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PREFACE 

This report is the Zhits3l in the series entitled, "A Comlparazive Study of 
the Efftxtiveness and Ikoaomic kveio?ment hpact of Cash-Transfer-Based 
Policy Refom Prcgrztms* It was prepared under the &LG. lNfcr~eonornic 
I=, Contract Nu. PK*I-X2-OO, atrd was managed by 1;IJ3.'s Bureau for 
Lath America and a e  Caribbean CACI. The W c  scope of work fur the 

series was designed jointly by LAC and the Center for 3DeveIopmerxt 
Insfomtion and Evaluation CCDE). 

The research involved was cartied out by .a Robert R Nathan Assdiates, 

Inc. GkRNA) tern aver a five-week period during November anct December 
1987- The W A  team leader was I&-. &I. Haris Jafri; Mx. Samttel Eaton served 
as program azaiy;st; and Mr. Gerard Squeira served as research assistant Nlr- 
Craig Buck, Mr- Jmes FOX, an8 W- James Wdker of LAC provided useful 

The research team would like to thank USAEIIIIDR Wssion Director, W- 
Tom Stdeb  and Mr. Jack ]Eye# Dzputy Director, ror their active cooperation 
and that of their staff during the perf~manoe of this evaluatiaa W- James 
PhiIpott and &* Kenneth Beasley of the P r ~ a m I E c o m d c s  Office were 
especially helpful in pmvidhg necessary statistical material and 1ogistial 

support Mr. C z ~ y  Armstrong, Mr- Arthur Vaidez, and MS. Debrah Mc.FwImd 
provided support mci idomation an the Mission track.& and 

Agriculture Rural DeveXopmnt Office, and Mr. Kenneth Zam of the Private 



Sector Office provided useful kfomatien on the poficy aspects of USAIWDR 
projects En various areas 

il. 

special thanks are due to hbssador K3bay and to NZt. j ~ e  Mckdghh, 
Deputy Chief of ~!&&oB, for pro'?~idhg the team with valuable insight info the 

history of the policy $i'&ogue between US. Cavement  ajad Government of tire 
hWw Republic CGODR3. 

The ogbions expressed h this report are !hose of the study team and do 
not necessarily represent the views of or A 
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This study, asx evahmthn of cash ~ w f e r s  to the Dominican Republie 
U3Rl mder the Economic: Support Funds (BF3 program, has been prepared far 
"the Agency for Znternationd hfieZogment, \Vashhg?on, (kf.Dm1, as one of a 
series of cash transfer evaluations prepared for ather countri~~ in &ntraI 
America and the Gribkon.  

The 'ESF cash Wmsfer program, initiated in the DR in 1932 has had 
rsnultiple md broad-b& objectives szzc;h. as ecoaomic stabifization, 3rivate 

sector expasion, ap"wSturaI diversis"3~drion~ and hfrasantcture support 
However, the priority among these objecti-+*es was influend by the persistent 
macroec~noanic dk t;uiEbrj:axn generated largely by adverse external factors, 
wkicih intempted the se1f3usaaEning growth process ia the early 1980s and 
brought the WPR fa~e to face with difficult maeroeccrmic policy choices* 
By 3.982, it b d  become &m&mtly clear that the attainment of economic 
stabilization was the highest priority aat that time, and more spdf idty ,  fhat 

major attention bd, to be fbwsed on f i  artd exchange rate pc5Ecies that 

had aggravated the disequilibrium, Hence* the effective= of the ESF cash 
&ansfer rraechmkn in the DR sr?wt be judged primarily in terms of pmgress. 
towards monetary stabilimtioa Judged by this criterion, the ESF program has 
provided crucial support tc3 the GUDR in %he pursuit of polides designed to 

atbh ~rnomic stakdizatim Pragress has a h  k e n  made towards the 
attainment of the olher objectives (mentioned a h v d  of the ESF pcagram, 
which wodd haye been h p ~ s & l e  in the absence of prqgress towards 
staM&ation. 

For Ithe -8 of systematic presentation snd in order to bring out the 
decisive rule of ESF adequately# s brief overview of macr-nodc policies 
{induding the mle of the is p r e s d d  first* foflu~ed by an evaluation of 



&e effectiveness of ESF cash transfers including an appraisal of ESF policy 
~nditianality, cmrdinstion with other donors and with other AID p r ~ i l t r ~ s ,  
and contribution of cash %rzmsfers to policy refoms and to ecxmomic 

deveIopmmt Fhalljt, major recmrnrnendagons are summa;1'zed. 

The mm-noanic disturbance in the DR in recent years can be tiace& 
to inappropriate policy responses to the Mm~ofpyments  pressures created 

by the massive oi! price increases of 1979-81, a d  tlte amsequent worldwide 
recession md steep inctweases in international h t s t  sates In an attemp! to 
shield $be economy from the adverse cclnsqueaces of the increased balanceof- 
p j m e n t s  deficit (and ?he resulting foreigxl exchange =city), the C o v e m e ~ t  
of the Dominiean Republic cCUD3a) bcreasd external homowing and permitted 
larger budget deficits and greater monetary exparsion. This weskmed privarte 
swtor conEdence and aggravated the toss of foreign exchange reserves tnrhich 
I& to an ecaoromic s3owdowm by 1'982. 

By 1982, the macrwconom3c deterioration had turned into a crisis, and in 
Janwry 1983, the Dominican aukiiiarities adopted a comprehensive adjustment 
program supported by a &tee-~w Extended Fund Fadfity (EFFI from the 
htamtionai Monetary Fund QMF3. Eco~omic performance improved in 1983, 
since the DR was &la to comply with the EFF pragraan conditions T a r  the 
first five months (until September? and to obtzin a major rescheduling of its 
debt to foreign commercial banks However1 by the end of the year, ?he DR 
was mo longer in compliance with the EFF ~ t f o ~ c e  criteria The 
divergence from the EFF targets vgidened during 14334, and the EFF 
arrangement was wlncdd in January 1985- 

The year 1984 was one af trmsitiom The major adjustment probfem was 
the unificatiott arrf the official the parallel market: exchange rates, as the 

two rates diverged increasingly during the year. The GODR adopted a more 
g&ml adjustment pTJgy iblbwing the seriolt~ riots of April 1984, which 
m~pted after the GUDW had ' W i d  to pt- quickly towards a revival of the 

EFF program Wintaking cantinuow policy didogue with USAfDlDR and 



ciose cantact with MF, the GUDR implemented an "Interim economic 
programm of gradual adjustments in exchacge rate, fisd, and pricing policies, 
wrh3cb included the establishment of an "htermediate" excha~ge rate for 
petrolem imports These plicies arrested the ba1ance-of-payment.s 
de?erioration, and reduced the p&bc sector deficit, excIudifrg the operating 

'imses of the Bnco Central de la Rep&lica Dominicans (BCRDk However, the 

growth rate of real gross domestic prOducf fGDP) feu as a result 0% 2 squeeze 
an imparts and. a had hawest 

The 19E.4 polides of gradual adjustment &inat& in January 1% in a. 
rlslification of the exchange rate, supported by siringent measures of fiscal 
moaeiary rgs;W$ii". These and other supplementary measures led to the 

coaclwion of a one-year MF standby arrangement in April 1985, The W D R  
successfully the standby program, meeting zdf perfomznce 
criteria. W l e  major economic adjustments were implernetited in order to 

resfrore internal and external balancer and the fiscal and balance-ufppents 
situation improved n a ~ ~ l y  with a sizable build-up of net foreign assets 
there was a downturn in real GDP, due mainfy to a drop in agrictr(Sturd output 
because sf bad weather. 

U3ith the termination of the BE stmdby in April 1% and the approach 
of presidmlial elections, me GQDR stabilizatisn t f f ~ f l s  gave way to 
expmignary Pkcai and monetary polEcies As  these pficies cuntidluect in tk 
early month of the new adrninSstration. which asused offlce in August 1986, 
private sector confidence leading to foreign exchange difficulties, 
debt service problems, and k c r e d  differentjar betwee3 the official and the 

p d c l  exchange rates h e.Iy 1987, the WBR adopt-. a o mildly 
cmtrac*Jormy F d  and monetary poiicy stance, but it aid -$ t prove adequate 
to resxorc private sector ~ n f i d m c e -  As the exchange r3te .,, the pardlei 
market costa5nxlexi to depreciate, the GQDR reso~tect in desperation to exchange 
wntrok in June 1987- aylis measwe further shook the airwdy weakened 
private sector c=crafiderces which further reduced the supply of k-  ?i@ 
exchange The GBDR tightened f"-3 and monetar4y policies in an attempt ts 
t m  the mnf5dmce factor around, but $hat proved i~effective, 



Zn November 1987, thke 20DR sigxrakd its return to orthodoxy by 

elimioatiog exzhaoge controls, unifying the o f r d  and pardel markets at a - 

market-deterxnined exch=ge rate, raising sdditiond revenue with new taxes, 

and increasing the politically volatile petroleum price. These policies continued 
essentially unchanged until the end of February 193% with the exeption of 
limited GODR intervention i the exc-ge market in January aod February 
1988 ihe policies foLiowd by the CODR since November 1387 should make 
pssibie a standby arras'1gernent with the W. That in htrn would lead to 
Pzzis Club and comm~&al bank rescheduling. However, the present Dominican 
achhhtiation is reluctant to request sa mF standby arrangement. 

h spite of erratic CODR policies in 1986 and 1987, the stabilization 
efforts of 1985-86 Ted to a modest economic recovery, which Erecame slonger 
and mare broadly Lased in 1987, led by a sizable increase in nontraditional 
exports. The Fiscal performane of 'he Central Government showed a marked. 
improvement in 1983 after some deterioration in 1986. Net  foreign assets 

increased again in $986, atthough not by as much as in 1985, while overall 
ba~ece-~f-payrsaen& equilibrium war barely achie~ed in 1987. 

The forggcing review of macroeconomic policies makes it ckar that 

- Progress has been made since 1982 towards the attainment 
of monetary stabilizaaun throzgh the pursuit of 
appropriate macroeeunomic policieo 

The mamwc,nomir; disturbance has proved to be rather 
htrsctable becaw It has k e n  caw& essentially by 
adverse extmnal factors. 

The implemeataticn of stabilization policies has proved to 

be exa ; l ing ly  diffic-It becauz of the adverse politicat 
and weid impact of the tmprzwy contraction of 
economic artfvity and reduction ~f real income. 



Hence, the WDIi hasngt k 2 n  abie to maintain the 
adjus*-ment pticies wi't%uxs*r hferrupfiu~ and there bas 
been csnsiGedIe3 slippage md back sE&g in the 

stabikaiiaz ef fee, 

k ahe X)o&txn mnfext, AID has, s h e  If)%* given a higher priority to 

mnamic stabWation as a zeeessary conditiort for the attaiment of other 
=IF program objectives. The success of the S F  a s k  transfer meckranEsm in 
the DR is therefare denoted by the fact that the AH3 policy role has been the 

sifig1e most important influeace in co~vinciag the GODR to makitah 
sta;biliza;iun pulicies in the face of tremendous &cis (as in 1% and 19853, 
maor to rz:m to such policies after having been forced to &andun them 
temgmraSy (w in 19871 Xt is safe to say that Xhe ESP program has occupied 

the ce~ter  stage 31 GODR ]policy fortmation and has proved to Ee the major 
cawgst itudging the GODR towafd maiat-in%: me staBiJimTion eff 2-. or 
restoring it after interrupticm by difficu:ties. 

The imp:ementation of B F  wrrditionailty by ZiSNDiDR has heen 
highly s ~ ~ f u l ,  kiluse of effec?ive policy diahg~e, good pdi t id  
judgment aad ju&&us x?se sf a.;3;labIe LzsWtfume~ts. This 
performarice is rema-kable, when one considers &$st the policy 
reforms imp1emenfe-d were drastic and t h t  there were serio*s 
dissensions within the GODR snd f ~ e q ~ e n t  changes in the economic 
team d~ring 1984-85- 

The five elements tLat cont&lztd to this success arc size of the 
ESF, tm= sf resou-2 fransfer, tiihg of clisbursements, use of 
sanctiors to enforce Conitions Precedent and Covenmts, and pjicy 

dialogue USAJD/EI R made a deliberate sad systematic effcrrt to 

make a c.oor&?ated use of these elements For exampie, it has 
tailored the size of the ESf allazations to the magnitude and 
severity of the W D R  a~justmeflz effort to v~shion the inkpact 
%ice 1984, it h235 p i ~ ~ i d d  the E F  softer ksause of the 



difficult adjustment pohcies being irspZement&. USmDR &is let 
the timing of disbu.rsements be determined by poficy cumiders&s, 
by making faster disbursements to lubrir=atea the GOD2 &ecisioar 
making for policy refo~~ts sad slowing down or withholding 
disbursements ;JI tht- eveat of policy "drift" or inacti~a It has used 
sanctions spark&Iys so that the T)ominican authorities know that 

sanctions be used but ody as a last resort Most important, it 
has conducted a continuous and effective policy didogrre in order to 

assist t,!e GODR in pursuing sound macroeconomic poficies using an 
appropriate cornbination of P h m e s s  of resolve aad ~xnders&&ng fur 
the problems encountered by the GQDR in the implementation af 
these polides 

The key factors have been willingness to withhold cash transfers 
when main conditions were not being met, wiWngpess and ability to 
provide immediate cash transfers in criti-1 aknemts and timely 

fashion in support of stabikfion measures, and patient and 
responsive policy sliakugue* 

Given the compatibility of L!eh objectives with respect to short-nm 
stabilization, there has been close coordination between MD. and the m, 
partidarty since 1984, as a necessary element for the suaxssfol 
EsrtpIemmtation of the mnditionality eshbIished by both institutions. While 
A D  and have deveioped their w n  conbitionaIity independent of each 
other, separately, their eonditiondity has been consistent and mutwhy 
supprtive because of the harmony amcog their objectives There has not been 
much need for significant policy cmr&nation between AXD and dcmors other 
than IMF in view of the rather passive policy role of the latter. 

Through its  cash and commodity transfer programs, its lo& currency 
programmin~ and its project assistance1 AIZ) has also promoted objectives 
other than stabWtin, such as price ExraWtion for agfic3turd products, 
availability of sugar hnds for alternative production, diversification of expo- 
and a greater role for the private sector. There is considerable 
mmplemeatarity among projects funded by ESF, PL 480 Title I, and Section 



415. All three programs provide direct or indirect balance oa" payments 

support 6"n>mp!znnenbrity aaong programs is kept in mind in the p r ~ ~ g  
of the 1 d  currency Wt each program generates 

ESF cash transfers have made a positive cmttibution to the adoption arrd 
iraplementa~m of policy refom p r q n s  in the DR These pficy refoms 
have covered stddizartion as weIf as strtactwsl adjustment policr'es The 
stmctwaI policy agenda indudes diversification and privatization 5f sugar 
Ian& Eberaktion of cantrols a d  restrictions on exports; rural savings 
mobidkzation; improvement in institutional and fmanciaf performance of state 
enterprises such as the CDE; anti reduction of consumption subsidies by 
bi t ing  the role of I.NESPRE Tile contriit_ttion of cash transfers to the 
economic development of the DR has been substaritiaI-dkectry through the 
infusion of foreign excha~ge and indirecay in the sense of removal or 
tesseninig of impediments t8 economic development through policy reforms.. 
While there was an una.~oi&ble s d a I  rest of adjustment polities during the 
transition ]period, the resumption of economic groW4,4 on a strstahabte basis as 

a resuit sf cash transfers has stimulated exports and agricultural ~mduction 
and has p::omotd equity by benefiting the rural, rehtiveiy poor population 

The cash transfer program in the DR has been weU-managed, with a clear 
of p w p a ~ .  The mdto- of dollar transfers timi IXFP relatively 

simple because the poiicy reform components contain quantif*rabIe targets. As 

f ~ r  the k g e  an& &verse I d  currency programs for which USADfDR Itats 
either joint or sole programming responsibility, appropriate mechanisms have 
b n  established fur sstisfac*or y monitoring. 

1. ESF cash transfers should rnr&in-de to be q s e d  in tine DR in the 
context of @cy refom, with appropriate conditionality. 

2. A substanthl ESE affacatSsn should be programmed for FY IP88 a& 



EY 198'9 3n order to support the GODR s W i t i o n  efforts that 

wtt re stzixmed in Hove- 1987, 

3- Beyoad FY 198% there shodd be a shift of emphasis in the ESF 
prcgram from short-run s ~ ~ z i o r a  ;2cr m d m - t e r n  structural 
adjustment. 

4, U W m R  sfroulcl continue its present effective apprmch te the 
imp1ementation of mf mnditi~~dity, which b s  made c o o r ~ t d  
use of five ekme-nts size of the ESF, terms of resource t.t%wf.x; 
timing of & b m e n k  me of smcirtrs, and policy &&ogue 

5 WSmmR should caahue its close coordimltian with the XMF with 
respect to stabilization wlicfes- As the priorities of the S F  
program shift in favor of medim-tezm structaral adjustment, a 
mwningfuI coordimsion with the BRD should be initiated 

6 In the p r o g d g  sf f d  curreacy, IfrSmDR should contintre, 

tkoagh effective c~or&mtion, 40 enhance the mmptemeatarity 
among various AID programs in the DR 

7. USADDfP should continue its effective rnolni2oring of focal currency 

PmF== 



This ev~uation of ALD. cash transfers for policy refom in the 
Dominican Republic CDR) is one of a series entitid, "A Comparative Study of 
the Effectiveness and &onomic hvefopment Impact of Cash-Transfer-Based 
Pdicgr Refom Prugrs*" The countties covered by this series of evadwtioas 
are Cosa Rca, the 'DoWcwn Repuhlis Jamaica, and Honduras It is the 

inteatim of A: 3.m to mnduct sWar evaluations in severnf, other coatria 
TIID ev&ua@on report on Costa b8 the kist in the ser i s  b s  sew& as a 
?model far subsequent reports Hence this report is patterned, ta tl9e extent 
pcss231e. after -1 repfl 

h* to the scope of work. CrZnrtex 3, the objectives of WS 
evaluation are to asses the effectivle~~ess of' the cash &amfer program in the 
DR and to analyze its ~ n o r n i c  development impact m e  s x p e  ai wark for 
t,& ~p(31-t  k haad on &~SE objectives and specifies ahe f01low3i tasks 

Review of m a ~ ~ n o n z i c  tien& 

Analysis of t;h4 sb$i!ization and stnrctural adjustment programs 
supported by mdt3ited donors 



As d e  at some lengllr i3m the evafuaZioro report for Costa Rc21, m d  
in Chapter IV of this rqmrt, this study is 0% great topid rrrteltest -use 04 
the increase in the relative iznpz-trnm of cash trafl~f- as welt as 
Support Fmt3.s ESF) h r w t  yean The total cash transfer mmpncnt of 
ESF bas ijrP~3i~esed from W 3  million <or 45 percent of ESF3 ria FY 1979 to a 
pr~jected SW miltion (or 64 percent of BF) in FY 1988, while the share of 
ESP ih the total AU). budget rose from 55 to 52 percent in the same ~~ 
The interest ic the effectiveness bf the cash transfer m=hdsm wmpred; 
with other £or&@ ass&tance msrcB&ms, as a means of b ~ g h g  &uut policy 
refom lurd plromo&g ecmnoaic de~e!apmmt ixr L K s  has not been co&ned, to 

AID* but is shred by other Executive Branch agencies (particularly the State 
ent, the Treasury, O f f i e  of biamgernrtnt and Budget) m d  by Coagres 

The n o e & d o l ~  for the evatua~on of a s h  transfers in the DR 
d o d y  folbws the rncthod~bgy dtvetoped in h e  cash transfer evaluation for 
bsta Eat and is presented in d e M  in Appendix A of that study 
Apgropriare adjustmearts in methodt~logy have k e n  r ide  in the ease of the DR 
' b ~  reflect differen- from the Costa Rcaa caseX such as the smaller size of 
the S F  program and lesser asbaibhility of s'fatMcaI data in the DR than in 
c43sta ma%. 

