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PROJECT AUTHORIZATION 

Name of Country/Entity; Dominican Republic 

Name of Project; Agribusiness Promotion 

Number of Projects 517-0186
 

Number of Loan4 517-T-051 

1. 
Pursuant to Section 103 and 106 of the Foreign Assistance Act of

1961, as amended, I hereby authorize the Agribusiness Promotion Project

for the Dominican Republic involving planned obligations of not to exceed
 
$17,300,000 in loan funds and $2,500,000 in grant funds over three years
from date of authorization, subject to the availability of funds in

accordance with the A.!.D. OYB/allotment process, to help in financing
foreign exchange and local currency costs for the project. 
The planned

life of the project is three years from the date of initial obligation.
 

2. 
The project consists of assistance (1) to establish an agribusiness

loan fund which will be drawn on by private banks to provide capital for

fixed assets and working capital for the expansion or establishment of
private agribusiness enterprises, and (2) to develop the institutions
 
that are essential to the expansion of the agribusiness sector in the
Dominican Republic by improving their capacity to assist promising

agribusiness ventures in locating foreign partners, defining markets,

conducting feasibility studies, strengthening their capability to
 
identify, analyze and support feasible agrib-.U-iess ventures, and

facilitating the export of non-traditional, agricultural products.
 

3. 
The Project Agreements which may be negotiated and executed by the
officers to whom such authority is delegated in accordance with A.I.D.

regulations and Delegations of Authority shall be subject to the

following additional terms and covenants and major conditions, together

with such other terms and conditions as A.I.D. may deem appropriate.
 

a. 
Interest Rate and Terms of Repayment
 

The Cooperating Country shall repay the Loan to A.I.D. in U.S.
Dollars within twenty-five (25) years from the date of first disbursement

of the Loan, including a grace period of not to exceed ten (10) years.

The Cooperating Country shall pay to A.I.D. in U.S. Dollars interest from
the Date of first disbursement of the Loan at the rate of (a) two percent

(2%) per annum during the first ten (10) years, and (b) three percent

(3%) per annum thereafter on the outstanding disbursed balance of the

Loan and on any due and unpaid interest accrued thereon.
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b. 	Source and Origin of Commodities, Nationality of Services Loan
 
Funded
 

Commodities financed by A.I.D. for the Project shall have their
 
source and 	origin in countries included in A.I.D. Geographic Code 941 and 
the 	Dominican Republic, except as A.I.D. may otherwise agree in writing.

Except for ocean shipping, the suppliers of commodities or services shall
 
have countries included in A.I.D. Geographic Code 941 and the Dominican
 
Republic as their place of nationality, except as A.I.D. may otherwise
 
agree in writing. Ocean shipping financed by A.I.D. under the Project

shall, except as A.I.D. may otherwise agree in writing, be financed only 
on flag vessel of the United States, other countries in Code 941 and the
 
Cooerating country.
 

c. Source and Origin of Commodities, Nationality of Services --
Grant Funded
 

Commodities financed by A.I.D. for this Project shall have their 
source and origin in the United States (AID Geographic Code 000) and the 
Dominican Republic, except as A.I.D. may otherwise agree in writing.

1?,,-tpt for ocean shipping, the supplier of commodities or services shall 
ha e Lhe United States and the Dominican Republic as their place of 
', rionality. except as A.I.D. may otherwise agree in writing. 

OUean 6bipping financed by A.I.D. under the Project shall, except
 
an A.I.D cay otherwise agree in writing, be financed only on flag 
r .sels of rhe United States. 

d. 	 Conditions Precedent to Disbursement 

Virst Disbursement. Prior to the first disbursement under the
 
l).tn, or to the issuance by A.I.D. of documentation pursuant to which 
eisbursement will be made, the Borrower will, except as the Parties may

otherwise agree in writing, furnish to A.I.D. in form and substance
 
satisfactory to A.I.D.J
 

(i) An opinion of counsel acceptable to A.I.D. that this Agreement

has 	been duly authorized and/or ratified by, and executed on behalf of, 
the Borrower, and that it constitutes a valid and legally binding
 
obligation of the Borrower in accordance with all of its termsa
 

(ii) A statement of the name of the person holding or acting in the
 
office of representative of the Borrower and of any additional
 
representatives, together with A specimen signature of each person

specified in such statemento 
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(iii) Identification of an appropriate full time Project Managers 

(iv) Written operational guidelines which describe the procedures
(e.g., sub-loan application forms, approval and disbursement 
arrangements, use of recuperations and auditing and accounting
procedures) and eligibility criteria which will be applied to the use of 
A.I.D.-furnished loan funds, and
 

(v) A draft agreement to be utilized between Fondo de Inversiones
 
para el Desarrollo Economico (FIDE) and the Participating Financial
 
Institutions (PFIs) which describes the terms, conditions and procedures

to be employed by the PFIs to access project funds for their lines uf 
credit.
 

e. Special Covenants
 

The Borrower shall covenant as followsi
 

(i) Evaluation Plan. Except as A.I.D. may otherwise agree in 
writing, the Borrower will prepare and submit to A.I.D. within 12 months

of the signing of this Agreement a time-phased plan for evaluation 
described in Section 6.1.
 

(ii) Support of Agribusiness Development. 
Fxcept as A.I.D. may

otherwise agree in writing, the Borrowera 

(a) Agrees to review with A.I.D. the structure of interest rates
proposed under the Project each year from the date of the first 
disbursement of loan funds, within the guidelines established by the

Monetary Board and recognizing the prevailing conditions in Dominican
 
financial markets. 

(b) Agrees, for the life of the loan, to utilize the principal

repayments made by the PFIs for lines of credit which meet the original 
purpose and objectives of the project. 

(c) Agrees that loan funds will not be used for projects
involving the production or processing of sugar, citrus, African palm
oil, and pesticides and severe chemical treatment such as tanneries or 
extensive land clearing or road construction in hillside areas, nor for
traditional exports as defined under Dominican Law No. 69. 
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(d) Agrees to convene periodic meetings with representatives ofthe public and private sectors, as well as A.I.D., to review progress

toward objectives and constraints to increased investments and exports.
 

CtoOSAID/Dominia Republi c 

Date 
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I SUMMARY AND REOOKMKMDAIIONS 

A. Recomodatlons
 

The Agribusiness Promotion Project Committee recommends that a loabe made in the amount of $17,300,000 to the Central Bank, and that a grant bemade to the Joint Agricultural Consultative Committee of tile DominicanRepublic (JACC/DR) in tile amount of $2,500,000 in order to establish anagribusiness promotion program. 
Within this grant amount are earmarked400,000 for a project advisor, evaluation and audit services; $300,000 fortechnical assistance to tile participating banks; $155,000 for produceinspection services; and t500,000 to the Trade Development Program (TDP) forfeasibility studies. 
This program will be implemented over a three year
period and it will be complemented by RD90,000,000 in local currencies for 
tile loan fund. 

B. Sumary Project Description
 

The goal of the project is to contribute to increased employment,income, and foreign exchange earnings or savings, while fostering equitabledistribution of benefits produced by private enterprise. The purposes are to(I) establish a credit fund and provide technical advice to privateagribusiness firns and their supporting industries that produce fresh orprocessed commodities for export and domestic markets; and (2; improve themechanisms and policy framework for promoting and financing agribusiness 
projects.
 

Through an agribusiness loan fuind direcled by private banks, tileproject. will finance the expansion or establishment of 80 to 90 agribusinessenterprises, providing capital 
for fixed asL,2ts and working capital. The
project will encourage joint vent-ures, opening opportunities for newentrepreneurs, and raw material supply by small- and mediunr-scale commercialfarmers. 'Tirough private business groups, Ithe project will establish a newsystem for identifying promising ventures, financing feasibility studies,packaging financial proposals, chaminellinug funds to these ventures, and
tracking their progress. Policy objectives 
includo adequate application ofinvestmnent- and export incenLives, reduction of business regulation,accelerated lending procedures. Lastly, tihe project will support 
and 

establishment: of pre-clearance plant health Inspections for produce destined
 
for U.S. markets.
 

C. Negotiating Status 

USAID has comducr.ed discusqjtons and surveyed tile aspirations,concerns, and alternative proposals with a wide range of agribusinessinvestors, bankers, and government officials. These discussions have coveredboth problems and opportuuit Is, ineans of fInancing and promoting
agribusiness, and a host of related topics.
 

At present, the project 
 is well known and agreed torepresentatives by keyof the private and public sectors. Discussions have been 

http:comducr.ed
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The technical assistance activity will be 
3 

handled throughgrant to JACC/DR, a 
I-C-5. 

based on a series of considerations explained in SecLionUSAID, with input from JACC/DR, will carry out a competitiveselection of a technical assistance contractor, with provisions for expansion.
 

3. Criteria for Sublending
 

As spelled out in Section III-C-3, loans will be available for
non-traditional agricultural export projects or high priority domestic
projects in areas such as animal feeds or oil seeds which will save foreign
exchange. 
 Other criteria will be employed in order to identify ventures that
generate significant direct and indirect employment, generate significantdemand for local crops (e.g. through contract growing), do not require
excessive imported technologies, 
 provide geographical diversification, havepilot activities under way, and where financing for diversification issought. Further, projects from industries such as those supplying fertilizer,seeds, packaging material and agricultural implements will also be eligible solong as the borrower is operating under competitive circumstances and notprotected under the DR's import substitution laws.
 

Maximum loan size will be RD$6 million for any one project.Financing will not be available to project.s without at least 40 percent
Dominican ownership. 
The usual prohibitions of PD-71 will be applied. 

4. Funding
 

With adjustments to the OYB for FY 1985, we are now planning
to fund the project as fully as possible, avoiding the mortgaging problemexperienced by the USAID in recent years. As additional funds becomeavailable near the end of the current fiscal year, additions to Agribusiness
Promotion will be made.
 

5. Interest Rates
 

AID will provide a 25 year loan to the Central Bankpercent during a at 210 year grace 
repayment period. 

period and at 3 percent for the remaining
The Central Bank will on lend to the participating banks13%. ThLese rates will be revised on a 

at 
yearly basis, adjusted upward ordownward according to inflation. The banks will lend to the end users atprime market rates, which are currently averaging 20 percent, including fees 

and commissions. 

These rates were established after careful consideration offactors such as the projected rate of inflation, FIDE rates, expected returns
on investments of :;ub-projects, risk, and banks' cost fundsof from non-FIDEchannels. Section III-C-4 discusses these points in more detail.
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Another factor contributing to balance of paymentsdeficits is the increased importation of agricultural commodities, manyof which could be prulluced locally. The value of imported food products

increased from million in$58 1978 to roughly $120 million in 1983.These imported commodit.es include such basics as corn and edible oils aswell as animal fats, tonacco, beans, and live poultry. Substitution of
these imports under circumstances allowing competition, with production

by local agribusinesses appears to be both economically and technically

feasible, and essential to any plan to relieve the economic situation.
 

2. Agribusiness CharactersticsR.2/
 

The agribusiness or agro-industrial sector (the preferred

Dominican term is agro-industry) is characterized by a large number of
small firms and a few relatively large firms dealing mainly in
traditional agricultural products. Most of 
the larger agro-industrial
establishments are concentrated in the Santo Domingo and Santiago urban
 areas. According to a 1983 survey 
 there are 790 agro-industrial firmsi.e., businesses dealing in food, fiber, clothing, leather and tobacco.Approximately half of these firms are involved in the export ofagricultural products, although average sales lessare than $400,000. 

In addition to the Dominican firms, most of which are
oriented toward the Dominican market and only occasionally export, 
 there are Dominican affiliates of multinational corporations. 
The

multinationals involved in non-traditional agribusiness activities for
the export market can be classified as those that: (1) produce fresh
agricultural products, with additional processing limited to classifying

and sorting; or (2) contract with private farmers to obtain their

agricultural raw materials which they process andthen market; or (3)provide technical assistance and financing to small producers under 
contract for the production of fresh produce that is packaged and 
exported.
 

Demand for agro-industrial products in the domestic
market generally is being satisfied by established firms, with the few
possible exceptions of import-substitution production and/or new products
for which demand might be created. The 
 established agribusinesses havebeen protected from significant and aggressive competition by effective
protectionist measures and "grandfather" clauses. 
 These firms generally

are either long-established (over 50 headedyears) or by members of
families long powerful in Dominican commerce. 

2/Agribustness as used here includes the production, processing and
marketing of agricultural products by private firms for sale in domestic
 
or export markets.
 

http:commodit.es
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This project implements the above strategy by incorporating
several elements critical to its successful execution. 

1. it establishes a system for identifying promising foreignpartnerships; packaging investment proposals; andamong prospective fostering a partnershipinvestors and 
expertise to undertake 

the production, managerial, and marketing
new or expanded agribusiness ventures.project addresses Iliedirectly an essential part of the strategy and,encourages diversification of agricultu.al production.
 

2. Tile underlying criteria for selecting these new venturesare that the firms either produce or
commodities, 

process non-traditional agriculturalmany of which are grown
supply key inputs such 

for the export market, or they
as seeds, fertilizers, 
 packaging materials,farm implements. andThis project will thus encourage the expansion of 
exports. 

3. 'Teproject will provide some supporting institutionalinfrastructure, to facilitate the financing of these enterprises and thepromotion of exports. 

4. The project will provide inspection services, to assistcommodity exporters to guarantee that their products meetphytosanitary U.S.standards, and facilitate the export of produce to the U.S. 

Thus, by encouraging agricultural diversification, promoting
exports, creating employment, encouraging joint venture partnerships, and
providing necessary financial aad phytosanitary support to achieve theobjectives, the Agribusiness Promotion Project is fully consistent with
the new USAID strategy. 

C. Rationale
 

1. 
 The Potential for Agribusiness Developrent
 

Clearly, the greatest potential for Dominicanagribusiness development is the expansion of exports, especially ofnon-traditional products. 

in agro-industriaL 

The Dominican Republic's comparative advantage
exports is relatad to its labor, its naturalresources, and its close proximity to the United States and Puerto Rico.
In addition, the Dominican Republic can benetfit from the close culturalties and similarity in customs and tastes with tile growing U.S. Hispanic
and Caribbean populations. 

There is an under-utilizltio(land, water, of national resourceslabor, traditional technology) and existing productioncapacity that could be dedicated to increased agricultural production.There are extensive areas of agricultural land devoted to low-return 
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There are also numerous private voluntaryorganizations that carry out activities related to agribusiness.the mosL part Forthey deal with small projects at the community level,Involving oftenformation and management of agribusiness enterprises. 

Trade associationslobbying are primarily involved inthe government in the interests of their membership.significant degree There is aof overlap in the membership of theirdirectorates, which generally various 
are dominated by the economically powerfulfamilies. 
'[lie most important are the National Council of Businessmen(CNHtE), the American Chamber of Commerce of the Dominican Republic andthe Dominican Association of Exporters (ADOEXPO), and a sociations ofindustrialists, merchants and producers, that are formed along commoditylines, type of economic activity or regional location.
 

b. Public Sector
 

In the recent past, the GODR has introduced a seriesof laws which reflect a change in economic development strategy. Thelaws and decrees imply newa policy of promoting non-traditional exportssource of foreign as aexchange, and of attracting private foreign directinvestment to develop those export industries. Some of theimportant include: most(I) amendment of the Foreign Investmentincrease profit remittances liw to
to 25 percent of invested capital, to allowregistering in any freely convertible currency, and to includeregistration of the value of imported equipment and capital goods;creation of (2)a private sector-controlled Commission for Foreign InvestmentPromotion (PC) , with a permanent staff and budget; (3) revitalization ofthe duty exoneration of raw materials to all producers; (4) establishmentof the regulatory procedures necessary to implement the Agro-IndustryLaw; (5) leasing of government land to private domestic investors forimport substitution anproject (vegetable oIl), and a number of othermeasures to encourage the financing and operations of eport-uriented


bus nesses.
 

A number of government institutiouspromoting, regulating and financing agrib 
ire involved in

,<KAess activities. Ime leadinstitutions are the Secretariat of Indu'stry and Conmnerce andTechnical Agro-Industrial Department; the 
its 

Technical SecretariatPresidency (STP); of theand the Central Bank through
instituttons its FIDE. Other relevantare shown in the Exhibit I on the following page. 
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3. Constraints
 

PID stage and 
During design of this project, we reviewed our findings at the


concluded that the previous statements were indeedconstraints are summarized below. 
valid. These 

In addition,issues, that relate however, we have highlightedto national policies, two important
context and thatof our dialogue ol a 

ha~e to be addressed in thebroad range of issues; these are landimplementation access andof policy. 

a. Pollu 

foreign investment; 
National policy regarding agribusiness is:to achieve to encouragenoir-traditional food self-suff[ciency; to increase exportsproducts, to improve distribution of 

of
generation incomeamong low-income farmers; through employmentand to develop markets for expanded
production.
 

The formulationhowever, of agriculturalis characterized and agrihusines policy,by lack of integration andThere are internalsix major policy-makers consistotcy. 
operate in the agriculturallargely independently arenai who can and doof each other.by governiment The policy mindsetcontrols, is manifestedparticularlywholesale for domestic crops,and retail on farm gate,prices of agriculturalproduction products,process, and on on inputs used il thethe exportationcommodities. and importationAlthough complete of agriculturalabandonmentprivate agribusiness enterprise 

of controls and regulation ofis not desirable,streamline there is anregulations, evidentreduce need tocontrols and generally bring greater coherenceto policy. 

Additionalimplementation concerns relateof policy. large tracts to land access and the
 or are being used for sugar. 
of land are 2ither not in production


Reform Institute (lAD) 
The State Sugar Council (CEA) and the Agrarian
often control progress these properties.has Ii recentbeen made in leasing years,

investor.; these lands toor, in some cases, in 
foreign and domesticmakingoccupants contrao U growingof agrarLan reform arrangements withland. However,up, and the not enough land hastime and bureaucracy been openedinvolvedsinai l and large firms, in accessing properties,is excessive. for bothThese issues are vital toof foreign Investment the attractionand to the export of non-tradif-lonal products. 

Another constraintimplementing, supporting, is the government's inactionor facilitating atestablished. polices andBusinessmen incentives already
and 409) 

have said that, while theare excellent, incentives (e.g.on the one hand, on laws 69
either stood in the way 

the other hand the government hasof exportersexample, or not facilitatedcustoms clearance their efforts.procedures For
(that is supposedly for Imported machinery andtax exempt raw materialfor export projects)consuming, arbitrary and are cumbersome,unevenly applied. time

Credit for new projects has been 
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potential arlbusiness ventures 
that would allow them to package their
projects 
to attract financing or 
foreign partners. 
 Hence many need a reliab
partner to provide such expertise, which may Include assistance with market
and feasibility analysis, production methods, quality standards and

import/export procedures.
 

In addition, would-be Investors must overcome
from established firms supplying the 
competiti


local market. Established firms often
show an 
aversion to export-oriented endeavors because until recently,macro-economic distortions (e.g. lack of free currency conversion exchange
rate) added to the preference for producing for the domestic market.
 

d. Financing
 

Financing for agro-industrial projects comes from a
variety of public and private sources. On 
the private side, commercial banks
provide working capital and term credits, whereas the development banks
generally lend only for more 
than one year. 
 On occasion, the commercial bank
will also lend 
for more than 

bank subsidiary. Of 

one year, often through their own development
the total credits provided through the development
banking system (some 18 banks), we estimate
derived from funds 

that between 40 and 50 percent ar,that originated in the F[IDE. 
 Those 
funds not derived from
FIDE come from the development banks' 
own equity, bond issues, 
or retained 
earn i ngs. 

FIDE is the Central Bank's department for channelinglong-term (and some short-term export filnacing) credits to private firms.FIDE credits flow from the government's own resources as 
well as those of
international donors. 
 FIDE does not 
provide credits directly to the final
users, but channels them through local commercial and development banks.
 

There are several prohlem!; with this system of workingthrough FIDE. 
 The most frequently cited are: 

- Col lateral requirements are high, especially for new 
ventures. 
 Heavy mortgage or 
highly liquid guarantees are
required. 
This Is partially a result of the banking systems'lack of familiarity with non-traditional export projects.
 

- Investment capital and short-term (le:;s than one year) workingcapital often uust come from at least two different sources,as development hanks are not eqfped to 
lend for less than one
 
year.
 

- FlDE's procedures are cumbersome for the borrower as well asthe IntermedIary bank. That 
Is, FIDE vxamines projects fromtime stajnliint of 
both eligli ty aindl commorcl l rlsk, eventhough FIE)I' does not usunial ly share the risk. This 
results In
lengthy discussions over precise needs and uses, rather than
focusing only on 
eligibility. 
As a result, FIDE approvals may

take one year or more 
to obtain.
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One large firm (a melonAPHIS for the services an 	

exporter) has contracted withof inspector.available to other exporters 	
However, these services are notbecause of theinspected, 	 large volume of producethe limited duration of 	 to bethe contract,the service. 	 and the proprietaryindividual 	 nature ofsmall exporters are unable to absorb the cost of aninspector while the pooling of exporters to purchase inspection service is not
feasible on a sustained, year-round basis.
by 	 'Ibis constraint will be addressedthis 	project through the establishment

inspection services 	
of a system for providing APHISfor fees that 	will be sufficient to sustain a long term program.
 

