all agricultural
 
c.nodtieS available for disposition
 
under the Agricultural Trade Dcvelopment N.A.
 
& Assistance Act of 1954, as amended,
 
be procured in the United States unless
 
they are not available in the United
 
States in sufficient quantities to supply
 
emergency requirenents of recipients?
 

5. FA Sec. 604(_dl. If the cooperating
 
country discriminates against U.S. N.A.
 
marine insurance companies, will agree­
ment require that marine insurance be
 
placed in the United States on
 
conmodities financed?
 

6. 	FAA Sec. 604Lel. If offshore procure­
en of-art)cu 1tural cr,odity or product
 
is to be financed, is there provision N.A.
 
against such procurement when the 
dorestic price of such.conmodity is less
 
than parity?
 

7. 	FM Sec. QO f. Are there arrangements
 
whereby a supplier will not receive N.A.
 
paynent under the ro.nmodlty import
 
program unless he/she har certified to
 
such Informitlon as the Ajency by
 
rcgulation has prescribed? 

- .. 
*-------.-.*-..---.* - . -..-­



______ 

p*wr V- 1)11VAI -5 

, v; 1o¢ rm 1977 j:6 

. .Page 

. 8. 	FAA Sec. 00,1(a), Will U.S. Governniont 
"xces oiiipioaT property be utilized-
wherever practicable in lieu of th" 
procureoent of now items? 

9. 	 MA Sec. 901(h), (a) Coty)ltance withil 
-4Th~Ti-h~t at least 50 per cntin 

of the gross tonnage Of cci11nditie, 
(computed separately for dry bulk
 
carriers, dry cargo liners, ano tankers) 
financed shall be trans.orted on pri­
vately owned U.S.-flag convi'ercial 

- Y~eestho the-extent-that such vesels-. 
are available at fair and reasonable 
rates. 

10. International Air Transport, Fair

Tpeti-T~ Practices '6.1'~ 

If air transportation of persons or
 
property is financed on qrant basis, will
 
provision be made that U.S.-flag carriers 

vrill be utilized to the extent such
 
service isavailable?
 

B. 	OTHER RESTRICT0OIS
 

1. FAA Do arrangements preclude

promioting or, assisting the foreign aid 

projects or activities of Cor~inunist-Uloc
 
countries, contrary to the best interests
 
of the United States?
 

2. FAA Sec. 6361). Is financing prohibited

from use, withcut waiver, for purchase, 

long-term lease, exchange,or guaranty of
 
sale of motor vehicle manufactured
 
outside the United States?
 

3. 	Will arrangement preclude use of
 
financing:
 

a. FAM Sec. 114. to pay for performance
 
of abor-in or involuntary sterilizations 

or to motivate or coerce persons to
 
practice 	abortions? to pay for perfornance
of involuntary sterilizations as method of
 
family plaaning or to corce or provide 
any 	financial incentive to any person to
 
practice 	sterilizations?
 

b. FAA Sv,_620(). to rompensate owners 

for expropriated national ized property?
 

C. 	FAA Sec. 660. to ftnan:e police
 
traiingor o-th'r law enforcement 

assistance, except for narcotics programs?
 

d. 	FAA Sfc, 662. for CIA activities? 


All) ttANfroIM 4, App 3A 

AN4NEX A 
7 of 8 

N, "
 

N.A.
 

N.A.
 

YOC.
 

Yes.
 

Yes.
 

YCs.
 

Yes,
 

YgH., 
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r . efOr Sec. 103. to pay pensions, etc.,mil tar-y personnel? Yos. Af 

f. Ap. Sec. 106, to pay U.N. Yes. 

g. Ap1 0Sec.107, to carry out. provisions 
of FAA Section, 09(d) and 251(h)? 
(trinsfer to multilateral organization 
for lending). 

Yes. 

4. FAA Sec. 201 d. If development loan, 
Ts--n-te-rest rate at least 2%per annum 
d f gV69 -9t I a - pe . .r 
annum thereafter, Can the country 
borrower service the loan on hirder than 
standard development loan terms? 