'5hc basic e~emeats of the rncth~oIqgy. designed to faditate systematic 
Wys& m~psist ~f a e  cEasific=ation sf av&bIe h f ~ m t i o n  regarding cad4 
?mmsfers into mmagdk policy categori- m d  the ideratipication of 
appropriate perfurnme indhtom for each policy Category* The pertinent 
hfomna.aion cash Wansfem includes wvemts,  conditions pr&mt, 
dollar transfers ammcy programs poky impacts, and economic eff&c+~ 

Policy impacts to be &s-Ad from ecommic ejlfetzts hecause of the 

inevitable IIa;gs inhereat in ?he transmission of pHicy changes t~ bring ahat  
in ~ ~ ~ n o & c  aggregates ' h e  policy n=aZ! ~ u t i s  may be enmerated as 

11) pli&es Po stimulate exportworient& prcrsdx~c.,~~~ and. promote private seetor 

partkipati.~~ e x c m  rate and trade L i k r a k t b m  p01i~i- (3) l i d  2nd 



monetary p E t i e s ,  a d  (41 @dtmd policies 'The measures of 
perfamanee are derive& to *te extent pusibie from Country kveiopmea? 
Strategy Sfatemmts ~ C E S j  sad Action Plans The malipis of pulicies arrci. 
m0lTlZtZ3- w m  she hk=b&X'B&$S 0f a e  p k y  F-aZnS 0f m9 
the m* d the mm* 

' h e  p b  of this study e-ssatialiy f011uws that of the C d a  Rica ash 
~ a x s f e r  t v a l ~ ~ o n  repark This study covers a shorter perid than the Costa 
RCa r q y f l @  
in 1983 with the conclusion of the first E'SF prag~axzf and the Extended Fund 

m e & d o B ~ *  and the p b  of study are presented in Chapter L By way of 
h63m6m& there b m overview of mamaecaaomic trends in the 1- in 

a- IH and an examination of the policy reform ;183en& of mdtiXateral 

M y  af the repor1 in Chapter nr, which deals with the baczkgrouad, 
m e b h  md conteat of &E ESF cash transfer program Qin the eontext of 
the o v d  AID* program> shoe ESF policy @on&tiunaXity, cuotdiaatioa 
with other domm Xjnkage of cash transfers with ather ATD programs 
mn~s5dj6n of cash transfers to ?he achievement of goSScy ref~rm ~bjectives;. 
a d  to ~onrdlds: dev~~lopsnmt; =d irnpd~~eaaasisn aad management of cash 
wa5a5firus Chapter V presents a e  mmlusiQrrs and re~nunea&Goas 



i f ,  MACROECONOMIC TREN8S IN THE 19805 * 
AM OVERVIEW 

largely by adverse e~sromra5 factow in?mpted a prolo& period of seXf- 
sustaining economic growth The unsatisfactory economic perf om an^ in the 

am be s e n  clearly from Tables 1-23 The rate of growth of reat GDP 
dowed from 5 percent a ysar in 1V9-80 ts ahast 4 percent in 19%1 and to a 
%Me over 1 percent in 31982- Foilow<ng a very rapid run-ap to 2596 in the 
aftermath of Hurricane David in September the rate of Mation sIawed 
down 10 an anawl rate of 7-8 pxmt until X982 

The overall bhcrt-af-payments deficit rase from an annuall avmaQe of 
%I00 on during 19- to S15B mili.icm in 9981, and more than duublc3d to 

ST0 n SO percent of GDP, twice the 1978-79 level?, reflecting a sharp 
rise in hprb associated in large part with tkt rec8nstmction effort following 
Hwricam byid In 1981, ?he current amvnt deficif was reduced to about 6 

of GDP as a sesai~ sf a fail in imporb 21x3 a temporary recovery in 
becaw sf higher sugw prices  With a Fatr in &a exports bwer 

PA-1 aad imports (redwd exchange avafWityln the current 

debt awstaa near3y d0~2kd in dollar terms between ?%8 and 1981 rr'rsing 
from 15 m t  sf CDP in 1978 to 29 pr-t by fW9 while e;xsml debt 
bee as a ratio of exprts af g& and nortfacfor services hereased &om 



2a.6 pmt 1980 ta 30-9 p m a t  in 1981 a d  to 4223 percent in 11982 
Substantial payments meas *-ere accumUIat4 dwing 1981 aizd 1982 
Reflecting these disturbing ~ie~~eIopments, the premium fur the U S  dollar in 
the para&?! market, which had hovered as~und 25-30: percent 
(se@ng rate) ddng most of 1W81, rose 80 same 9 perceat by the enti of 
IW* 

The overdl deficit 011 the eamljdated pubk sector Clincluding the 
qd-f - l  deficit of the X R D 3  increased fmm 53 pereat of CDP in 1978 to 

6 4  percent in 1981, and 66 Wwna in 1982 "his pmgressive deterioration in 
r " 6  
313 percent of CDP in 1976-iriP a 0  about fO percent ie 1981 and a little over 8 
=ma in 1982 In facb the Centrst & v m e n t  current a ~ a ~ t  surplus, 
which used to be k g e  enough ta 5ield a m e n t  a~eownt s ~ p f t t ~  for the 
atire public see~or h spite of substanZk1 current amumi deficits for the pest 
of the public =tor, gave way to a carrent account detlcil En 1982. TXre 

idat& patic sector would have been larger in 
thw years had it not been for a policy of expenditure restsaint, reflected in 
a wn$aIxnment of current expn&ttfres and actuai eats in capital expenditures. 
The s l u ~ f n  perfomae af tax revenue (particularly the sharp decline in 
1?&2] was due to the ov&i~&.l emaodc situation ~sfu~tdown of" ec~nomic 

activitr, tontraction of fereign trade), as we11 as Qefi&e~x&es in fax 

administration, a rise in bx exeznpaioXns and amion of the tax base hcattse: 

of excessive aeEame on specific rates of bxatic3n. 

Fa& with declining foreign exchange reserves. md mounting externall 
payments me- the monetary auXhorities ssught to maderate the expansion 
of media and reduce the dennmd for import paJmrents in the official 
e m  market Given the krge and $rswkg Tuxan&g needs of tire public. 
=tor, ahis aeaxlt a rather res~ctive stance towards credit to the private 
sector, reflected in &he cw@ilmmt of rdisr(9.wts; to cosnmm&T b;znks, the 
r&dg of reseme requiremen& and the mpWt6atiohi of the scope oi the 
advance import deposits sheme. In ad&tion, 1comms4 b n l k  Xiquidity 

under pressure during Mis period as. a result of the authorities' 
fag~re to adjust domestic inXeret rates to the rise in international interest 



rates and swing to i~xeased csmpt;j%on from *&e nan-bank fimacisti 
intm-a, which were abie to pay higher interest rates than commercial 
b k s  on their liabilities to the private sector= 

Fa- %via& these difficufties Zhe pddmhktmfion ;Ifrat took office in 
,4ugust 1982 qluickky prepared an economic and financial program, supported by 
the W s  threeyear EFF arrangement which t w k  effect in January I933 (see 
p e r  . Tbe makt a h  of t.be EFF program was to achieve in the 
medim term a viable external pipmas position in the context of high and 
stable rate of economic grow* me wmeI*S;idma of the prwam were 
sound f i i t  and monetary management and an adequate public investment. 
program, mmbiaed with incentives for private investment These cornersto~tes 
were to 3e achir~& by mF3ns of tight demand management Csebuctiorr of the 
budget deficit) leading XQ an increase in public investment from 20.8 percet'kt of 
GDP h 1982 $8 246 percent by 1 S Z  and .thr~ugfi the pursuit of flexible, 
market~ebixed exchange rat6 interest rate, and pricing policies Such policies 
wodd mobiXize private savings stimulate private investment as well as 
nontrabitimat exports* and reduce the need ibr foreign fbndng  from 5 
percent of CDP in 198Q-81 to 2 percent by 1985. hregufation and other 
p W i s  to prcpm~te domestic and fore3p investment were to supplemmt these 
paliGim. 

Pmformnce under the Em arrangement was initially quite satisfacf~ry 
w d  xh: GODR wmpfiied with the EFF performance criteria in the f'iisf five 

m a t h  of the program (through the end of September 19831. However, in fhe 
last qtaatier of 1983, significant deviations from the program developed with 
respect to the performance c ~ X Z &  for public fimance and externs1 payments 
means [after making necessary adjustment for the effects of the refinancing 
agreement with comer- banks in l3xe-t 1983; see Maw). As a result, 
the over&! ~ ~ ~ f - p a p e ~ ~  deficit in 1983 exceeded miUic)& virtually 

mi=h.ang& front the 1982 Iesrel, and B e  peso ciepreciated sharply in the parallel 
5oteign exchange rmrke* in the 23!3Zoad half of rm* 

One favoi";ab3e devc1opmcnt traceable to ahe existace sf the EFF 
;31fmgement was thck(onctusidn in l)cr,xmbr 1% after protracted 



aegotiations clrf  ;a refwnEjng agreemeat w-ith comwcid banks. Under this 
agreement, Zotd sbl@tio; Po h k  in an mount of S4%3 m.iEon were 

M'IDR akm approached me P d  in August 1% with a regmest far debt 
3 : s h & W v  but the amclusisn of this agreernmt was delayed until 1985- 

%?2g0ti8~0fS between the C-ODR m.d fie X3if.F mntinuecl during 1% in an 
effor! to reach ztgre31aent 03 new terms md conditions fur tkse reinstatenreat 
of ~e EFF arrangemmrt. This, how eve^, did no3 prowe feasib2e m d  the EFF 
mangemsnf =-as terrrrh.lted in Jzmauary 1985 in tke context of negotiations 
with the IMF S'sr a one-)ear stitandby amangenrerat inua2vhg a new set of 
adjm-ent pl ic ies Faced wit31 a gmwing domestic and external imbalance* 
the GrlPDR implementd several measures wring 1984 (see Chapter IID, in close 
mmd&?i~n with tbe IdWs to move tow3sds flexible and realistic exchange 
rates, and $0 bring abaf  E-i impsovemfnt through revenueF expenditure+ and 
pricing gollky measures These palides cultnniaated, in .January 1985, in a 
df iat i lon of the exchange sjs+aem C'~r5t.b a freely floating market determined 
ex(r:haa~e rate) and oxher drastic ree~wes, which paved the way Zot the 
kitiaafon of a one-pzar standby arrangement with the ixl Aprir 198-5. me 
year 1% was thus one of nansiticsn from the threeyear EFF program (which 
@e GOD$? was not able lo compIy with after the Mird quarter e4f 1983) to the 
new sbdby ptwaulc~ 

=Q ~ ~ b x 3 n k  ~ l " f 0 - e  W S  &3~e~Iha.t k t k ~  t h ~  b 1982, 
with a higher rate of economic growgt aund a lower public sector deficit me 
improved f 5 k d  pzrfom&.nce was largely the result of a recovery in revenrtes 
wia restrained expenditure growth. W e  b t h  exports and imports r&nect 
sbgmnt and the babe of payments mntbzped Itu be under pressure, there 
was a s-le bdd-srp of net foreign assets in 1983 (compared with the k g e  
dCawdown in 39825, which reflected the excepGonaX fmncing received throtsgh 
&e refinancing aT 0ammercM bank debt In December 1983, as well as the 
scmmda~on of pa3ments asrears loutside the BCRDl- The 9% performance 
-%idly refl&d *e adjusanrtwr e,tforts t b t  'led to a sfrarp decline in the 
rate of eamornirr growth and a s t l  rise in the rate of inflation. &though 
the deficits of bth the Central &vement and public ~ n t ~ ~  were 



greatly rdued because sf rewenut; improvement and expenditure restraint, the 
averall public -tor deficit rose h relation to GDP as a result of BCRD Iosses 
md bae~ed deficits of the rest of the pIrbiic sector* As far the bdane of 
p3'met$% the cmrre3ld ammi deficit s7as r e d u d  beatuse of s recovery ia 
experts with eoatia1sf.d import sta@atisn, and a moderate jbuild-up - ~ f  set 

foreign assets. Mowever, Phis apparent hprovemer;tt ia the balance of 
payments was due entirely to a llarge accumulation sf ppe~xts s,~rmrs [7,vhieh 
exceed& million by the end of 1984)- The increasing spread between the 
offi&J and the pamEPeB exchange r a t e  -kvhich b d  created an untemble 
situatioa by the end of 19gs was a more amrate indicator of the underlying 

ceof-papacats dheqmrium This situatias had to be corrected by the 
drastic measures of Jmaary 15% mentioned above. particufady exchange 
~ l n i f i ~ g ~ h  

In addition fs the cmc&i measure of exchange unificat!;o& the 
sandby program of April 1885 iinduding the steps afresdy Men in January 
19%) contained important fimS policy actions such as a temporary export 
nucharge ton traditions1 as well as nontta&tionat exports), IEncxeses in piices 

tariffs charged by gubiic entterpfi- and reductions in budgetary 
W a f e r s  ba public enterprises, Monetary palicy measures included increases in 
interest rat- restriction of rediscow& and intrQdu~t3on of a 1430 percent 
m q h d  reserve requircmenf on commer&aX banks. 

By the end ~f the XMF s%iuxd.by p r ~ m  in April 1986 the program had 
sxxzeeded in achieving its basic (objecti~e of restoring domestic and external 
bakmce, a d  sb.en@eai.ng private sector confidence.. The exchange rate 
tended to stabilize after an initial depreciation f~Uuwed by a significant 

appr&doa The public =tcr deficit hc1uding the quasi-fiii deficit d ihe 
13&CRD) was &bn&Ugr s&u& (from 65  percent of GDP in 1984 to 2.7 
percent in I%?% and rtinere was a 14 percent contraction in net domatic credit 
to the public sector in 19%- As a wsuIt, the rate of inflation (after an 
initial sgust to 3 percent pet month in the first half sf 1985 baz~;ise of ?he 
exchange sgte a d  P&SZ adjus:ment masures) was subshntiaily redwed Cto 1. 
percent per month in the second half of 19851. in spite cf adverse 

developments in export prices. a balaow?of-paymena surplus was registered, 



external payments amears were reduced, md net international reserves were 
stremend The 1 ) 9 d i -  authorities were &Ie to obtain debt relief 
Camomtin); to million ia 1985 a d  S360 million in 1986) from the Paris 
Club and commeE.cial h n 3 r  mdtors. However, real GDP decline$ by 2 percent 
in 1985, as a result of the drastic zdjustrnenf measures A dwhe in GDP of 
less than 1 p+ZCX!rJri was projected, but the actual decline was mote prunouz~c=ed 
because of 2 drought that ( r e d u d  the wtpult of certain export crops (see 
Tabh  2 and 3). 

The year 19% was one of transition, with presidential eIer=tions in May 
and Ihe assumptian of office by a new g~vernmen), In August Tfis was 
reflected in the policies of the outgoing government. The W standby was 

not renewed As planned, the temporary export surcharge was redweb by 
almsst one-half in jsquary 39% and eliminated in June 1986, without the 
adoption of compensatory f " i l  measures (as planned in the standby program1 
50 achieve an eawi~alent contractionary result- The marginal reserve 
requirement was eliminated h April 1%- 

The cmnuhaive impact of these measures, &ken before the assumption of 
office by the new governexit, was significantly expansionary In the initial 
perid, it was obviously difficult for the new government to evaluate the 
&hation m d  to adapt apprapriate remedial measures From the beginning, the 
new government adopted an austere fiscal stance with respect to the growth of 
&nkd Gavemmcnt current expenditures, but this did not prove to be 
adequate, aid the p&Iric ;sector deficit (including ?he quasi-fiscal deicit of the 
BCWD? r~se to 5 percent of GDP in 1986- 

The most prominent and disturbing aspect of monetary developments 
dukag 1986 was the explosive growth of 3CR.D r e m e  money and private 
sector m e y  apply, bath narrow (MI) and broad (M2) (see Tabfe 121. In 
fact, tkee mo~etary aggregates almost dadled during 1936. En other wordsp 
the grow4h in these aggregates in 19% was dmost q - 1  to the curxtnlative 
increase that had. taken place in all Xhe years from the establishment of the 

tiCFtD in 3947 until 19%. TAe underlybg reason for this development is the 
asyrametrical nature af 8CRD foreign exchange tfaffsactions. While the BCRD 



bu3s *te foreign exchange pthxeds of exports [given the present foreign 
exchange surrender requirements) azd cxeatps pesos in the process, it does not 

nomaily "ePtingdshW the gesos by Stding exckange to banks or the private 
sec?ur, which have to buy the needed foreign exchange in the exchange 
market m e  Ef9@ uses the exchange it Zras acquired from exporters 20 pay 
far petroleurn impris  and for external debt serb-iee of the ptIic s e a r .  In 
the case of petroleum imports, the dues receive the pews which ivodd 
provide the offsej but sometimes after a certain kg. h the a s e  of exteraat 
public debt service, the BCRD has to make the m i c e  payments in many cases 
without receiving the pesos, the impact sf which is similar to a credit 
expansion, The impact is similar when the BCRD makes paments arr the 

private sector debt it has assumed on behalf of the government in mnnection 
with the 1983 and 3% debt renegotiations. also without receiving the pesos in 
msry ca?Se?s. 

h November-December :9%, the BGRD sold foreign exchange in the 
exchange market at &!as 2a% per US. dollar [well kIow the prevailing 
exchange market quotations) h an unsuessful  effort to bring down 
(aapprdtd the exchange rate. Wfaik the sale of exchange 'extkguished* the 
-r,s at RQZ; 2.96, the difference in exchmge had an expansionary impact. 
~IIGS, ~e massive inmeme in reserve money (see Table 12) in 11986 was due 

large3y to the elimination of ?he export surcharge a d  the marginal reserve 
requiremen& which wadd have offset the expansionary impact of the sate of 
ex~ha~gle. The huge hczas? in private s t o r  money sup2fy is due largely to 

the increase in the net foreign assets of ?he Baaking system and to a 60 
p e r m  increase in comanerd bank credit to the private sector (made possible 
by the &crease in reserve rnoneyk 

The monetary overbang in 1986, together with the perceived imbility of 
the monetary authorities to sake the scheduted debt service payments (which 
are extd-emefy large, e x d i n g  expected 1987 export earnings, if arrears are 
wen into account), was reflected in some weakening of confidence and a slow 
but persistent depreciation of the pew quotation in the exchange market h 

the Tist quarter of I%?. Tke government recognized the danger signals and 
adopted some contractionary monetary-fiscal measures These measures 



included the rektfoduciion of the 100 percent ma-g&d reserve req&rernent Go 
r=mrmesdd &ks the sintrductiun of reserve requiremeats on "iTmanE=iera~* 
and the *dmancWton" by the g~%~ztrn.rr;errS: of 2% miilion ~~$ 200 
million during September-December 19%9 af:d RDS 50 mJlian in January I9871 
by Qqmsitktg these amounts in a speciai accomf at tfre (penbiag their 
subsequent use ta finance investment projects>. These attempts ti3 achieve a 
msnebsy offset did not prove adequate ta testore confide!-ice by neutralizing 
a e  monetary overhang of 1986, beczuse of the adverse impact of mezsurs 
affecting the exchzinge market that were adopted by ~e Moarttssy b a r d  on 
February 99, 198'7 [see Chapter ff). These measures tspparentigr sent the wrong 
sfgpa1 ?hat %fie government plsmed to shi3 emphasis from mone ta ry - f id  
measures LO direct intervention in the pzjments mechanism and in exch~nge 
rate determination. This aroused ccncern that the governmefit bterrded to 

take further measures tswzrd direct controls- 

& a co~quefilce of these developeats, the rate of irination accelerated 
in 1937, w-ith a rise of some 18 percent ~ the Consumer Price Index h d  sf 
periodj for ilhe 32 months ended Jwe I987 compareci with about 6 percent fur 
the 12 months ended k ~ m b e r  1%- The peso depreciated in dollar terms by 
20 percent from EiDS 3-07 per US. dobr in J~nuary 1987 to RDS 3-85 per U.S. 
QoW in June 1W. In desperation, %he authorities adopted fuH--fldged 
exchange ~ ~ r ? W o f s  with aa officiaPy delerlxlined exchange rate on June 17, 
31987, Tki% expetheat was short-lived since it ied "to a reduction in the 
sagply of exchange. and did fiat stem the depreciation of the peso* As the 
parallel exchange rate depreciated as low as RDS 4.90 per U S  dollar in 
October 1987, h e  bfonetary Board ~ ~ s b b l i s h e d  a unified, market-determined 
exchange rate in November 1987 zit RDS 4.63-4.70 per US. dcllw (see Chapter 
I.33 

During M~'wmber and keenaber 1W, the official exchange rate, in fact, 

fa8awed the previous days market quotations. However, in Jan~sry 1988, 
whm the market quotatiora of more than RDS 5.00 per ZfS. dollar were 
registered, the official rate was jusz below RDS 5-00 ]per ES. dollar, 
By the second week of February, the exchange rate hab depreciated to RDS 
555 pw U S  ddlar [having temporarily reached z low of .9D$ 5-70 earlier). 



At this  me, the BCRD reached an informal agreement with the commercial 
and excfiange banks under which the E R D  undertook to bux at €he market 
**ate, dl the foreign exchange offered in return for their coUaboration in 
fiLcinging the exchange rate down iappreciahg 3) by RDS -05 per U S  dollar 
r w e  The act~diy bought some $10 million in the market in 
Februarp and soid some foreign exchange in the market- At the end of 
February, the market exchange rate Cat which most traasactions take placer 
had appreciated to RDQ 525 per U S  dollar, wMe the official rate remained 
pegged at just below RIB 5.00 per U S  dollar. 

Since the unification of November 1987, the exchange rate quotations 
reflect the uncertainty and lack of credibility of future government inteations 
regarding the exchange rate bcaw of erratic government policies during 
19873. The heavy external debt burden (with no debt rescheduling in prospect 
because of GODR hesitaaun in concluding a standby agreemetit with the Wl 
has dlso been a cause for worry Certainly the sharp exchange rrte 

fluctuations sirice November 1987 are not explained by the Eundaar ntds &cal 

and monetary developments, price trends, export performance). ?he WE? has 
met the challenge by not resorting to controls, and the exchange system 
smins essentially free of restrictions. 