4. 
 USAID and Other Donor Actions Related to Constraints
 

It is evident from 	the foregoing discussionfacing agribusiness 	 thatpromotion 	 the problemsare complex and intertwinedthat affect the economy 	 with ma jor issuesas a 	 whole. Resolutionactions that go beyond 	 of these issues will requirethe scop2 of this discrete project. At the same time,
there 	are a range of activities supported by the USAID Mission program and by
other donor programs that will favorably influence several of the factors
summarized above, and contribute to the project's objectives.
 

a. 	 USAID's Actions
 

The relationship 
of USAID's existing andto the key constraints 	 planned projectsto agribusiness is summarized in Exhibitproposed Agribusiness project will in effect pick up where other USAID
supported programs leave off, 
or provide the basis for follow-on efforts in
new projects now being designed or authorized.
 

2. The 

Activities are intendedsupportive, 	 to foster an environmenteither directly or indirectly, 	 that isof businessfew key examples, the On-Farm 	 investment. To pick aWaLer Management Projectrational delivery 	 will assist in theof water and the disseminationproduction methods 	 of relevant agriculturalto farmers involved in export production,the raw material constraint. 	 thereby reducing
OtherPromotion, 	 projects, such asand Economic Elxport and Investment
 

numerous public and 
Policy Analysis and Training, are envisioned with
private organizations. in generalwill: (I) promote joint 	 terms, these projectsventures between Dominicanstimulate export 	 and U.S. businessmen;enterprises by providing 	 (2)

financialthrough dollar and 	 and technical assistancelocal currency resources; (3) provide livestor services(such 	as market information, contact with buyers intechno[oL 	 the U.S., new.ies, conLacts 	 accer.q towith t ialif-ied agriculturalproduce 's/manufacturer, and 	
or Indus;trlal

advice 011 local(4) focus on 	 Laws, rules, aml regulatlons);broad policy issues that constr:ain privatestreamline 	 business; and (5)current bureaucratic procedures in several government organizations. 
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b. 
 Other Donors' Actions
 

The IMF and the World Bank are encouraging policy changesthat will reduce protection and regulation, encourage foreign exchange
earnings, and improve both the content and the application of investmentincentives for private agro-industry. 

At present, the Inter-Americanthe most active in financing industry. 
Development Bank (IDB) isThe Industrialwhich channels US350 million through 

Reactivation Project,
FIDE, offers shortfor the importation term working capitalof raw materials, and isAgro-industries now 44% committed. are eligible borrowers under this program. 

A new IDB agribusiness project, on the order of US$25-30million, is being studied for signature in 1986/87.
proposed loan The purpose ofis to stimulate theboth the production offor either or raw materials suitableexport for import substitution,those materials. The products 
and to finance the processors ofto be financed by the projectcoconut, African palm, rice, 

are peanuts, 

tomatoes, 
milk, wheat, maize, sorghum, cotton, industrialand light tobacco. 

5. Alternativ Approaches 

The PID discussed severalarrangements. possible borrower/granteeAfter extensive discussions with members of thepublic sector, an private andanalysis of the demandassistance requirements, and an assessment 
for financing and technical 

of the strengths ofand weaknessesmany public and private institutions, we have selected an approach which we
believe will have a broad and deep impact theon servicesagribusiness firms, and'on prov,.ded tothe way in which term credit is provided. 

a. Lending Institutions 

Alternatives considered included:Central an AIDBank with lines of credit to the developmpent 
loan to the 

Central banks; an ATD loanBank, but managed b," FIDE to the 
direct AID to 

oil a sur-project by sub-project basis; and aloan one or mor private banks.chose an After careful consideration, weAll) loan to the Central Bank with Ifliesprenlualified development of credit to selected,banks. The alternatives are discussed below. 
* Ceatral Bank ­ l1inesapproach) of Credit: (Modified'Tis alternative FIDEVas chosen as the mostCentral Bank assumes viable because, whilethe fo:rign exchange risks, 

the 
will the private developmenthave the sole authority to approve loans. banks 
alternative will 

Over the lo'i run, thisbring about a major structurailchangesBank and FIDE provide credi.t in the way the Centralto the developmentgovernment's banks, dramatically reducerole in approval of sub-projects, the
begin to reducemonopoly position in FIDE's nearthe provision

time place of lnger term credits, andmore responsibility for project appraisal 
at the same 

and monitoring wherebelongs -- on itthe banks t'emselves. 
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* JACC/DR with a Technical Assistance Unit: JACC/DR

will be provided with a grant and supporting technical assistance from a 
U.S.
contractor and the Trade and Development Program (TDP) to establish aprofessional technical assistance (or consulting) unit within itssecretariat. We chose this alternative because: it was a natural extensionof JACC/DR's activities and fully consistent with its purpose while providingit with the means to implement its program; it makes good use of existing
JACC/DR resources engaged in the Dominican agribusiness sector; and offersaccess to various types of assistance from agribusiness firms in the UnitedStates through its affiliation with JACC/US. 

* ISA/CADER with a Technical Assistance Unit: This issimilar to the former model except that the support would be providediSA/CADER in Santiago. It would 
to 

offer ready access to a pool of skilledmanagerial and technical consultants and a location more nearly in the centerof agribusiness activity. However, ISA/CADER is primarily an academicinstitution, and there is a danger that the technical assistance activitymight be either approached in an academic manner, or not play a central rolein the overall CADER program. CADER is not yet intimately tied to theagribusiness community, and its location away from the center of governmentaland commercial activity in Santo Domingo are factors which argue against this 
alternative.
 

* 
 New Non-Profit Corporation: Another approach wouldbe for USAID to facilitate the establishment of a new non-profit corporationfor the specific purpose of implementing the technical assistance componentthe project. This organization might 
of 

be formed under the leadership ofboard drawn from athe various private sector organizations with interests inthe agribusiness field. One advantage would be that this group could generateconsiderable support within the private sector and influence the nationalpolicy environment for agribusiness development. These factors are offset bythe complexities involved in establishing such an organization, and areluctance to introduce still another organization into an already crowded 
field.
 

* Association of Priv te Development Banks with aTechnical Assistance Unit: This alternative would provide a sure link betweenthe two components of the project, to ensure a focus on good project planningto facilitate decision making within the banks and be a good base forproviding technical assistance to the member banks. On the other hand, itwould very likely become an official or unofficial loan evaluation unit onbehalf of the banks. This would reduce its effectiveness in working withprivate sector clients considerably by violating the principle that the creditand technical assistance functions, while related in their intent, be kept
operationally separate. 

* Develop a For-Profit Consulting Firm: Thisalternative would involve the establishment of a new, private, for-profitconsulting firm or the selection of an existing well-qualified firm. This 
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III. PROJECT DESCRIPTION 

A. Goal and Purpose 

The project goal is to increase employment, incomes and foreign
exchange earnings or savings, while fostering an equitable distribution of
benefits produced by private enterprise.
 

Te purposes are: (1) to establish a credit fund and provide
technical advice to private agribusiness firms and their supporting industrie
that produce commodities for export and
the mechanisms and 

domestic markets; and (2) to improvepolicy framework for promoting and financing agribusiness
projects.
 

B. Expected Outputs
 

The principal outputs of this project will be: 

- initiation of 80-90 new agribusiness projects;
 

- establishment of a technical assistance unit for identifying
promising agribusiness ventures, packaging investment
proposals, and fostering a partnership among prospective 
investors; 

- strengthened project appraisal capacity in PFIs by provision
of TA for training and advisory services.
 

- policy and procedural changes to the traditional manner in
which Central Bank allocates credits,and a streamlined 
mechanism for obtaining financing for agribusiness ventures;
 

- a linkage between Dominican and foreign investors for the
promotion of new agribusiness ventures; and 

- the establishment of support services for the inspection ofexport commodities that are subject to U.S. phytosanitary 
regulations.
 

C. Components and Activities 

1. Overview 

This project will work with existing agribusinesses to expandtheir operations and with new agribusinesses to reduce significantly the time
it might otherwise take to get new projects into operation. Problems will be
addressed primarily by channeling credit and technical assistance to
accelerate the agribusiness investment subprojects that are already in the
 
pipeline.
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Grant funds will be used for the following activities:
 

1) Support the implementation of the agribusinessproject loan component.
 

Assist potential borrowers to analyze their
credit needs, package their proposals in an
acceptable format, and complete the necessary

loan application forms.
 
assist client enterprises in the preparation of
feasibility studies and business development
 
plans;
 

2) Provide "hands-on" assistance in planning and
implementing agribusiness enterprises.
 

- carry out specific marke, and technical surveys

on behalf of clients; 

- provide problem-oriented, short-term assistanceto clients in technology, management, finance, 
marketing or other areas;
 

- assist potential new domestic or foreigninvestors to develop investment strategies, andcarry out pt'e-investment negotiations and 
studies.
 

3) Enhance local managerial capabilitypolicy and improve theclimate for agribusiness development.
 

work with ISA/CADER and others to develop andconduct managementi workshops and seminars
topics related to agribusiness 

on 
management; 

work with appropriate organizations to analyze
specific policy constraints, identify/develop
alternatives and promote thooe alternatives to
appropriate government agencies. 

In order to providesmall these services, JACC/DRtechnical assistance unit attached will establish ato its secretar ,
four members of it. 1ree of thethe technical assi'stanceprofessionals. unit will be DominicanThey include the Executive Director of JACC/DR,senior professional who will be awith experience in the agribusiness field, an experienced
Business Finance Specialist, and a qualified Industrial Engineer. These three 
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It will be very important that the US firm contracted to
provide technical assistance to the project ahave thorough knowledge of the
assistance offered by the above organizations and the many others which might
be called on in response to specific problems. These would include the 
following:
 

- Produce Marketing Association. 
- United Fresh Fruit and Vegetable Association. 
- Universities 
-
 American Society of Agricultural Consultants
 
- Volunteers in International Technical Assistance 
-
 Various Producer and Trade Associations
 
-
 Tropical Products Institute
 
- Government Agencies (USDA, APHIS) 
- Management Consulting Firms 

There are also a number of Dominican resources which can
provide direct assistance complementary to the JACC/DR staff effort. 
 These
 
include the following: 

- ISA/CADLR -- A Santiago based university with a 
management institute; can also serve as 
a source of
 
short-term technical consultants. 

- Dominican Pre-Investment Fund (FONDOFREI) -- An office of 
the Technical Secretariat of the Presidency which 
provides financing for feasibility studies carried out by

private consulting firms. 

- Office of Foreign Investment Promotion -- A government 
agency charged with attracting and assisting potential 
foreign investors.
 

- Dominican Institute for Industrial Technology -- INDOTEC 

- Dominican Center for N'.port Promotion -- CEDOPEX 

- Banco Ag [cola 

- Technical Agrr-Industrial Department of the Secretariat 
of Industry and Commerce -- TAD 

The technical assistance unic is intended to become
self-sustaining over a three year period on the basis of fees generated from
services provided sectorto privaLe clients. USAID grant funds will be used 
to subsidize the activities described above and to develop JACC/DR's ability 
to generate revenues. 
Cost for 3 years will be $950,000 for U.S. technical

assistance plus RD$I,400,00 for local salaries and operating expenses.
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* begin to break down the barriers between bankers and 

entrepreneurs as they begin to work together more
 
effectively in the design, evaluation and
 
implementation of new agribusiness ventures.
 

To complement the peso funds that usedwill be to hirelocal firms, USAID will also provide US4500,O00 to the TDP to add on to theircapability to assist US firms interested in investing in the Dominican 
Republic.
 

The criteria to be applied in evaluating requests for
assistance from the fund will be similar to those applied to loan funds(discussed below.) In addition, the fund will be used for those entrepreneurswho demonstrate a high degree of need based on the cost of necessary services 
or the limitations of their available resources. 

Operating procedures for the peso fund will insure that:(I) the application process is kept simple and that applications are acted upon quickly; (2) that no funds are advanced until the entrepreneur hascommitted his or her own resources to the project, and that total funds forany one project do not ex.eed RD$30,00O or 50 percent of the total cost of theresearch and planning work to be financed; (3) the administering agency shall
receive a reasonable fee (say 5 percent) of each loan made to cover
administrative 
costs; (4) monies are repaid out of loan proceeds should a bankultimately agree to afinance project; (5) projects which notare subsequently
financed shall be forgiven from repaying their allocation; and, (6) allallocations and repayments shall be denominated in pesos. 

For the money allocated to TDP, operating policies of TDP will 
be adhered to. 

3. Strengthening the Participating Financial Institutions (PFIs)
 

The development banks seldom lend to new or small industrial or agricultural enterprises. They have limited capability to analyze

technical proposals, and m:mnv t IMcc consider 
 thos: investments, too risky andless financially rewardiug tha oLlier alternatives. Commercial banks are
oriented primarily to short-term, low-risk, nonr-agribusiness or traditional.
agribusiness transactions; own are

with a particular development bank. Vor these 


also, they sometimes or closely affiliated 
reasons, this component willprovide assistance which will strengthen the managerial and analytical

capacity of the development banks. For commercial banks, assistance will be 
focused on analytical capacity only. 

The combined professional staffs of the development banksnumber about 180, of which a third are agricultural appraisors.hechnical
advisors. We also expect to train 15-20 agricultural technicians and loanofficer from the 3-4 commercial banks which are likely to participate in thisprogram. Although in all likelihood, not all of these people would receive
training, we expect a substantial portion to benefit by this program. 
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To implement this program, and to support the overall 
implementation of the loan component, the project will fund a technical

assistance group to work with PFIs under ofthe the supervision the
 
Association of Development 
Banks (ADB). Cost is estimated at $300,000. 

It will consist of a long-term development banking advisor
 
contracted for 12-18 months, 
 an uip to 12 months of short-term assistance to 
meet specifically identified needs. 
 This technical assistance will be

provided in the form of seminars and workshops using case studies, many of 
which will be developed by ISA/CADER, and specialized help to individual
 
banks. The technical assistance group will:
 

- develop evaluation criteria and standard formats for loan 
applications, and administration and reporting processes 
to be used for agribusiness lending; 

- assist PFIs to adjust their internal systems to handle 
medium and long-term agribusiness lending more 
effectively;
 

- offer training in the revision/upgrading of internal 
control systems, accounting, cash controls, and 
projections, etc. ; 

- train loan officers in agribusiness project analysis,

especially on how to analyze new export-oriented projects. 

- offer training in monitoring and supervising techniques,
 
especially on how to spot problems early; 

- train loan officers in appraisal banking methods as
 
opposed to collith'ral banking which they already know;
 

- offer training to bank personnel on the use of personal 
computers as an analysis tool 
(especially for sensitivity

analyses, market analyses, and financial analyses); and 

- offer training in agribusiness markeling/distributions 
systems in the U.S. 

In addition, this training will be re-enforced by project

sponsored short-courses to be conducted by the Association of Latin American
 
Development Financing Institutions (ALIDE). They have developed four

short-courses (1-2 weeks each) that deal with subjects directly related to
this project, and address such topic areas as portfolio management, internal 
auditing and control, international commerce, and the evaluation of investment 
project proposals.
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4. Credit Program 

AID's loan to the Central Bank will be on-lentcountry's development and commercial banks 
through the 

to the agribusiness borrowers.foreign exchange risk will Thebe born by the Central Bank. lat is,Bank will drawdown the loan the Centralin dollars and convert the funds to pesos at theunified exchange rate. The borrowers and
the Central Bank in pesos. 

the PFIs will be obligated to repayThe following exhibit summarizes the terms and
conditions of the loans. 

EXHIBIT 3
SUMMARY OF TERMS AND CONDITIONS 

Interest
Borrower 
 Terms 
 Rate 
 Conditions/Obligations
 

Central Bank 25 years,
loan 2% during Responsible for AID
including 10 
 grace; 3% 
 repayment. 
 Assumes
 

year grace 
 thereafter 
 foreign Pxchange risk
 
period
 

Participating Line of credit Floating ratesFinancial Institution 
 for 12 years, to starc at(PFI) Assumes fullwith 12 year 13% commercial risk 
option to renew
 

Grace of 5 years 
Payments of Responsible to repay

interest and/or
principle every 6 Central Bank in pesos
for amount borrowed
months 
 during loan drawdown
 

Private agribusiness 
 6-12 months Floating rate Repayment to PFI on
firms 
 for working based on 7% 
 commercial terms
 
capital loans 
 above PFI costs;
 

to start at

Up to 12 years 20% for end 
for capital 
 users.
 
investments
 
(3-6 yr. average) 
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PFIs ill review sub-projectsand development based upon commercialbanking practices.

subproject This includes determining that theis viable, and also that the borrowersufficient can manageequity is invested and it, thatthat collateralloan. Based is reasonable tooi this review and secure theapproval by appropriatetop management, credit committeesPFIs will forward a request and
for disbursementBank. This request to the Centralwill summarize the proposed loan, highlight key findings(such as return on investment, sales and foreign exchange projections, jobs tobe created, etc.) and project disbursement requirements.
certify that The PFIs will alsothe subloan meets AID's eligibility criteria for financing underthis project.
 

"mini-committee" comprised 
The subloan requests will be reviewed by a FIDE


representative of one or two FIDE representatives,
from both JACC/DR and aand USAID. This mini-committeethe subloan, determine whether will review 
program, 

it meets the eligibility criteria ofand either approve theor disapproveapproval, loan funds will 
the loan within 2 weeks. Uponbe disbursed

lcs. to the PFI within 5 days.than RD14OOooo, disbursement will be made in full. 
For loans of
 

For projects greatertaee RD4Oce, disbursenent will be based upon a disbursement schedulemeet the clients' requirements. to 

During the disbursementPFIs will be period of therequired to submit monthly reports All) loan, the 
under review as well as 

on the status of sub-projecLs
a forecast of disbursement needs. 

Under theseto maintain new procedures,files on the documentation which 
PFIs will be obligated

subproject. They will also 
they required to appraise each
 

disbursements 
maintain separ;ite accounting for the initial
and loan recuperations under this program.turn, will contract The Central Bank, inwith an audit firmsound and to verify thatthat sub-project documentation 

the fund accounting isis inpaid for through peso funds 
order. This contract will beprogrammed

when PFfs by STP and USAID. Duringare recuperatinlg the periodtheir loans, this accounting willin periods where continue.the Agribusiness And,Fund mightwill be required to place these funds in 
have excess liquidity, the PFIs 

account will an account at the Centralearn interest Bank. Thisat the same rate whichtheir funds. PFIs will be payingThe purpose of forthese deposits is to avoid a of fundsluring periods when misusePFs might not have an eligible project on-hand. 

Recuperations.emain of principalwith the PFI to be reused from these loans will 
rear 

for similar agribusiness projects duringperiod. Subject t-) tile AID/Central a 12 
:xtended Bank agreement, this periodfor an additional 12 could beyears. In cases where'entral the audit firm or theBank identify violations, penalitles will be assessed based on theeverity of the violation. 
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CEDOPEX, ADOEXPO, etc.) 
on matters relating to USDA entry requirements, andpreclear and certify Dominican agricultural products for entry into the Un'itedStates. The Inspector will also arrange for, or provide, training to the
appropriate personnel from the Plant Health Division of SEA in preclearance,inspection and fumigation functions so that they can advise exporters and
assist them on these matters. 

In the Dominican Republic a broad program for the preclearanceof agricultural commodities is in the development stage. The onlypreclearance arrangement that is currently in force is financed by a privatecompany (ABC Dominicana, C. por A.)., for inspection of melons and cucumbers

during its harvest season (January-March). This cooperative agreement has
been very successful, and other companies, FRUDOCA (pineapples) and OODOFLOR
(cut flowers), have expressed an interest in having their products inspected
in the Dominican Republic. 

We find that there is now an opportunity to establish a
year-round preclearance program by tile SEA/SV as a service 
 to privateexporters. During twothe past years, the has becomeSEA/SV increasingly
interested in thesponsoring preclearance program, and last year PL-480 fundswere set aside to bring a U.S. Plant Protection and Quarantine (PPQ) officer
to the country for 
one year. This inspector is expected to be in the D.R.this summer. The Agribusiness willPromotion Project, under this component,

provide grant funds to continue 
 the services of the PPQ inspector and to
finance a share of the inspector's salary 
and certain training costs for twoadditional years. Training of a limited number of Dominican inspectors toassist the U.S. technician will be a related objective under this activity. 