. . . . 
Yes. 

. . . . . . .. .. . . . . . .. . . . . . . .. 

...... . . . .	 ). ... . ... ..... .. .-... 
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REPUBLICA DO)MINICANA8 

SANTO DOMINGO, 0. N. t0C 

SPN-- 20 SET. 182 

Sefior 
Philip Schwab
 
Director de la Agencia Internacional
 
para el Dosarrollo (AID).
 
Ciudad.
 

Estimado Sefior Schwab:
 

El Gobierno Dominicano que inici6 su gesti6n el
 
pasado 16 de agosto, estA llevando a cabo tun programa de recu­
peraci6n de la economia dominicana, raz6n por la cual se han

adoptado una serie de medidas de amplio conocimiento de la
 
opini6n piblica nacional tendentes a superar las dificultades
 
econ6micas por las que atraviesa el pals, come se puede obser­
var en el documento anexo.
 

En ocasi6n del discurso de juramentaci6n del Ciu­
dadano Presidente, asi como con posterioridad al mismo, el Go­
bierno Dominicano anunci6 y adopt6 las referidas medidas, las

cuales tionen come objetivos principalos reducir sustancialmon­
to los d6ficits deI Gobierno Central, d, las instituciones aut6­
nomas, ast como do las ompresas do] Estacdo; oliminar aquellas
restricciones vigentes on ciortos ronIlones do exportaci6n a la
 
vez que proporcionar mayores incentivos a la misma como a la agro­
industria; contribuir a la creaci6n de un clima mas propicio para

la inversi6n extranjera; incentivar la participacifn del sector


~ACTI% privado en la oconomfa del pals a trav~s de nuevos incentivos fis­
- calos y financieros; permitir la participaci6n do los bancos co­merciales on el mercado paralelo de divisas y Ilevar las tasas
 

' do inter6ts sobre los instrumentos do ahorro interno a niveles
 
|1 compotitivos con Ions vigontes in !] oxtorior.
-on 

­

el oetivo do coadyuvar a esos esfuerzos, y
 
por instrucciones del Ciudadano 1'residente Dr. Salvador Jorge
 

G...-
 Bianco deseo presentar a nombre dol Goblerno Dominio:ano una soli­

i,, i citud do financiamlento por un monto do US$41.0 milkones a fin defortalocor la partJcfpaici6n do) sioctor privado on 01. desarrollo
 
do Ia oconomfa del palts y ats ~',ivvr ademts
1 tus retitoritniontos, a
 ..-corto 1azo, do 1as cfvjsn nrece~;jrtas pura llevar a cabo dicho 

V.ror­
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Los pesos que se generen de este pr~stamo serian
 
el Banco Central de la
 una cuenta especial ert
depositados en 


Reptblica Dominicana a fin de proporcionar asistencia 
financie­

arraaI
 
ra a los siguientes proyectos de desarrollo:
 Ce t alatra- .. ..
 

K'i • ':: -:a) -US$25.0'-.millones,.para~ser canalizadSac 

' '-f ' ­ara l
 
s del Fondo FIDE del Banco'C............P
V 


d e
nanciar proyectos exportaci6n y agroindus­
sector privado.
triale. del 


US$10.0 millones para el Fondo Rotatorio de
b) 

el Banco Central para
Contrapartida creado en 


acelerar la ejecuci6n de proyectos financia­

dos por el BID, Banco Mundial y la AID.
 

US$6.0 millones para programas de capacitaci6n,
c) 

entrenamLento y fortalecimiento institucional
 
a organizaciones de apoyo al desarrollo del
 

sector privado.
 

En espera de que nuestra solicitud sea acogida fa­

vorablemente, le saluda,
 

Muy atentamente,
 

.- t" . Z; )I­

,-- Ing. Ram6n Alburque que
 
fSecretario,T6cnico de la Presidencia
 

RA
 
MA/AR
 

' ­la. 