The fiscal performance of the Central Government up to 1987 2nd the 
prospects for 1988 are summarited in TzMe 6. The outstanding aspect of the 

1987 performance, as cornpared ~6th that of 1986, is the near quadrupling sf 
the crurreni surptus This comes as a result of a 25 percent increase in tax 
revenues and a 38 percent reduction in current expenditures, which made 
possible a 130 percent hcrease h c@a expcm~lu~esc This is a remarkable 
achievement by any standard However, this description obscures certain 
shortcomings in the Central Govement's c ~ n  fiscal perfsrrmaceC and d o u s  
probfms in the fimcial, emnomic, and administrative performance of key 
public enterprises such as CDE and CSA The Central Government registered 



ao ovemll swptw before adjustmeat for quasi-fiscal d e f i d  which permitted a 

substantial reductisn of domestic financing after tkre utilization of the available 

net externd fmacing- However, it is certain that there wilt be a subst81ttid 
overall deficit after adjustnaent, espeial3y when the figures for important 
casnpne~tts of the quasi-fiscal deficit become available 

Fiscal perfar~nance in 1938 is expect& to be at least as impressive as in 

1987, because of aew tax measures Tax revenues are expected tc n'se by 
mS 1245 million or a7 percent, af which MB 700 million wauId be derived 
from the 20 percent exchange surcharge ort nonesenti;rl imports intto$cced in 
Xovember 1987, RDS 24Q nnrion fr.snr tile tax package anmomad in November 
1987, and RIX 300 mil-lion from the recently htrduced exchange surcharge on 
that pard of the proceeds of sugar and mining exports which exceeds the 
excharge rate of RDS 4-00 pet US. duiIar. Also, in November IW* the 
gwemmen'b increased the prices of pewoIem products at the pump by 28 

percent in order to reduce the ptroXeum subsidy, As mat expenditures 
are &Q prqgaxnuned to increase by PUI)S 5% snilEun or 42 p r e n t *  the current 
surplus will increase by 50 ,percent Since capital expenditures are 
budgeted to increase by around 30 percent (a much smaller increase than in 
1987). Shere should be a mu& larger averdl surplus before adjustment for 
quasi-fiscal deficit) in 1988 than in 1987, which would make possible another 
large reduction in domestic financing- Hence, the f i s d  measures aiready 
taken shodd he adequate to elirniaate even the q w i - f " . i  deficit for 1988. 
in ?his csntext, it must be rnentio~ed ?hat the p r d s  CRIB 7aM) rniUion) of 
the exchange surcharge on nonesmtkl imports are earmarked to reimburse the 

B@RD for its payment of public seetor external debt service obligafi~ns 

I. The qwi-fiscal deficit includes items that are not indud& in #e 
Central Governmat badget but affect car shouid affect) Central Govemmmt 
I d  p d ~ m a ~ r  SJCR ;as debt service payments made by XRD on behalf of 
%e Catra1 Govwnaierat and public enterprises without receiving pesm; 
payments by XRD of reschduIed private sector external debt service; 
scheduled slervice paymen& by Central Government of its debt to BCm 
operating lcwxs of CDE CBB; K R D  operating l a w s  arising out of exchange 
losses; and ather factass mantt'sned above* 



The government has approved inmeass in the m n W y  minimum wage 
from 2511 30 RD effective January 1, 1988 and to RDS 400 effective 
ApFil 1,1388 PubIic sector wages in the RDS 400-1500 per monVI ran* would 
be increased by 10 prceaf, effective April I, T h e  wage ~~~ are 
the T i t  since mid-1% and r d  wages vuoujid stU main w4eU blaw the 1984 
Ie=L The mm~mer price index rose &mut 20 percent duhg I!?%? <ad of 
period), with the a m d  rate of inrrease as high as 30 percent in the tart  for^ 

moaths ~f 1W. 

In h b m y  198% presumably to provide resources to Simmce the wage 
increase, the govement annoumxd a freeze on new investment projects 11 

k %jot cIer  at %.his time what tbe fiscal impact of this mtzastrre will be. The 
government is maintaining a resoXutc stance to prevent the resurgence of the 
fiscal deficit and Za keep inflation under control. There ate indications that 
the government may impxe a tax on petroleum products or further increase 
their p r i e s  at the pump aod take other measures to increase revenue snb 
redace current expenditures 

The fortzohg review af m9maecono&cs plicies makes it cleat that: 

The macroeconomic disdwlbane bas proved to be rather 
intractable because it has &a cased essentially by 
adverse exterm1 factas. 

'The steady impBernentation of stab8izatiun policies has 
proved to 3be e x W n g i y  difficult kcsuse of the adverse 
political and social impact of the temporary contraction of 
.economic activity and rdur=zisn of real income. 

Hence1 the W D R  has r~or h e n  able to maintain the 

adjustment piides witbout interruption and there has 



been cohdera1e slipgage .and bcksM.ing ia the 
s ~ f i o n  effort 

* S i r e  c5rczmstmces have led, as expiaimxi in Chapter W ia the section 
entifled TSF Foir:cy ConditionAityf to the ESF program occupying the center 
stage lin GODR @icy f'narion m d  profr5qg to be the major catalyst in 
nu the GODR towards mintahing the sWi&a;tion effort or in restoring 
it after an i n t m p ~ o n  forced by difEcuIt;ies 



HI. MULTKATERAL STABIL1ZAmOhS AND S?XUCTU#tAL 
ADjU§TMEWT P R ~ ~ S  tN W E  19WS 

The hjktoricaX record sf GO8R policy fomra~htion and impfernentation in 
as presented h Chapter D, clearly shews that &e WDR adapted 

Iroprtmz mmwmnomic policy decbi~as ir! dose wnsdtatie~ with the IMF 
md ALD* o f t ~ n  as part of policy refom programs supported by fimanchl 
resomoss provided by and ,a. me roles of the World k k  and the 
D B  in ;rf.ae DR been sather E d t d  and Phek operations b v e  not exerted 
muszh M u e m  on policy reform in the costem of stabiitioa and structural 
adjustments Hence, me section in this chapter will be devoted exclusively to 
the EdF and the ather - a n  to the World Bank, DB and other lenders 

The analysis of nnamoeconorzllic Ittends in Chapter H inevitably i?neIvd& a 
-OD of the content of l'3fFwpded policy refom programs, given the 

ia$bate rinkage between these programs and GUPR policy fsrrm&~oa In this 
=tion, an attempt is made to determine the extent of influence of the 

programs oo policy reform in the DR 

The reXa~omRip between the anal the Dl? has a lung history, From 
the late 1560s mtii &e early 19% the DR maintained a close retationship 
with the IkW1) ;and a atmher af standby maqmsmts Evere 6:011c1uded 
1E3%Wea 197'4 and 1B?!i no s&odlby or extended &mangmmks were wgotkted 