The SEA/SV is experiencing the same lack of operating funds asthe rest of the GODR during the present economic squeeze. However, we havedesigned this component to provide limited support to the SV unit for
inspection services related only to export-oriented production. The inspectorand the Agribusiness Advisor will work with SEA and an IDB technical
assistance team establishto an improved and cost-based fee-setting andcollection system that will shift tile sectorto private users the burden of
paying for the services. Tle component will provide fou short-course trainingin quarantine techniques and in specialized fields such as nematology and

entomology, in Florida and Puerto 
Rico, during the first two years forlimited number a

of SEA/SV inspectors. A vehicle will be provided to the unitfor counterparts working on export crops, and a minimal amount of working and

lab equipment will be financed. 

Funding of this activity will be primarily from threesources: AID grant funds (US$155,000); the GODR budget (RD$139,000); andprivate sector funds (US3217,000) that may be in dollar amounts or local 
currency equivalent. 
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(6) Evaluation and Audit
 

Two evaluations and one non-federal audit will be
undertaken during the thelife of project, at an estimated cost of USt 50,000. 

b. GODR
 

(a) Identification/Analysis/Promotion 
of Subprojects
 

JACC/DR will become self-sustaining by the end of the
three-year project. 
 Until such time, local currency operating costs in excess
of 
revenues will be funded by the GODR contribution, at an estimated cost of
RD$ 1,400,000. 
 In addition, the GODR will contribute about RDt 750,000 to the
feasibility study fund managed by the ABD.
 

(b) Credit Program
 

The CODR will contribute RD$ 90,000,000 to 
the credit
 
fund.
 

(c) Produce Inspection Services
 

The GODR will contribute USt 100,000 to 
the USDA/PASA
contract 
for the preclearance and certification services
 

c. 
Methods of Implementation and Financing
 

Table 3 below illustrates the methods of implementation and
financing to be utilized. These are 
the preferred methods of financing under
the Administrator's Payment Verification Policy Statements and represent no
deviation from the Mission's general 
assessment of financing policy and
procedures. Therefore, no 
further justification of the methods of financing

is required. 

Two host country contacts are planned within thisAlUtoigh project... c'.; ILijizes JACC/DR grant funds, ABD will be the contracting agentfor TA under the component to stregthen PFI's. 
 JACC/DR is 
a newly created
Institution while the ABD has no previous experience with AID. 
As a result,
both JACC and ABD plan to consult closely with the USATD during the
contracting process, and the method of payment will be through direct letters
of commitment, to better provide USAID with greater monitoring control. 
 USAID
foresees no 
problems with host country contracting, and expects it to 
enhance
the institutional capacity of both the JACC/DR and the ABD.
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salaries, benefits, overhead and fee rates being charged by contractors,
and local support services currently offered to contractors. 

Wherever possible, we have sought to allocate local currency
funds to those project costs that are going to be spent on the localeconomy, and to draw on local currencies held by the GODR under theESF/CBI programs. Where conversion from dollars to pesos is required,
we have used a rate of exchange of RD$3.0 to US$1.O. 

The Summary Financial Plans are shown on the following pages.Detailed budgets are provided in the Annexes.
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TABLE 2
 

AGRIBUSINESS PROMOTION PROJECT
 

DISBURSEMENT FOR INPUTS BY YEAR
 
(Usoo) 

YEAR ONE 
 YEAR 	TWO 
 YEAR 	THREE

AID HC 
 AID HC AID HC 

1. 	Identification/Analysis/

Promotion of Project
 

a. 	 JACC/DR

TA Contract 
 240 
 400 
 310
Commodities 
 60 12 


2
Staff & Oper. Exp. 	 122 
 144 
 192
 

b. 	 Feasibility Studies
 
ABD 


66 
 100 
 84
TDP 
 170 
 170 
 160
 

2. 	Strengthening PFIs 
 125 
 145 
 30
 

3. 	Credit Program 
 4,200 15,000 7,900 7,500 
 5,200 7,500
 

4. 	Produce Inspection Services
 

-Inspectors 

128 
 17 60 
 7
-Equipment & Supplies 	

6 25 

25 1-Training 
25 

1
 
20 
 6
 

5. 	Project Advisor 
 110 
 115 
 125
 

6. 	Evaluation/Audit 

33 25 
 33 25' 34
 

7. 	Contingency 

70 
 65
 

*Local costs are expressed in US$ equivalent at an exchange rate 
of RD$3.0 to
 
us1.0
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IV IMPEHMMION PLAN 

The plans for implementing the project are described in the following
text. These are to be read as indicative, and subject to change as annual
work plans are developed by the project advisor and 
 the various institutions 
involved.
 

A. Activlty Schedule 

The schedule of activities is shown below.
agribusiness advisor as soon as possible. 
We plan to employ the
 

This contractor has been selected
 on the basis of competitive advertising. This individual will then assist
JACC/DR with the compatitive selection of a technical assistance firm tosupport subproject promotion activities, and to work out the final operational
details of the lending program with the banks. The advisor will also providesuch coordination as is needed with USDA and SEA/SV to assure the smooth 
st;rtup of the inspection activity.
 

1-vent 
Target Date to Occur 

1. Project Agreements signed 
 8/85

2. Agribusiness advisor contracted 
 8/85

3. Peso disbursements for loan begin 
 9/85

4. JACC/DR lres Executive Director 9/85 

a. C.Ps met on grant agreement 10/85

b. JACC/DR employs additional staff 11/85 
c, RFP for JACC TA services issued 11/85d. Contract for TA services awarded 1/86 
e. JACC TA advisor arrives 
 2/86


3. ABD designates project manager 
 9/85
 
a. 
Procedures for feasibility funds
 

established (CPs met) 10/85

b. RFP for ABD TA services issued 11/85

c. Contract for TA services awarded 
 1/86

d. ABD TA advisor arriv2s 2/86 
e. PFI training program begins 3/86


6. C.P.s met on loan agreement 
 9/85
7. loan agreement ratified by Congress 12/85
8. Loan disburselments begin 
 1/86

9. First Evaluation and Audit 1/87 

B. Impleutatton and FimcingMethods 

Exhibit 4 identifies how the various implementation steps will be
managed and financed. 
 The project will require a single grant to JACC/DR.
This grant will permit the obligation of AID funds. Following obligation aseries of subcontracts or cooperating agreements will be written by JACC/DR
with the ABD (for technical assistance to the PFIs), with SEA/SV (for the PASAarrangements with USDA), and with TDP for feasibility study funds directed at
U.S. companies. 
This will also be used for the agribusiness advisor and USAID. 



41
 

Two host country contracts, one PASA and one direct AID contract are expected. One host country contract will be signed between JACC/DR and aU.S. organization for the technical advice for JACC and the Dominican
agribusiness firms. Another host country contract will be signed between theABD and a U.S. organization for the technical advice and training program

directed at the PFIs. PASA will extend tile current arrangements for
inspection services between USDA and SEA. An AID direct contract will be used 
to employ the agribusiness advisor. 

Due to the complexities of AID procurement rules and regulations,

the fact that JACC/DR is a new organization and that ABD has not had previous
experience with AID, USAID will work closely with both groups in the
preparation of RFPs and award of these two contracts. 

if tile avilability of dollars becomes a limiting factor toagribusiness development, USAID, in conjunction with the Central Bank andafter sub-loan approval by the PFIs, will make dollars available to the
subborrowers for those aspects of the sub-projects which require dollars. 
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C. Project Managment and Reporting 

USAID's Private Sector Office will manage the project with the fulltime assistance of an agribusiness advisor (contract employee). The advisorwill have day to day monitoring and supervisory responsibilities for the loan
and grant components. The Private Sector Officer will report on project

accomplishments and issues in quarterly USAID sector reviews, and provide a

written summary for the USAID's semi-annual reports to LAC/DR.
 

D. Evaluation and Audit 

USAID will draw on outside evaluators to assess the AgribusinessPromotion project, once after 18 months of operation, and once near the
project completion date. Project management workshops are planned shortly
after each evaluation, 
 to take account of the results, and make necessary
adjustments or plans for the future. 

The first evaluation and audit will largely focus oa operational
matters and initial outputs, and assess such factors as:
 

- The effectiveness of the project 
identification/analysis/promotion activity in obtaining
financing for suitable ventures; 

- Effectiveness of the FIDE-development bank relationship in
 
processing loans and making disbursements;
 

- Effectiveness of the plant health inspection activity.
 

The second and final evaluation will focus more on the impact and
 purpose achievement. It 
 will look at the policy impact of the project, the
institutionalization of the JACC/DR service and its potential for
self-sufficiency, the outcomes of the training sessions, and the impacts in
communities of the new subprojects, as well as the economic benefits of the
project effort. It will help determine whether the project should be 
expanded, continued, or become the basis for a second-generation effort of
 
some sort.
 

A nont-federal audit, probably conducted by a local CPA firm, will
be carried at about
out the mid-point of the project in order to assess thecost and fee structures of the various services (JACC/DR nd APHIS/SEA/SV),
and recommend any changes in fee-setting, collection, and use.
 

E. Negotiating Status, Conditions and Covenants 

1. Negotiating Status
 

USAID has conducted discussions and surveyed the aspirations,

concerns, and alternative proposals of a wide range of agribusiness investors,
 



Vmjbankers an overnment officials. These discussions have covered both 
roblems and 'pportunities,means of financzing and promoting agribusiness,, and aihostbof'elae topics.~~'j4-

*' 

At present, the, project is 4ellkonadgr to by~key,~representatives of. the-private' aAnh ibic sector.be 
completed with' the Central Baink and with private banks a'bout' ddetaiepro.K4cedures for implementing~th6loan' mecaim S atp~suppo.rtfor JACC/DR~
health rvinspect of local currency resources. Dtisothepithas been ct il on tepathhealh is eift n comuponent have been workedI out wihUSDA and SEA/SV.Thstablishmeint of a~ feasibilitEy loIan"' f u id and. f or providing te61hnz1i1cal . 2 j s.8istande -to 0afticipatin~bank~h'as' be i~dfndwt the' ABDD. ,Aspecial.L'a 'steof fn''to' TD IPto enihance thteir capabilitIytose.iceU .investorshas' also been agree1 to.tosvceUS 

' 

2. Condition. and Covenants 

Anniexc H, the Draft Project Authorization specifies the14conditions and covenants in more detail. The principal. poinsare summarized 

. 

- Conditions Precedent to First Disbursement (Loan) 

The Central Bank will, submit for USAID's, approval itsO~w', A qnaIguidde cr b~he'ligibiittcriter a and proceures
su~bloah applications, approval and *disbursement formats and useio6U

tob be, applied tothe us-e of AID loan1 funids. 

4greemen t to be utilized between FIDE and 'the PFIs 

tlitisandpa d ed re to~beuiie t'co 

which describes th'e tlrms,, 

for and disburse the'AID: 

Covenants :(Loan) 

Th e-Central Bank. will agree to review with USAID the interest'Cdk~te structure ea~ch year from the date of the frt.asusmn.o o~ dd 
a'/>>nd to'.revise t e, rates upward or downward based upon the country's consumerpric index and rate of inflation.',/ 31 ~ < 

3~~3 .1,33'~The Central, Bank will agree to convene periodic meetingywithrepresentatives~ of1 the~private and 3public sectors in'order to de termine 
progress toward objectives as' well as'to review'>policy ad procedura 
constraints to increased-investments' and exports.ndpceua3, 

. 

Codtin Preceden to FirtDisbursement (Grant)''-<<. 

- 3 

' 

-4'.I/ 

33~ ~ ~ o_________R: Evidence that JACC/DR has hir~ed a full-time--~---'-"'
execu'tive director. Also, a stemn setn fort th standards, 3'13procdure
'a ndfee structure 1o' be used by JACO for assist3ance to clients.>~~43~3 
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V. 
 PROJECT ANALYSIS SUMMARIES
 

A. Technical/Fnawgal Analyses
 

1. Demand for Credit
 

The demand estimates for this project show that there is a
bona fide demand for new agribusiness finance to be in place before mid-1986that, at least, exceeds the equivalent of US479 million. 
The corresponding,
inclusive figure for finance to be in place by mid-1988 is US$126 million. 

Demand figures were obtained for entities which break down
into product/service groupings as follows:
 

Fruit/Vegetables 33 Coconut Products : 7 
(Fresh, Frozen 
and Processed) 

Farming Inputs 5 Beef Related : 12 

Food Additives : 4 Seafood Related : 5 

Financial : I Chocolate Related : 2 
Intermediary 

Dairy Related 4 Fibre Related : 4 

Cereals/Grains : 8 Tobacco Related : 1 
Related 

Floriculture 6 Root Crop Related : 2 

Poultry : I Apiculture : 2 

Fats/Oils Related : 3 Citrus Related : 3 

Export Trading 1 Coffee : 1 
Houses 

Agricultural Machi- : Sugar-cane Related 11 
nery/Equipment 

TOTAL 
108 



4.6a 
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Inesmet 
rearte 
 sofr'aesmarzda'flos
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In the non-regulated system, rates runmonth. However, the majority of these 

from 1 1/2% - 5% perloans are for consumer creditscommercial orloans for inventory which have a 60-120 day turnover. 

Development banks estimateprovides about that their portfolio of loansa 20% yield. (That is, nowthe average rate is aboutand newer loans when combined 20% on olderwith FIDE and non-FIDE funds.) For agriculturalloans, they estimate the yield is somewhat lower, i.e. 17%-18.. 

3. Concluslona 

The analysis of demand as well as interest rates plus an
investigation of six specific projects demonstrate immediate financial
requirements, impact on jobs and foreign exchange earnings, joint venture
potential and the variety in size, nature and type of business venture in this
country. 
Details on these findings are presented in the Annexes.
 

Rates to be charged in this project are based on current
lending practices, regulations governing how much the regulated banks can
legally charge, demand for funds, risk, and administrative costs associated
with monitoring export-oriented loans. 

the Central Bank and 

The rates will revised and adjusted by
USAID upward or downwardsub-borrowers to the banks and to theonce each year, based on inflationother in the country as well asfactors such as rates of interest being paid on certificates of deposit,
and U.S. interest rates.
 

To start, interest rates will be 13%
are currently averaging 10/) 
to the PFIs (FIDE funds
 

averaging 15%). 
and 20% to end users (FIDE funds are currently
The rationale for these rates is more fully explained in the
Annexes.
 

B. Institutlowd/Adednstrative Analaes 

1. Borrover/Su!,.i-vsors 

a. Central. Bank/FIDE
 

The Central Bank will be the borrower. 
USAID currently
supports other projects with the Central Bank, including the Small Industry
Program and Rural Savings Mobilization. 
In addition, the World Bank and the
IDB currently have industrial/agricultural 
programs with the Central Bank.
The Central Bank has many years of experience with donor agencies in managing
specific credits directed through the country's private commercial and
development banks. 
Although their procedures at times have been cumbersome,
the Central Bank has always p"oven itself as one of the country's most
responsible administrators. 
Thus, except for changing the manner in which it
has supervised credit programs, we do not believe the Bank will need to employ
additional staff to manage this newi project.
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FIDE wil be repnil or superv,sing the' prog Iam.However, FIDE's role~will be drastically-"reieJ f~ncretp~tcsa
esrbdpvosy FIDE was.selected by the.Centra1 )iank as the 'unit best
~eq uipped to-supervise th rga n ib thnis. fi


Department ,for Tourism 'InastructuireDevelopmnt'(IFRATUR,' 
 ept forlltes~'~"tuism projects, 'no other-nt 
ar curnl est'abised whicd ii't dl 

'program.d~ew~rce
 

t beerlievpathices il' fec 
 to medei h rpsdnwures),
we (to not bleetiwlloccur.> Negotiations were conducted with the,
'< Central Bank's top management, w'Ith whlym havewe rencicId allnt'nderstandin ln~cmitment~to 'hne 

'~'~"1,Sub-Lending Institutions ~ > 
~~~~b 

-'~.c:~4 

CT>~~omerial banks and 2:government institution~s as~part of the' demand and 

S1)~ Commercial Banks 

LAAD recommende~d~ thttecmerilbn be,

t&for several werii~b--lc reasons.KAmng ts thtsveral comumercial banks'h-l"giu esg agntdwith 

" 

FIDE funds .~ E.LO wn u'd Apm~E Da's Y'ls sot;nd long-ter '~financilig 'n'its can be mid '~-Jcombine m't6o'jsy allr 'some~ 
'iakshave bUranches in rural 'areag not currentlyjreacied by the developmient>~''-­

hu teebanks, -have' clients .which 'can be servyed and rsupervised.tZir(2 ldh 'commercial: ietwor . Some 74-5 'commercial banks arefexpected to ~ ~ j-~j­

~2) 'Development Banks ~ -, --­ '' -

All 'of ;the 18 develo'pmentparticipate. However, "3banks -do 'not appear 
bnswill be elgbet

qualified to5-access, fu'nds from­
the outset. 
 These '3 'banks could be included at a later dat'e should their­>§ftnancIil posit ion. improve, and -t'hey 'show an inters ad 'pcfytwoki

Sthe areas~of agricu-il'ture and,agribusiness. 
-' 

Thnlysis and determination as to whichbak
shudpriipt 
a ae on t~he baks'> financia"l strength (ability

,borrw', to
dgreeof leverae, quality- of portfolio, arrearages, et.;cpct


-fsaftobappaiseand mntragribusiniesspoet;i 
andttpe o
currenti agribusile's~s portfolio5; ra'nch offce'netok an xshlgc for

'new ­project-funds. '(Annex F'provides detailton'thes'e factors.)~The -1-5k .--
elgble naba I cotistttute those rbanfks best abe<t'6 l ccompl tsh 

-'
 

the"project's objectives (based on iibove.-factors).> analys'is 
Yfsf 


This also ae, ra 1;,stac , 'Bank/ FIDE' ranqit ion to, a' I~ine'of credit"' progra n~­
"V 

5 
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rather than a sub-project disbursemeni approach. Since IS banks are the 
strongest and niost capable of carrying out 
the program, and because they have
 
the greatest number of sub-projects meeting the criteria of this program,

USAID and the Central Bank can be better assured that this new AID loan will
 
be implemented effectively and rapidly.
 

We expect the Central Bank to declare most of the IS
 
banks as pre-quallfied, and therefore eligible 
to participate in the program,

and be assigned a minimum line of credit for start-up immediately after loan
 
signature and compliance with the initial conditions precedent. This line

will be reserved for 12 months and if at the end of that period the line is
 
not fully utilized, the unused portion will be assigned to 
other banks. If

the line Is fully utilized it could be increased. The 3 banks which do not
 
appear initially qualified would also be eligible to participate in the loan
 
program, but would receive no 
line of credit. Their projects would be
 
considered individually on their merit.
 

2. Grant Program
 

a. Introduction
 

The AD grant will be signed with JACC/DR. JACC/DR in 
turn will sign a series of subgrant agreements with SEA and the ABD to permit
these groups to utilize the grant funds as outlined previously. Thus, 
JACC/DR's responsibilities will be limited to periodic, summary reporLs on the 
use of the funds. 

b. JACC/DR 

JACC/DR was established as a private, non-profit
 
organization in the Dominican Republic in February of 1985. 
 Its primary
 
purpose is to: work with the JACC in
organization the U.S. to assist 
Dominican private sector agribusiness firms to gain access the agribusiness
to 

sector in the United States; identify potential joint venture partners; obtain
appropriate technologies under licensifng or other oftypes agreements; and 
acquire the necessary technical and inanagemenL assistance. 

.1ACC/US was 9stabilshed with the assistance of AID's 
PRE Bureau to stimulate the flow of investments, technology and technical 
assistance between U.S. agribusiness firm and their counterparts in targetted
countries. The JACC/US office assists in formationthe of independent local 
JACC committees in each of the targeted countries. These commi ttees are 
responsible for identifying the needs of local agribusiness firms, and 
forwarding them to the JACC/US for circulation among its network of 
participating agribusiness firms. The JACC/US will facilitate the 
participation of firms which are interested in responding to particular 
requests. There is no financial relationship among the JACC affiliates, and
 
each local unit is responsible for meeting for its own financial needs.
 



JACC/DR currently has about 4O0 memberswide range of.Dijia agribusi firrees-in rpeetnenrpnu
cnness
om go frsenrpnurgroups and supporting
private. sector organizations. MebrhpI 
pen: tanyon nthainterest 
>-:V 

in th,e! *­dev 'e1'pment Iof '.the, Dominican agiibusns~e~ one with..
 
membership fee of-RDt500 peryear is charged tosppr 
th oinl oftl 

suppor theapraioosofth 

theDi 
 prsnl prvdigliie grant support Ior.teestablishment of a ma'Aceceiriaifr hees ton A are4
 nowrtilimitedruderwa to
ecruita qualfied'Executive 
Director.
Sertr wasjlhiredand An Execu'tiveoffice facilitiesa~eti~~hdi
 
Pereect thecretairiat~to beful functional prior to intition of this~
 

c. Association of Prvae 
Dvelapment Banks 

4

JOG 

This assoctation was ~founded in17.Ithasabout

eb~brs
cmpried o representatives from tiecountry's 18 private


4 a b k ~ T e g~ pwis~~~aprofessionaln association w e eer
Wj to discuss probl.ems ahd~ommon ineess 
members meet~i~ ­

-<organiz'ing/obbying 

it also serves as a- faa.p~~ o~on laws and government policis. 4 Thasocaj.l point fo 
governod by a board 'of direIctors elected every yeaFr; it hays a fulltime'~~ 


"~bus~iess anager~ to handl~e day to day corresponden'ce and account for reveniuespUrv 
 usand tr~aining programs) and expense's. 
44-V 

-' prairdin programs~on In the pat4h'80itwbehalf of its muemners ad7 a sponsored some 'ntisr'r 
hs okd-"'" -­~~sey it te enra B- k is ~ne of :the groups which lias provided~~~~­

4 -For~ the association to prope1, administer thefesibuility study. fund it may need to4 empiloyandit
 
dete theY~ uref 
 s require d to -> -~~ ~ ~ rmh eeigbiit~ndthn oaccount fir disuemn 


-' i--utset, the' association believes~that the business 
offns At the
 

manager can~handle this 4
adiinlrsosblt under Kthe direction of the board. 
---


The board itself('"~-~ 
will
eviewand approve the application for .feasibilitIystudy funds. 
 Should 


--. 

SThe association il alstechnia asroiedt erveas"the asefor ish--­thle PPIs. TeTA team wil;1,o~perate fromth
assoc ation g'office.-Although 
 on a day4 to day bai n o~h training4
courses'themnselves, much of the work will be condutctedh injjthe PFI
or in suitable 6conferen6ce facilities. 
 a themselves,--x~-­
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d. 	 SEA/Sanidad Vegetal
 

The counterpart GODR agency for the APHIS component,the Plant Health Dlvision of the SEA, is staffed by 30 professionals located
In 5 	principal port 
areas and 9 regional offices. 
 In addition, the Division
is the implementing agency for a four year technical assistance program
financed by the IDB.
 

While GODR budgetary constraintsattainment 	 have impeded theof the TDB program goals, It ouris belief that the 	 SEA/SV willtransform the preclearance program into a self-financed operation throughsystem of user 	 afees 	to be 
paid 	by private agribusiness exporters.
 

C. 	 Economic Analysis
 

1. 	 Introduction
 

The purpose of this analysis is to estimate the
macro-economic impact of the proposed project on 
the Dominican economy,
particularly on 
national income, employment and foreign exchange earnings.
Benefits will be realized as 
a result uf investment by private firms in 
a
number of promising agribusiness sub-projects. These sub-projects have been
examined from the point of view of financiial benefit to individual investors,as well as their contrthution to the nItILonal economyadditional val e added, in the form of
toreign exchange generation and employment.
premise of this 	 The basicproject is that promotion of investment by private firms in
new 	 and expanded agribusiness ventures will
pay-off 	 have an extremely beneficialto Investors and the economy as a whiole. 
 The 	economic analysis
strongly supports that premise. Annex F contains the complete analysis. 

2. 	 Approach
 

The proposed agribusiness project will involve the
financing of igrtbulness/agro-iniustr~aI ventures that certain financialcriteria and macro-economlc 	 meet 
objectives. The sources offunds (USt17.3 million), GODR 	

capital are: AID loanloan 	 funds
contributions 	

(RDf90 million) and investors' equity(RD076 million, of which 50% Is newtotal Incremental investmnt of 
equity). This amounts to aUS6 million at an exchange rateUStI.O, while at RD, 3.5 	 of RD$3.0 toto US.).O the 	 total incremental investmentmillion. The 	 is US,53.9entire loan portion of this Investment capital will 	bechannelled through the toPFIs their private sector clients. 

3. 	 Financial Results
 

The 	 credit demand survey examined investment108 	agribusiness ventures. proposals forAlthough complete feasibility analyses were not
prepared for these sub-projects, they were judged to be generally reasonable
in their financial projections. 
 The average financial 
return on investment
 



wsestimate at 4 percent. This~ relativ ihrt ffhnil~~
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finds employment in the agricultural sector. 
 The project model of producers
contracting with outgrowers for their raw material needs is 
a socially
accepted method of production here, and is currently employed by agribusiness
producing and/or packing pineapples, okra, cantaloupes, tomatoes, peppers, and

cucumbers.
 

The project will directly benefit the owners and operators of
agribusinesses, the workers who will be provided jobs In the expanding
agribusiness sector, and the suppliers who will provide the necessary input
materials needed by the agribusinesses to operate.
 

Farmers who sign outgrowing contracts will generally realize
higher incomes compared to farmers who do not 
grow for contract. Providing
jobs to the currently unemployed and under-employed will result in higherincome levels for agribuslness labor. 

Agribusiness ventures of the sort proposed tend to be labor
Intensive. Accordlngly, they will involve direct impact on the 
lives and
labor of (a) contract outgrower farmers, their mates, children, and hired
laborers, as 
well as 
(b) processing plant laborers and (c) agrihusiness owners
and managers. Attention will 
be given to developing an Integrated program of
research and 
 ase studies In collaboration with ISA/CAI)ER. Among theto be examined issuesare gender division of labor (including total workload), gender
division of resources and income 
involved, nutrition, school attendance of
outgrower families, and 
local community effects, gender composition of the
labor force in the various jobs, seasonality, wages and working conditions,and effecr. s on the houe;vholds of the workers. 

See Annex F for a more detailed analysis of the social andcultural impacts of this project.
 

E. Environmental Analysis
 

The IEE was approved with the submission offor the PID; it calleda negative determination. 
As stated 
at that time and per Section 216.2
(c)(2) categorical exclusions, All)'s environmental regulations arenot generallyrequired for projects with Intermediate credit institutions when AID does
not 
review and approve individual subloans.
 

We have discussed our environmental guidelines with FIDE.
Representatives froim FIDE share our concerns and toldsub-projects us that infrequentlyare submitted which have adverse environmental impacts. Further,FIDE does not have in-house capacity to carefully monitor or analyze projectsfrom an environmental viewpoint. 

In order to satisfy FIDE's and AIl)'s concerns, as well asof the PlFIs thoseand ultimate borrowers, we have elected 
to utilize a negative list
of subprojects which will not be eligible for financing under the program.
This list was 
based on experience obtained by gruops such as 
LAAD, as well as
from the demand study conducted for this project which identified 108
potential borrowers in search of financing.
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Thus, unless USAID otherwise approves in writing and an
environmental examination is conducted by qualified personnel, the borrower
will covenant that AID loan funds will not be used for sub-projects involving

pesticides, severe chemical treatments such as tanneries, or extensive land
clearing or road construction in hillside 
areas. No difficulties are Foreseen

in enforcing these rules, 
as 
the demand for funds is sufficient strong to
permit FIDE and the PFIs 
to disqualify any potentially troublesome loans and
 
substitute those without question.
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UNCLASSIFIED 

DURING FY 1985, 
THE OYB LEVEL FOR TiE PROJECT IS ONLY
 
DOLS 2.7 MILLIOI'N (L) Ar.D DOLS 1.( M-:ILLION (G). THI
MISSION hEPPESE NTATIVE TO THE DAEC JN-?'ICAT?!' THAT "rHi.' . 
MISSIO:x ILL OL;,1, 1GAT ONLY TEF AbOV1 AMOUl:lD'.' _ING FY 
1985; rOLS (1LNO)N10 (L) PUPING FY 19P5, AND; THE 
1ALAE"CE iN FY 19.?. }T ":AS AC.:NCVL}FPOED, iiOVY:VE?, T1hAT 
ADDI TIOGNAL FUNDS BY' ly E5 THEBYi?ICQUIR-,YD IN AND ThE 
MISSION WILL BE CON"I"EB ID FOR 1;ND Of FISCAL YEAR 
!ALL-OUT FUivDS, I AV P.ILAL2. 

5. INTEREST RATFS. THE CEEDIT DEI"IAND STJDY, C!.RIFi' OUTDURING TEE PP PRYPARFATION, SHOULD ATTEMPT TO MEASURET THE 
AMOUNT OF LOAN FU ' DS DYSILYD AT POSITIVE EL).L IT!'EST 
RATES. THIS WOULD BU A MO E? .CCURPTE MEASUFXi OF TRUE 
CREDIT NEEDS ESPC!ALLY IF REAL INTLREST RA'I:ES BECOIEPOSI'IVE BY THE i - i PRCJECT'S IPLEMEN E. T!. 

PROJECT'S INTESY RYATE SCiEBME SHOULD I-E FLETIBLl; ENOUGE
TO ADJUST TO F!,UCYA'fl0A:' IN uHF PATL O INlATION. TEE;
BURLAU 'S MiNIIU-F ,'IO" O,11INT.h}3T RAT- IS THAT THEY 
MUST BE AT LEAST POSITIVE IN REAL T']SMS. 

6. PO1I1I,3 OF CLA"I.I CATION. FOILO;WINc AHE TYBE MISSION'S 
RESPONSIS TO POI."'t OF CLARIFICATION TO BE ADDPESSED 
DUR] N3 7 iE PP PIEIi'ARATIO 4: 

A. TEE' STRICTURES OF PI) 71 WILL "Y RESPECTED DURI:G 
PROJE'CT PLANNING AND IMPLEIENTATION. 

B. THE GRAY AMENDMENT W'ILL BE GIVEN FULL CONSIDERATION 

DURING PP DESIGN. 

C. THE PP WILL CONTAIN k\ COMPLETE EVALUATION PLAN. 

7. SUKMARY: A DAEC .EVIFW OF TEE REFERENCED PROJECT WAS
HELD ON TFURSDAY, FEBRIJAEY 14. IT ';AS CONCLUDED THAT THE 
MISSICN COULD PROCEED W'ITH FP DEVELOPMENT, .UT DUF: TO 
QU]STIO;4S REGAADING: A) >;P USE 0' TIDE OH TAE PRIVA5E 
SECTOE AS A CONDUIT fOR LOAN FUNTDS, AND B) A DESCRIPTION
OF H,, THE INTERCEST RAES ','ILL BE STRUCTURED SO THAT THEY 
MAY RESPOND TO CHANGI NG ECON MIC CI lCUMSTA'CI S, Tl-il SIZE 
OF TFE PROJECT AND ITS POSSIBLE APPLICATION IN OTEPR 
COUNIRIES, TEE CHAIRMAN 01 T17, IA!,C, SUBSEltlU!INT TO TLE 
MEETING, I,?FCIDED THAT THE PP SBOULI BE REVIEWED IN 
AID/W. SHULTZ 

UNCLIAS 

cA
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ANNEX C 

5C (1) OUNTRY CHECKLIST Page 1 of 19
 

Listed below are, first, statutory criteria applicable generally to FAA funds,and criteria applicable to individual fund sources: 
 Development Assistance
 
and Economic Support Fund.
 

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY 

1. 	 FAA Sec. 481. Has it been 
determined that the govern- No
 
ment of the recipient country
 
has failed to take adequate
 
steps to prevent narcotic drugs 
and other controlled substances
 
(as defined by the
 
Comprehensive Drug Abuse
 
Prevention and Control ofAct 
1970) produced or processed, in
 
whole or in part, in such 
country, or transported through

such country, from being sold
 
illegally within the
 
jurisdiction of such country to
 
U.S. Government personnel or
 
their dependents, or from
 
entering the U.S. unlawfully?
 

2. 	 FAA Sec. 620 (c). If
 
assistance is to a government,
 
is the government liable as 
 No
 
debtor or unconditional
 
guarantor on any debt to a U.S.
 
citizen for goods or services 
furnished or ordered where (a)
 
such a citizen has exhausted
 
available legal remedies and
 
(b) the debt is not denied or 
contested by such government?
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8. FAA Sec. 620(o); Fishermen's 

Protective Act of 1967, as 
Page3 of 19 

amended, Sec. 5. (a) has the 
country seized, or imposed any 
penalty or sanction against, 
any U.S. fishing activities in
international waters? N.A. 

(b) If so, has any deduction 
required by Fishermen's 
Protective Act been made? 

9. FAA Sec. 620 (q); FY 1982 
Appropriation Act Sec. 517. 
(a) Has the government of the No 
recipient country been in 
default for more than six 
months on interest or principal 
of any AID loan to the 
country? (b) Has the country
been in default for more than 
one year on interest 
principal on any U.S. 

or 
loan 

No 

under a program for which the 
appropriation bill appropriates 
funds? 

10. FAA Sec. 620(s) . If 
contemplated assistance is 
development loan o: from 
Economic Support Fund, has the Yes 
Administrator taken into 
account the amount of foreign
exchange or other resources 
which the country has spent on 
military equipment? (Reference 
may be made to the annual 
"Taking into Consideration" 
memo: "Yes, taken into account 
by the Administrator at time of 
approval of Agency OYB." This 
approval by the Administrator 
of the Operational Year Budget 
can be the basis for an 
affirmative answer during the 
fiscal year unless significant 
changes in circumstances occur.) 
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15. FAA Sec. 669, 670. Has the 
country, after August 3, 1977,
 
delivered or received nuclear
 
enrichment or reprocessing 
equipment, materials, or 
technology, without specified
 
arrangements on safeguards? 
Has it transferred a nuclear 
explosive device to a 

non-nuclear weapon state, or if 
such 	a state, either received
 
or detonated a nuclear
 
explosive device, after August
 
3, 1977? (FAA Sec. 620E
 
permits a special waiver of
 
Sec. 	669 for Pakistan.)
 

16. 	 ISDCA of 1981 Sec. 720. Was 
the country represented at the 
Meeting of Ministers of Foreign 
Affairs and Heads of 

Delegations of the Non-Aligned 
Countries to the 36th General 
Session of the General Assembly 
of the U.N. of Sept. 25 and 28, 
1981, and failed to 
disassociate itself from the
 
communique issued? If so, has
 
the President taken it into
 
account? (Reference may be
 
made to the Taking into
 
Consideration memo. ) 

17. 	 ISDCA of 1981 Sec. 721. See 
special requirements for 
assistance to Haiti. 

Page 5 of 19 

No
 

No 

N.A.
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1. Deoelopmen n ontry 

a'.' -FAA-Sec .~1.6. Has the
 
arme of State determinded
 

heatdthhis government hs, r
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' 44 
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asitnei n h national) 
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interests of he U.S.'?~-,~'" :1>
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5C(2) - PROJECT CHECKLIST
 

Listed below are statutory criteria opplicable generally to projects.
This 	section is divided into two parts. 
 Part 	A. includes criteria
 
applicable to all projects. 
 Part 	B. applies to project funded from
specific sources only: 
 B.I. 	applies to all projects funded with
Development Assistance Funds, B.2. applies to projects funded with
Development Assistance Loans, and B.3. applies to projects funded from
 
ESP.
 

CROSS REFERENCES:
 
IS COUNTRY CHECKLIST UP TO DATE? 
 Yes.
HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR THIS PROJECT? Yes.
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	 FY 82 Appropriation Act Sec.
 
523; 
FAA Sec. 634A; Sec. 653(b).
 

(a) Describe how authorizing
and appropriations Committees 
of Senate and House have been 
or will be notified concerning 
the project; (b) is assistance 
within (Operational Year 
Budget) country or 

(a) The project was included in the FY 
84 Congressional Presentation as a new 
project in FY 84. A Congressional 
notification has been made, and will 
expire on July 

international organization 
allocation reported to Congress 
(or not more than 11 million 
over that amount)? 

2. FAA Sec. 6 11(a)(1). Prior to 
obligation in excess of 
t100,000, will there be (a) 
engineering, financial, other 
plans necessary to carry out 
the assistance and (b) a 

(a) 

(b) 

N.A. 

Yes. 

reasonably firm estimate of the 
cost to the U.S. of the 
assistance? 

3. 	 FAA Sec. 6 11(a)(2). If further
 
legislative action is required
 
within recipient country, what
 
is basis for reasonable 
 While the Congress has delayed
expectation that such action 
 ratification of foreign loans in recent
will 	be completed in time to 
 years, it is aware 
of the soft terms of
permit orderly accomplishment 
 AID loans, and recently ratified a
of purpose of the assistance? 
 Canadian development loan for
 

agribusiness.
 

/
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8. FAA Sec. 601 (b). Informationand conclusion on how project
will'encourage U.S. private 

trade and investment abroad and 

encourage private U.S. 

participation in foreign 

assistance programs (including
 
use of private trade channels
 
and the services of U.S.
 
private enterprise).
 

9. 	 FAA Sec. 612(b); Sec. 636(h);

FY 1982 Appropriation 
Act Sec.
508. Describe steps taken to 

assure that, 
to the maximum 

extent possible, the country is 

contributing local currencies 

to meet the cost of contractual
 
and other services, and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does the U.S.
 
own excess foreign currency of
 
the country and, if so, what 
arrangements have been made for
its release? 


1. FAA Sec. 6 1(e). Will the 
project utilize competitive
 
selection procedures for the
 
awarding of contracts, except

where applicable procurement 

rules allow otherwise?
 

2. FY 1982 Appropriation Act Sec. 
522. If assistance is for the
 
production of any commodity for
 
export, ij the commodity likely
to be in surplu,; on world 
markets at the time the 
resulting productive capacity

becomes operative, and is such
 