btweea zhe DR axxi the 

ere export prices Cmffee baarnh 
ST E939 znd the ewcodmt 

worldwide feeesim ~5th gregy ~~~ htemtzond interest rates during 

~~~, %fie DR was afficted with increased fiscal $ad 
cliffid* (see Chapter m- this perid, tht; Dl? remained ifi close 
Pouch with the r&~& 1["maadal askt9nc;e t-kough vssicsos 
fadlilies other W n ,  standby 0s extended mmaf.entents, such as the 
C a r n ~ ~ a o r y  F i n m e  FaeiX~y m d  the Buffer Stock F'icing Facility. 

main features of the threey?ar EFF program which took effect in 
jaamy 1983 have bees1 ~gMightd i~ Chapter E* This comprehensive program 
sf sbrta-iem monetary stabilization and medium-tern stmctusd reform started 
off m&er we15 1mptemmQ:E~n in Be first three g w f i m  sf 1983 was more 
or l@ss as pfogrm& in term of the performance however, during 
the 1st quarter of program &plmmtirtion kegan to &verge from the 

of !.he wslsslidated public sector reached 5.6 percent of GDP in 1983, which 
represented a modest improvement over h e  52 percent registered in 6982 but 
fell substmW8y shx;rt af the ptegram target of 33  _percent of GDP. HenceI 
the wW&ng on net axxiit 10 the pt9btk sector was not met far the SasX 

~rvere aka exp&encd ws"a respect to the targets 

rcsrmhg of cr3mmere:M bank debt bntraty ts the intent 0% the prqgram, 
payments amears accwn&tRd beeawe the DR suspen&ed am~rtimtiols pyments 
to :he Paris Club after requesting rrwchdufing :z A u g u  1(383t and became 
asn~mt ion  pyments to mmrnerc4al banks were not ma& on schedufe, 

the fidkarisa of the refmncing agreement in Dem- 2%. Thus, 
yments amem* rase by a dwtirer $210 mitiion in 1983 aate overall 

the 1% level; and the peso depreciated sharply in the par&Eel 



exzerml Fizcing envisioned h the program far XW did not m f ~ ~ c ;  the 
W O R  did aoP [or coaJHd not) undertake ~ m m s * g  policy adjustments. Xrt 

of adja~stm~t &d not take place h the f " i t  JTW of 
the EFF. 

During: 1934, the DR o3d the BP remined ia exceptiomUy dose contact 
f;which weas great& facilitated by Ai.9. policy dialogue; see Chapter rV), 
w~skihg om the content of a new adjustment program 'he basic poky 
tiifX4?rcace, which ma& impss&Ie the reuivat of the EFFt rdated to the ~~ 
of adjwstmmb &e*, @adid adjus%niea~ vems Shocku treatment). The issues 

of cxchgc rate devzfuation and the speed of 
wn3ficatisn of the official 3rad prdlel exchange markets, pr~mpt elimination of 
%he imptiit peWslteum subsidy at the afficist exchange rate; rapid reduction of 
extemal payments arrears accelerated hild-arp of hlernaiioaai reserves, 
wed6rated reduction of' the f i d  deficit, increases in pu5Ix*c service tariffs 
and charges of "E33e state gilt@-, am3 wage restraint. fn A@ 11984, in an 
effort ta p r d  quickly towards a revival of me EFF yogram me W D R  
trarssfevd dl imports ather than p~tr01eum from the official to the padid 
market arm a k3 offi&l exchange rate ito the pade l  exchange rate af U S  
I = W D S  280). The 68DW infendel to shift petroleum imparts to the para11e:i 
market 1~c.iM.n a short perid. However, the resulting sharp inr=rases in the 
pIti$3ZS b2!Gdhg CXXI'tr011d @3=e3> of fOOdStuffs @ 0fhE?r bgsic ~ U & S  

anrP the tem+xx)rmy slmrci'te of ather products sail! sold at contr~lIssd prices 
led to strong and widspread popular pr~ltests, hcludislg riots in %to 

J)s&ngo Wt -caused many deaths These events convinced the CPDR to 
w a n  any thought of revi~al of the EFF and led to an hf~z-mal 
mderstmdhg k2ween the W D R  m d  the L W  me form of a swcaIId 
"shadowv progsaua. Thrmgh this program, the GODR reaffirned its 
&terminah to maintain the adjustment pfides (allhough at a somewhat 



$r;ddud pa?> md to create 'he ~itt&aios for exchange rate devduatiua sad 

dtlcatioa over a six- to ei&tmontfi periadx Using the Il?@ t e m h o f ~  the 

W D R  fmpkmented a series of "prior sctisnf in 1984-85 which laid the 
stmdby a~jf-ent- This program represented a 

modus Gvendi ktwaen the DR a d  the intematioa.aI mnurzsraity- 'If made 

teeaqgnitioa of need t~ m~inia5-i _rf? w-~JusWen:, gaE5cs at a gradwl rate 
and in ~CLPO-e +with extend debt renegotiation agreements 

Even after she 1W riots the GODR continued to take adjustment 
measures (exchange 
the rest of 1%. "aa August 1984, the GQDR mmrplmiatd to the an 
ir,;terim emnemic to 
h d  10 exchange unification, 00 improve exchange reserves and to reduce 
f d e  Tkc cxcbage poxicy measues essentiaUy consisted of 
transfers of f i d  and service i.raasactions to the pardlet market 
e w b b b m t  ~f an *in5w&iatem exchange rate f& August 19863 for sil 
imports (ocher than t50se of ?he CDD. which resulted ia an increase of more 
than 50 perc.en=t in the prices 
n o ~ d i t i o ~  e m  to the 

semi- Fa& policy measures 
to r&ua me Budget deficit ~c~a,asil& swenue swat and 

expenditwe rezitraht, pafibdar3.y cutbacks of publie ioorestr~~nt expen&tw:e 

These measures set tbe stage for ?he adoption by the N D R  in January 
1935 of a comprehensi%8e stabibtion package fhe package consisted of 
wificatiaa of the c rate b~pssition of a tmpsmy exchange a r c b r ~ e  

sf 35 gagrcent on traditional cxprts 9nb 5 p r w t  3n ~ontrdtional expr* 
-4%AWi?s in 
percent mar r m t  sq~tmmb arn imm in interest rates and 
f d a 3 g  of ESCWI] cihzom& These measures ptoCSicieci a solid basis fcli the 
cne--)rear 24.F stmclby arrangement that became effective in April 1985 

The matent of the 1985-86 standby ammgemmt and the p a f o m g p :  of 

a e  Dominican economy during 19€%87 (up te February 19BB) have km 



8- in Chapter IL The DR was able to fulfill the perfomance criteria 
established in the stmdb . :angemeat and was to obtain sulbstanaial debt 
relief, msmting to !36X million in 1985 a d  S36f miUian in 198?i5 from fx>& 
Pads Club and c9nmerciat bar& creditors ii&e latter in the form of a WI~"RA)~ 
Since the expirati~51 af the standby arrangement in April 19134, no standby or 
extended asrmgernent has been p3egotjated bet'wen €be DR and the M!? 
however, the WDR has remained ia close touch with the W. The new 

(at least until the charige in the leadership of the B C m  in 
19373 that the 

form of " e n h a n d  surveillance' by the L W  rather than an W standby or 
exXmd& arrangement n e  ,+robla  w3th this approach is rhat "enhanced 
su5"tei4canem is not adequate for debt renegotiation with the Paris Ciub, which 
xqu.ip.es an _3MF standby or extended arrangement furthermore, in the 
mnldi?isms prevailing in the DR, it is @bte that *"enhanced 
slucveUnw9 would rsof be eo~sidered adequate by commercial banks to provide 
refinancing under the 19% AWR4 It is howevrlr, important to mention that 
rtlhe and exchange policy measures adopted by the GODR in Pbvernber 
1987 have led Oo the restoration ~f sSle E F  alhcatioa fetr FY 1987 (see 
Chapter It? and have greatly improved the prospets for the condusiaa of a 
standby amqemeat ~ 5 t h  abe if the GODR makes such a request. 

Among the category of other donors, a Mef description will be given of 
the programs of mdtihteraf donors as wefl ar of the major bilatmai donors 
and privab cmmtd bank kk meation& at the outset of this chapter, 
only the W and ALD. bmong rnuiW?+rS =d bilateral don& have had any 
s@SBcaas: impact on a a a a m ~ ~ n a d c  poiicy reform Atthough the direct poIicy 
hfiuence of the ofher donors has heen some ~ Q ~ M J s  (such as the Paris 
Club a d  comer&t banks3 have linked their piicy conditiodty to that of 
me . The indebtedness of the ER t~ these donors and the sehedlded debt 
d c e  35 shown in 'Tahies 24 a d  25- 



Over fie years, the World Bank CE3RD) h= extended substantial and 

assistance to the DR At the end of 3936, tota!, commitmerits and 
~~lt.ll=mB ~moaantd io %53 W c 3 n  and 3237 million, tespectiveiy Most of 
the Sending was destined for tbc f~2bwing secton. in order of importanoe: 
fmmprri agriszdtwe and irrigation, sugar rehabilirtabisr,, towism, industryI 
housing, and educatioa However, net lending which averaged S30 mation a 

during 19843433, tapered off md subsequently gave way to net repayment 
(oatfiow~ in 19%-$;f, With the implementation of the 1% k W  standby 
prograa, it 'usas expected that substantid net lending by the BRD would 
resume, but ia: has aot mt&aliz& SO far4 There are some indications that 
new X4?1RD leading to the DR may .become available isa the near future in the 
form of some quick-dsbusia~g loam as as project loans in the agricrxtture 
and energy sectors 

The seasans for the iaafluezce of the IBRD on CODR policies 
 compared stith tiheir influence in other c=wnt.ries> are the small size of net 
Sending since 1983 (parti~ulasly the negative lending in 1986-871, and the 
mtwe of BRD lending ms the DR h~stTy VQ~WB !oms). There have k e n  no 
Stmicrwal Adjwment Loans 6.AL) or =$oral adjustment loans. and the 
number of quiek-disburshg toam been rehduely smdt 

For these r c m m  the I B W s  strong interest in macr9ec~nomic and 
de~elopbnent poticy issues in the DR ffor exampie, in €iiX. reform, public 
sector investment. pricing and rel5sxX;iatory poficie, agirxtfturaX divenSPrcatiorn, 

export promctieaP  ha^ not bees *te to exert a0 effective infienee oa 
poficies As for the policy conditions refated to its project loans the IEIWs 
general approach (for e-ple, with r s p t  to pricing and regubtary policies) 
b been mnsktenrt with the pUJlPUJ]'s general approach Hence the XBD aad 
AID. have worked in close c.oWfarion on @c:tltursl sector projects atnd 
e x p t  to work closeIty br the future on energy sector projects ~prtiEULWly 
reh&Ebtion of existhg facilities, restmc:ttl&g af CDE* and the private 
sector safe pwer  gmmtien and distribution), 



At of the end of ISI .the Inter-American Deveidpment Bank (IDB] \vzs 
the second leamg creditor 90 the DR, with S487 rnim~n of outstanding credit 
b3nd S2?2 m.iUion pending dhbwsernent. Most of this credit was for roads, 
touFim, and agridtwe As d further in Chapter W, AID- has 

wmplemented ,UD. activities, partimlarfy in agriculture Coordination 
between the AID- Mission AgridPxe Divisio~ and the EX3 in providing 
agriwBZural rccdit through the Agriczdttural Bank. has been significant The 
ZJlKs donors have joined p*n insisting oaa realistic interest rates. According: to. 

i& e u ~ t o m ~  however, the D B  has neither insisted on macroeconomic 
csn&GomEty, nor entered into sectoral adjustment lending. lit has limited 
itself $0 project conditianaSiXy. 

Future DB leading to the DR is pprobXernaticai, because of resistance from 
the present bmiaiszan abin3sbatir;3n to assuming a greater debt burden; 
except for the most a I t i c a I  needs Seven proposed IDB bans totalling $508 
m53liea were rejected by the %minican Coaglres between 1984 and 1986, and 
PfPe present administration is reluctant to lend except in s e k ~ t d  areas, 

b i d e s  the G d t d  Stat- Venemclq Sa3ain9 and Mexico are other major 
bihtesal m&tors of the DR T~getlSer, their credits outsbndiiqg at the end 
of 19% totalled S2"P dian,  This combined total was h v e  the level of the 
I s l t w . . ? z x q & ~  bak  The princi-pd source of Penemelan and Mexicar, credits 
is a e  5h.n Jose ,&cord of fW, under which 20 percent of the value of these 
two ~~mtries' perroleurn sdes to the DR may be converted into a long-term 
10m if the GODR uses that percentage fur projets that will reduce 
Dominiam depmdtnrtce on petroleum imports. The DR is in arrears on its 
repqrnents ta kmth counm*a a d  has made little investment in projects 

The S m h h  c r d t s  are primarily for building dams. There is also a S40 
mswion revolving credit f s ~ m  the Spaf6sh E R D  to the Em for balanceof- 
papeats requirements The DR is in arrears on payments of both principal 
md inserest .an the credit, which stiiB has 531 million undrawn* Spin w4XI not 



provide new credits until 'che DR is up to date on payments Spain dso has a 

sonall $W technical assistance prograta for rural deveipment 

These mutries and other bilaterai lenders [except tfie United Stated do 
not attach f n 8 ~ ~ n o ~ ~  Or sectoral eonditionality to their iending, except 
through the Paris Clubul, However, Venezuela and Mexico, wbuse credits 
tobflrrid $450 rrdlion at the end of 1986, do sot participate in the Paris CXutr. 

famn would like to be a major provider of economic assistance to the 

DR R provides a b u t  S;? million annually for agrkdture Cmc2udhg donations 
of fertilizersg pesticides, and machinery) anad projects for the development of 
p p p r s  and water resources. japan also signed a loan agreement for a S O  
d o ? :  hyirae1ecttt-ic project In the western part of the country more than a 

par ago. How-ever, the brminican Congress has nut yet approved this loan, 
and Japan is considering c;ancelIhg the credit Tv4ro issues remain unresoXverf, 
namelyq whether the DR redly nee% additional puwer capacity now and 
whether h ~ ~ ~ e c ~ c  power is better fur the country than thermal pwer. 
J a w  is h ~ l ~ g  an ad6tic3arl S% miifion for other projects in abeyance until 
a decision is made on the hydroelectric loan 

CIlemranv is &o interested in the electric power sector and is in the 
p r w s  of providing DM33 million for distribution substations in the eastern 
past of the DR Germany alw provides 3 significant amount of teclvlil~aI 
assistance, particularly for  agriculture; however, Gemany will rjot provide cew 
mdts t~ the DR, until the DR dears up its arrears on existing loans 

Italy is in*erested in extending credits to the DR In November 1987, the 
G u v m a &  of Italy and the Dl? heid gleneta1 clkmssioas on $108 to $150 
mWun in econonnjc development askstance fmm ltdy over a threeyow period- 

Tohi Itdkm &bnw to the DW up to that point was about 330 miltion. 
Tentatively, S25 &on of the SZOa to S150 &Eon would 90 for a 
t.kiemwieric p b t  near hraona- SIhIlliSlion would go for technicat 
d t m c e  ia the enera  fieid from ZSpe Italian EIectric Power Campy S O  
miEon ~kOUfid go for irrigation and ccmperatives projats $10 d E o n  would go 



for trai~ing in tomism; and SiO million wouId be for projects in the health 

fieid 

me oniy significant coordination among bilateral leaders is throttgh the 

Park Club. hi view of its insistence on an LW standby agreement in retttrn 
for debt rescheduling, the Paris Club has taken on special macrcxcoaomic 
policy si@fi-r,ce t ~ a r c i  to the IDR over the fast three pms, because of 
the 1 s  rescheddhg and the present need fur further rescheduling. A major 
Pasis Club rescheduling was agreed to in 1985 following an W standby 
agreement The GODR has since fagen out of compliance ~5th its E W  
agreement, and is about million in arrears to Paris Club members. Total 
GQDR medium- and long-term debt outstanding to Paris Club creditors at the 
end of 1% was Sl.172 million The GODR is interested in a new Paris Club 
agreemeat, but a new BlF standby agreement is a prerequisite. 

Cosnmcrcf;b! bank medium- and long-term credi'f outstanding to the DR at 

the end or" 1% was S18.7 million. The commercial banks have effectively 
Joined with the United Stat=, the Paris Club, and the W in insisting on 
mcroeconomic stabilization measures by making their debt rescheduling 
contingent on an M F  standby agreemen.t. The 1985 commercial bank 
rescheduling covered some S00 miifion in debt due through 1989. Ody 
jnteresf was t~ be paid in 3986  and 1987. Principal payments are scheduled to 

begin in 1988. The commercid banks insisted ofr a rescheduling of 85 percent 
of bilateral debt as wel as an Il@ standtry agreement. ~ r e s w b l y ,  
cxxnmerciz3 banks wourid insist on sirdar t e r n  for a new rescbedufing, 



V A-I-D. CASH TRANSFERS StNCE 1982 

The preceding chapters have described md andyzed the m a c r ~ n o ~ c  
trzn& irz the DR, the pdcy approach of tfie CODP., m-d the rule of foraign 
lenders other than ALD. (particularly the IMF3 in the context of stabilization 
;arsd stfuctwaf adjustment programs- -is is a necessary background for the 
examination in this chapter (which is the main body of tf?e report; of the role 
of =IF cash transfsrs in inffuencf2g GODR rnacrueconomic policies ??.s wgl be 
shown hter in this chapter; the B F  pmgram bas -pi& the center stage in 
GODR policy famation a d  has been the major catalpi in convincing the 

GQDR to undcrhke the necessary stabilkal'm effod. The Fist section 
d- the averd1 strategy for ALDD programs in the DR, presents basic 
ixrfomation about the various ALD- programs, and exay-3hes the reciative 
importmce nf ESF cash ira~~.sfers within the overall ALn. program. n~i; second 
sec?ion, ae most important ir: the report, evaluates the S F  program by 
discussing the advanages dimdvaatages of cash ?ransfem amlying tIte 
effectiveness of E F  policy conditionality; appraising cuc t dination with 
multibterai leading imtitcttions (partjcdarly .he W); and examining linkages 
with other AUl. programs 'The third section is an evaluation cf the 
contribution of cash transfers to the zchievement of policy reform and to the 
e~anoghic development sf the DR The final section discusses the 

hplementation and managemat of cash transfers in the XIR 



A.3.D- Strategy 

The overdl AU). strategy ia the D R ~  is to contribuie to the expansion 
of employment opportmities and to iaweases in p e n p i t a  income by 
supparting the finaol=ial recuperation and econanlic growth of the DR on a 
self-sustahing basis and by stimulating a laborintensive expansion and 
diver~ficaEun of the country's economic base Xed by tire private sectors 
if3sou@ 

Sustained implementation of ?he economic ;:stabilization program 

Increased private investment in the industrial a d  agrietttturd 
sectors to deve!~p a broader base of nuntradition& exports 

Accelerated &versification of the agrkulturd sector into 
nontraditional crops which may be potential earners of foreign 
exchange 

- Expanded role sf the private s e c t ~ r  in providing improved 
access to needed health cafe and family planning services 

The sh~rt-term ccrrnpnent of AlB. strategy reinforces t b t  of the IMF, 
since its primary emphasis k an a market-determined, exchange rate, 
an effective stabilization program aimed at reducing the consoE&ted public 
sector deficit, and 'the sate of monetary growth and hence the rate of 
inktioa However, A.D.k overall strategy has a broad~r scope with a forger 
time frame than that of the W, as is endent from the preceding paragraph 
There are many common elements between the Am. strategy and that of the 
World Bank CBRDl. The BRD has a and sharper f a x s  on expart promotion 
and savings mubilkation, Yvhile AID. places more emphasis on prfvahtion 

As may be seen in Tahles 24 and 25, the United States is the largest 
+we pr~t'ider of credits and grants to the DR Its portion onof total foreign 
mdts and grants is between 25 and 30 percent, if commercial bank credits 

3. USAIDiDR, Country Devefcranent Stratecry Statement, FY 1987, janmry 
1% and Action Plan, FY 1%8-8?I March 11W. 



are indude& As indicatej in Chapter EI, annnerciai bank credits play an 
important rote in balanceaf-payments f̂ m&ng and exert some innwnce oa 
policy in connection with debt rescheduling negotiationst 

MD. has three basic programs (see Table 293 with which to impiement 
the strategy oiltlhed above They are 'Economic Support Funds <ESFl in the 
form of czsh transfers, which have totalled S218.U million from FY 1982 
through FY 1982 PL-W and Section 416 agridtrrraf corrunodity sales or 
grants. wkich have totalled S2413 million in the same period: and development 
asktance loans axid grants, which have totalled S151.9 &!lion ia ihe same 

period In addition, the United States provides the DR with relatively small 
amounts of military aid a d  assistance for narcotics control. 

Program &&ctives are achieved through jidicious policy coaditiooality, 
continuous policy dialogue, and appropriate targeting of resource laasfers for 
particular purposes bs dixussed at some length in Chapter IV in the contact 
of ESF programs). The effectiveness of the policy dialogue and policy and 
project conditiunality is enhanced by bolb the long history of dose relations 
between the United States end the DR and the persistent work of AID- 
Mission persbanel supported by the Embassy, including the involvement of the 
Ambassador if needed These factors appear to give ALD* prcqgrams a degree 
ot influence beyond that which might be expedd from the amount of 

resources involved This influence is reinforced by effective coditionality, 
mmelyJ the GODIYs awareness that the Uidted States is ?repar& to interrupt 
the flow of tesoww at criticaI points when key conditions are: not being 
met, as shown at least in the ase ~f ESF cash transfers The present high 
level of 1So-- acceptawe of the piicy influence of the ALlD. program is 
likely to decline over time, JS the Dominican economy bemines more self- 
reliant and as other sources of resouice transfer increase relative to U S  
resow- 



'Ffie B% cash trmkrs in dogtIars regwesent M n m f - p a t s  
assistance in support ~f stajE3iPhtion (?be short-term component of AJB- 
strategyk me a s h  transfers are effected simply by depositing the doffar 
ar~~otlfxts in the Federal R~sseme Bank of New Yotk to the account of the 
E R D -  The GODR agrees that an mount at Seast equivalent to the transfers 
will be: s p a t  b the year after disburseme~t to import raw ntaterisfs, 

k h t m d t e  and capital goods from the United States for private -tor 
hdustry afld agricuItwe. It &a agrees to de-t in a -*a1 separate 
aceant in the E R D ,  wi;thin a specified t h e  pried after the disbursement of 
the dobrs, the peso equivalent of tbe liS. dollar disbursement? fhe rate of 
exrzhnge used to determine the mounts of I c m I  currency to be deposited is 
the average rate for imports sf goods of the imputed types for the M a y  
period following the day the funds are transferred* 

The WDR has further agreed to a series of sufrstmtlve con&tions 
mhtinag 20 stabiition in return for the cash barrsfes, and to joint 