assistance likely to cause
 
substantial injury 
to U.S. 
producers of the same, similar,
 
or competing commodity?
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The project will provide increased U.S.investment and trade with the U.3. 
 The
 
technical assistance and equipment for

the project will be procured from U.S. 
private sector sources. 

The project agreement will require that
 
local currencies generated by ESF and
 
PL-480 programs be used in the
 
implementation of project activities.
 

There is no excess, U.S. owned local
 

currency available for this program.
 

Yes.
 

N.A.
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13. FAA 118(c) and (d). 
Does the project comply with 
the environmental procedures Yes. 
set forth in AID Regulation 
16? Does the project or 
program take into consideration 
the problem of the destruction 
of tropical forests. 

14. FAA 121(d). If a Sahel N.A. 
project, has a determination 
been made that the host 
government has an adequate 
system for accounting for and 
controlling receipt and 
expenditure of project funds 
(dollars or local currency 
generated therefrom)? 
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B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance Project 
Criteria 

a. FAA Sec. 102(b); Sec. 1111; 
113; 281 (a). Extent to which 
activity will (a) effectively 
involve the poor in 
development, by extending 
access to economy at local 
level, increasing 
labor-intensive production and 
the use o,-appropriate 
technology, spreading 
investment out from cities to 
small towns and rural areas, 
and insuring wide participation 
of the poor in the benefits of 
development on a sustained 

The project is directed to increasing
the wellbeing of the country's poor.
This would be accomplished through the 
development of an operational mechanism 
for establishing and expanding
agribusiness enterprises. These firms 
will in turn stimulate and increase 
agricultural production, promote 
exports and improve distributional 
equity among segments of the national 
populacion. This project will promote
the participation of women in 
productive employment as laborers, 
administrators, and managers. 

basis, using the appropriate 
U.S. institutions; (b) help 
develop cooperatives, 
especially by technical as­
sistance, to assist rural and 
urban poor to help themselves 
toward better life, and other­
wise encourage democratic 
private and local governmental 
institutions; (c) support the 
self-help efforts of developing 
countries; (d) promote the 
participation of women in the 
national econoinies of 
developing countries and the 
improvement of women's status; 
and (e) utilize and encourage 
regional cooperation by 
developing countries? 

b. FAA Sec. 103,103A,104,
105,106. Does the project fit 
the criteria for the type of 

Yes. 

funds (functional account) 
being used? 
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c. FAA Sec. 107. Is 
appropriate emphasis on use of Yes. 
appropriate technology? 
(relatively smaller, 
cost-saving, labor-using 
technologies that are generally 
most appropriate for the small 
farms, small businesses, and 
small incomes of the poor)? 

d. FAA Sec. 110(a). Will the 
recipient country provide at 
least 25% of the costs of the 
program, project, or activity 
with respect to which the 

The recipient country is providing 40% 
of the costs of the project. 

assistance is to be furnished 
(or is the latter cost-sharing 
requirement been waived 
"relatively least­

for 

developed" country)? 

e. FAA Sec. 110(b). Will 
2" ant capital assistance be
+islursed for project over more No. 
i.an 3 years? If so, has 
.ystification satisfactory to 
C-.,ogress been made, and efforts 
P.or other financing, or is the 
S.'ciplent country "relatively 
least-developed?" (M.O. 1232.1 
defined a capital project as
"the construction, expansion, 
equipping or alteration of a 
physical facility or facilities 
financed by AID dollar 
assistance of not less than 
,t100,000,including related 
advisory, managerial and 
training services, and not 
undertaken as part of a project 
of a predominantly technical 
assistance character. 
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f. FAA Sec. 122(b). Does the 
activity give reasonable 
promise of contributing to the 
development of economic 
resources, or to the increase 
of productive capacities and 
self-sustaining economic growth? 

Yes. 

g. FAA Sec. 281(b). Describe 
extent to which program 
recognizes the particular 
needs, desires, and capacities 
of the people of the country; 
utilizes the country's 
intellectual resources to 
encourage institutional 
development; and supports civil 
education and training in 
skills required for effective 
participation in governmental 
processes essential to 
sel f-government. 

The project supports development and 
promotes skills of both administrative 
and technical personeel through 
seminars and workshops. Furthermore, 
local institutions and consultants will 
be utilized in the project. 

2. Development Assistance Project 
Criteria (Loans Only) 

a. FAA Sec. 122(b).
Information and conclusion on 
capacity of the country to 
repay the loan, at a reasonable 
rate of interest, 

The Dominican Government is carefully 
assessing and restructuring its 
commercial debt, and has not defaulted 
on any AID obligations. 

b. FAP. Sec. 620(d). Ifassiztance ib for any 
productive enterprise which 
will compete with U.S. 
enterprises, is there an 
agreement by the recipient 
country to prevent export to 
the U.S. of more than 2C7. of 
the enterprise's annua,l
production during the life of 

The quantities of exports stimulated by
this project will be negligible in 
comparison to the total U.S. market 
needs. Thus, competition with U.S. 
firms will be minimal. 

the loan? 
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3. 	 Economic Support Fund 
Project Criteria 

a. 
FAA Sec. 531(a). Will this Yes.

assistance promote economic or
 
political stability? To the
 
extent possible, does it
 
reflect the policy directions
 
of section 102? 

b. FAA Sec. 531 (c). Will No. 
assistance under this chapter

be used for military, or
 
paramilitary activities?
 

c. 
FAA Sec. 534. Will ESF N.A.
 
funds be used to finance the
 
construction of the operation
 
or maintenance of, or the
 
supplying of fuel for, a
 
nuclear facility? 
 If so, has
 
the President certified that
 
.uch 	use of funds is 
iIudispensable 
to
 
-onproliferation objectives,
 

,. FAA S'. 609. If N.A.

)rmwoditles are to be granted


iio that sale proceeds will
 
'-ccrue 
 to the recipient
 
z:.untry, have 
Special Account 
,ounterpart) 
arrangements be
 

made? 
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5C(3) - STANDARD ITEM CHECKLIST 
Listed below are the statutory items which normally will be coveredroutinely in those provisions of an assistance agreement dealing with its
implementation, or covered in the agreement by imposing limits on certain 
uses of funds.
 

These items are arranged under the general headings of (A)(B) Construction, and (C) Other Restrictions. 
Procurement, 

A. Procurement
 

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

equitably in the furnisiing of 
commodities and services
 
financed?
 

2. FAA Sec. 604(a). pill all 
procurement be from the U.S. Yes
 except as otherwise determined
 
by the President or under
 
delegation from him?
 

3. FAA SEc. 604(d). If the 
cooperating country

discriminates against marine 
 N.A.
 
insurance companies authorized
 
to do business in the U.S.,

will commodities be insujed in
 
the United States against

marine risk with such a company? 

4. FAA Sec. 6 04(e); ISDCA of 1980
 
SEc. 7 05(a). If offshore
 
procurement 
 of agricultural
commodity or product is to be N.A.
financed, is there provision

against such procurement when
 
the domestic price of such
 
commodity is less than parity?

(Exception where commodity 
financed could not reasonably
 
be procured in U.S.)
 



5. FAA Sec. 6 0 4(g). Will 
construction or engineering
 
services be procured from firms
 
of countries otherwise eligible
 
under Code 941, but which have 

attained a competitive
 
capability in international
 
markets in one of these areas?
 

6. FAA Sec. 603. Is the shipping 
excluded from compliance with
 
requirement in section 901(b)
 
of the Merchant Marine Act of
 
1936, as amended, that at least 

50 per centum of the gross
 
tonnage of commodities
 
(computed separately for dry
 
bulk carriers, dry cargo
 
!iners, and tankers) financed
 
shall be transported on
 
privately owned U.S. flag
 
commercial vessels to the
 
exteLt that such vessels are 
available at fair and 
reasonable rates?
 

7, FA/, Sec. 621. If technical 
*' d.tance is financed, will 

ath be furnished byassisrance 
r-'vate enterprise on a 
c.ncract basis to the fullest 
extent p:x-'aticable? If the 
facilities of other Federal 
igencies will be utilized, are
 
they particularly suitable, not
 
competicive with private 
enterprise, and made avail-',.e 
v..thout undue interfe 'nce with 
domestic programs? 

8. International Air Transport. 
Fair Competitive Practices Act, 
1974. If air transportation of 
persons or property is financed 
on grant basis, will U.S. 
carriers be used to the extent 
such service is available? 
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N.A.
 

No
 

Yes
 

Yes 

Yes
 



9. FY 1982 Appropriation Act Sec. 
504. If the U.S. Government is 
a party to a contract for 
procurement, does the contract
 
contain a provision authorizing 

termination of such contract
 
for the convenience of the 
United States?
 

B. Construction 

I. 	 FAA Sec. 601 (d). 
 If capital
 
(e.g., construction) project, 
will 	U.S. engineering and
 
professional services to be 

used? 


2. FAA Sec. 611(c). If contracts 
for construction are to be 
financed, will they be let on a
 
competitive basis to maximum
 
extent practicable? 


3. 	 FAA Sec. 602(k). If fo' 
construction of productive
 
enterprise, will aggregate

value of assistance to be 

furnished by the U.S. not
 
exceed lO00 million (except for
 
productive enterprises in Egypt 
that were described in the CP)? 

C. Other Restrictions
 

1. 	 FAA Sec. 122(b). If 
development loan, is interest
 
rate at least 2% per annum
 
during grace period and at 

least 3% per annum thereafter?
 

2. 	 FAA Sec. 301(d). If fund is
 
established solely by U.S.
 
contributions and administered
 
by an international
 
organization, does Comptroller 

General have audit rights?
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Ye:
 

Yes, to the extent that they are
 
competitive in cost or possess special
 
technology.
 

Yes
 

N/A
 

Yes
 

N.A.
 

/
 



3. FAA Sec. 620(h). Do 
arrangements exist to insure 
that United States foreign aid 
is not used in a manner which, 
contrary to the best interests 
of the United States, promotes 
or assists the foreign aid 
projects or activities of the 
Communit-bloc countries? 

Yes 
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4. Will arrangements preclude use 
of financing: 

a. FAA Sec. 104(f); FY 1982 
Appropriation Act Sec. 525: 
(1) To pay for performance of 
abortions as a method of family 
planning or to motivate or 
coerce persons to practice 
abortions; (2) to pay for 
performance of involuntary 
sterilization as method of 
family planning, or to coerce 
or provide financial incentive 
tn any person to undergo 
:.3t-rlization; (3) to pay for 

-i. biumedlcal research which 

Yes 

:Utt a, in whole or part, to
,ethods *r the performance of 

voortions or involuntary 
sterilizations as a means of 
family planning; (4) to lobby 
for abortion? 

b. FAA Sec. 6 2 0(g). To 
cbmpensate owners for 
expropriated nationalized 
property? Yes 

c. FAA Sec. 660. To provide 
training or advice or provide 
any financial support for 
police, prisons, or other law 
enforcement forces, except for 
narcotics programs? 

Yes 

d. FAA Sec. 662. For CIA 
activities? 

Yes 



e. FAA Sec. 636(i). For 

purchase, sale, long-term 
lease, exchange or guaranty ofthe sale of motor vehicles
manufactured outside U.S., 
unless a waiver is obtained? 

Yes 
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f. FY 1982 Appropriation Act, 
Sec. 503. To pay pensions,
annuities, retirement pay, oradjusted service compensation
for military personnel? Yes 

g. FY 1982 Appropriation Act,
Sec. 505. To pay U.N. 
assessments, arrearages or dues? 

h. FY 1982 Appropriation Act,
Sec. 506. To carry out
provisions of FAA section 
209(d) (Transfer of FAA fundsto multilateral organizations 
for lending)? 

Yes 

Yes 

i. F Y1982 Appropriation Act,
Sec. 510. To finance the 
export of nuclear equipment,
fuel, or technology or to trainforeign nationals in nuclear 
fields? 

Yes 

5. FY 1982 Appropriation Act Sec.
511. Will assistance be
provided .,-r the purpose of
aiding the efforts of the 
government cf such country torepress the legitimate rights
of the population of such 
country contrary to theUniversal Declaration of Human 
Rights? 

No 

6. FY 1982 Appropriation Act Sec.
515. To be used for publicity
or propaganda purposes withinU.S. not authorized by Congress? 

No 

4 
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Rep ilica Dominicana .
 
Santo Domingo, D. N. 

STP/No. ,J
 

MC)
 

Sehor
 

Henry Bassford
 
Director de la Agencia
 
Internacional para el Desarrollo

Ciudad
 

Estimado sefior Bassford:
 

Como es de su conocimiento, el 
 Gobierno Constitucional
 
que preside el Ciudadano Presidente, Dr. Salvador Jorge Blanco

tiene ]a 
firme decisi6n de extender y diversificar la producci6n

agricola no tradicional para la expDrtaci6n y en este sentido,

la sustituci6n de alimentos importados para la geieraci6n o aho­
rro de divisas, es una de 
sus mAs altas prioridades; sobre todc
 
en lo referente a la promoci6n y financiamiento de inversiones
 
agroindustriales.
 

Con el objeto de dinamizar estas actividades, representan­tes del Gobierno Dominicano, del Banco Central y la 
Agencia In­
ternacional para el 
 Desarrollo diseliaron conjuntamente, un proyec­
to, a fin de proporcionar recursos financieros para 
empre,.ds agro­
industriales. Dichos 
recursos ser~n canalizados a trav6s del 
Banco
Central y los Intermediarios financieros autn-izados para 
tales fi­
nes.
 

Por tal motivo, deseo presentar a nombre del Gobierno Domi­
nicano una solicitud de pr6stamo por 
un valor de US$17,300,O00.O0

bajo las condiciones concesionales que ofrece la 
AID para opera­
"iones 
de este tipo y cuya finalidad serfa establecer mecanismos
 
institucionales para pr6stamos que 
ser~n hechos por los bancos
 

DA, ,.,omerciales y de desarrollo para las 
necesidades de planta, equi­.o y capital de trabajo permanente de 
las empresas agroindustria-

DI R les. 
DD 

PRO) ___ /2 
CONi_ 
MGT 
HR" __ 

HN)
 
P";( ..
 

f) ­

http:US$17,300,O00.O0
http:empre,.ds
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Sr. Henry Bassford
 
P~g.2
 

Deseo Ilevar a su conocimiento que el Gobierno Dominicano
realizarfa un aporte de 
RD$90.O millones como contrapartida del
referido proyecto, de tal 
forma que permita la complata ejecuci6n
del mismo. Dichos fondos 
se proveer~n durante los tres 
a-nos
dure el proyecto, provenientes de 
que


los programas ejecutados en mo­neda local generada por la PL-480, 
u otras fuentes del Gobierno.
 

Con sentimiCntos de consideraci6n y estima, le 
salud.,
 

Muy atentamente,
 

... .'.--.. rl>ndo. Haza
.-L. b. ., 


Secret.ario.T6ci0ioo 
de la Presidencia
 

\LI) \; ""
 

* ' , , . 
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12 de julio de 1985
 

Sr. Craig G. Buck
 

Un programa de estudios do factibilidad con el Trade
 
Development Program dc los Estados Unidos, servicios do
 
inspecci6n do planta para la Secretarla dc Agricultura
 
(Sanidad Vegetal ) y tin asesor agroindustrial para traba­
jar como el administrador del proyeco dc la Agencia 
Internacioiial para el Desarrollo, tanto para ei componente 
del pr6stamo y do la donaci6n do su Programa do Promoci61l 
Agro- Industrial. 

Esta asistencia fortaleceria la capacidad t6cnica de 
,JACC/RI) y habi Iitaria a sus Empresas-Miembro y a su Con­
: .io(Ie1)i rectores pari .poyar i lrovect o Agro- IndItIst ri:I 
y trabaj a r con el Ba IIco CenItral ia n a segtl'r u"lla exitos:I 
ejecici6n del mismo. 

Gracias por su consideraci6n.
 

Cordia imente,7 

HORACTO J. O SHDEl)
 

llIll rm
 

Co­

cc: Conseo IDircccio'n JACC/Ri) 
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CERTIFICATION PURSUANT TO
 
Section 611 (e) of the
 
FOREIGN ASSISTANCE ACT
 

As amended
 

I, Henry H. Bassford, the principal officer of the Agency for
 

International Development in the Dominican Republic, do herewith certify
 

that in my judgment, the Dominican Republic has both the financial
 

capability and human resources 
to maintain and utilize effectively goods
 

and services procured under the capital assistance project entitled
 

Agribusiness Promotion.
 

This judgment is based upon the record of 
implementation of AID
 

financed projects in the Dominican Republic and the results of the
 

consultations undertaken during intensive review of this projects.
 

USAID/Dom n can Republic
 

Date'
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1. Techncal/Finacial Analyses
 

a. Demand for Credit 

The demand estimates for this project are based on extensiveinterviews with private bankers, private agriculture/agribusiness 
firms, local
consulting groups and selected public sector officials.
 

The analysis showG that there is a bona fide demand foragribusiness finance to be in place before mid-1986 that, at least, exceeds
the equivalent of US$79 million. 


new 

The corresponding, inclusive figure for
finance to be in place by mid-1988 is US4126 million.
 

This figure is exclusive of an additional US475-100 million whichis estimated to be required for traditional, domestically consumed crops such
as rice, corn, beans, etc.
 

Financial demand reported in the great majority of cases, reflects
geuuine needs consonant with start-up or expansion projects. 
 Demand figures
were obtained for entities which break down into product/service groupings as
follows:
 

Fruit/Vegetables 

(Fresh, Frozen 
and Processed) 

33 Coconut Products " 7 

Farming Inputs : 5 Beef Related : 12 

Food Additives : 4 Seafood Related : 5 

Financial 

Intermediary 

1 Chocolate Related : 2 

Dairy Related 4 Fibre Related : 4 

Cereals/Grains 

Related 
8 Tobacco Related 11 

Floriculture 
6 Root Crop Related : 2 

Poultry 
1 Apiculture 2 

Fats/Oils Related : 3 Citrus Related : 3 
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Export Trading 1 Coffee 
Houses 

Agricultural Machi- 2 Sugar-ca'ie Related : 1 
nery/Equipment 

TOTAL : 108 

Of the 108 projects identified, 88 described a financing need to be
met over the next 12 months. Many of the firms, and their requirements appear
to be entirely bankable, and all else being equal, disbursements to meet such
requirements could probably become effective within several months after loan
signature. In many instances, such lvan requests are already under review by
different financial Intermediaries. 
 Any delays in approval and/or
disbursement have little to do with merits of the request, but rather with
current illiquidity problems, legal bottlenecks, perfection of security

arrangements, public sector bottlenecks, etc.
 

Projected financial and economic/social returns on the investments

reported so far are summarized as follows:
 

a. Average projected return on investment: 44%. 

b. Output/capital ratio: 3.03; .69.
(3.03 = Sales .69 =- Value added 

Investment required 
 Investment required
 

d. 
 Aggregate full-time and equivalent full-time jobs created:
 
14,000.
 

Aggregate annual incremental income to workers:
e. 
US49,872,600.
 

f. Average capital/employment ratio: 
 US$5,700 to create one job.
 

g. Aggregate project net FX impact for year one: 
 US469,000,000.
 

Of the 108 entities interviewed, 17 already have joint-venture
partners. 
Most of these partners are from the U.S. and 23 firms indicated
 some interest in a U.S. partner. 
Many of these firms are actively seeking a
U.S. partner and/or would like to be assisted toward this end. 
 The major
reasons given for considering a partner are market access and assistance in
 
obtaining the necessary financing.
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b. Technical Analysis of On-Lending ArrLngements 

The following determinations were made with regard to the
appropriate rates, tenor and funds applications that would enable the banks tosuccessfully carry out the agribusiness lending program:
 

Spread for the banks: This will be, seven percentage points.(Current FIDE rate is five percent). 
 This spread is sufficiently attractive
to motivate and sustain bank participation in the program, while it is not sohigh as to provide the banks excessive proiitability. Note: The spread

includes commissions.
 

End-user rates: 
 The seven points spread, assuming a minimum 11
point spread for the Central Bank, results in an end-user minimum cost of2C%. (Central Bank cost is 2% plus a spread of 11% equals 13% to thedevelopment bank whose 7% spread increase:3 the end-user cost to 2M.). Inpractical terms, many of the export projects covering fresh and processed

items can probably pay effective peso rates above 20% p.a. 
 Under thesecircumstances, provision should be made for rate adjustments during the life
of the program, in order to reflect changing levels of inflation/devaluation;

legal limitations; and AID's own goal of s-ping the system move toward
 
positive real rates.
 

Tenors: 
 The present proposal of a twelve year tenor for the
development banks is adequate. 
 It equals the FIDE maximum for individual
subloans, and unlike the FIDE program, the PFIs will be allowed to retain the
recuperations for onlending to similar subprojects. 
 Thus, the PFIs have
 access to long term funds at rates which are competitive. The end result is
that the capital base of the PFIs will be strengthened in a manner similar to
 
a direct AID loan.
 

Note on the Pool System: A number of the banks have had good
experience with pool-type financing. 
 The managements explain that benefits
include sharing of information and risk, increased overall liquidity for
projects, and better credit control. By the same token, pool arrangements can

help to ensure good projects and cover large project investments.
 

c. Interest Rates 

Currently, effective interest rates, charged to end borrowers range
from about 12% to 24%, in the regulated banking system. 'These rates includethe interest itself, plus fee commissions and closing costs. 
 The low end
represents loans from FIDE funds to firms located in the Haitian border area.At the upper end are rates charged to borrowers from the PFIs own resources.In the middle, clients are borrowing from FIDE at 17% (FIDE allows a 5% spread
to development banks, which when combined with loans at 12%, equals 17%).
 

In the non-regulated system, rates run from 1 1/2% ­ 5% per month.However, the majority of these loans are for consumer credits or commercial 
loans for inventory which have a 60-120 day turnover.
 

I.1$., 
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Development banks estimate that their portfolio of loans 
now
provides about a 20% yield. 
 (That is, the average rate is about 20% 
on older
and newer loans when combined with FIDE and non-FIDE funds.) 
 For agricultural

loans, they estimate the yield is somewhat lower, i.e. 
17%-18%.
 

We have structured the interest rates in 
this project to be
consistant with agency policy and 
to be reflective of country conditions,
including a variety of factors such as 
the currently high versus historical
low rates of inflation in the DR, 
the risk of agribusiness projects and 
their
normally low to moderate returns on 
Investment, a business and banking
community that inexperienced in non-traditional export projects, the
heretofore low cost 
of 
FIDE funds, and the competitive disadvantage of
development banks 
 which are the principal source We
of term financing.

believe the proposed interest rate structure is both realistic and fair.
Thus, we propose a 20 percent cnd 
user rate, a 7 percent margin and a cost of
 
funds of 13 percent for the PFIs.
 

Inflation. 
A positive real interest rate means 
that the loan rate
has to be higher than the 
inflation rate. In estimating the inflation rate,
we used a long-term permanent inflationary trend rather than sort-term
transitory price fluctuations. Historical data on 
the consumer price index
(CPI) 
indicate that the long-term trend in 
consumer price movements in the
Dominican Republic has 
been at about 12 percent per year since 1978. 
 The
official inflation was 
16.76 percent 
in 1980, and 24.45 percent in 1984, but
during the intervening years inflation rates have been less than 
10 percent
annI1ally. During the first four months of 1985, the CPI has 
increased by
13.39 percent, 
of which 10.69 percent occurred during January and 
February. A
"i: inspection 
reveals that large price increases in 1984 and first 

, of 
1985 have bee-i the result of 

two
 
exchange rate adjustments that have
 

, taking place during the time.
 

In late April 1984, 
the GODR transferred all imports, except
petroleum, to the parallell market from the official exchange market of
RtI)1.O0 = USt1.00, thus making imports more 
costly. 
This policy decision

.inmediatelY reflected on 
the CPI in May and June, increasing by 4.13 percent
I,7Q percent respectively. In September and October of 1984, the CPI jumped
 
ag In by 4.25 percent and 6.01 percent respectively, due to the petroleum

Imports transfer to an intermediate exchange rate.
 

In January 1985, 
the GODR finally unified all exchange rates the
to
free market rate. The final adjustment process provoked prico increases
during January and February of 6.03 percent and 
4.66 percent respectively.
Excluding January and February 1985, 
the average price increase for 1985 would
be projected at about 15 
percent for 
1986 at about 10 percent or even less.
The main reason 
for this projection is that the exchange rate adjustment has
been completed, and there will be 
mo 
further large devaluation of Dominican
 pesos 
to initiate a revewed inflation. 
 Further, the GODR is committed to an
IMF agreement and has 
met targets by controlliiig the money supply, thereby

further reducing inflation and the 
rate of devaluation. Therefore, for the
 purpose of long-term loans In 1985, any 
rate above 15 percent would be a
positivc real rate 
for the Dominican Republic.
 

http:RtI)1.O0


Annex F
 
Page 5 of 34
 

Risk/Reward on Agribusiness Loans. On balance, Agribusinessinvestments in the DR as well as other basin countries have yielded lowerreturns (ROC of 10-20 percent) than those earned in commerce, light industry
and tourism. In the last two-three years the picture may have improvedslightly due to opportunities for fresh fruits and vegetables for the export
market. 
 These higher yields (ROI of about 30 percent) have attracted a numberof foreign investors as well as caught the attention of Dominicans who havenever considered export projects. 
 At this time, therefore, the country's
businessmen and the banking community are faced with some very attractive
 
opportunities.
 

The problem, however, is that thise ROls may not hold up in the
future. 
 Two to three years' experience in certain products by just a few
firms is simply not sufficient time to comprehend the difficulties in managing
and marketing many of the new projects. 
 In the processing areas, moreover,
the ROls may be even more precarious because the capital investments are
 
higher. 

Attracting Foreign Investment. 
The current liquidity squeeze and
temporarily high interest rates have hurt smaller borrowers much more severely
than larger creditors. This is no surprise. 
 However, it is detrimental to
agribusiness investments because the majority of the new, non-traditional
projects have been started by small ani medium-sized firms. The squeeze,
therefore has been placed on the very projects which the country needs tostimulate in order to earn more foreign exchange.
 

A typical Agribusiness investment contains 35 percent equity and 65
percent debt. Foreign firms establishing a joint venture or a wholly-owned
subsidiary are normally prepared to invest U.S. dollars for their equity, but
prefer to borrow locally for the debt. 
 This is particularly true now, as most
U.S. banks are not 
prepared to extend dollar loans to clients in countries

with low credit ratings such as the DR. 

U.S. ionvestors who are starting-up a new project in a new country
face many risks and ploitical uncertainties. The majority of 
these investorsin the D.R. are small to medium U.S. businessmen who have not operatedoverseas and who for the first time are forging partnerships with Dominicans.These businessmen are prepared to pay the local prime rate of 20-22 percent onlocal funds, but many would prefer to borrow in the U.S. at about 12 percenttoday because this differential further covers their risk factors.Unfortunately, as stated before, they can't borrow because the U.S. banks 
won't lend.
 

Development Banks - Practices and Limitations. We expect about 25
percent of the funds to ge through commercial banks; the remaining 75 percentwill go through Lhe development banks. DecemberAt 1984 the country's 18development banks had assests of RD$304 million. This represents only 3.7 percent of the total assets of the regulated financial institutions. These
banks were established and legally chartered to provide term loans for
 
agriculture and industry. 
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Today agricultural and agro-industrial loans represent about 33 percent of the

banks' investments; industrial projects represent about 40 percent; 
the
 
remainder 15 is devoted to tourism and other sectors.
 

Currently, the banks' derive 49 percent of their funds from
 
advances, discounts and credit allocated by the Central Bank, including FIDE.

On these funds, the end user rate probably averages 15 percent at this time;

whereas non-FIDE funds, the prime rate is about 20 percent for long-term loans
 
and for marginal borrowers 30 percent is not uncommon for short-term loans.
 
This is 
because until January 1985, FIDE monies were available to the
 
intermediary banks at a rate averaging about 8 percent (the maximum was 
10
 
percent foi ±oans in Santo Domingo; the minimum was 6 percent for loans near
 
the Haiti boarder). In January 1985 this average rose to about 10 percent

(based on a maximum of 12 percent and a minimum of 7 percent). The 5 percent

spread allowed on FIDE funds permitted an average end user rate of about 
13
 
percent, with an increase in January to about 15 
percent.
 

Adjustable Rates. 
 Because of the uncertainties related to
 
inflation both in the U.S. and in the D.R., 
we have agreed that interest rates
 
in 
this program should be adjusted yearly to reflect upward or downward
 
pressures. This adjustment will be based upon the DR's 
consumer price index
 
keeping in mind that the end user should pay a positive real interest rate;

the financial intermediaries must have sufficient profit incentives to utilize
 
the credit funds; and bank deposit rate should be high enough to reduce the
 
incentives for capital flight and currency speculation and encourage deposits

.indomest.ic financial institutions.
 

Conclusions. 
 On the basis of the above factors, including the
 
,i.licy chauges achieved as well as increased cost of FIDE funds to PFIs 
(3

percent ave2rage increase) and end users 
(5 percent average increase), we
 
heicve the proposed level of interest rates is justified.
 

d. Transaction Costs
 

A major concern with FIDE procedures has been the high costs of

obtaining a loan. 
These costs are borne, ultimately, by the borrower in the
 
form of higher interest rates, fees or commissions, and excessive collateral
 
requirements. 
 These costs have another effect in that they probably cause
 
bank3 to avoid high risk projects due to the fact that 
the 5% spread allowed
 
FIDE funds is insufficient to cover processing costs, normal overhead, profits

and higher risks associated with new export projects. 
 These costs are
 
increased by controls over sources and uses of 
funds, excessive loan review
 
requirements, and disbursement, monitoring, and reporting procedures.
 

The procedures contemplated in this project should reduce
 
transactions costs. 
 At the same time, the increased spread and assistance
 
provided by JACC/DR and the TA Unit should encourage the banks to finance new
 
projects which they would have considered too risky under previous norms.
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e. Feasibility for Enterprises 

In the analysis of demand, six project profiles were prepared. The

profiles demonstrate the feasibility of agribusiness lending and technical
 
assistance of the type envisioned in this project. 
More importantly, however,

the profiles demonstrate immediate financial requirements, impact on jobs and

foreign exchange earnings, joint venture potential, the variety in size,
 
nature and type of business venture in this country, and the ability to borrow
 
at real interest rates.
 

Exhibit 5 is shown in the following page.
 



AGRIBUSINESS SUR-FROJECT PROFILES 

Name of Firm 

1. Procesadora de 

Coco de Higuey 

2. Compania Agro-

Industrial 

3. Domex 

4. Productos Alimem 

ticios del Caribe 

5. Industria Nacional 

Agropesquera 

6. Flores de Sol 

Product Line 

desiccated 

coconut 

tomato paste 

melons and pine-

apples 

meat products 

shrimp 

flowers 

12 Month 
Financing Need 

US4250,000 

USI 3.5 million 

USI 3.0 million 

USI 250,000 

USI 4.5 million 

USI 300,000 

Projected ROI* 

46% 

30% 

57% 

40% 

45% 

33% 

New Employment 

165 

4,000 

2,650 

50 

200 

28 

Average FX 
Earnings/Yr. 

US1 i million 

USi 2.3 millioz 

US4 2.25 millic 

USI 200,000 

US$ 6.8 million 

US4 250,000 

The ROI projections are based on feasibiliity studies or 2-3 years of experience. 
history is available. 

No long-term (5 ­ 10 year) 

> 

c X 
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CODE 

DX PRDLrqOS01 

DEL CARIBE, 
C. x A. 

P S 
12 i3NThS 
UEED FOR: 

SAU-
CIA-a.ioF/A; 

(US$) 

I:7-TY
FfLAL Rrumaqa~ ST YEAR 

I [PrJEC"NE-ZI' 12 M)S. NEXT 3 YRS. R.O.I. 

250,000 200,000 

(E:-:change rate where pertinent One USS = RDS 3.50. 
OUTPUfi PURlJ S FULLTfl.IE AN. ImLT ' P1f3!wrCT Il NAT' L ANN. JOBS & -NCRE- EMPLOY- NET FYRATIO INCnJ .- EQ.FULL- p-ITI.L Z' 17 LMPAC'

TAL VALUE TIME JOBS JNCCt. RATIO 7 1ST CCt.l-ADDED 4 
CREATED 5 TO .OR- MErCW1C 

4/1 630,000 
30,000 8,333 60,000 

4 i6 0 0 03 0 0 0' 

iL 

C BRUMAL & CO. 
02 C. x A. 

ESTICIDES 
LENDER 

:C.; F/A 

520,000 no plans ye 37% 1.2/1 380,000 
8 20,,00 6 

3 0C 

AX 
03 

E
• 04 

CX 

05 

DCb1UICANA 
DE PRODUCTOS 
ALDrl V'ICIOSGR ED I E2 r ES

IDEL C-7RIBE, 
S.A.15 

I 

RIT-PUL-
PER/I.Q.F 
/A; W.C. 
EISASnt]D7GS 

ERTf.BLEN-

W.C.N/A 

140,000 

150,000 

8,500,000 

390,000 

no plans ye 

no plans ye 

6 

66% 

50% 

25% 

5/1 

2.5/1 

1.3/1 

490,000 

830,000 

2,000,000 

60 

15/ 

25 

60,000 

20,00 
2 , 02, 

30,000 

2.5/1 
215 

150,000 
, 0 

H 
06 

CORTES HERMA- -)COLATE/ 
NOS, C. x A. .C.N/ 

300,000 no plans ye N/A N/A N/A N/A 

(6,500,000)! 

BX 
*07 

ELX 

08 

PRASA 

PFDUS C "T 

INDUST RIAIZ-S 
x A. 

CES.CX0N 
A; W.C./ 

P-ES. 

IL ;. C.5, 

35,000 

115,000 

28,000 

no plans yet 

85% 

40% 

4 

211 

85,000 

105,000 

20 

20 

20,000 

30,000 

1,750 

018
,750 

250,000 

0 0
0,000 
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Annex F f 

(US$) (L\change rate whiere pertinent : One USS = RDS 3.CODE E:'fly PETDjOJEI' S IFTINX'CIAL !K-- UIRF1.E'S 1ST YEAR OUTPLT/ PRJECT'S FU-LLTD.IE-ANN- CAITAL!
P.ODhEM.RNEE FOR: NF-T 12 CAPIT L NAT' L ANN.YNZS. N 3 YRS. R.O.I. RATIO JOBS & INCRE- EMPLOY-INCRI-Mq- NT F:EQ. FULL- MENIAL t W I.PA-CT 

TAL VALUE TDIE JOBS INCC*4E RATIO7 is: Ca.l.-ADDED 4 CRATED 5 TO WDR- :.ERCLa1AX C.A.E.I. (OOM-SRCW FRESH KERS.6Sponsors ind cated inter st only i YE.Z- o17 assist,PALA ANON. -RUITS/VEG. explained th t they 
rice to obta: n a U.S. oint-venti re partnelhave the land . Theynd theirDE E 2LOTA- own share of start-u: capital eady. Mairlyterested in in­50%/50% grcing/mark ting jont-venture.

CIONES IN-


DUSTRALES
 
ABX IND. E P.ACA- 2AR\TER Respondents ndicated 
th they hav18 no present financEOPkA DO LIhI- al requir ments. LA understandsId. D~acad ra Dninica, C.x A. is that

inve ting in Arbje Aaro-i dustrial (Cotton-p oject). 

ABX PRODUCTORA19 QUISQUEYANA CANNER Respondent i dicated that becauseiould be elicible for f cing the ccpny is 100% oreign owr.-d, they oin the D.R and theref re had no not bel eve theycause to rovide information. 

X' PRODUCTOS CO-RUIT-PUL-
 265,000 no20 IMERCIALES DE plans yetEKPORTAC ER F/A; 1.C 9 49% 1.6/1 350,000 250,000ION 125 145,000 2,120
 

LX FERTTLIZANE. 
RT. BLEN- 8,000,000 no plans yet 25% 1.3/1 1,900,000

21 20 25,000 N/A1OOULLICOS DO- (6,100,000)'DER W.C.
 
FX IND.NAC.GRDj- 'JACULTURE 
 4,500,000 
 2,000,000

22 PESQUERA,S.A. F/A 

45% 1.5/1 8,400,000 200 200,000 39,650 
 8,400,000

(3rd year)


(flASA)
 
AX ROCESADOPA 
 NECTARS 215,000 no plans yet 
 45% 5/1 
 250,000 
 20 25,OnO 10,750
23ITJIA .xA. W.C.; F/A 530,000 

iBX I f'.ETOS T -DES.COCNUT 
24 

1,000,000 no plans yet 65%ICALES C.x AF/A 4/1 1,000,000 
 40 45,000 
 25,000 3,150,000
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* te: See footnotes attached AY l1'85See ootntes (USS)ttaced 

C -jTTY 
 PP3JCTI S FI:=/NCIAL RHIR. .. 

12 k0.TfHS 
PWIJEZNZED FOR: NEKT 12 MZ.5. Z4T 3 YRS. R.O.Ii* 

D PROCF-SAJCORA 
 SAUSAGES 
 165,000 'o plans yet 
 29.2% 
34 71 TDE /;IESCA F/A 


CHECO, C.X A
 

D5 TADEW IN-!SLA 160,000 -/Aplans yet 
 35%
I D~USTRIAL IF/A

CHEM, C.xA. 

AX !PD 
 X, S.A. Gapaql MLN/ 
3,000,000 
10,000,000 

57%
PINEAPPLE A2,460,000 


B.X AGROEWPORT, 
DES. NTJF
37 IC.x. 100,000 o plans yet 34%/A 


E jL-VA~N £ct LI-V. 
 PIgOE-
 285,000 
under study.
3S jCA. A, C.x A. AST 17%EAT TF/A 


AGE i RIBE 
 ' ROOT- 229,000 .0 plans yet 18% 

-39 S.A. 
 P F/A;W.

A'X E'CPOFADOR 
 'ROW FRESH 285,000 o plans yet 
 35% 

40 CC2TCIALES, ;q.C.DE PFODUCTS PINEAPPLE
 

S.A.
DX .A.FDO
41 SAsdt PAIUSAGES Respondents niae 
 hyh
DX 1 2f3rn!FUAE dad thaIN 


(E.:change rate where pertinent 
 One US= RDS 3.50-,
 

r 

(I NAT'L ANN. JOBS & ­

.CRE-E2Zoy-A I CPLD.I- DQ.FULL- EP.L NE2T F0,
,'E" IPAC.: 

TAL VALUE TIME JOBS INCCME RATIO7 ST C.-ADDED4 CRFAkTED 5 TO t'XDR- NERCLkL 

4/1 115,000 
 29 41,500

4/1 160,000 2 4 5,690 600,000
 

4/1 120,000 
 20 28,600 8,000
 

2/1750,0000
 

0.5/i
 2,850 850,000 1,053 2,460,000
 

4.8/1
 
146,000-
4.81 100 90,000 1,000 
 480,000
 

0.9/1 166,000 6,500 71,250
 

24 , 0
 

0.9/1 
 42 51,000 
 5,452 
 200,000
 

2.5/1 
 221,00o 
 50 75,000 5,700 
 575,000
 

no pr ent finaelc al reuir ts. 
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MAY 1985 

'ctie: See footnotes attached (US$) (F-:change rate where pertinent : One US$ = PDS 3.5C 

CODE F,7ITY 	 PPP 'r S FDANCLAJL RE(UI.RE:T.-rS IST YEAR OUT0PU4/ P'RJTT' S FU-LLTfl .\. CAPITAL/ PRaj-.f_ 
12 MO0NZIES PMIECQ C:-PITAL NAT'L ANN. JOBS & INCRE- ET-1PLOY- NEI E. 
NED FOR: NEAT 12 NZS. =T 3 YRS. R.O. I. RATIO3 INCRO-EN- EQ.FULL- MENTAL -T=-4ACT 

TAL VALUE TIE JOBS INCCtW1E RATIO7 1ST CCM-
ADDED4 CREATED 5 TO t'XJR- .MECL.L 

K J/ICOLAS A.VAR-FEEDSTUFFS 100,000 no plans yet N/A N/A N/A N/A N/A N/A N/A
50 SAS, C. x A. W.C. 

SAS DEL CA- FLORCULTU- 200,000 nable to co tact prin ipals i- the 	U.S. f )r further details. I 
51 BE, C.x A. RE F/A 9 

H 'NE & CO. CCOA Respondents indicated that they ha, no pr sent financial reuirr ts. 
52 . x A. 

PEP ALES EN GR- OATS 57').000 - der study Respondents indicated that p )ject is s ill in a ilot-stage and that 
53 _-EAL.C.x A.F/A no furth s- ecif c information could b proviaed
 

D IJUTLORA DE SLAUGHTER 115,000 io plans yet 24% 
 4/1 53,000 30 125,000 3,833 N/A

D42 :A=,ES, S.A. W.C.
 

"I ORES DE, SOI 11ORICUL- 300,000 io plans yet 33% 0.8/155 .A._ 	 231,000 28 25,000 10,714 250,000
TURE F/A 

MiX PROD. TIPICOS CASSAVA- Respondent iidicated tha. the said project is still un er develo mient.
 
56 rLTNICANOS IFI TW
 

F/A; W.C. 

AX IAIENDA SAN fM FRESH 80,000 ioplans yet 25% ].25/1 153,000 ii 16,000 7,272 90,0005 7 1.LIGUEL PINEAPPLE 

* 	 q.C. 

Q lNDGRASCO 	 ILS/FATS 57,000 o plans yet 25% 3.3/1 85,000 
 15 15,000 	 3,800 (9,000) 
1 58 	 . ____ ___________ 	 ________ __________- ______i.I________________ 
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MAY 1935 
:.;cte: See fcotn:.tes attached (US$; (-E:change rate -,-here pertinent : One US$ = RDS 3. 50. 

HDT:PIY Pi 

12 
NEED 

r, S 

,,T S 
FOR: 

FP:kNCL:.. RE)U!R--,E 

NE ,T 12 MYS. E 3 

S 

YRS. 

IST "=-R 

PAJPC; 
R. 0.. 

OU7"2UPT 

04P!T 
RATIO3 

PW i' S 
:NT'L AJN. 

ICRF-N-TN-

FULLTDE 

JOBS & 
EQ. FULL-

A.N,. 

UhCZL-
NMETXL 

Ci.PITAL, ' 1pja= 
EMLOY- NNET FX 

1F 
TAL VALUE TIE-, JOBS rNCC(-E RATIO, IST 
ADDED4 CR1TATED 5 TO t3DR- ME LL 

6 7 D.BAILJAS COE= CROP 8,500,000 lo plans yet N/A I 0 N/A67 x A. F2LA=-L ;I.C9 N/A N/A N/A N/A N/A 

O mo'.NJA POULTRY W.C 1,400,000 3,400,000 N/A N/A N/ARA, 
N/A N/A N/A N/AI68 x~A.
 

AX TEihAZs BON, FRUIT-PUL- 115,000 286,000 37% 

69 L 2.5/1 439,500 185 370,000 621 145,000x A. PER F/A;W.C 

AX INSEA PR - GR2 FRESH Respondents ndicated in erest onl' in assistance70 DUCTS C. x A. FRIJITS/VEG. They exolair-d that to tain a U. . joint v nture partner. 
ath 

the and they Yn is sitable for mcumbers, squash, bl-pepper
t11-peaepookng' etc. 

and th .t thl are lokin for a jo nt ventire on a ma-keting/fi lance rajobasi3. Cold-st:rage
ESO!k LUACU facilities and fruit-p :essing exripment vailable. 

FX72IND PESQUxRA. FACULTURE 230,000 no plans yet 57% 2.2/1 314,000 300 143,000 762 504,000
 

PROD.JAPICOLAS PROPOLIS/ 72,000 ,o plans yet 59% 4/1 228,750 90 180,000 3,342 285,000 
73x A.. 7A.L JELLY 

F/A; W.C. 

AX PA-tL Gk PEELED TO- 3,500,000 no plans yet 35% 2.3/1 3,200,000 4,060 2,470,000 862 3,200,000
74 DUSTRIAL, NATOES F/A;
I.C.S.A. 

DSTRD{F/ [Q-OI 720,000 under study ResPonden s in- ated75 ]___DUSTRLL that th y were uE-dating f easibilit-y-tud._F/A_ __. ...... 



12.. 

V
c 

~O
 

( 

%
 

0j 
4
C

4
4
 

0 
$
~

4
 

0 

C
D

, 
D

 
C

 

~<
k%

~4~44~4~444C
D

4
~

4
 

C
D

 
(Z

 
4
 
C

D
.~

 
~~ 

* 
z 

4
-

4
C

D
'4

<
4
>

0-~( 
414 

C
) 

4
 

4
 

4
4
.,~

 
' 

4 
O

. 
~ 

~44~

4
 

4
 


C
D

~N
 

4
n
 

4 
4J4~* 

4 
C

)-
C

D
 

%
4
 

j~
.4

4
4

 
4


4

41,.<4 

-
' 

k
~ 

.. 
U

 Ln
4
4
4

(n
 

4
-

(1
 

1
j, 

4
 

<
~

4
 

. 
'. 

-~
4
 

A
<

4
.. "~ 

.>
0:4 

1
L

n2 
~ 

4
 

4
4
 

4
 

r4
4
4
..C

D
4
4
M

 

4

4
 


4,40 
C

D
 

C
D

 

-
C

IO
444444n

 
~ 

1-

P
14,n

&
(4 

43444o
,4 

04
0) 

() 
O

~
 

3 
0~~J 

0 
C

D
 

p4 
I4CIO

7 
C

o 
rpp 

co4 
44.~4

_~
~

~
L 

44.4444 
,4444.04.0 

0 
.4

,,0
 

0
'~

 
.44'.4U

)4 
4444444444-4-r4 'lL

 
44 4
4n

 
444,44 ' 

.4 
n4 

4 4 
' 

4
 

U
 )<~ 

4< 
-
4--
4-
4
-

-4
I4

 
-

4. 
4444 4 


~-0. 
0

4
 

00 
4..4,<4. 

44
 
4'<~'''<"~''0

4
.4

4
4
~

4
4
4
4
4
4
4
4
.4

 
0
'~

~
~

"
 

~"
 

444 
if] 

0 
~4 

444
 
0

4
~

 
1-4<0~~ 

~ 
444~44 

4
 

44.4.444...4~~~~~~4;L
i

4
W

 
4

..4
4

4
4

0
4

4
4

4
4

4
 

m
4 

L
n4~ 


r-
4 

W
44~4 

4
4
4
4
4
4
4
 

44444 
44 

44 
~

 
4444 

4,
 

.4.~ 
44~444~444,44 

H
'4

' 
~4 .4 

4
4
~

 
4~ 

4U
4


4 -
,4

4
o

.;$
J
.H

 44~*i(%
4.444.4. 

H
 

~
 

4 
.

. 
.

~f 
.. 444 

4 
4 4 4 

4
4
4
4
.4

4
 

. 4
4

4
.4

j 4
. 

44.C 44

4
4
4
4
~

 
<


d 
O

P
 

C
io444444. ip44~4\~44,444$44..4,~

'4
~

4
 

.4 
44


44 
4
4
4
.4

4
4
4
4
4
4
.4

.4
4
'4

4
4
4

4 4 ~~j4 
, ~

ri 
~ 

4: 
~ 

~ 


4444 
4 

4
,.4

 
44 

' 
4,. 


4
4
4
4
4
.4

4
C

?
 

4'4 
>

1
4
~

~
~

~
4

4
4

4
4

4
4

4
 

4 
'4 

~...
4
4
 