programming of the local currmcy that is generated fry the traasfers Tlae 
I d  mericy belongs to *e DRz but the jakt prqpmming agreement permits 
the United States fa mmdmh I t s  use for AID. pr-arn objectives and to 
apply coadi2ir)Wty ef&ctiveiy- 

The EY 1982-84 ash transfers were loam the FY 1.985 arrd. FY 1986 cash 
transfers were grants. *She change from loan to grant was made because the 
DR"s needs were critical and a major breakthrough in exchange rate and 
s?ASibaio~ policies s e e d  gmss&1e only in return for grants Moreover, 
assumptian of new debt requires the approvat of the Dominica0 Congress, 
which is often hard to obtain 

4. See the WC Cash Transfer Grant k e e m e n t  of r %, 1984 and 
ae amandm af Understanding an Orseratisml Procedures for the Use of 
munY-rt m e  tirne wim whim a e  pesos should tie ciepasiteci 
for exampla it was p-axxibed as 130 clap under the Amendment to the 
Maorandurn of Undmbndiklg of kcember 27,1985- 



Since L%e inception of the ESF pqpm i~ "the DR in Fk Em, the a s h  
~ m f e r s  in ~QBS have accounted for orrethird to oilerhaif (and more3 of the 

total ALD. program in doWs in the DR with the exception of FY 1983 and 
FY 1%- The ratio of ESF cash trarsfcrs to the total ILf-D- program in the 

DR b s  been as foilows 51 peccmt in FY 1982 13 percent in FY 1983 35 
percent in FY 1984: 55 percent in FY 198% 40 percent in FY 19% sad zero in 
FY 1997. As cxgked in Chapter IV, the srmll ESF allacation ia FY 1983 snd 
ag ZETO ~10eati0~1 EY ~?$t r12n-w S~XXM f a ~ t ~ m  ~n tern 1-1 
currency. ESF local currency ger~ratio11~ during FY 1962-86 a m n t e d  to 62 
percent of Ule Local currency generated under an RtD.  programs in the DR 

The P L a  program provides IrraIanceof-payments assistance though the 
transfer of agridrural comdtial as a complement to ESF cash transfers 
for balanceof-payments support In the kminican caseI the commodities hove 
k n  rice, wheat vegetable oils a d  corn There ate two t- of PL-480 
pregrans Title I Uoans) and Title Ii (grants). In addition, agicdturai 
commodilier are provided through Section 435 (Sugar Compensation program] of 
the Agr i~1tu~1 Mjustcnmt AEL n e  tota vaiue of c u m m . ~ ~ e 5  provided 
under Title 1 ia FY 1982-87 was Sf435 mZI30z me ~~nm&€ie were 
provided as loam, and locat cumency is generated from their 5aIee The locst 
curremy tkposiaj must at least be equivalent t3 the dollar valw of the 
c c m m o d i G ~  at the world market prilere, crnverkvA info pesos at the going rate 
of exchmgj when the commodities are shipped. The deposits may exceed this 
Mmwa if the l d  d e  price is higher. The local currenciesI which are 
OW by the DR* are pregsmmd jointly and 4 to diversify tocd 
production, and to m e  extat to assist in economic stabilh~on programs 
Title I m m d t y  agreemmts have s series of self-help oonditioz~s which retate 
to AU).'s overdl program strategy. The PL-480 TiUe I I d  currency is 
~rograauned in obnjunction with ESF 1-'i - ~ C Y  pfwa&gg 

Under mz=v k t i a a  IM, most Title I PL-40 coarrmoditic3s wilI be sold for. 
US-ow& I d  currency anrd will be d for the private sector. 



The agricdtur& wmamdity h p s t s  under Section 416 grants kgan  OB a 
smnX scale is FY 1% as emergency relief and increased sharpl[y in FY 1987 as 
rr&3mpeasation for foreign exchange 10- which resulted from r e b u d  U S  . 
quotas far imports, of kk, a Such imports totded $78.8 million in 
value from EY 1% Woagh FY IL987. The locat currency proceeds Prom 
Sectin 416 m m d 4 i e  prob4deO in FY 1987 and EY 1988 will be used for- 
sugar diwersifiaajon activities oa farmer sugar and sugar miII lands 

Title PL-W agricdturaf ccmwn&~s are provr"ded as grants through 
private ~ ~ a ~ n u r y  agencies for bw%conrc farnilits The total vdtue of 
sx~mmodities provided under Title II Pt-480 programs was S132 million in FY 
IW-%* 

The United States is ~ n s c i ~ u s  sf the prduction disincentive potential of 
providing 3arge amounts of food at favorable prices Wheat is not prod& in 
the DR, bat there art partial suhstifuts such as rke, corn and millet An 
obvious question is whether Ithe current level of wheat imports to the DR 
under PL-480 might &scourage domestic producgon. It. is equally obvious that 
there w~uld be no disimemtive impact if the wheat is imported a? the 

htematianal market price and priced h focal currency at a market-bcfetmlned 
iexcbnge rate Rice is produced in the DR, and rice bas heen phased out of 
the PL+ pr- as DsPninian production tias increased. Dsrnkrican 
gxd'u&~n of corn and wegetable oils is isit&. 

Ikve50pment assktance cmsi.s;zs of ddas  loan and grant funding bur 
projets supporting AkD.*s Z S S ~ S W ~  strategy a d  goals The taans are 

mmmlly far f a r m  exchange costs uf q u i p m a t  and mattxi& me grants 

are & ~ r d  to suppliers ar mntraetors who have won competitive bids in 
c6meexios an4t.h ddy approved projetsl For smaller m o m k  they may be 
i!lWxm& to pay vouchers (for faster disbursement). Projects supprted by 
dollar deveIopment assistance are rusxdly also supported by I d  currencies 
generated from ESF or PL*, or bath 



Tables 31 and 32 prrcpvide a ~sm.may of dMar deve1opment assistance by 
sector in r e a t  + and Iists of projects with s o ' i  of funding for* 

"553rp: private secPa~~",cE promoping exports 

ALDS9s I-! currency pt is fwd& from PL-480 Title E leal 
eumefiey gen~glyations, and from WDR I d  currency c x 3 ~ t e ~ s  to ESF Ics.~ns 
and gmnw n e  B F  lo= and S4s mexsdjraenta the B F  grant and its f i t  

fwo smmdsrrm% and the Fk' 1983-86 Title X programs have provided the 
qstivalemt of apprsmtety  million of t s m l  cpirrency per year an 

- an amormt three times ?he average size sf the devetapment 
program d he same period* Given its magnitude, the X d  

mrreacy program bas me a critical and htegjraf part sf the overan U S  
economic program in the DR The jtocat currency program is very 
brge and diversified f,@ cmency programs MI become mure amageable 
in the future as 10~31 currency accw~bbes under Section 108- The f d  
mrency generated under Section 108 will be U S  property for which #e 
'it&d States a haye bapmsifitity, ~ 5 1 t h ~  quick-disbtsdmg through credit 
programs Cather than projects> fur the agricultural seetot channeled throagh 
*agerat bank* and wiH not inm- the acimin&WaBva burden on USAlf)iDR, 
s*arrr only peridc: reviews w3ll be required 

Projects fhamed by I d  currency generally Salt within the four 
c=a~egori~ that the , W m  has au*&d as its main objectives economic 
stakdjation, private sector expansion9 agricultmal diversification, and 
expamian ar;d improvement of supporting infrastructure &tween fY 1984 and 

RDS 388 &on generated by PL-483 was progmmm&, of which RQ% 158 
W&oa beem re!& Of fjhiS mount, 47 -rent was fur hfr~tructure 

,vaflt sector projects, 26 percent for m m d c  stakdbtic~n, 3 pcceat for ppi 
expansion projects* 5 percent fur agriaftural diversification, axxd 19 percent 
for the otker category* which hclt.de5 the Am. t w t  fund (used principally 
to finance ALD. qxrating experm&- In t-rd to tSre ESF, mare than 
493 d1(im has p r m a m d  between FY 198'2 9ns4 FY 1%. Of this 



amount, RE5 3% rniEop3 - or 80 percent - bas k e n  authorized for refease 
by the %%&on. ?he 
~ a o x n i c  assktanee to the DR in I d  tmency are shown ;;n Tabfe JO, 

W a d e r  the E'caolodc StsSWt i~n  category, the prfncn'pd focus h s  krr 
en provfdhg shorter term medits mainly for agx?dtwe, hc!ul;iing supporting 

and m8 agricultural production credits Cunsiderabie local currency hss 
ed mder the Privzte Sector Expansion category for Ioager term 

m&P prqgrms tour'it infrastructure, sgribyshess enterprises and free trade 
zone comm9nan and improvement The programming of f d  currency under 
the ,&ridturaX Diversification c3tegary has cavered part of the CODR 
counterpart fund requirements of m n y  ALD.-firkance$ agridture projects 
The S ~ p p f i n g  ~ n f e  ategory has been useti principally to finance 
ALDq other domr, and GODR hfiastrucSure ptoJ'eztr cunsideted important fur 
suppr? 0% private sector expansion m d  agricttftvral diversificatiaa, with small 
anounB docat& to supprt P'CvOw h t j i y ,  in the Other category, *be 
principd item is the AW- T m t  Fund which when gstablkhed, will be useB to 
ntppwr rUD. operational expemes as well as finance tko cost of a new ALD. 
Wding in Sarnta b q o O  

This section undertakes an evaluation of the ESF program by andyzing 
the adv-riantage.s and disadv~ritages of the cash transfer mshanim; the 
effectiveness of B F  p k y  mnditiomlity, bdudhg AID. policy dialogue with 
the WDR cxmr-dination with rnxdtihteral agencies particularly the MI? and 
flab- of p r w m  *& k l D -  ww8ZY'E. 

Advaeages and D'kadvmtages 
sf cas)J 'hsansfes 

rCasb transfers have three majar ad~an+qes aver c o m d t y  transfers and 
project lending. first the dollars enter ifrm(;dlatcly ioto the cormtry's 
reserves and can be used fss a broad range of imports. C o m o d i G e  arrive 
some W e  after q e e m e ~ t s  reached, a d  the thing QI project 
d.hlbtr~~mm% is sahfect t~ the realdin- of p r o j ~ t s  Cash ttansfws atre 



these measures oftea depends on rapid odditior;s to foreign exchange reserves 
in order to &fain %he flow of essential imports to strengthen confidencer 
aa$ to avoid destabikdhg capital fight Bath the ntxxssary pjitical W for 

on and the su of other e.xtrtrnaI efforts to support stabZmtia;n 

sf e% fesources in support of viable stabikitioxr goIicies. k o d ,  cash 
transfers inundiateiy geneme 1-1 cmeacy that may be usecS, for a variety 

case? of comaity  ai-ansfers, 1- currency generations may be delayed by the 
time bkca lo sea the C Q ~ & ~ = *  or distorted if &he commodities are sold 
belo=* a s k  Third, USms control o t * ~  how the local currency is trsecf has 
given the W~ssiss;n imprbn% leverage in ~ e g ~ t h t i ~ n ~  *with the WDR over 
crucial policy r e f ~ m  areas such as *he ratucztisn or elirniaaticra of food 
s u k i d i ~  the diversiflt~l.ioa of CEA bnds and the expansion of the private 
sect~r*s role ii'5 *the develapment. a d  marnagemeat 0%. free trade zones, I 

I 

I 
The ptjncipJ, ~ d v a n r ~ e  of cash transfers is that i f  is difncuft to I 

earmark do~ar for specific pr~jecis5 which impiies toss of mansgemwt. 

 he IESF cash transfer program initiated in the DR in I=+ has had I 
multiple and hoad-kmsd obja3ives such as ecunomic stabilization, private 
sactar expansion* agridttrd d i v e r s i f h t i ~ n ~  and infrastructure stupport. (Fx 
details, see .Amex 4-1 HOW~V~L,  the priority among these objectivw was 
infhwmed by the persistent maaoewn~m3c disequilibrium generated Wgely by 
externat f x t o r ~  which SZJtermptd the &-smt&hg growth process E14 the 

and brought the GQDR face to face withi dificult ~ ~ f d ~ f ~ e ~ ~ o n o m i c  

5. mere are some Wrequent instances of dollar funds Gn US. AID 
pr=:gmmsj being earmarked aMi 'ptojec?kzmLU 



p E c y  c h d ~  ?iy 1982, it had become ~ ~ 3 1 d ~ l y  clear that the atbhn~ent 
of ewnowiic s ~ i ~ ~ o n  had LaXe a t  priority at -that ;time and, more 

be focused oa f i s d  and exchange 
;rate polides wsch had. aggravated *&e d i q u w t : m -  Heace, the effectt%*ness 
sf the D F  cash transfer mechazaism in the DR must k judged primarily in 
t e r n  of p r ~ ~  towards ~ ~ ? ~ S I O W ~ C  stabilizatiozt jubged by this criterion, the 
ESF program has provided c r u d  support to the GODR in the pursuit sf 
piieies desig-aed to attain economic ~ t a b ~ ~ 8 ~  Progress has also been made 
towards the attainment of the other objectives Cmentioned above) of the ESF 
program, whicn w d d  have Been impssibIe in the absence of pr~gress to i~srds 

In ?he bsnimican context AID has, since 1984, given a higher priority to 
economic stakiih?ion as s necessary condition for the attainment of ether 
ESF prcgram objatiives. 5gre of the €SF a s h  transfer mechanism in 
the DR is therefore ~ ~ T s Q . $ &  by %be fact i a  has been the single most impartant 
lnf9usnc.e in convincing the G8DR to rnshtain stabilization policies in the face 
of tremendous odds <as in 1% and 1985If and/or to r e t m  to such pficies 
after having been f ~ r d  to abandon than temporarily bo in 1981). It is safe 
to say that the ESF prqgxm has occupied the center stage in CODR poticy 
fomGoa ax3 b s  proved to be the mafor catsrlpt in nudging the GODR 
towards main&Wng tkre stabitizati~n effort or in restotdng it after an 
intemption f o r d  by &ffid . t ies  

According!yT the ESF wnditkmlity bsicalry has ken desifped to 

persuade the GODR to maintain sbbiiization efforts and, In psrticutar, to 
reduce the budget deficit and to dew a free, mark&-determined exchange rates 
to funcrioa in an exchange system ftee of restrictiom6. For such an exchange 
system to functicn effecliveljr, USAnllDR has supported c~mplemeatary poxides 
to meate the right co~tioths, such as pass-through of the cost af exchange 
rate adjustments 10 the state enterprises (such as CDE) and to the ultimate 
c033sumes; red~ction of the budget defidt of the Central Government and. of 

6. ~ t a B  of the conditions iacoqmrated in each ESF agreement since FY 
19432 are hctuded in Annex 3. 



%he c'onsc&af& public sectoz monetary restraixxt and mainfemnce of positive 
real ;irPterest sat= and pudentexted debt rnmagcrmenf;. 

h addition 10 the shofl-tem sltabilkatioo mmpnent, ESF (20f~ditiornraEity 
&so iiracludes a medium-term structmi adjusment oomponent, such as higher 
p r i e  of wmdities (petrokud md increased charges for services of state 

enterprises Ce1ectridXy tariffs charged by CDEk jgadual elihninati~n of 
consamption subsidies and state marketing <by limiting operations of parastatals 
such as BESPEh removaX 05 carntra'ts and restrictions on exports; reduction 
of the dec$ries"ty geaeration costs of CDE: liberaIktion of controls sad 
restrictions lgrm cxpsb:  &versification of sugar lands: snd improved access for 
Sbe private sector to CEA Isads 

The S F  for FY 3982 and FY 198.3 made hardly any use of palicy 
mnditionaiity -- only provisions for r9gnrIar CODE-.m cznsultations on 
economic a ~ % e r y  and for a G-ODR letter outlining tne economic program. 
The 4s Embassy and ahe GSLuxT %fission were more concerned at that time 

kdping the DR recover from the severe effects of Hwricaaes David and 
Frederick * a n  in r n ~ ~ ~ o n c o r n i c  policy reforms Also th3 mamdecdnodc 
prebiems had not d e v ~ f o ~  hto a fa -b l~wn crisis at, that time. With new 
Headership in the US Embassy and the U W  ~Wssion~ and as a result of the 
worsening macroecon~snic env-itomtnt, the ESF programs since FY 19% 
contained increasingly severe clarncrjtions related to stabilization policies (see 
h e x  31- The FY 11984 ESP, still iin rhe preKemp period, made 
WOR-LMF agreement one of the conditions, but subsequernt ESF agreements 
conbinmi specific madirtions fornubfed by AlD staff md made nu reference 
to the LW- 

Xsr the UWD,dDR approach to the irnpiementaltim of ESF poky 
mnditiondity since FY 1984 the &.portant efements have been the size sf ESF, 
.terms sf resource transfer, W g  of &bwsetnen%~ use of sanctions lo 
afo- Conditions Precedent and &venanh, and poiicy dialogue. 

3ts for the size OP the ESc the year-byyear variations in ESF amounts 
(se Table 29) show &at there has ken an effort to bihr  the mF allocations 



to *he znagnitsde of the adjus;Znicnt efhrt king made by the CaDR FOF 
exampXe, the krge ~ocatioas in FY 1982 and FY 1$&4-$5 regresented AJ1D. 

with tbe IMF* 2he adjastment measures taken by the GOIN? in 19% mci ear& 
1% as p t  of the "shadow" grogram, and the implementation of the I985 W 
standby agreemeat The smaiIIer allocations in FY 1983 and FY 1987 reflected 
,A.I.D-'s displwwe with the 'drift' i~ the GUDRs economic piides 

Nahol~d~h Zt is true that the ESF carmot and should not be usexi as a 
*lfsr&el* and *that one cannot buy policy change. the garnot' 51 the "carrot-md- 

stick' approach can be effective if properly applied? in the DR, the 
rebtively large size of the a s h  transfer in the *adjustment parsu bad an 
economic justification as well - to provide res;aur@es for essential imports in 
order to reduce social aanld pZitical &.content generated by the hardships 
resarMis3lg from the adjustt?sleslb measures By the same token, the absence of 

any IESF disblarsemeat in FY 2987 reduced the @icy Muencc of AID in 
helping correct the erratic policies foUuwed by Phe CODR in 1987. 

As for the terms of aht resoure transfers, softer terms presumably wuufd 
provide a greater incatisre for piicy refsrms, bas& on the fugic conhhed in 
the preceding paragraph With tihis in mind, the ESF cash transfers after, FY 
1- were changed from loans to grants, in view of the dil["ficuft adjustment 
pok i s  hp leme~ted  by the W C R  in bte 2984 and early 1985 Rnolher 
reawn was &ah irr view of the polidcaS in-fighting in the GBDR, the required 
legisIative ratilicadoa of external toan agreements was doubtfd, since Senate 
President Majlutar had expressed his opposition to Presideat E(3ancaSs paficies 

The im~pgrtance of a-cfu! timing of disburseme& in order to facilitate 
difficult p ~ k y  decisions is brought out in the Dominican case. On rhe 
positive side (the decision to go ahead wi% the dkbursement), mention may be 
made of the two &bwsemeats of the $34 million FY 1W ESF Ciu Augyst and 
Se~tember I%), 3inW to hptementazion of the "shadow" program &ring 



1984, the adoption of the "interim economic program" in August 1984, including 

the adoptior, of an Tntermdate~ exchange rate for oil imports and the 

disbursement sf the S50 million FY 1% ESF in December 19% that paved the 

way for the exchange unification and other drastic measures of January i98LZ. 
The three ESF disbursements totalling S135 miltion in December 1984, April 
1985 and kcember 1985 enabled the DR to m e t  the B@ prfommce 
criteria with respect to net foreign s e t s ,  repayment of external payments 
arrears, and net domestic assets 

For any foreign donor, the use of sanctions for noncomoliance with 
conditicns pses difficult psoblems. Although sanctions are a last resort, 
USMD/DR did resort to sanetiom on a few carefully selected occasions. A 
good example of sanctions is the decisicm of USAID/DR in the first hztf of 
2937 not to sign tbe ESF agreement for FY 1987 (even though the allocation 
far the DR had already been made) in the absence of agreement an 

stabilization Cparricu hrl y exchange rate) policies In addition, USATDIDR 
delayed through administrative action, the disbursement of RLD. funds 
avahbie to the DR under existkg agreements These sanctions had an 
important Wring on the GODR decision to go back to stabilization polides in 
!hve&r 1987, In another instance, ALD- stopped l d  currency 
dhblmrsernient. until the GODR complied with the requirement fur making 
csuntqart  deposits An important factor was the hsninican perception that 

the United S&ks would withhold disbursement in the event of noncomp~imce. 

P~l icv diallome consfitrites the most important instrument for the 
implemenbtion of c~nditjonaify and makes possible a coordinated use of the 
four other irsstnsments mentioned &ve. ALD. has an advantage in this 
respect because of its continuous presence in the cwntry, whik donors like 
the W and the B R D  have to rely oa periodic missions. This. a*es it 
pussibre fur AID- to have a continuous @icy dialogue, the effectiveness of 
whick depends on the quality of the Mission's econoroic analysis, political 
judgment, persona3 relations with host country officials, and judicious use of 
the four other instruments mentioned- judged by the results since 1984, the 

perfonrtance of ESAIDfDR (supported by the Embassy, includi~g the active 
involvement sf the hhasadur) has been exellent The palicy disiagrrc and 



use of sther instruments by ME- contributed meaningfufly to the broad-based 

stabiIiza2ion efforts in 3984-85 hduding the 2% W standby], and the 

exchange rzte and fiscal policy measures of November 1987. The performance 
may be considered remarkable if one takes into account the drastic nature of 
tic poficy reforms, the continuing dissension within the SOIlR* the 
frequent changes in the composition of the Dominican ~oncsnric team. The 
influence of USAID programs in the DR h achievii~g policy reforms represents 
a high "rate of returra" an US. "investment" in the DR through its aid 
programs. Far the sake oP perspective, however, the DR is a special case with 
a long, c!ose relationship with tfie United States. 

The €SF al-tion for the DR for FY 1987 is shown as zero in Table 29. 
h ESF allocation of 929.8 nil'iicrn was originaily programmed for FY 1987. 
The rmegotiatisrrs between CSXDIDR and the GODR regarding the 
conditionaiity for the EY 1987' ESF broke down in June 1987, because the 
GODR was unwilling to commit itself to a market-determined exchange rate 
piicy. Later, S6 million of the SS9.8 million was reprogrammed by AfB. far 
other uses After GODR fiscal and exchange rate p~Esy measures of 
rwbv-r 3987 (see Chapter 11) sho*wed that stabilization effcrts were back on 
%rack, USAID/DR recommended the restoration of the remaining FY 1987 ESF 
 tion on aP S138 rnfioh This rec~mmendation has k e n  approved by 
ALD.JWJ. In retrcspect, it is clear that the absence of ESF disbursement in 
FY 1987 and the dim prospects for ESF afiocstion ir? FT 1988 made it difficult 
for lhe USAl[D Mission to influence the course of policies in 1987, 

For FY 19=, a significant reduction ir! the tentative: allocation of $35 
m a o n  (see Table 29) is expected Ir, fact, no FY 1988 €SF altocation has 
w n  approved so far (March 198231 ta the DfS of any other Caribbean country. 
In view of the considerations nten5one9 a h v e  regarding the size of the ESF 
dacztion, It is isprtant that a -::-btarAtia2 ESF allocation for the DR be 
approved for FY IW* s i n e  Cbe GODR has taken important palicy measures 
and plans other rneasx~es to a c k v e  stabilization (see Chapter II?.. On the basis 
of thw policy measures, it is likely that a GODR request far a standby 
arrangement would be approved by the IiW, which would make possible 9 

re&mluling of the external debt awed tu the Paris Club and commetciaI 



banks Hence, one may visu&e a scenario in which a substantial ESF 
allocation in FY 1988 (when. it is sorely need&] wutrld make possible a 

phaseout, in Lle foreseeable Catwe, of the ESF program Pa suppc-rt short-rm 
st&iEza~o~ and its replacement by one directed tc medium-tern skxctur=II 

adjustment 

Coordination %ith Other Donors 

The objectides of the slabilkation policy ccmpnernt, which constitutes 
the basic t h s r  of ESF conditionality, arc consistent -with the objectiues of 
the policy mix incorporated In L W  standby and EFF programs. While AID and 
b9F have developed their utvn co;xlditionrslity independendently of each 
(ot.ber,their cund3ionality hss k e n  coasIstent and mutually supportive because 
of the harmony among their sSjwtives The successfql impternentation of ESF 
conditionality necessarily involves dose coordination vAth the stabilization and 
adjustment polities supported by hZF- For example, the intensive and 
continuaus ALD. policy dialogue with the GODR was a major contributory 
factor to ~e 192% stsndby agreesent: and the brge and timely infusions of 
ESF czsh transfers ex~abid the 3R ta stay in compliance with the L l  
performance criteria 

AJB. and IMF policy crsordinatiafi ir? zhe DR has h e n  close. Atthough 
some contact has k e n  maintained Set.rvecn ALD. and the IMF in Washirrg&oa 
at a e  headquarters level, policy cmrdimti~n in a real sense has keg achieved 
in the field between USm,@R and visiting missions. The conclusion of 

an EFF agreement be%~~een *9te L%F and the DR was fadlitat& to some extent 
by ~tae ALn piicy d i d ~ a e  with the GODR zmci %he F'i' 1982 IESF. However, 
it a n  be stated cafegoriaIiy that the more active and effs"Jv9 policy role aE 
1JSAf&T3R during 1984-85 eweid tc- the cunclasion sf the 1985 M F  
standby agreement zts well ss to iht ~tiaxzsstut impleme~tatioa of the 
sbbW50r-1 prosam x s  was due to a ntzmkr of factors, such as lfre 

change in the leadenhip of the U S  +Mksi~n in the DR f h t h  the Embassy m d  
USNDJclRk the wi,llingness of xhe Mission wet only la wake ESF canditionaf, 
on acceptable macfmorlor3c p r f o r n a n ~ ~  [see finracx 3), Stlrt to irnpkrnen: 
such conditiondity effectively ihr8ugh a cmrdinated use of the instruments 



available; the rdativefy large size of the EFF during 19%-8% the hminican ' 
perception Lhat ahe Udt& States would withhdd disbursement in the event of 
~ancumpliance; and the careful th ing  of the disbr;rsemtznts to facilitate 
difficult policy decisions, for example, the disbursements of August and 
September 1989, Fwthernore, without the Wee l?SF disbursements of 
E3ece-r 1984, April 1985, and December 1935, it is doubtful that the GUDR 
would have adopted the necessary rnezsures that I& to the conclusion of the 

standby agreement in April 1985, or that ths DR would have been able to 
comply with the standby performance miteria for net foreign assets, repayment I 

of external papeats arrears, and net domestic assets (see Chapter ZV). i 
During I987 and 1988, USm/DR has maintained its policy dialogue with 

the CdDR and its contact and coordination with the liW, even though no BF 
standby agreement has been is effect since April 1986, and there was no ESF 
aliocations in F Y  2B",f, The conditionality proposed by USAID/DR for the IESF 
for FY 1987 (which the GODR rejected in April 19237) was consistent with the 

mF approach+ The persistent efforts of USAlD/DR, even in the absence of 
ESF disbursentcnl, have greatly influenced the GBDR exchange rate and fiscal 
policy decisions since November 1987, which show the resumption cf 
stab3izstion efforts (see Chapters II and Nl. 

W k  the cwrdiratiun between M D .  and the IME in the D2 has &us 
been e x ~ p t j o u y  dose, Xhe timkg and magnitude of the local currency 
expenditure under A1.D. programs mxasionally fed to some conflict between 
the two- For example, in 1985, the BCRO *sterilizeda some of the MD. 
counterpart funds without wior consultation with AID? in order to stay 
within the MI? credit ~iXmgs.  As a matter of principle, USAIDmR objected 
to Wi even% consequently, the GODR agreed to avoid any restriction on 
loca1 currency disbursement "without prior consultation with and written 
approval of the US. Mission" b e  Chapter TV). In actual practke, USAlD/DR 

I 



did not have much *fficufty in adjusting local currency d i s a m e n t  to tl[rd 

requirements of monetary stab-tion - a god it s h r e d  with the m.8 

There has not been any significant policy coordhation in the DR between 
M.D. and donors other h a  the W Csuch as the BaD, DB* Paris Club, 
biiatcral offib%l donors, and mmme+J banks), because the operatiorrs of 
these donors have not had much & s t  impact on GODR stabilization and 
structural adjustment policies in many developing countries, the [BRD exerts 
a strong influence on structural adjustment policies. However, the I B W s  
influence on GODR poiic4es has been rather weak in receat years, because of 
the small size of its net Sending to the DR since 1983 a ~ d ,  in particular, 
b a u s c  of net repayment flow from the DR to the IBlRD in 1986-87- Also, the 

BRD ,15ircy mie in the DR has been constrained by the fact that it has made 
no SAL or sectoral adjustment loan or ofher quick-disbursing loan for balance 
of-payments support However, brcadly speakkg, the active role of 
USj'JD/DR with respect to stractu-al adjustment policies has supported the 
BRDI because there are many common elements between the AD. strategy in 
the DR and that of the BRD. 

Although the JEDB has k e n  a large lender to the DR in recent years, it 
has foff~wed its normal practice of refraining from imposing conditions related 
to stabiktion or structural adjustment policies- The W a g e  by the Paris 
Club and commercial barrks of their debt rescheduiing to the LW standby 
agreement has. in effect, led to some policy coordination between them and 

ALD. The bilateral official creditors (other than the United States) have nut 
required policy conditionality- One important mechanism of Coo~dinatio~ used 
by USAID/DR has been to provide the funding of the local currency 
corunta-prt lor loans made to the DR by dge IBRD. DB, and other dorms. 

8 FOP. a discussion of the conceptual aspects of reconciling locat currency 
disbm-sernents witkt monebry st&WSaa see AAOiMozarnbique, Policy 
Stratem for Utilization of Local Cumencv Wwsits, a report written by && 
Haris jadri. 



This section d& with the degree to which the diverse AUk program - 
- PL4W Title §ectio~ 416 a d  FSF - complement each othef- Since the 
primary - of this study is an evdua~on of the efficacy of B F  - both in 
terms of assisting the W D R  in reaching a level of stzstaiaed economic grow-th 
and in tenns of aLt);s orgoing pollicy di&a~fue impact -- PL-480 Title II, 
which has tr;z&thStally k e n  8 grant program intended for h d t h  and soda1 
welfare p r q p n s  f a d  not ecxmodc development as such), will not be 
2dW-d 

Cuap!mentarity Among Programs 

There is considerable compferncntarity among PL* Tiee I, Section 416, 
and BF-funded projects On the rnacroeconumic levell, 5115 three pr-ms 
provide, either directly or ~ ~ ~ t . l y ,  baX.ance--of~yments support. With the 
B'L-480 2nd S.416 prugrams there is nu cash tramfer; the batmceof-paments 
support is hdirect anC takes the form of s commodity transfer. The W D R  
imports commdties from the &it& States as a low, thereby saving foreign 
exchange ;that the DR would other* have spent on these h p r k  In 
comparison, ESF cash transfers provide direct balancrof-payrnents support* 
The GUDR is required to use the dollars to purchase machiaery, spare parts, 
a d  intermediate goods from the Unit& States 

The prqpms differ in the area of I& currency generation. Under the 

PL-480 prugraan, local currency is generated from the safe of commaditfes in 

the DR With ESP, the WDR is abtigarted to deposit in pesos an mount 
equivalent to the cash transfer; the source of the pesos is immaterial. 

The issue of complementarity is most evident in the prmamming of the 
id currency Ithat each program generates %tors are specified to which 
these comtapart funds must be dcxxated; PL-40 Titre Z Ims! currency is 
supposed to be program& Car m d  dev~lopmmt and ISF local currency is 
intended for private sector expansion ]taxif currency generated under the 
recently initiated Section 416 sgreernenks is progrmmd almost exdt15iveIy far 



&&my project& howeverT defy simple d~ssification as a rural development 
0s private sector expasion projece An example might. be *he consmaon of 
an artery linking a free-trade zone with a Pdgja-1uay A farm-tomarket rad 
omid dear1y be cdnstmed as rural deveIopmenl, but in wse ~ S C Z  aids in 
privrsze sector c 
s6xamts and the funds ib each are treated it~~ordingly, to the extent that 
m y  projets annut be neatfy categorized, 1acaI cimency fmds are treated 
as a p1 for funding projects which fa3 within the SCOW of the Missio's 
objectives A case in pin t  is the ongoiflg mtal savings mobiEzation project 
wbhich is !being funded by 10~31  currency geceraled under both PL-480 CFY 
19%4-8363 and ESP (FY 19861. The projet cannot be strictly ctassffied as 
&%her rural development ar private sector expansion but is a prerequisite for 
both 

ft is evident that USAlD/DR h;as k e n  pmdenr in supporting ody those 
pr~jects which d0ve(t2;5 with the obi4ve.s  outlined in the FY 1987 C M .  
The objectives m y  be broad& sbted as foflows 

Pr~viding funding for projects that aid i ~ ,  the ecoaodc stabilization 
PT- 

Promoting the expansion of the nontraditional export base #rough 
&creased private hvestment 

Assisting In the diversification sf the agriadtural sector into 
nontraditional mops with foreign exchange c;amhgs potentiat 

Of the I d  arrencjr avdabIe for programming fmrn ESF EY 1982-Sf 
nearly 43 petcent has been allocated to private sector expaxsioa L d  
currcency generated ffom f L 4  F'Y 1984-135 has been geared princip&y toward 
Srastructure hprovement m y  5 w e n t  has k e n  allotted fw agrh~turaf 
&versification This is one wezi where the M i s l  intends to f m  more of 
its attention and its resources The major eastacfe facing the Mission in this 

regard is the relus3tance of CEA to reliaquish contrd of sugar lands, 



.MChowgf: CEA is wutio~~ly receptive to the notion of diversEcation the 
&&ision has had Wted success in persuading it to d a w  private sector 

prridpti~in in the PGCESS 

T'he Mission tras had ssaxss in agricultural diversifiatbn using 9416 
e o u n t ~ ~  h d s  Virtually all Ithe Section 416 local currency has W 
programed for agricxtlturai divemficarioon The two agreements are expected 
to yield apptoxizmte1y RDs 248 miU.ion to be used in programs whose principal 
aim is to dieviate the fimandad and economic stress associated 6 t h  rdt-30n 
of the US. sugar quota for the Dfa and with the collapse of world sugar 
prices To this en& roughly RDS 15-16 million has been authorized for release 
for a c r d t  extension program to small farmers in areas affect& by sugar mill 
closings; another RDS 11.6 million has k e n  apportioned as credit for 
agrimItural production for agrarian reform beneficiaries; and rough?y R M  87 
miHioa bas h e n  aUocat98 to support the m-business Division of the State 
Swpi Cbarnciie. 

The largest portion of local funds generated urder PL-480 FY 1984-86 and 
ESF FY 5982-86, nearly 38 percent, has h a  prugrm~ed far infrastructure 
s ~ p p f l  01 this amount more than 35 percent has been allotted fur the 
wnstslldan or rekbilitatim of paiis, rural d s ,  a ~ d  highways: mare #an 20 
percent lo the improvement of irrigation systems; 2nd more t b n  22 percent 
for the rehabi5itatloa of existing electricity systems. These projects clearly 
Oo not faU under the heading of either agri4tmaI diversification or private 
sector expansion but ate nonetheless esenti2s3 to facilitatz such d*ersificatioo 
md expami~n 

Two of the ALD. M.i&otl's principal s t r a t  goats are rapid 
divemifiation of tbe agridturat sector into aontraditio~al crops with foreign 
exchange earning poXenti~11~ and expanded private investment in both the 
Wugttial and agricultwd sectors. i4ssocbIed objectives are hcfeased 
agridtwa0 jprlobuctiun and promotion of equ=?ts. 



Tlhe st&il iat i~n goal, which is the primary focus of ESF cash transfers 
is a primary meam of promotkg increased aggicaiturai prdttction and exports 
in aantraditional crops A m ~ k e t - d e t e ~ e d  exchange rate is the single aosl 

hpottsnt factor in promoSiing exports Reduced inflation enmurages savings 

and long-term producthe Snv&tment And ratiooat pricing of food products 
which irr turn promotes domestic production, is an important factcr in rdtrchg 
public sector deftits nus, the ESF conditionality contributes directly to the 

achievement of the AD- Hission" a@c=uZtw"al goals and has, in fact, beten 
included in the self-help targets of P L 4  programs since 1985. (See bar B 
of the P L 4  agreements covering 1985 and 1986.1 Furthermore, the Decxmkr 
z3. 1984 ESP agreement called for pricing the services d public enterprises at 
current costs, and redacing the deficit of the price stabilization institute 
R E  FY 1% ESF cconditionaiity \vent further in areas affecting 
non-tra&.itional aigricultusal production and exports by aIIlng for 

The removal of the 5 percent exchange tax cm nora-traditional 
exports 

A significant reduction of the 36 percent surcharge on traditional 
exports 

3 e  development and publishing of objetrtiue procedures govmirrg 
restrictions on expi? prducts 

hcteased access to state sugar lands by private investors 

A s;izidy on which to hse natioaaI sugar @icy asrd diversification 

W of these five points have snce been complied with In 1986 the 
WBR leased 2O1W hectares of sugar lands ta private investors. The GUDR 
has removed INESPRE from fux~ctions related to marketing rice and aaer WC 
f& cmmdties, and has elhkated the consmet subsidy QIE rice. 

AD.'s project lending in the ag idturd  sector supports the principal 
objectives of increased noa-traditional production and exprts by charmeling 
~~ credits for this type of production and for diwersificattem aE sugat 
b& dgrldtttxcd sector projects also provide funds for naturat resources 

management* on-farm water management -- with parlinrlar fonrs on local 
or~i3njzations h both owf -- and dairy development, and agriculture exgort 



promotion These P T Q ~ ~ C ~ S  add to .SU).'s ability to enter into effective 
agriafturd pdicy d i sb igu~  That d idwe  is further strengthened through 

fun of an agrim1twaE policy research rmit that has already made 
mnstrrj&ve mnssnmaaions an rice and markethg to the mtiorwI 
a,griw~~wal et30miL 

The A3.D.. ;G8'sion*s objective of o strersgthened private sector cuts 
across both PllP @4:ulturaI and indwlrial sectors The blission thus far has 
done more in the agricllttutal sector In terms of both investment of resources 
and rtsw9tw as desxikd abw~e. 

The Sfissim's prhcjpzI prqrams and projets affecting the private 
rna~ufac~urlng sect0r 8t this time are the provision of some million 
cqrdvalml in exprt-oriarted a&-business credit. infrastructure support lor 
frs# zone dewbpmat. strengthening of inkpestmeat and export promotion 
h~iautions promofion of micrmterprke devekpment, promotion of a 
debt-quity swaps program, and policy dial- on regulatory and procedural 
reforms. Free wade zone progress has been spectacdar. pfi&rly in ~e 
sewing and re-expoft of textiles C :her manufacturing is expected to develop 
in the free trade z~nes. i s m  19% aioon an estimated 12,000 new jobs were 
created in the free trade zones Paogress bas also been made in agri-Wines 
and smdl industry and rnlcroentesprises with an estimated 4,700 new job 
created in 19%- Pericy dialogue has led to the resoIuSion of a dispute 
between OPIC and the DR and the resumption of OPE investment guarautee;, 
i s rsmce,  and loan prqmns  in the country- The Invsmena Fromotion 
COmd and the Joint Agricdturd C ~ r t s ~ b X i ~ t !  Committee have k n  
~ t a b ~ h e d  to provide iafonnational. promotional. and advisory services rebting 
to hvestmeaf and expos& 

As in crhe caw sf .the objectives of increased n~ntraditianai &cultural 
production and exparts successful stabilizafon r n ~ ~ ~  promoted by ESF cash 
transfers are likely to be the single most significant set of actions promoting 

private sector manufactures and exports over the tong term. A 



5ea3M~ exchange rate, promotion of savirrgs and investment thsough reduced 
inflation, and reduced pubtic sector demands on savings all are b w n s  to 
rational a3Uo~:ation sf resources to private manrrfacthg. 

Two major areas of maaoecxnomic piicy relative to increased private 
sector nrofiwfactdng and exports have not yet k e n  addressed: cveratl tax 

policy andi tariff policy -An effective tax and tariff poWy reform could orient 
investment toward the most competitive products, eIiminate distortiomy and 
w-astefd suhidh& import substitution, and still maintain an adequate base. 
This thenag is emphasized in the LBIRD's January 21, 1987 reprt  No. 5%W, 
_The Dominican R e ~ u b l i c  An +kenda for Reform. It may be possible for 
GSADIDR to play a valeable role in this area with its B?? cash transfer and 
2 d  currency resources in emrdinatior! with and support of the MI). The 
ALD, Mksioa has a strong rule with regard to large and increasing amcrrrnts 

of 1d mrre~icy, Currently* very tittle of this local currency is going for 
manufacturing. h the butwe, more might be chanaefed to mmuficturiag 
PhaQugh an intermediate credit institution, such as FiDE, in support of tax and 
Wfl refom to promote competitive hckustry 

Energy is a specdad issue in the DR because af inaeasingiy severe power 
sh.ort;ages dw largely to the jneficieacy of the Dominiean ELectric Company 
{CDEI. The CDE provides hadequate and unre5able power while incurring 
large fimnciai loses 1% fimancial losses are major contritmtars to the pubtic 
sector deficjbts CDFs prbdpat m e n t  p t ~ b k m ~  are neither lack of capacity 
nor llaw r a t s  although janproventents in bath capacity and rate structure 
buubtkss will k needed over time The greatest problems are the resu!ts of 
poar management of existing facilities in terms of maintenancer inventory 
can~o l ,  biU ~ @ ~ c G Q R ,  avoidlance 01. theft, accountin& budgeting, and 
operati~pts control One of the results of CDEs poor performance is ihe 
costly hbUatian of small private generators for individual busislesses 

The & C Y U S ~  of the energy problem is widely r e q d z e d .  Many danors 

stand ready to assist; however, there Is no mnsensus on how best to a s k t  



AID* has provided some emergency rehab5totiort assistance for boilers 
2nd generators, fmndzy3 for ;a pSot energy project, acd planning assistace 
ALD. has also lent floating power plants, whiie pressing b t h  for improved 
fim& -went, and for Zhe devdopment of a preventive maintenance 
program ALD- is akn promoting the concept of privatiz;rtion of at feast part 
of the cktric power system, begbaing with discrete commercial such 
as free zones srtd cammercbl centers Westinghouse is exploring the 
possibility of joining some Dominican investors in Santiago and in the northern 
part of the country for private power development. 

Japan, Germany, and Italy are also interested in energy projects. Japan 
signed an agreement te finance a 560 million hydroelectric project near La 
V q p  a p a r  snd a half ago. but the Dominican Congress has not approved the 
project Germany has financed some subtations in the eastern pan of the 
country, and is in a psition to provide technical sssistance. ltafy is 
considering offering financing for a thermal electric plant near Batauna. and 
technical assistance in management, trainis srrd col5ectiua procedures from 
EXEN of Italy 10 CDE 

Meawhile the BRD is nearing compfethn of a major project proposai 
for management assistame and reMXitation of the CDE's activities in S n t o  
Domingo. The BRB believes the major issues are management and 
mintenme, not new -pacity, and Xfiat when new capacity is needed, thermal, 
not hydrueiectric pcrwer should be instaUed. 

CDE's probkns rekite % ESF conditianaiity and stabilization primarily 
through the fnandd impact of CDEf deEdt, and the effect of CDEs 
inefficiencies on production and competitiveness 'Thus, improvement of CDE's 
operations is of prime eceaomic importance It is necessary to assess 
priorities and the appropriate roIes of the loreign governm, ants and 
international. agmdes Interested in the power h u e .  



11 2s clear from the c3r'smsa'on in the preceding chapters that the 
aUoation and disbursement of a s h  transfers under ESE programs have made s 
psitiwe contribution to r2ae adoption ;md impIementation of policy refom 
programs in ihe 33R policy refarms have covered stabilization policies, 
hsnciardiag marketietemined exchange rats, reduction of pt&fic sector deficits, 
monetary restraint and positive real interest rates: diversification and 
privatization af sugar lands; IliberaEzaZian of cootmls and restrictions 0x1 
exports; rural sasavhgs rnobijiiation: improvement in institutional and financial 
performance of sfate enterprises, such as the CDE and reduction of 
mnsasrslptian subsidies by limiting the rcfe of IhESBRE. In fact, it would be 
safe ti3 affirm that the WERs pursuit of stabilization polities from mid-1984 
XU mid-1% and again towards the end of 1987 would not have been pos&fe 
without eonhuous USaxD/DR support through pnficy dialwe and judicious 
timing of &bu~serncats aP substatid cash transfers under B F  agreements. 