~~~~~~~~>
 

4444~444.
4>'1 

04 

4
4

4
4

4
0



1-4 

044 

(424 

44 ~1
 

0)~~C
 

cq4k4~4 



Annex F.AGRIBUSINTESSPPO!EL-T FLANCE DD-1TD/1PAC_. SuRVEY 
 page 19 of 34
 

MAY 1985 
....e: See fcotnotes attached (US$) (:-:zhange rate whtere pertinent : One US$=RS 3.=0'.' 

jFr±,.CIAL Ri1ST PFE=- S 

12 MYOTHS 


YEAROOUF, C FUTh T.. CA-PIT.L, • P.Tj'EC 
P.O.TEC CA=PIT,-, 7 AT'L ANNT. JOBS & IECRE- -tPLOY- NET F:

'EED FOR: 12 KEJP IZST 3 YRS. R.O.I. RATIO LNCRaTN- EQ.FULL- =1.EJ- MP:A.CT-T 1E2'P 
TAL VALUE TDhE JOBS INCCtF RTIO7 1ST CCr-1-
ADDED4 CRETED 5 TO t'.OR-

CX FAJAR,%EYER OR-ANIC FER- 65,000 o plans yet N/A1 0 N/A I N/A N/A N/A N/A N/A

83 TILIZER W.C "9 
 iif
 
J NID. DE FIB- GIRCW COTION 575,000 2,860,000 Respondents indicpted that th Ey were pr:!paring a -easibility-study
86 RaS DC4INICA- F/A; W.C. and that no defin4t figures w=xe availa le.
 

L\S, C. x A.
 

KK ','.IC TRADING RFLORICULJ- 143,000 4o plans yet 50% 3.6/1 178,000 123 70,000 2,615 470,000

87RF/A 

U ERPA AGRI- GRICUL' U- 1,000,000 o plans yet N/A N/A N/A N/A N/A N/A N/A

88 --
OLA, C. x A. PALM1ACRI­

:NERY W.C.
 

M JARDINES DEL FLORICULTU- 285,000 .o plans yet 81% 2.5/1 312,000 24 60,000 24,898 630,000
89 D:-, C. x A. RA F/A; W.C
 

VX T-DCA ALCOHOL F/A 3,000,000 .o plans yet N/A N/A N/A N/A N/A 
 N/A N/A
90
 

X!"RACIA, REYE GRal/PIROCES 1,029,000 
 4o plans yet 35% 1.4/1 1,607,900 81 81,000 12,704 1,211,350
 
91 ASOCIADOS ALOE W.C.;
 

F/A
 

AX CONSORCIO AG- GRIa I-MENS 500,OCO 1,550,000 55% '0.-5/1 2,816,000 69 69,000 7,246 2,938,000 
92 INDUSTRIAL F/A 

AX rVLTIFIJTAS, WrC/PROCES 560,000 plans yet 27% 1/1 233,000 35 45,000 16,000 553,00093 S.A. FRUITS F/A _ I 
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Annex FAGRIBUSINESS PRO=JT FINANCE DE MD/IIPACr SURVEY page 21 of 34 

MAY 1985
 
Note: See footnotes attached (US$) 
,COD 
 F IY PRIJfTp -S F ,ANCIAL REQUIRO41S 
 1ST YEAR 


12 MOJNTHS PIJECF
NEED FOR: NEXT 12 MS. NDT 3 YRS. R.O.I. 

AX PRgVESA GPM/PROCES 3 50,000 No plans yet 
 67% 

103 
 HOr PEPPERS
 

F/A
 
AX 2NSTAPNZA AG- PROCESS CAR 
 115,000 nder study 13% 


104 IND., S.A. LIC F/A;W.C 


105 -D EI SOSU.- RY F/AD0 GA- MOVE FACTO- 330,000 No plans yet 26% 

106 AFANA, S.A. F/A; W.C. 
Ax MTICIELEn GROW/POxCES Respondent indicated th t the lan( 

10 ADING Co. PINEAPPLE looking for a U.S. 

(Exchange rate where pertinent : One US$ = RDS 3.50)
OUTPUT/ PROJECT S FULLTIE ANN.P ITAL P21:-

CAPIT L NAT'L ANN. JOBS & INC(IE- EI.PLOY- NET FXRTIO NTCREMN- EQ.FULL- MET AL 'IE-T IMPACT 

TAL VALUE TIME JOBS INCME R..TIO7 1ST CCM-ADDED 4 CREATED 5 To W'R- MERIAL 
KERS *6 _______ OR 

3.2/1 200,000 
 300 210,000 
 400 450,000
 

1.5/1 50,400 
 20 28,000 
 5,750 150,000

"
 

N ANN/A N/A N/AAN N/AAN AN/N/A N/A
 

they c n is suitabLe for pin pple and that they are 
partmer on a finance/m aketing basLs.JX LA-E AGRO- GM/7PROCIF 2,800,000 14o plans yet 13% 1.3/1 1,277,140 
 274 319,000 10293,000
 

108 12,1YJSTRI-AI, C01rXDN F/A
 

TOTAL/AVGS. 
 79,549,700 47,025,000 
 44% 3.01/1 54,733,680 13,897 9,872,600 
 5,718 69,028,650'
 

.1
j 

___-_ 
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FOOTNOtES
 

1) CODR : This denotes a project grouping as follows:
 

A FRUIT & VEGETABLE: Fresh L TOBACCO RELATED 
& processed 

D COONUTr PI JDUCTS 
M FLORICULTURE 

C FARMING INPUTS 

0 POULTRY 
D 	 BEEF RELATED 

P 	APICULhIRE
 
E 	FOOD ADDITIVES
 

r' 	SEA-FCOD Q FATS/OILS RELATEDRELATED 

R 	 CITRUS RELATEDPUKC FU.WqANCIAL 	
1 

S 	EXPORT TRADING HOUSES
 
C1C.OLXO\TE RELATED T 	 COFFEE RELATED 

1 	DALRY PRODUCTS 
 U 	AGRICULTURAL MACHINERY/

EQUIPEN
 

FIBRE RELATED
J 

V SUGAR CANE RELATED


K 	 CEREALS/GRA NS RELATED 
X 	denotes at least 20% of output is
 

for export.
 

2) Reflects the specific project's profitability computed by dividing fore­cast net after-tax profit by the related project investmtent and expres­sing the results as a percentage.
 

3)	Reflects the output of a specific project, measured in terms of dollars
of forecast sales for each dollar of project investment. (Also value
added/project investment = 
54,733,680/79,549,700 
= 	.69).
 

4) Measures specific project forecast annual value added, defined as wages
+ profit + depreciation + taxes. Crop purchase values are not included
unless the project entails crop-growing activity per se, except in 
cer­tain cases such as Southland Dominicana, where the carpany does veriy
little growing for own account, but where little or no ccrmercia]. crop­ping of okra would be done were it not for the company's demand.
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5) These numbers represent only the jobs 	 notcreated by the new project, 
any existing jobs. Equivalent, full-tinme jobs reflect translation of
indirect employment arising fron prt-time. field-labour and product
input or handling requirements attributable to a project. In many in­
stances, such figures have not been satisfactorily computed and can not
 
yet be recorded, thereby understating employment is inpact. 

6) 	 Represents only the income attributable to recorded worker numbers and 
therefore subject to understatements as in footnote 5 above. 

7) 	Represents the number of project investment ollars needed to create one
job. ccmputed by dividing the project investment amount required for the 
next 12 months by the number of new jobs created. (This measure is skewed 
to upper ranges because of the undirstatements mentioned in footnote 5). 

8) 	This measures a project's net foreign exchange impact by substracting
project outflows from inflows. Direct import substitution is counted as
 
an 	FX inflow. 

In 	 the case of farming inputs projects,no FX benefit has been computed
as yet to reflect the indirect inflows caused by exports such as melons, 
or the inflow equivalents arising from import-substitute cropping such as 
rice, which will result fron the inputs project. 

9) 	 W.C. = Working-capital 
F/A = Fixed assets
 

10) N/A = Signifies a) that respondents would not or could provide satisfac­
tory datzl to permit computation; or b) that information was to be
provided at a later date; or c) that computation is not meaningful. 

* All calculations are made basis the 2nd can-ercial year. 

** 	 All calculations are made basis tie 3rd commercial year. 

\(
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a. Introduction 

The purpose of this analysis is to estimate the macro-economicimpact of the proposed project on the Dominican economy, particularly onnational income, employment and foreign exchange earnings. 
Benefits will be
realized as a result of investment by private firms in a number of promising

agribusiness sub-projects. These sub-projects have been examined from the
point of view of financial benefit to individual investors, as well as their

contLibution to the national economy in the from of additionai value added,
foreign exchange generation and employment. The basic premise of this project

is that promotion of investment by private firms in new and expanded
agribusiness ventures will have an extremely beneficial pay-off to investors

and the economy as a whole. 
The economic analysis strongly supports that
 
premise.
 

b. Macro-economic Context
 

The Dominican Republic currently is experiencing severe economic
problems. Balance of payments deficits reached 4353 million in 1983 and 4155ailllon in 1984. The country's external debt is 
 3 billion, and public sector

,"aficits amount to 6.4 percent of GDP. The peso free market exchange rateLr!!,:eased from an average RD31.2 to US31.0 during the 19 70's, to over RDJ3.0i, S0 .0 during 1984-1985. Real GDP growth has declined to 2 percent,


r, tion has increased to percent,35 and unemployemnt is estimated at 
1 2 5 to 30 percent. 

In an effort to deal with this economic situation the GODR reached
z on'!-year stand-by agreement with the inIMF April, 1985. The IMF agreement
aqo!'es a series of adjustments with regard to controlling the rate of
iait-a:y expansion, reducing public sector deficits, and 
improving the
 

:a'.3.Ic~e of payments situation through free market-oriented trade policies.

:.*.r details concetning the IMF agreement, see the 1985 Mission 
Action Plan).In May 1985 the GODR concluded an agreement with Paris for athe Club1'..ng-tcrm rescheduling of public debt and at the present time the GODR and thecommercial banks have nearly completed negotiations on debt rescheduling. 

C. Economic Rationale 

A major impetus for the agribusiness project is the immense problem
of the nation's balance of payments. 
Although the GODR has taken significant

steps to reduce balance of payments deficits, current projections for 1986 and
1987 show a shortfall of US4O million and US*70 million respectively, even 
after debt rescheduling.
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The negative trade balance is an important factor contributing to
the overall BOP deficits. Export earnings depend heavily on traditionalagricultural commodities (sugar, coffee, cocoa and tobacco) and minerals, all
of which have poor prospects for earnings growth in the near future.
Confronted with this situation, the Dominican Republic is being forced todevelop alternative sources of foreign exchange earnings by diversifying the 
productive base of the economy.
 

A primary justification for investing in the
agribusiness/agro-industrial subsector relates to the nation's large

agricultural endowment. 
 There are about 3.2 million acres in cultivation, and
about 60 percent of the nation's labor force is employed in agriculture. Inaddition there is considerable potential for improving the productivity of
these factors, as well as 
the potential for supplying a large export market
 
and an ample internal market for certain products.
 

d. Approach
 

The proposed agribusiness project will involve the financing of
agribusiness/agro-industrial ventures that meet certain financial criteria and
macro-economic objectives. 
 The sources of capital are: 
 AID loan funds
(US$17.3 million), GODR loan funds (RDt90 million) and investors' equity

contributions (RD476 million, of which 50% is new equity). 
 This amounts to a
total incremental investment of US6O million at an exchange rate of RD43.0 toUS3l.0, while at RDJ3.5 
to US41.0 the total incremental investment is US353.9

million. 
The entire loan portion of this investment capital will be

channelled through development banks to their private sector clients.
 

e. Method of Analysis
 

Assessing the economic impact of the project involved the following
 
steps:
 

Preparing a profile of the prospective investment sub-projects

showing the expected financial results with regard to certain
 
indicators.
 

- Estimating the return from the investment in terms of their 
contribution to national income, employment, and foreign exchange
 
generation.
 

- Evaluating the economic benefit of the entire project investment of
 
US$60 million.
 

Two important assumptions were made for this analysis. They are: 

- The fort)-two investment sub-projects selected from those
profiled In the credit demand survey represent an average
composite profile of the 80-90 ventures expected to be 
financed by the agribusiness project,
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the economic impact of investing US$60 million can be measured

in terms of the summation of all sub-project benefits accruingto wage earners, earned as profit rents or interest, and paid

in taxes; less project costs.
 

f. S!_-Project Profile 

The typical sub-project profile is represented by 42
prospective agribusiness ventures that were selected from the 108 profiled in
the credit demand survey. Financial indicators will be used as the basis for
estimating the overall benefits to the Dominican economy from a US60 million
agribusiness investment program. 
The selected investment ventures represent
the types of sub-projects that would be financed under this project. They
also show an impact on employment, income and foreign exchange earnings that
eflect the experience of similar ventures now underway, and meet the overall
project purposes. 
The ventures include, to cite a few examples, production
ind processing of coconut and tomatoes, processing of meat, and)roduction/export of fruits, vegetables and flowers. 
 Investment in these
rentures is estimated to yield the following results:
 

RDJ3.5 to US4l.0 
 RD$3.0 to US$I.0
 

Total investment a/ US1570,286. 
 US4617,810

Incremental amployment 
 183 

Annual wage income paid 183 

$120,142. $140,164Capital/employee $3,106. $3,367National value added 
 $720,238. 
 t740,260
Foreign exchange earned 3l,083,738. 
 $1,083,738
Finaucial rate of return 44% 
 44%
 

. Fvivanclal Results 

lle credit demand survey examined investment proposals for 108
gribusine., ventures. Although complete feasibility analyses were not
:,pared for these sub-projects, they were reviewed from a banking standpoint
ad judged to be generally reasonable in their financial projections. Theverage financial return on investment was 44 percent. This relatively high:te of financial return, even if revised downward in a final analysis,
mplies very favorable prospects for more ventures than can be financed by

uis project. 

h. Economic Results
 

itimaring 
The overall economic impact of this project was calculated bythe incremental income for the Dominican economy from wages, rents.,"ofits, interest payments and taxes to be paid by the investors who receive
oject financing. If the rate of investment in new ventures 
(and project
sbursement) occurs as postulated, then after a short lag, income, employment
id foreign exchange benefits will be generated for the duration of the
 

Assuming half of the total investment is in pesos.
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investment.. Estimates of income flows are presented in Table 3. 
The stream 
of gross benefits represented by the annual value added is produced by the 
aggregate sub-project investments. This stream is broken down into wages and 
return to capital and land. Wages are adjusted for a shadow wage, assumed to 
be 67% of nominal wages. The returns to capital and land are represented by
aggregate value added minus the wage component. These returns are adjusted

downward by 12.5 percent to account for transportation costs (F.O.B. prices in 
D.R. ports), and by an additional 12.5 percent to account for anticipated

losses due to weather, i.e. crop failures.
 

At the current cost of capital, investing US460 million in the
 
agribusiness project yields a net 
present value of US313.5 million and US476 
million depending on the assumptions regarding the return of investment,
depreciation rates, taxes, etc. The internal rate of return for this project
is between 27 percent and 64 percent. This compares very favorably with rates
 
of return that could be expected from alternative investments.
 

(1) Sensitivity Analysis
 

The foregoing results were obtained from a sensitivity

analysis in which the average expected rates of payoff in terms of wages and
 
return to capital and land were reduced by 20 percent and 40 percent over the
 
10 year project life. The results are summmarized below.
 

For $1.00 Invested For 
60 Million Invested IRR 
Value Capital Value Capital
Added and Land Wages Added and Land Wages 

...... USt Millions .......
 

Scenario
 

Expected tl.20 4.97 t.23 72 58 14 64% 
pay-off 

Reduced t .96 1.78 t.18 57 46 11 50%. 
20% 

Reduced t .72 4.58 t.14 43 
 35 8 27% 
40% 

These financial returns are converted to economic terms by

adjusting for the shadow wage, F.O.B. 
prices and risk as explained previously,

and discounting the annual net project benefits until a net present value of
 
zero is obtained.
 

The foregoing results were obtained using an exchange rate of
 
RD$3.0 = US1.0. If the exchange rate is RDO3.5 to US4I.0, then the expected

pay-off in terms of annual value added, would be US468 million (instead of

US$72 million), and the IRR would be about 69 percent. This apparent anomaly
(IRR of 69 percent versus 64 percent) is explained by the fact that at RD13.5 
to UStI exchange rate, the value of the total project investment is reduced 
considerably (to US153.9) while the flow of income is only slightly reduced in

later years. Therefore, the IRR is higher even through the annual earnings in
 
terms of value added are somewhat less.
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Agribuaize rroc-,t1n
.re Project Benefits, 
CoGts ird ?Fet PrCLL.at " u', ,c.-eCL nt~esroent 

iscGunt
 

For Every $1.0 Invested 
 Economic Adjustments NPV
Raroc 

FX Earned 
 1.75 Depreciation 
 0.2 il 
 89.9
Wage Earned 
 0.23 Shadow Wage 
 0.67 17.5 
 76.1
Value Added 
 1.20 Other 
 0-75 
 20 64.5
 

FINANCIAL 

PROJECT
INVEST. E A R N ECONOMIC
I N G S C 0 S T B E N E F IYEAR NET
FX a/ Wages b/ VAL.Ad.c/ Invest Deprec.d/ Admin el TOTAL 

T S 
Wages f/ Other j/ TOTAL
L BENEFITS
U.S. DOLLARS -

1 15 0 0 
 0 15 0 
 0.9 15.9 0
2 23 26.3 3.4 1 0 0 -15.9
23 
 0.8
3 22 66.5 8.6 45 
3.0 26.8 2.3 10.9 13.2 -13.6
22 7.6 
 0.8 30.4
4 5.8 27.7
- 33.5
105 13.6 72 3.1
 

0
5 - 105 13.6 
- 12 12 9.1 43.8 52.9 40.972 ­ 12 


6 - 105 13.6 72 
0 12 9.1 43.8 52.9 40.9
 

7 - 105 
- 12 0 12 9.1 43.8 52.9
13.6 72 40.9
- 12 
 0 12 
 9.1 43.8
8 - 105 13.6 52.9 40.9
72 ­ 12 0 
 12
9 - 105 9.1 43.8 52.9
13.6 72 40.9
- 12 0
10 - 105 13.6 72 

12 9.1 43.8 52.9 40.9
- 12 
 0 12 
 9.1 43.8 52.9 
 40.9
 

a /For the average agribusiness sub-project, each dollar invested yields $1.75 
in annual net

the venture, lagged one 

foreign exchange earnings at full operation of
year from year of investment; this is not 
included as 
a project benefit.
b /Each dollar invested yields 4.227 in annual incremental wage income, lagged 
one year.
c_/Each dollar invested yields t1.20 in domestic value added, lagged one
d /For purchase of replacement equipment, initial 

year.


investment is depreciated over 
e /Includes cost of project start ur 
5 years (20% replacement per year).
(technical assistance) and subsidies


f_/Total annual nominal wages 
to project management office.


paid by the venture, adjusted for shadow wage at 
67% of nominal wages.