'The contribution of  ash transfers to tlxe ecanumic development of the 
DR has been subsbntiak The more important contribution has been indirect: 
cash trmskss have made possible lhe adoption and implementation of 
stabilizatioa piides and other policy reforms which, in turn, led to economic 
recovery by removing or meliorating the impediments to economic 
development mere is ample: evidence from tZle experience sf the DR and 
ather Lf)(=s that economic groMh suffers under conditions of persistently high 
inflation and reexrent Mane-of-payments crises, and that sustained 
stabilization policies lead to acceIerated growth after an initial pause st. 
d=onsac;tion The direct contribution of cash transfers has h e n  through the 
iniosion of d o h s  which augments Dominican purchasing pcwer over external 
g d  and services 

The validity of this propsition is shown by tfre fact ?.hat the growth in 
red GDP [see Table 1) slowed dawn h 1982, mainly bec;le of T i d a l  
imbalances and foreign exchange constraint. Real CDP made a temporary 
recovery in I%?# largely reflecting grmter foreign exchange availability as a 



serrft of the EF, me EFF, and the commercial bank debt rescheduling+ The 
slow growth during 1981-86 reflected the initial pause or runtraction resulting 
from the stabiEziation p l i c h ,  aggravated by p r  agricuh.rai performance 
under adverse coodiaiczns (particularly in 1985). Red GDP resumed 
growth in 1981. M o r e  signifcant is the iacrease in agrid:ural exports from 
SX adlion in 1% -to an estimated S T  million in 19% the increase in 
industriaI exports (mostly raonitradEtioMf') from 5% milliian in 1985 to an 
estimated S136 million ia 1m and the increase in value added in 
non3radition.d agriw1ltute of an estimated 4.6 percent in 1987.9 

From the above discussioo, it is clear &zt, while #ere was an 
unavoidable social cost of adjustment policies during +fie transition period, the 

resumption of economic growth on a sustainable basis as a result of cash 
transfers has stimulated exports and agricuftufal praductior., and has promoted 
equity by benefiting the w a l .  relatively pmr, population, including women 
The resources p t o v d  by ESF have haitat& 'adjustment with growth.* 

For the sake cf perspective, it is important to enter a caveat here, which 
is related not to the usual stabilization versus growth dilemma, but to the 

problem af the 'high debt' countries such as the DR. In spite of the best 
efforts of the US. government (foucwing the approach of the Baker Plan), the 
294[F. the ZBRD, and the Park Club* the %gh debtw countries have nat 
succeeded in attaining aceptab2e sovvth rates while maintaining contractual 
debt service. Various innovative approaches to this prubtem ate being studied 
in the O S  government. the U S  Congress9 DIIF. BRD, and academic 
carnmuniay. The crux of the pr~bkm, namely, the adverse effect of the debt 
service burden oa economic growth and social welfare in "high debt" countries, 
remains unresolved This is evident from tke proceedings of an intemtionaX 
~3mpsium on the subject. with the participation of M.D., the IBRD, and the 
Mfican h~e'iopment Bank, heid in Uiartourn in March 1988, 

9. Data provided by USAXDfDR!PRG/ECON. 



- Irnpfmenta?bn and Management 
of a s h  Trader5 

The following hpkmentation and management issues related to cash 

transfers merit wsssidlegation 

Monitoring of the ESF program falls into two broad ares: 
stabili;sationlstruct11~al refom components of the poficy didome and the 1-1 
currency ?program Since the Mission sets quantifiable targets 10r wch things 
as money supply growth, credit to the public sector, and fiscal deficits* and 
these variables are published monthly by the BCRD, progress on these reforms 
is fairly easy to gauge. U W  sets performance benchmarks for structural 
refom; these benchmarks include the amovat of CJ% lands that must be 
uti1Tz.d fur mops other than sugarcane, ant3 the growth of nontraditional 
expisrts. Monitorhg performance in these areas is fairly straightforward. But 
some a r e s  of structural reform are more qualitative than qmutative, such as 
improvement in tax admizGstation or tariff reforms, and are more difficult to 
monitor.. 

LC Program Monitoring 

To enable USAZDfDR to oversee effectively the large local currency 
program that has deveioped over tfie past four years, two n a v  entities have 
been creat&l0 On the W O R  side, a L-1 Currency Coordinating Ud? has 
been created within the fer:hnical Secretariat of the Presidency ~TSPI. This 
unit, under the guidance of the Technical Secretary, is charged with 
monitorhg the exeation of the local currency program, reporting to the 
USAID on program progress, and accumthg for all local w r w c y  program 
funds utilized. fhis unit is composa of three divisions - Pr~jects~ 
Accounting and Audit and Title I %1es - which have a total staff of 27 

131. The description of the i21s.iituoi~asi.l structure far focal currency prugram 
monitoring is based largely on USiW/DR, FY 19&5-89 Action Plan, March 1987. 



kisludi;tlg 220 professionals Given the increasing n u r r k r  of projects finarced 
uncle+ the l d  currency prqram, additional audit persumel will soon be 
r q ~ i r d  These ~ o p l e ,  as is the case with the current s:aX %--ill be hired 
-der contracts financed from local currency program p r o a x i s  

Om the USAID side, a Low1 Currency Coordinating Divfslc~n k. s been 

created within the Capital Resources Development Office. This dx~iisr 7n is 
presently composed of three p u p k  is charged with caorrtin~ring f& 
currency matters within US&D and between USAID and the Cwrd;:nat3ng Unit 
in TsP. specific this division manages the Imai currency programming 
process and the review of project profiles submitted by the CODR far US- 
appraval and financing with 1-1 currency. This division works che!y  with 
5he USAID Technical Divisions to oversee the implementation of the local 
mrrency program by undertaking site visits, and initiating audits and 
evalustiors of projects or activities as the need arises. Because of the size clf 

the program and the added rcsponsibiEities associated with the new Section 41; 

program, an additional, fowl W e ,  eSC l w l  currency spectalist is being 
remited 

The GQDR has identified a basic inslitrrtional structure for handling the 
local mnency prixRedS under the Section 416 program The Loaf Currency 
Coordinating Unit within TSP will administer this local currency much as it 
now does far the ongoing Localf Currency Progrzrr;. It wit1 manage the bask 
prcgramming process review and process specific requests for uses of this 
loc~f. currency, and insure accountability of funds. Once reviewed by the 
TSP, the basic pxlugramming of kaf currency as well as specific project 
requests wirl be sent to a Sugar Diversification Cuwcil, made up of the 
amtrfs public and private sector sugar producers, for final approvd. Once 
final approvd has been @wen to project requests, the local wrreccy will be 
disbursed ffom a Swal Account in the E R D  for project purposes 



Rdationship B e h e n  tke Level of 
Disbursemen@ of Lxai  C~wrmcie 
and Monetary Taqget~ 

At m e  poiat, 1-1 currency releases for a$:-eled-upon projects were heid 
ap by the f&DR withotit rxtn~dtag~ii ALD-. because of W cuncttrn 3ver 
the nonetary efht  of such releses. USAD arid Dominican authorities 

this wmfd BOP recur, asd ]laneage conveying that 
anderstanding was incIud& in .knend,aent No. I ~f December 27* 19% to the 
Letter of Understanding of December 25, 39%. That Iacguage reads as 

foEaws 

The Government of the DR commits itself-not to agree with 
third parties or reach any understandh that restricrs the use 
or dfsbussernent of said EocaI rsrseacy without prior 
consdtation with and writter: approval of the United States 
Mission. 

Odays in Counterpart 
Deposits by the DR 

Delays in making counterpart deposits by the COD3 k s  specified in the 

relevagt agreements) have occurred for both ESF (see Table 33) snd 
Delays for ESF a n  difEcdt to understand since ESF deposits require a simple 
BCW accounting aperation AU but 19,400,000 pesos in ESF E d  currency 
counterpart deposits have nxIw beera made. The delays in the PL-480 
counterpart deposits may occur fsr mure ImdemtandaMe reasons szch as 
bminican pricing of flow far sate k b w  cost These delays have been taken 
seriously by USmIDR and the isue has been raised with the GODR 

h r  bureaucratic reasom the DR frequently delays disbursement of funds 
r e E W  by the W&OIE Efforts ta hprave procedures cantiaue* but 
thme efforts have not yet ~yieided satisfactory results 

Ps one part of the effort $0 speed up disbursements, the A.m. Mission 
has now begun to move some f m d s  through a specid privatz sector inactive 



account with the Banco de R e s e r v q  instead of through FH)E This, however, 
creates a problem of monetary managemeot, -use the Banco de Reservas can 
use tZre I d  currency deposits as reserves, thereby exgandhg its suppiy of 
available W t .  

Management Oversight of 
haattipie Channels and Projects 

The A][J). Xission recognizes the need to limit projects, and a draft 
internal order calls for a r d 9 c d ~ n  of the number of hdividuat projects funded 
with local currency- The current intention is to use block assignment for 
credit prcgrarns and a1lwaticn to the centrat government budget for 
infrastw-ctufe. 

Accumulation of Unrdeased 
tocat Currency 

The ALD. Mission has done extremely well in programming virtually 
l d  currency as it becomes available and in re1eashg to Dominican authorities 
about 75 percent of that which has been generated thus far (see Table U)). 
The tmreleased accum'jIation had become rather large by FY 1986 but it has 
since been grestiy reduced, bexuse  there has been no new ESF disbursement 
s h e  1986, As exp1ained in the early part of this Chapter wider Zd 
Currency;" the large amount of local currency expected to he generated by the 
sale of Section 416 imports wU not add to the acctlmuIation, becam it w2.i be 

quick-dkbursing through credit programs- in fact, at this time, therz is a 
shortage of nonwedit type of local currency for projects- For the sake d 
precision, it may be stated that while there is no problem of accumulation of 
unreiesed local currency at this time, there is a substantial accumuIation of 
programmed Gefeasedl but undisbursed local cllrrency. 



Division af L c e l  Cumncy Uses 
]Between the Public W a r  and 
the Private! Sector 

The ,%lD. Mhsiora does cot have summary figures on amounts of local 
currency &st have been released to the public sector and amounts &eased to 
the private sector. in part m u s e  of dermitional issues The Mission haq at 

different times, endeavored 10 achieve either 40/M or 5015Q splits fiehiveen the 

private sector and the public sector. The GODR has normally pressed for 
larger percentages for. the @Ec sector* but has seemed willing to count I d  
currency channeled through the Agricultural Bank, for instance* as ptrblic 
sector currency, even tfiough end recipients were private sector borrowers 
US. leverage on this issue is limited m ~ s e  most Iocraf cutrefley generations 
have been owned by the DR until the advent of Section 108. Nevertheless, 
there are strong policy arguments behind the AID- Mission's approved strategy 
to provide a higher percentage of local currency to the private sector. One 
pssib'ity in thif regard would be a new credit program through FmE for 
small and medium indus2ry. Such a program might be associated with tariff 
and tax reforms 10 increase competltiven-. 



The cash transfer program under the ESF is not tfre onlx nor e v s  the 
princid source of speciai balance-of-pyments assistance to the DR. QW,r 
sources include US* a$ricdtural commodity transfers, debt restructuring, M F  
standbys and EEEs, and Mexican and Venezuelan lo- fur 25 percent of the 
value of petroleum shipments under the San Jose accord. The major advantage 
of cash transfers, which outweighs the disadvantages is &at they can provide 
i m n n d t e  Wane-of-payaaents assis@eel if so desired, in support of poky 
reform programs, and thus give the MQ. Missions important leverage in 
negotiations to achieve policy refom It is recommended + h l  cash ttarssfers 
continue to be used in the context of policy reform, with appropriate 
csndi~odtyc 

The priority given h the ESP program to s ~ ~ t i o a  efforts, and 
mclulariy to the functioning of o mxket-detemhd exchange rate in ;an 

exchange system free of restriction% has been appropriate the emmmic 
~onditions prevailing in the DR However, it is recommended that, as the 
shofl-tern stabilization policies P d y  take hdd, USADIDR sXla&d mnsider 
shiftkg the e m p b k  of future ESF programs beyond FY 1989) towards 
medium-term goIic$es such as brc reform to stirnulate export-otiented 
production aod hvffstrcdent, and tariff reform to liberalize tb international 
trade of the DR in order 20 prum~te efficiency in domestic productin. 



. - 
The imrkp1ementa;Lion sf ESF condiziemlity by 

suaxssfd, because of effle@t.ive policy &a2cgue? gotxi pakitid judgment, and 
judidous use of .avd&k Instnme~4ts This perfc~z~szce is iailf*k&Ie, when 
one cundcfe$s that the piicy reform hpIemented were drMic and that there 
were ssious dksmsiams the W D R  and frequent changes in the 

~ n a m i c  team dwhg 1984-85. 

The five elmeats that coatribrted to this ~ u c c e s  are size of the ESFr 
terms of r e s o m ~  trarllsfsc, t h h g  of disbursements, use af sanctions to 

enfore Canditions Precedent and Cavenmk and policy dialogue. USAIDfDR 
has made a dcBhrate and sptematic effort to make a coordinated use of 
these elements, Far exampie, i thas  tailored the size of the ESF allocations to 

the magnitude and sesreri.;,ty of the W D R  adjust,?nerit effort, so as to cushion 
the impact It has provided the ESE an softer terms since 1984 because of 
the dif3~uIX adjustment pcsSi&es bkg kip1ementd ' L i w I D R  fias let €he 

of disbursements be determined by palicy considerations, by making 
faster dhbxpi=ments ta "Iliatem the GODW decision making for puticy 
reforms and slowing dawn or wiL%akbg disbursements in the event of puticy 
"drift" or inacaioa~ It has used sanctbns sparr'tsglr, so that lthe Dominican 
authvr3ties kmw that siwztior*5 be used br~a only as a k t  resort Most 
limprtant, it has canduccted a C ~ Z I . ~ U O W  a d  effective poticy dialogue in order 
to assist the W D R  in pursuing sound sracr=onom*c policies, using an 
appropriate a=orabimSon of fmess d rewive and understanding fot the 

problems encountered by the GODR in (he implementstion of these palicies 

The key factors have been wirZin@s to withhold cash transfers when 
main conditions were not being met, wiltingsl~ ancS amity to provide 
lxnmdate cash Warasfen in criticaI mounts and t i d y  fashion in support of 
s-tian measures, a d  effective wlicgc dfd-ee It i~ recommended that 
U W m R  c~nSinue its present approach to the hlpkm~bt ion  of ESF 
conditiodty. Xn 'this context, it is also recommended that a sthsbntiaf ESF 
ducation & programmed for FY 1988 and FV 1989 (to the extent permitted by 
the U S  budgetary e~z1strain~s3 to sapparr3 the adjustanent efforts that the 
GODR resumed in November 1987. 



The U S  cash W a ~ b e f  prb~ams have had positive pu5cy effects out of 
pro-postion to their size, lxcaw of the strocg tradition of U S  invotvement in 
the DR, the presqige in which if is heid there, and the I h a -  perception 
of pfie influence *&if the United States can exert Srr other f o m s  such as the 
W and the Park Club. Other reasurn for the positive effects are the 

cofl3.iaaal msntacS and policy dia lwe between the AD. Mission and the 
Dominican authorities; and ?he excellent coordination of cash transfers with 
cxxnrndity transfers with W progrants in terms of conditiunafity. Conti~ued 
use of the cash transfer mechanism with appropriate conditiodty is 
m m ~ n e n d d  fos "he time kina particularly because the Damhiwn a~thorities 
sW reiy on piicy cbPogue with the United Stares and look to the United 
States f ~ r  s u p p f i  ft. must be pointed out, however, that Qominfcari 
dependence on the Unit& States is @ely to decline over time. with the 
g~owhg sononGc and psiticat maturity of the DE?- 

Given the mmpatibilit.~gr mong their objectives with respect to 
st;albiWtbn policies in the DR, the close coordination between ALD. and fhe 
IMF has proved effetive,  par~cubsfy since 1984. Whib AID and IMF have 
deve10W their awn colnditionality independently of each other, their 
wnditionaiity has been wmihtent and mutually supprtive because: of shared 
objectives Su& ccxxdinatictn has taken the f ~ n n  of continuing consultation 
a d  EST" &bw=rnenXs timed to prs~ide incentive for specific GUDR policy 
actions and to facilitate compliance with W standby d i n g s .  Friction 
between mALT)c a d  the W on the magnitude and thing of local currency 
disbursements h s  gcncraUy been avoidad+ It is recommended that, the 
cmxdi,naPion between AID. and rhc W he maintained as descrikd above, ft 
is further s m m e n d d  that, in U W i D R  programing of I d  currency 
&bw=ents, the impact on monetary aggregates be taken into account, in 
&&tion to pr~ject requirements. 

Alithoagh the BRD hab made brad-based r~cmmm&tions regarding 
deve10pen2 palides in 4he DR it bas played a rather passive rob with 
r~j tec t  to the adoption and hp1meatatiw of structural adjustment potides 
It is t~ummnd& that AtD, explore with the IBRD and the CUDR the 



pcssfbiiity sf establisf-,i a cmsns&btive s o u p  for the DR, of the type 
ocgmked by the IBRD in CoIIombk a d  several other countria and in the 
emtext of fhibbr#n regional ase&atiox4. It is further recummended that 

USAID~IR pc,ramy the advantages af such an  tion on in order 2 0  overcome 
h o w  WDR reluctance 

By way of collaboration with the lBRDI IDB, and bilateral official 
lenders, U W I I ) R  provides of I w A  m c n c y  counterpart funds for the 
projects firna~& by them If is recomeadd thzt USAfBIDR continue this 
practice 

Through its cash and csmmacSity transfer programs, Its focd currency 
programming, and its project assistance, AID has also promoted price 
tikr;afkalbion for agrimIPura1 products, availability of sugar lands for 
alterriatiwe production, diversification of exports, and a grater role for the 
private sector. There is wnsiderable camplementarityt among projects funded 
by ESF, PL 480 Title I, and Section 415. It is recommended that the 
effective co9rckation among the vdous USAlD/DR programs be continued and 
that the mmpllemenkity of these progwins be reinforced, 

The hminicaza Eiectric Power Cornpay {CDEI k the state enterprise witk 
major p r o b l ~  Ib inefficiency adverse1y affects boa pubk sectat fiscaf 
balance, and manufacturing and service sector productivity. The World Bank, 
the Inter-American Bank, the U S  govementt and fXZe Japaneset Ibfian, 
German, Hexican, aznd Venezuelan governments are all interested in the 
3)Oxninkan energy problem. Each bas a somewhat different approach It is 

r-mmr:nd& that USUDDR take the lead in terms of conceptual and 

PrOg ~ r ~ t i o ~ p ~  since energy shortages hatre hscxne the most 
S&WS constraint on the economic dc~eloprnent of the DR 

ESF cash transfers have made a positive contribrttisa to the adoption and 
hp3emmtation af p f k y  refrom programs in the DR These pficy reforms 
have e~vered sbB"WMn as well as stmctursl adjustment policies. me 
stmctwd policy agenda includes divdficatioa and privatization of sugar 

hn& braliz;stion of wrr5xcclrl.s and restrietisns Qn exports; rural savings 



ns9bGzaaion; improvement h hstitrstiow mi ZnmchX performance of state 
e n t q r i i  such as the CDE a d  rdwtion of masmpti~n subsidies by 
WJthg the role sf f i i P R E  The mntxibution of cash transfers to the 
economic deveiapmeat of the DR has been suh~trtarrtid--directXy through the 
ihfaioa of foreign exchange and h&ectIy in 'he sense of removsi or 

W e  there was an ~ ~ 0 i d d l e  stxisf cost of zdjwtrrrent pticies dwing the 

%ransition period, the resmpfion of economic growZh on a sustainable W s  as 
3 resuit of cash transfers hss stimulated exports and agriadtusall production 
snd fias promoted equity by benefiting the mraf, relatively p f  paprtfotion, 
including women 

The cash transfer program in the PR has k e n  welt manag& with a clear 
sense of purposel even though the local currency programs for which the 
MB- Mission Sras either joint ar sole programming respansibility are large and 
dives*- A strong effort has been made by the ALD. .Mission to manage them 
well. It is rm~mended that the blission should continue Ets efforts to 
streamline the monitoring of projects and programs. 

The monitoring of the ESF cash tpamfers in dollars has bcsen reIativety 
simple because the staf3iOfiatiun and stmctural refom compnents contain 
q m W i f e  targets l o  change is recommended 

The I o c ~ l  czunency program has borne very large and diverse axid its 
manitoriag has proved to be difficult It has necesihted the creation of 
moniturisrg units wim USArmDR as w& as the GODR ihe system is 
WQ~W s ~ G s ~ s c ~ Q ~ ~  NO -g@ k l ' ' -meda 
W-IPR efforts $0 w-lidate projets and programs for the sake of 
administrative &npwc=;aaion 

U W I B R  h;ats taken a s&om view of dekys in making c~unterpwt 
deposits (as specified in che relevant agreements> aab raised the issue with the 
GODR No change is recommende;d 



The sPow.ness of @&bursezaents by the CODR af funds released by 
USatl lR lx?cause of brarsueratic probIem and not for r-sons of monetary 
mmagnent, has interfered witkt the rhythm of project hp1emtatatiaa It is 
rwomrsne5tdes;S that U S A D m R  continue its cfEorts to reduce these delays. 

It 'has proved difficult in practice for U W / D R  to fdri its target of 
60-40 alioc&m between the ptivatc sector a d  the public setor, because af 
sustained gres'upes from the GODR lor larger percrrntages in favor of the 