_/Domestic value added 
(less nominal wages) adjusted downward to
F.O.B. prices (-12.%) because account for natural weather
the agribusiness profiles generally ignored these 

losses (-12.5%) and

factors.
 

http:PrCLL.at
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Finally, if the peso to dollar exchange rate is 2.5 to 1.0,

the expected internal 
rate of return is still 59 percent, which indicates that 
this project will gene ,.te a solid economic returns over a wide rage of 
potentially adverse circumstances.
 

(2) External Benefits 

Other tangible but not easily measured benefits of the project

include employment, national value added and foreign exchange. 
 By giving

priority to projects having a low capital investment per employee ratio (i.e.,
 
one permanent job for every US3,367), the project will stimulate the creation 
of employment fc -inadditionai 17,820 persons; it will annually produce

national value adued of USt72 million, and generate approximately UStl05 
million annually in foreign exchange once the agribusiness ventures are fully
operating. Hence the economic effect of the project will spread to workers' 
families, entrepreneurs and foreign currency markets. 
The multiplier effect

from increased employment could be valued at 50 percent of aggregate wages 
paid by the agribusiness ventures, or US35 million annually. 
Also, the
 
foreign exchange earnings, which are projected to reach almost 15% of current 
aggregate exchange earnings, will have the beneficial effect of stabilizing

the peso free market exchange rate. Although 
 they could significantly improve
the overall economic environment, and justify undertaking this project, no
 
effort was made to estimate the value of these benefits to the economy. 

Althou-h the external benefits are largely unmeasurable, they

nonetheless are significant for the wellbeing of the nation as 
a whole, and
 
for the families that will benefit from the multiplier effect of expanding 
employment and increased income. 
 On the basis of measurable benefits alone,

the payoff from the project is very favorable, and even without considering
other tangible benefits, there is ample economic justification for undertaking
 
this agribusiness project.
 

3. Social Soundness Analysis
 

a. Socio-economic Context
 

(1) Labor and Wages 

The Dominican Republic's present population is estimated at
 
six million, of which the total available labor comprises 36%. Although the 
country's annual population growth rate is 2.8%, the labor pool annually grows
by 3.3%. This rate of growth means that an additional 72,000 people enter the 
labor market each year, and because of the high proportion of the population

below the age of 19 (527), this rate of growth will continue into the future. 

The majority of the labor force (62%) finds employment in the
agricultural sector. Although precise unemployment rates for rural areas are
 
unavailable, under-employment is estimated to be as high as 
65%.
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In the agro-industrial/manufactoring sector workers earn an
 
average RDJ 226 per month. A rural, agricultural laborer receives an
 
estimated RDI 150 to RD$ 200 per month. Countrywide, average main monthly
 
incomes for males and females are RDI 234 and $RD 150 respectively.
 

(2) Farm Size and Productivity
 

Farm size varies greatly. The majority of the farmers (82%)
 
have holdings less than 1 hectare in qize, and farm less than 12% of the
 
26,600 km2 of land in agricultural production. At the other end of the scale
 
less than 1% of the farmers control 45% of the country's agricultural land.
 

b. Soejo-economic and Cultural Feasibility 

Based on our investigation, we believe that in most respects, this
 
project is socio-economically and culturally feasible. There are a nuuber of
 
social factors and impacts that must be tracked as the project evolves.
 
Agribusiness entrepreneurs who will participate in this project will have the 
benefit of the experience of numerous private ventures that have employed the
 
outgrower system of production. The model is a traditional and sciially
 
accepted method of production that has been employed by peanut oil processors

for decades, and more recently by other agribusinesses that are processing
 
and/or picking pineapples, okra, cantaloupes, tomatoes, peppers, and
 
cucumbers. In these cases, the product buyers contract with outgrowers for a 
jpecified product, and generally offer technical assistance and the inputs 

n':cesr-,r to meet the quality and yield requirements. 

The operational model for the project is that of an agribusiness
 
.r~:rrter contracting with farmers for raw material production. The 

c.,1or/ex.orter provides technical supervision, inputs and credit, and 
,- irartees to buy a substantial percentage, if not all, of the outgrower's
 
,'rdtiction. This model stimulates the production of non-traditional, 
).p ?rtable agricultural products by outgrowers and requires that the companies 
,i.ant.ie markets, provide credits and technical assistance.
 

However, some social constraints limit the viability of this
 
model. These include slow acceptance of new crops and technologies by small
 
fariaers, lack of farmer understanding of the export market's requirements, and
 
low productivity levels of many small farmers.
 

Small farmers tend to be slow to assume risk, given their narrow
 
margins for error. Consequently a number have expressed reluctance to growing
 
unfamiliar crops for agribusinesses. Many times they will wait to see if
 
their neighbors participate, and if they do, how they fare economically after
 
the harvest. However, evidence exists that farmers will participate once a
 
company has proven itself by offering good prices, production credits, and
 
assistance in achieving the desired product.
 

http:i.ant.ie
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Export markets demand good quality and uniform products. To
 
produce such products requires that small farmers use techniques that are
 
outside their realm of traditional farming experience. For example, one
 
company asked its contracted growers to harvest melons at night. The company
 
was planning to provide large spotlights so that this could be done, but the 
concept of working at night was completely alien to the farmer's experience.
 
Eventually the farmers realized the wisdom of this technique in terms of 
reducing spoilage.
 

Many small farmers who received land from the Agrarian Reform 
Institute lack the motivation to learn new farming techniques that could 
improve their land's productivity, and generate greater incomes for 
themselves. Part of this attitude may result from a lack of a land ownership 
heritage, while their attitude may also stem from their having been recipients 
of previous agribusiness experiments that failed. For example, one company 
attempted to contract with agrarian reform farmers to produce melons. Due to
 
a variety of factors, governmental ineptitude, &s well as the capabilities of 
the farmers themselves, this firm abandorned its efforts. This left several
 
farmers with fields of melons they could not sell after spending time and
 
money to establish and maintain the crop. 

For the reasons mentioned above and others, some companies prefer 
to contract with small farmers for the right to use their land, and to have 
company technicians perform all the technical work of tilling, seeding, 
fertilizing, and spraying, J2aving only the weeding and harvesting to the
 
farmer. At harvest they subtract their costs from the farmer's gross 
revenues. In some cases farmers have found themselves in debt after all the
 
production costs were subtracted because their yields were not enough to cover 
the production costs. This system has generated friction between farmers and
 
the companies because the farmers do not understand the production
 
requirements, and the companies see little reason for involving the farmers 
more. Although company representatives say it is not in their interest to see 
the farmers in debt, they do set the prices for fertilizer, pesticides, and
 
the costs for applying them, thereby enabling them to profit from all phases 
of the opei.ation. Another aspect of this problem is that there is limited
 
technology being transferred, thereby preventing the farmers from producing
 
independently from the companies.
 

C. Potential Impact
 

(I) Beneficiaries
 

Private sector agribusiness owners and operators will .e
 
the immediate beneficiaries of this project by gaining access to credit and
 
the assistance that will enable them to establish or expand their operations.
 
These will be male and female owners and operators of both large and small 
enterprises who are willing to accept the risks of producing nonl-traditional 
products for highly competitive export markets. However, the unemployed and 
under-employed workers who will be provided jobs in the expanding agribusiness
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bythe necessary input materials needed 
sector, and the suppliers who provide 

Other
 
the agribusinesses to operate, will also 

benefit directly. 


beneficiaries will be the people indirectly 
supported by those directly
 

These include worker families and the
 
involved in agribusiness enterprises. 


general merchants from whom employed 
agribusiness workers purchase their 

daily
 

food and household needs.
 

(2) Impact on Employment:_ 

There are numerous exporting agribusinesses 
already in
 

A recent survey of 108 local agribusiness identified
 
the Dominican Republic. 


These 77 firms combined employ more than
 77 that produce export products. 
 This
 
10,000 people and have generated one 

job 	for every USt 5,700 invested. 


figute compares favorably to Free Trade Zone 
per job-createddollars-invested 

7,000 invested, and the import
 
industries that produce one job for every 

US$ 


job for every USI 12,000 invested.
 
substitution industries which produce 

a 


labor generation by agribusinesses include: 
Examples of 

2000 hectares,when fully operational will farm
(1) FRUDOCA 

An
 
and employ 675 full-time, and 1000 seasonal 

workers. 


equivalent area in traditional pineapple 
production would
 

result in employment for 160 full-time 
and 400 seasonal
 

laborers.
 

(2) ABC Dominicana produces cantaloupes 
and cucumbers for
 

They employ 300 full-time and between 350 
export to the U.S. 

farming about 90 hectares. They also 
and 400 seasonal workers 

with 140 small farmers. 
have signed production contracts 

the U.S. 
(3) 	 DOEX is another company that produces melons for 

about 300 people as 
fresh fruit market. It directly employs 

agricultural technicians, fruit graders 
and packers, and
 

administrative personnel, and contracts 
with 600 small farmers
 

In total it generates full-time and
 to produce melons. 


temporary employment for more than 3000 
people.
 

(4) PROVESA produces several varieties 
of sweet and hot
 

They directly employ 100 people
 peppers for sale in the U.S. 


in their operations, principally as 
agronomists, packers, and
 

through outgrowingTheir production needs are met 
processors. 


contracts with about 100 small farmers.
 

(3) Impact on Incomes:
 

The potential for increasing farmer's 
disposable income
 

Although small farmers do concentrate 
their production in
 

is significant. 


high value crops, they realize less 
than optimum yields because they lack
 

information on the agronomic requirements 
of the crops and use few fertilizers
 

and pesticides. Additionally, they must market their 
products shortly after
 

harvest when market supplies are greatest, 
and therefore rarely receive an
 

optimal price.
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Farmers who contract with agribusinesses are assured amarket price if they deliver the specified product. This results In ,,any
farmers significantly improving their incomes while others realize littlegain, and a few even lose money. 
For example, farmers outgrowing melons on
the average have incomes 50% to 100% greater than their neighbors who do not 
sign outgrowing contracts.
 

Incomes for urban agribusiness laborer,; will be increased
by providing employment for many people currently unemployed and

underemployed. 
 In addition to this project, USAID is formulating a new
endeavor to strengthen farmer and worker associations to enable them tobargain more effectively with agribusiness owners, and share in the benefits

derived from their productive labor. 

(4) Impact on Women:
 

Agriculture work by women was traditionally in theinformal agricultural sector where they received little or no monetary
remuneration for their efforts. 
 These activites included growing subsistence
 
crops in the home garden, and helping their husbands and families during 
sowing and harvest.
 

In the past 20 years, the number of women employed as
salaried agricultural workers has increased. 
Mechanization of farming has
displaced many women who worked in the fields while the growing agribusiness
sector has provided increasing employment for andwomen in the processing
packing operations. 
Women are the preferred labor by many agribusinesses
because they are more reliable, loyal, dexterous, and can be paid lower wagesthan men. 
Therefore, increasing the employment opportunities for unskilled
and semi-skilled labor in agribusiness can impact significantly on women. 

There are very few examples of women successfullyestablishing and operating agribusinesses. A local organization, Mujeres enDesarollo Dominicana, Inc. (MUDE), funds small scale agribusiness ventures bygroups of rural women. Many of these ventures have been successful, althoughtheir small scale limits in their impact. A substantial number of womengraduated from local universities in the agricultural sciences, 
have 

so that asopportunities for technical assistance and funding become available throughthis project we expect to find more women entering agribusiness ventures as
 
managers or owners.
 

e. Conclui..ion and Implications for Project Management 

Although we have concLuded that increasing agribusinessactivity will be socially beneficial, we have found that there are a number of areas of social impact that deserve our attention during projectimplementation. 
We will seek to track these factors through their inclusion

in selected case studies conducted by ISA/CADER. These inclL,de: 

- Effects on food availability and nutrition in communities 
producing export crops rather than subsistence or domestic
 
food crops;
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- Effects on the participation of women in agribusinesses, as 
laborers, administrators, or managers, and in turn, the effect
 
of this on women's involvement in higher education; 

- Effects on school attendance of increasing family incomes in 
agribusiness communities; 

- Open-ended inquiries about how family life or community
 
social structures may be affected by the expansion or startup 
of agribusinesses in communities.
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BUDGET PROJECTIONS
 
JACC/DR TECHNICAL ASSISTANCE UNIT
 

(thousands)
 

Year 1 Year 2 Year 3 
 Total
 

USD RDt
Capital Expenses
 
Vehicles (1) 
 47 ­ - 47 -
Office Equipment (2) 
 8 - 2 - 30Micro-computer system (3) 10 
 - 5 15 -
Photocopier 
 4 ­ -- - - 12-


Total Capital Expenses 69 
 - 7 62 42 

Foreign Personnel Expenses 
Senior Agribusiness Advisor (4) 
 110 115 
 121
 
Marketing Specialist (6) 
 53 56 58
 
Other Short Term Assistance (7) 57 60 63
 
Allowances
 

Post Differential (8) 
 6 6 6 
Education Allowance (9) 8 8 9

Housing (including utilities) 10 12 13
 
House Furnishings 30 - _

Embassy Support Charge 5 
 5 5 
Travel and Shipping 
 8 2 10 

Total Foreign Personnel Expenses 287 264 285 836 -

Local Personnel Expenses
 
JACC/DR Director (9) 
 20 23 26
 
Professional Staff (10) 
 30 34 60
 
Office Staff and Drivers (11) 12 17 24
 
Local Short Term Consultants (12) 12 14 16
 

Total Local Staff Expenses 74 
 88 126 - 864 

Other Direct Costs
 
Office Space and Utilities 10 
 12 13
 
Office Operations 
 4 5 5

Vehicle Operations and Maintenance 
 8 9 11
 
Core Team Perdiem (13) 12 13 19
Audit and Legal Fees 
 4 5 5
 
Miscellaneous Expenses 
 10 12 13
 

Total Other Direct Costs 48 56 ­66 510
 

A
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Contingency (10) 
 56 50 48 107 141
 

Total Program Costs 534 458 532 943 1557
 
Less Revenue Generated (14) 
 30 72 144 - 738 

Grant Funding Required 504 386 388 943 819
 

* USD 1.00 - RDt 3.00 
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Notes 	to the Budget Projections
 

Generdl Note: Cost projections for years 2 and 3 are inflated at the rate of
5 percent per year for dollar costs and 15 percent per year for peso
costs. 

Three 	four wheel vehicles
1. 	 tl5,000 average plus one motorcycle $2000. 

2. 	 Desks, chairs, air-conditioiers, etc. 

3. 
 Central processing unit plus two terminals and associated software. 
Add
 
one terminal and new software in year 3.
 

4. 
 Basic salary of $55,000 per year times a multiplier of two to cover
 
related benefits, overhead and fee.
 

5. 	 Basic salary of t250 per day times multiplier (2) times 96 days plus 2trips t500 plus local travel in U.S. ($2000) plus perdiem in DR (30
days). 

6. 
 Basic 	salary of $250 per day times multiplier (2) plus 96 days plus 4
trips 1500 plus perdiem in DR (120 days). 

7. 
 10 percent of Senior Agribusiness Advisor base salary.
 

8. 	 2 children in school 44000 	each.
 

9. 	 Total salary and benefits of t20,00O 
 per year. 

LO. 2 $15,000 per year total cost plus one added in year 3. 

Ll. 	 Average cost of 3,000 per year. Year 1 4 
Year 2 5 
Year 3 6 

.2. 6 person months per year average $2,000 per person month. 

.3. 4 days per month per professional staff member t60 per day. 

.4. Based on a percentage of Local Personnel Expenses plus Other Direct 
Local 	 Costs. 

Year 1 25% 
Year 2 50% 
Year 3 
 75%
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Revenue Analysis
 

The operating budget for the technical assistance unit is based on the
premise that the unit should be in a position to sustain its operations basedon fees received for consulting services provided by the end of the three yeargrant period. It is assumed that by that time it will be able to operate
totally with local personnel.
 

Revenue targets included in the projected operating budgets are based on
covering 25 percent of local costs the first year; 50 percent the second year;and 75 percent the third year. 
Locals costs are assumed to include the two
groups of budget line items headed Local Personnel Expenses and Other Direct 
Costs.
 

Overhead rate calculations reflect the relationship between overheal (or
not directly billable) expenses and the amount of direct (billable) labor
available. Overhead expenses include the total 
cost of Office Staff and
Drive.s as well as the total of Other Direct Costs except Core Team Per Diem. 

Direct labor available includes the JACC/DR Director, Local Professional
Staff and the Senior Agribusiness Advisor calculated at a local
equivalent rate equal to 
cost
 

the JACC/DR Director. Short-term consultants, eitherlocal or expatriate, are not included on the assumption that they will not vecalled on except as required and paid for by specific consulting activities.
 

When calculated on this basis, overhead rates for the three years rangebetween 63 and 75 percent. We use the higher of these rates for the sake of
 
conservatism.
 

To arrive at projected average billing rates we must apply the overhead
rate to the average direct labor rates (US41,460 in 1).Year Thus average
monthly billing rates in the first year will be US11,460 x 1.75 = US12,555.
To arrive at a daily billing rate we must divide by 22, which we take as theaverage number of working days per month, and seewe that USJ2,555 - 22 =US$ll6. If we assume an exchange rate of US,4.00 = RD3.00, we see an average
daily billing rate of RD4348 
 per day in the first year. This increases withprojected inflation rates in the second and third years. 
 These rates are
within the normal range for high quality local consultants at the present time.
 

In order to estimate the billing requirements, in terms of person
months, which bemust achieved in order to achieve the targetted revenuelevels, we must divide the Revenue Targets by the average monthly billingrates. Thus we ste that a total of 11.7 person months of(24% direct laboravailable) must be billed to clients in the first year. This increases to24.6 person months (51% of the total available) in the second year and 44 person months (73% of the total available) in year three.
 

h'l
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It will, of course, not be expected that all of this time will be billed 
by full time staff members. In fact, especially in years two and three, every
 
effort should be made to make use of qualified outside consultants. The use
 
of such consultants will not only broaden the technical base of the operation,
 
but will also contribute to maintaining the overhead expenses at a low level
 
and contributing to their coverage.
 

The more effective the core staff can be in attracting and making good
 
use of outside consultants, the more able it will be to lower its overhead
 

rates and thus the cost of its services to clients.
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Revenue Analysis
 

Revenue Targets
 

Year 1 25% of Local Personnel Costs plus Other Direct Local Costs
 
(25% x (74 + 46))
 
25% x 120 = 30,000
 

Year 2 50% of Local Personnel Costs plus Other Direct Local Costs 
(50% x (88 + ',5))
 
50% x 144 = t'2,OOO
 

Year 3 75% of Local Personnel Costs plus Other Direct Local Costs
 
(75% x (126 + 66))
 
75% x 192 = tl44,000 

Overhead Rate Calculation 

Overhead Expenses 
 Overhead rate
 
Direct Labor Available 

O"erhead Expenses 
 Office Staff and Drivers - Other
 
Direct Costs except Core Team Perdiem 

Direct labor Available Local Professional Staff plus Senior 
Agbus Advisor at local rate equivalents
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(P.M.) Yr.1 (P.M. Yr. 2) (P.M.) Yr. 3 

Overhead Expenses 
Staff 12 17 24 
ODC 34 43 47 

46 60 71 

Direct Labor Available 
Director 
Prof. Staff 
Sen Agbus Adv. 

(12) 
(24) 
(12) 

20 
30 
20 

(12) 
(24) 
(12) 

23 
34 
23 

(12) 
(36) 
(12) 

26 
60 
26 

(48) 70 (48) 8) (60) 112 

Overhead rate 46 - 66% 60 75% 71 63% 
70 80 112 

Billing Rate Calculations 

Average montly direct 

labor rates 70 ­48 tl,460 $1,670 $1,870 

person month billing
 
rates
 
at 75% oh. $2,555 $2,922 $3,273
 

daily billing rates
 

at 22 days/mo. $166 $133 $149 

at US3I.00 - RD$3.00 RD$348 RD$399 
 RD$447
 

?ERSONL MONTH BILLING TARGETS TO ACHIEVE REVENUE TARGETS 

Rev. Target 30,00 11.7 
 72,000 24.6 p.m. 144,000 44.00
 
pm. billing rates 2,555 2,922 3,273
 

% of Direct Labor 
Avail. 24% 51% 73% 
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GOUS aD usPlFUTURE 
US 

5 

20 49 9 

5. Miscellaneou's OperatingEXpe nes 
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60 
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2/ 
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Private Sector feec. 

applj 

50 57Is 

to cover the cost 

7015 

70~l 

of APHIS 

62 65 25 

inspector to comence 

35 137 

work In the DR 

2 

100 145 154 217 
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