public sector. It is reoommendtd that USSmfDR exert sttong eforts to attain 
ilbe $0-40 ratio in favor of the private sector over ;a reasanable period 





a- Based orc ccaqas%te t x ~ 9 c  rate r$ic& reflec+s zon-vfl "sraftsac+fons 8s !sad &.n the 
EaPamtiaa -rice Systezt f e ~ O  of c b ?  year rate);. 

b, B a r A b g  sys* t .  
c. U m q c s  fa ,-lasian to $he Itabild+ies of a e  pr=.-ra+e metot U U + O + M ~ ~ ~ Q  a+ the 

~ i a r ~ b g  iif the psriw- 
d ,  W r  of nP1 sa.ct;zrritfra ili.?clud%ag m e  af X?W eredftr, bet 6xcLudiag otbai resere  

rfabi:lr~es of the C e r e a l  &mk) i n  seiatiofi t r r  CTP *- PI.$. duEiarr. Tha i a p l i d t  
exchange cares aigglted t~ c9no%.-t C;3P r;o 0.5, dollars are RDSl. i6 On 2982, RPtl.25 &I 
1983, md2 in 1984, =I3,1 i i s  11989, 1805.3.8 & fOSd RDf3,4 in 3987 and R053.9 fn 1988. 
e, Rep~pescs af aediuat- and tong-te,~ L ~ ~ X E J  azd intertsk payments on (Jde 02 a l l  

magurit~ea. It.,cXudcs nar repamats of public sector stnsaxrt-tam debt. 
f, Cutsrds LSle Central Sank. 







Table 4 -  Daminica~ 3epublic: Cons--er P r i c e  Index 

Way - 1976 - April 1977 = 100) 

TkkSl3tS PWQ 1981 L982 1983 1984 3985 US6 

3. o f  WFlbd 

w r a l  M x  - 1M-0 - 343-0 - 253.5 - 164-5 - I f f . ? .  - 244.5 - 3106.7 - 3303 35r,f 
F W ,  E & % ? r S ,  and 

*&F#C?=O 51.7 14;- T. 143.5 Up. 4 165.7 228.7 C I 

%-J%%I$ 23-9 142.3 Z68.8 176.2 198.4 248.0 - - 
C;nt3*, S~S~ZS, as4 
axessorles b .Q 342-1 S0.6 168.L 202-7 342-3 - - 

Other 13.4 149- 4 Z 7 , O  161.6 173.3 2S3.X ..- - 
C I ri- -iM aweraw 

WaxaT Wex - 1W.Q - 1 s . 5  - x%,a - 158.0 - 159.0 - 2x0-3 - tas.2 4 365- 
f*d" 5crerages* a32 

Loaacco 51-7 333.7 340.3 351-4 161.2 195-6 -- I 

w - 9  23.9 127-8 IS-D 1XI.f 184.7 224.5 -- 
2Z0a-r  5h~le5. 
~ ~ c ~ s s o s ~ @ $  15.0 133*4 144-9 L58.8 l&L-7 2M.B - - 

O t h ? r  18.4 339.8 159.8 959.6 i66-4 Zit-2 - - 

a, Far May 1987 
Source: C e n t r a l  Bank of the Daminican Republic. 
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Tabit i 2 .  2ae;szizaE Repalic:  S m r y  Accosmts a5 the Cansolila=ed Baaki~q System 

IKx1l iazt .s  of DmafaLcan peso81 

*L, 
x9u L3ti .spL* 3u x!ws 

a. Z~ciuCes Ceposzts cor=esperblzq to arrears asC :o le t ters  oZ c r e i t  ssb~ecr  to 
,-rc?apcar + 

5.  After zca+razcemer,t of Izab%::t:es &a to zle453arsLq w i t h .  f a rc ig~ .  co-ercfal banks. rn 
ac=cnrc?anca u:=h tk ls  ref:r.aat~sq, e total af CSS309.7 ntllion of centra5 bank f ~ r c i g n  reserve 
f&a?sfl~tzes uas cccvce-ed Lnto  a zed:=-te~ Loan 0:: Sceeabar 21, f 9 8 3 .  
c. rb+s balaoee was rcvafstd ar tke cxctaEqe rate of RDf3.25 per C.S. CuLlar in MaYch 

:985.  
Scarce: Ccn:ral sank of cke 3~a:=lcaa Repu5lic- 



a, XneLudcr foreiqa excfianqe d a b s  an -.re CentraL 3 m k  %o eei&%r+a head aff l t t  or 
~=otr.ss~&af S a ~ k s  for qaFenrs on c ~ e r c S a 1  Letters of cre5it naEt by theas abroad. 

13. Depsits for ove:oue &rafts. cel:aczions, aac c5irece payacrrts awaiting drliwxcy of 
ferriqa exci..anqc by the Cezcra?. 9aak: plus dt-&si-d corraswndinr; te Zertters of eredft 
s&;ee Y !  arepayme?zt lizcSlzding ietzars of credir, zrzt yae =tared and Letters of credit i n  
arrears *A 3aesl 3a~ksl. 
c. Isc:.&es depsf'ts corzes~ffi3dfzq to azreers aed to Lezters ~f ctedLt  subjec~ te 

prepaywes'2. 
d .  BaTa?.ce s h e =  Eats, a d z r s t d  BounwarC by 35 S C 4  ziLlict. cf iia5i:i;irs LxcLudcd in 

reEizar.c+aq wit5 fcrezqa e~rmettia: b a ~ k s .  

Scnrce: Cenrral Sank of tte l ~ r , i n i c a s  aep~kl i c .  
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Tab:= 21. fxsaxfcaa WtrJ3lfc: P2artfa920 am3 Rasqmircrslezts of rL3a&ei&l f n r t i t r a t f ~ ~  a 
I 

gas -0% of -vrmsponbfap lfrb%Lfty ratmgvty) i 

a. Zsaer =%a el< -refs:. 5azk systea. 3 :O# parerst zmmcrc = e q d t - ~ +  i s  bp.ese& aa &epaft t  
i,wo%v-Ap feralgn en-~escy  oper&z~ess. 
b, EE?ecx5wa es a l l  iacrakases as e1 1-'1-52 wsL1 32-3:-97 5r rbm P?kLvs&mL Wnk &opts 

?3aP%!isd $ye=. 
r. Lzeplcn~zzeS nc '",&-ax ",-3?-B?. 
d. A tnh* ~h ?J pcrrene -t k faas& *a a&.cuL%=ra a d  1 preent eo haa8Pctafts a& anall 

M s % z ,  Szwerwnt Lm arn=mic=e.t~, isma& Sp. t%e hqrir$:$ural W R  ene by fkn Z~rtr irr l  Oe#bp- 
2~3% # x ~ r a t ~ s s ,  m y  St %fhd %Q $~c,i~e Zed&ng ~ e q a x ~ ~ 6 5  f??t a ~ & a L C ? s t ~  &FA W'SrsLts ar.& 
m Z L  %trt.usrry, r e s w L v e l y .  
e, Iatc=est,-bwxriaq reserve &pwits sa the Ce~C, ta l  leak earn Z p#rcwt per am=, 
f, $ 3 ~  %a 45 pzcent ~f +Ae xeseme =eqair*st IIILY iw satisfFQO ~ 3 -  peblfe abccar bcrndr i.rmrb 

$a= &sargepm?&nt parposrs pno~*L&+ *an+ wt algm 50 prmne of a Wnh's t&oraL bfdbq of such 
-IS a??* w d  tQ t o C  h F Z Z e r Y B l % .  up -33 90 PQ-e ~ f :  ZQWW* ~ B Q U ? ; Z ~ E C  kdy bb ~ f *  
a.rzmq a-A P t h z  c&&ts *& *- S t n w  LsSraz Cmmeil  may itXm b w e  b satisfy e h  rwrvr 
mcp&rwms mtil Bectwh+r 31. 2986. 
q, t f f e l v e  %-8-%f, ??i~ garreeemaq+ w i i %  be r a i H  grmbaLly fa-f0 gwtc+at. 
8, Salf cf PhQ m i x e d  re=-e d+pos&tr wk-3 * bakra l  Sank w ~ t f  rrsm Z prrCmlS; +b* ~w 

==&a may b hives& @l:c -&s m e  ?zeM by *A anL-2 w k ,  

Best Available Copy 
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Table 19, TSomirsican %eg&lJ*bc : tiabi Interest B a t e s  
by Xaotitatioas afid fns%r=ents 

F&a%aus 
mng: b 5;errst &&war i~zEeZerslE: 

~ ~ t i s u t i m s i t ~ s t ~ ~ a z s  g e w s  allawe& pesos &txhmzd 
';txo~as r n ~  stars 

?r?rt,gage 5axh  
l b e d  re= i v s i 2 s  b f r a  30 so 180 dazs l,@W f -5  1,000 7.5 

$80 days a d  w e r  P ,OW 9.5 1,000 9 -5 
Sacurfrg csrtiSScatrS 

up EO I year 504 9-0 
Frwl h r o  3 years 5638 !A-0 
3or%ds Cover 3 pears) tQf3 l2 ,O 

Y-fregage cerh%~lcatas 
<3CB years & 1,600 9*5 i ,630 8.0-Xf -0 



S ~ G ~ ' P S Q ~  eert gf bcxtcs 
Sf  ea 3 ysax-ssl 

B d s  (5 yeass msl over) 
f $nanc4LaE cczt5g5catts 

(PBO Bays t a  3 gears) 

Verkezs Sa~%tigs Bazk 
SSgfa~ deposlza 
SivLngs dspes5rs 
D m ~ ~ e Q  cem Btpafes 
F-eR 54m deposits 

Frus 39 co 180 &;s 
180 days a d  euaz 

Tr:sz Sacids 
Secur3kg ccrciffcascs 

{Tp CJEP 350 days) 
(5 years ad aver3 

bn&s 64 gears and 0 ~ 4 ~ 1  
H6skgaga ccrt if f cates 
(10 gears m d  over3 

Fb.a~c%ai  ccrrlfSeares 
ClBb days ro 3 yeaxs) 

~ % ~ d ' - s c n ~  degolsits 
Foam M ro 180 dsp 

jb 500 8*43 
$80 days and wer 5W LQIQ 

Hartsage cest%5&cares 
(lo years and aver> 300 13.5 

PartSc%parim CODB~~%C%S 
$a ;fps(ured mrtgagrs 100 11-5 

F5sa--.=hl tart:f%cdittrs 
(6 m a t h  and aver3 1?,605 9.5-18.0 

d 



(1-3 years) 
Boado CS gears and over) 

a, Qrr Januazy 23, 1985 the Csnkral Bank increased the discount 
rates f rom r raage a E  6 - 5  eo 9 percent ko a level aE 1 2  percent, It 
a8sc increased +be zaee charged QF, %he 3nvesbent Fund far Ecancmfc 
Development lllDEl opernfions w i t h  the fioancial interaredfaries ta 12 
percent in San+e Dao5n-g~ asd Santia~o, LO percenk in +he rest at 4&& 
c o u o t ~ . ,  sad 7 pexcert in fsontier zones. E&"FMTWR charges 9 - 5  percent 
0 finnsa5al intemeCSa$ion far hotek pzojecrs and 3 percent for 
hanaicraft projects, 
b- X f  wie-drawn before 30 Bays, t$e interest rate en savings 

S e p s l t s  05 ~ 9 m e f ~ i s l  banks beccrbes applicabls. 
c, X f  withdram afSer 30 * t a p ,  the interest rate on f i x e d  term 

&emsiizj frat 389 to 180 days offere& by each institution becomes 
applicabLa * 
d, Aecazdfng to the resoluti~n sf  the Monetary Board of 3amary 23, 

1985 
e, Acc~rOing t r c  Mo~etasy 53ioarfi Sesoxution a f  January 23, 19S5; 

ms>aifisd loa September 23, 1986,  
Source: Central 3ank 0 5  %he DmLnOcan Repuhbis, 



5-bci o-a r-trr OP ~t si L-9~ L-* 
a%? a-nz 232 502 56% wf 5-9dt i *m1 
f '4.9 0-W? £-PLE $92 SLZ £6b PU&!l 

u O-a 6-8 E-u Z-6% ~*2f - 9- LC -5- RY~.Q 
i- a-L- 3-0- 1- &*L- Y-L 1-2: e-a -3- 3-w *qv 

f'LR- &"OET- L-m- L'L62- - 1'"&- Z*OP- -I W=z-z 
ray wmz- 9-m $-As swz 9-m r-ur ma n-9 
9'9 -- L-4 S'E E- k 6'2- Zr'f L*O 
P'Wl- -- O'9ES- E'LOL- S'.P.Zt- S'gLLP b'EZl&- 5'6%- #unarl Pa -9Wd 
2'51% r'S 8'93- L'B- P'eC- Sf- t'm- Q'm- -+- 

5'W- £'%- S'LS- a- BY- 9-W- t'm- OULSS- lo-svj- sasg- 
P-CW- 0-099- - t-725- 1-m- B-LW 6-WL.- SP-ks- ==iu*5 pu --- 1" LZ- * 2- Law- L'CZZ- 9-m- 6'-- B'W- 3- 3-Jm3 

I-I..-"-t~l*CI.-CI*YIC.---f-)L--"~*---~*~e-~~--'~-~+-~--------.-=-**-*~~----~--~-~------*-fffffff-*~-~-~~*~-*--~--~--*"*~ 

Lu5L 9BSZ a26L mi f%L ZgSI &WE 
-as3 '1% 



31- Du=iaicaa R e p b L l c :  Experzs by Pr inc ipa l  C c a m 6 i t y  Creep 

~ l s d  
W b  
Ye- 
-% zriv t%* * - a  

P-L-t 

Yep- 
tiaa", a* <= tccls 

- 
%artc-sr Crefral. Bar.k o f  the &misican Rap&li6* 



Table  22- Wminicaa Bep&lics. Tsqmr~s  by PrHuct Category 
and sz~c&c C l a s s i f  ica-5san 

wim w. :*.I IS.# tr.3 L L . ~  ? ~ . t  u.9 - w 

- 
a. B a s e  on balmce -5  papenzr data. 
5.  Bas& QZ coszazis Oata ,  wizkaa-, 5aLanct a f  pay&=ts a&+ssta~%t .  

h ~ = c c r  eea?tral 3aak 6 f t!?? Dm%? icm- 2@3ablf c . 

do.: 
32-4 



a. Fez p,,rpases af coar is taey  w i t h  the ffs6aI accountsr unfy the CMtral Bank 
and ~ 3 e  Sacrona!. Ba~sfzg Bus% are consibere0 part of the financial puhlic saxta t  
ir. chi5 'ccable. 

$. Ckazges an sC,ocks %!at are r .0~  -2e ~ e s u l t  o f  2be Oisbuxsemeni=s. ZncLdes 
chacjes ia szocks refLecrinr; reclssriZieatFacs a o n q  catccpries, as well as 
tralzzuzion efcects of exchange ,"ate changes, ~rrd nek -acts of scctmtula~ord 
decua~la=:aa of arrears &?d rrscheduii?zg. 
c. C e n e a l  Bank Eimre fox 1983 inclUso 5o+h rsfiaanczng o f  aadkunrtarm 

obligations aad refi2aacizg of 853790 rnitlion of reserve liabilirfes as d f w -  
tc,m debt. T;g.urc for 1995 mcEl&+s ref fnksrcing of s a p n t s  a x e a r s  af k t h  +he 
f m r i a 3  arid aon-fF~aqckaP e l i c  sector to camaetcial bartks, as well as 5985 
pCpezts OUQ, and r e s c k d n l i ~ g  of arrears and papeats due ?.a Venezrreza an& somc 
suppliers. The 3986 esc,%?nates fzclude reschedo9fag of some first-qtzastar 
~bPzqatioos to P a r i s  C l &  credftars, p f w  adr?i%$onal rescheduliag w i t h  Venezuela 
and scme supplSe-q, as we19 as n c ~ r l y  aLh principal obliqatioas to connncxtciaT. 
m s :  21-as substantial accmuiatiun of new asrears to bilateral creditors, 

Source: Esntzal Eank af the Danfcrrtt  Z l e p b l A c .  



Table 24, Dcminiean Republic: Medium- and Lung-Term 
External Debt By Creditor 

( I a  mLllians of U . S .  dollars) 

Total aediwa- aad 'i03gg 
tern debs: 1,625.8 2,38L42 2.705.0 2,979-0 3,214-3 

Xult f lacera1 
Of rblch: 1BRi) 

"dB 
f DA 
IFAD 
IFC 
08ZC fund 

ParS Club creditors 
Of which: Brazil 

Canada 
Franre 
Gemany 
Japan 
Spain 
Enited 

States 

Orher bilateral 302.3 328.2 360.5 391.9 626 
of which: Argentina 0.0 0.0 17.6 24.1 24. P 

Cum 0,O 0.0 2.0 2.0 2-6 
&X~CO 61-4 83.0 95 -4  45 e 4  98 -3 
VeneztseLa 246 -9 245.2 225-9 270.4 301.6 

SuppPPers, etc.  2.7 1.1 105.9 106 -3 fOS.4 

Sources: Central Bank of the Dominican Republic: fBRD 
Debt Repsstlng Syskem. 

I/ Data fox 1982-83 abc taken f r o m  the IBlRD debt repart- 
ing systerra, and thus hclude only public-sector obligatians, 
Subsequeat data are based on information pravkded by the 
Dominican Republic aukhotikies,  and f nclude same nen- 
guaranteed p r i ~ a t e  sector debt* 
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s W # W .  a%L 0-S 0.0 0.6 0*0 24-@ S O  a.2 

a. Le$fr)~3 9 g  s r d i z  reecptad Sfr -9 lacaf, h p ~ r t ~ t ,  ufm& co%searprrrt brparik 
fa a ~ r c 6 a &  hsk.  
b;. IaeZudar siqbr: c~lZeezi~~s for wbfeh %ks w e e x  has prauidd pme 

emmw-bl: *& *A* CesC~.ltL Bdm% ~ ~ L I I ~ E Z ~ S ~ :  reqaaksr;s f ~ r  -hang* txasof- fur 
axr -snrparZ dspesS= 5s r w f z &  t q i s s  p t z 9 . r u . l e z ~ t a r I  pdbt&aq 

emaa9rUns *be& wil: h s e t ~ , Z d  rkkb 5&r previded by GSAXD, 
s. 3srb:h%p 1eaw;ro sf c(=g~&Pa* 
6, Ra4acsisa fl arzmxs bs%na?d ha Cst+=:aT Sask rrrsclrme fftjbf%Aeftr zafleceo 

m&bweem ~esehedtt1faq 596 zsr284 ziXPgoo o f  sash PlabfffeAas Omfisg 2983, 
a, R%xZac+fon La br:eazs & % " u r j ~ ~ . b j ;  ?9?34,fncS&sd 5he 5oZieufng: 

9-887 - 
g. Assumes arrears ko Vewz*trld &%der Sat, 30- acl=asd have beerr 

r e a % ~ c ~ ~ e d ,  Restrpzc%&_-ing BPS a+ fi=~Zit& 5 % ~  FS being h p h m e s + e d ,  
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a FYT6 plus bt&m Qumkr 
a l=h* r i r a  
c. b%.mate 512-15 mi%on 
d h d 9 ~ ~ 0 n  of S I B  &!lion was approvd early in see Chapter 

IV.3 
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T w l e  31, USAILa/DIS PROGRZA OBLIGATIONS 
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Table 33. Tkseliness of LC D e p o s i t s  Made by GODR maerr 
@SF Praqrm 

P a t s  of bate tocal h e u t t  of 
EST PsUar Cash Currency Tab Pesos Complf aace 

DSabutse=sc Trans5 ers Dcposgted Deposited with Cotfeastat 

3rd Tranche 
f$ta,ooo,ms) 
1486 E5F Agxeemeac P2/2TP87 01EOii86 35,80Q,Ob0 TfaPeLy 

Q4130/86 74,200 &30 TfmIp 
O 2 / 1 B ! 8 f  O,kcC@,80Q 9 a m .  late 

Source: USASDlDR Audit Report 



UWDIDR Chuntrv bvelooment Stratwv Statements CCDSL, various 
fis31 years 

U w m R  M i o n  Phns, various f i l  p r s .  

USADD8 ESF Cotle~t .  Pamsf  various years 

U W -  E$F P r m a  Assistance Aeproval lhament various 
Y-=- 

USNDmR ESF keements, f r o i e t  Arrrements and Memoranda of 
Udemtandirsg, 

W* Consuftqtion R e w r t s  < w a r b u s  years), EFF Paws,  Standby Papers. 

3[lBRDm i n  R e  .4n &en& for ReEomr, January 21* 1987. 



Annex I. 3biIaw-csnodc Deveiepanats by Policy Areas 

The Ikmini- public =tar consists of the Central Government and 
public enterprises, the largest of which are the Doariaimn E1eictricity 
mqmration (CDE), the Hstioaal Institute of Price Stabilitatjon ClNBPKE), the 

Sbte Sugar Cow& (CEA), and the Corporation of State Enterprises (CORDEX 
a ho$dhg mrngxmy Tor mterprkes that are p r a y  or whufiy owned by the 

state. 

From 1- Ita public seetar defidts have averaged roughly 46 
Fwnf of GDP* This Egure excc1udles the BCWs quasi-fiscal deficit, which 
since 1982 Ras arisen from !uses hawred by the bank in assuming the 
e x t d  debt service payments of the public sector. fn 1985 the q U - f " j  
deficit fell to 1.4 percent of GDP fr& %he 1484 level af 25 percent, because 
of ~ ~ v e ~ e n t  transfers to the ;BCRDC However, in ttre absence of such 
&ansfeps in 1986, t3e deficit rose to 23 percent of GDP. 

The defiets of the G n t d  &veraamerxt over the pait seven p?ars b v e  
fallowed a certain rhyt.ia, with modest increases h revenue being offset by 
Earger increases in eqxmdifur= PQUowing a 12 percent d13cii.m in 1981, from 
2.4 RO 21 pm-xat of GDP, the deficit ebbed ta 2B preen* of GDP in 1982 
bZdes5 iaipovmnent in 1% and si@f5wt impro~emmt in X984 (from 23 to 
a7 percent oi GDP) wen dw to an hetease ia revenues and a decrease in 



Smee *taxes have provided xi average of 84i p9rce~"t of C a p &  
G-~v-mt revenue, the 

Campay. %me key revenue m e z m m  
were inwr3~1t8ted h %he &knwtgr 5% adjustments an exchmge surcharge 
of % perceat wars; levid an WaditiQn& exports and, 5 p r e n t  on nun- 
m&%iom1 exportszl Q pries of rerid petroleum produns w e n  r a w r  
refleng aa kcrease in oil taxes and < 3  Ule taxable value of imports 
refleeted the market exchange rate rather than the 1% sate of 2 pescrs: per 
U S  dollar3 a"a3- reweme measures resulted in a sear doubling of tax 
revenues in 1985, the mjo~gy OE which CRJ]S 550 miGod m e  from the 
cxpe  sxarckwge. Total k t r a 5  &vemasrent revenue raie from 112 percent sf 
CW in 1984 $0 155 pereat of GDP in lWL Revenues were down in 19% 
despite x-he hc5 that excise tax receipts on petr~1eum ptaiucts r a m  even 
sough 035 prices fek only part of the decrease in 03 pries was passed on to 
wmmers- From f a n m y  Wueh June of jtW* 5=&n"Sd Guvemenf revenue 

revenue performance for the same wed in 19%. 
The 13 percent f m ~  is due largely to higher di~dmd papents from the 
R d 9  Gold Miiaing G m p y  ressithg from the rise kn gold pks and to 
rbne cx3Hectioa of mrpmte income tax. amears 

&tween lW a d  1984, Central Government expmditwes had a 
xlow~wdpas trend re%ative to from 16 prmt 5 1980 to less 12 
percent in 1.9%. at?x&ulable to decZis,%s in current expenditures Ftom a 1982- 
83 average of 10 prmt of CDP, current expenditures feu $0 9 petcent in 
I*, because of a redwetion Crebtive to GDPI in wages and sak i -  as well as 
a suspension aP interest pajments an debt 'Be peso dtpm5aZi.m that 
ilaUawed the dca.zim of the exchange market in 19-85 was responsible for 

1 The 36 percent wrzZnaqe on tmdai.tiona! exports was reduced to 18 
pemmt 3n Jmwy 19% and efkahatd in June I*, &e 5 percent swcharge 
ofl n o ~ - I r a d i ~ o ~  expo$% was aboYsh& in January %%. 



the increase in flnta'al & ' ~ t ~ . ~ e n t  expei~ditares in 1% to 16-4 percent of 
GDP from 12 percent in 1%. A 25 percent reduczion in current transfers to 
public enterprises and a 
resulted in s &teebe in total expenditures to 255 pen3314 of GDP. The 
T i t  six munt.bi of 5987 sw a marked improvement irr Central Eovement 
operations While revenues hcnzased by more than 13 -t in eradaal 
Perm& exgxmditwes irwreasd by X ~ S S  &an 3 percent, even though capit& 
expenditures doubkcL 

3313 primary smrves of rewesue for public enterprises are hwme from 
r&8ps;rz&om and C a n W  Government transfers fu'b:hass of gwds and services 
represent tbe bi t &&ar on revenues. From 1981 to 1984, the mink&& 
deficits of the four major pwas'tatak deelin& h particular. CDFs m t  

deBcit fell between 1980 and 3 9 8 2  and registered suxptuses in 1983-84. 

Bud 
refla% prdmion cwk as well as problems 4 t h  payments md cc)fieetior& 
the Fosjr p]ras?atab incurred inereashgfy large deficits in 1985 and 2%. 
'Their combmed Leficits in 1985 reached 39 jxrcent GDP before Chkaf 
Gov-mf &anasfers arid 1.4 percent after transfers. The situation 
deteriorated ful"ther in 59% when @e deficit &mb& to 4.1 percent af CDP 
before g~vetnmmt $Lramsfers and iS  percent alter kaafers. Furthermore, 
the. miheation of the exchange. rate in January 1985 necessitated sigpificmtliy 
larger O U X ~ ~  for impfled inpub, but no mmmensawate adjustment to tariffs 
was made* From 1% to I S a  m e &  expenditures in=@ from 14 to 16 
percent af GDP, yet axnbned revenues were only If petcent of GDP in t986, 
up from It0 percent in 1984- 

The principal taolls af m~neta-y p k y  are reserve reqewerrts and - 

g o v e m m t ~ ~ t t e d  interest rateti* Given the sophisti~~ation of i d 1  



hritutiabm an6 the variety of Ti.&& hs&ments in the DR, &r; evoltrtion 
of a e  f'im&l system seems to have re%ch& a levell where the E R D  may be 
able $0 use open market operations as an efficieat hshme~f  of monetary 
srcsatroL 

There is an inherent probZern with G1c use of interest rates as 8 

aecbnhn for monetary policy - an arcbic w r y  law &at places 12 

F m t  on loan rates lending hs?it~tions are. however, permitted to 
add a few phts fof fees md ~mmCssn'o~ IQlfse fornal. f iczial  s t o r  is thus 
haxt55Omg in its ab%ty to attract deposits, howevert the burgeaning Morn& 
fiplsgnd.d sector, which until very recently .had k e n  unregsIatd, has off- 
rates wen ve the government interest rate ceifinkJ3 

In as effort 10 adjfsst interest rates in 1982, the authorities raised the 

interest sate e%ng on time savings, and demand deposits, and also gave 
appro~aJ to fimaacbl h~tuGons to issue high-$cId fincia1 certificates The 
range of iatwest rates on the, savings, and dernand tiepusits was r a i d  from 
65 $0 95 petcenc however* the rate was not readjusted, as it should have 
bee* when the d u e  of the peso began to decline The financial certificates 
have re&&-as linked to isaPem8ion.d mmey market rates, but the minimum 
denomination was quite nigh - RDS 2!Xt9QO for commerciai -ks and RDS 
T W m  for deve10pmenf banks In Jmuary 1985# the Monetary Board changed 
the mmpktion of these secmities by (1) r&u&?g the minimum denominatiou 
to RQS IO@& (2) reducing the midmum maturity to 180 &p from one psw 
and (3) raising the d m  hfebe~t rate from I6 to I8 percent IR 
September 1936, nmcimm rate was lowered ts 16 percent, 

unf~flarnately, &ective credit control- As such, It is ri&ded with foophot- 
wIhi& reduce both the effective reserve rqdrentmt land any impact that 
m-onetary policy is intended to have.. As an ezca.mple, the Monetary Board 
adopted measures in January 1983 Its phase out marginal reserve requirements 

fm 90 days at 9 p m n t  per month 
1 &o Jammy IW, the mmtery a~Wlori4ies set htsrest rate &hgs on 

pemissib11e ts, ~~ reserve requQeanmts, and stiputated that 25 
pmc%nb of k-g manst go to prductive sectors. 



by Ikcerxik~ 1987 and a ;unitary s ~ t e m  of reserve requirements of 30 
percent on fi . in& certificates a d  on time and savings deposits However, 
~p to 45 percent of r-e q&gxpzents may & satisEd with govment  
~ ~ e s  issued to fimmce Idleveiopent Requirements may &so b fdf%lEtd 
using 1- granted it0 c m  

further e4dence of the use of the reserve reqwement mechanism ss a 
selective rather than a quanPative too1 of m9;netax.y pEcy is governmmt 
comions  granted in 1%. Zn three specific instances. W s  were ~ o w ; r i  
to reduce rh&z resemes jo order to supply m&t to f i n e  (1) the pEanting 
of rice and beans (2) 
State Sugar Cbmcil Morsves, the BCRD's stringeat gm&cy on rediscounts 
and advanes was 1 m e n d  to enable the Reserve Bank to rediscont RlX 115 
maion 13n loans to the &n'cultursl %a&. 

The efficacy of reserve fqukements as s maws of rest"cing the flow 
of credit has k e n  wriomigl hampered by the hnco de Resemas, the 

gov%nannen~-omied m m m e r d  ba9r  Over the p r s ,  the bank k kcreashgfy 
refid on reserve requirement deficiencies to sewice pubfic sector credit needs 
The deficiencies reac&ed 100 mi31iun at end 1983 ;lad Pa% 77 million at 
end 198% The bank has at mses even resorted to the use of overdrafts to 
provide for public sector cr?didi( needs that the BCRD r e f 4  to provide- At 
end 1983, overdrafts dimhed fo RDS 50 ~ ~ H ~ c I B  &st they fell to RDS i miIEaa 
at end 1984- 

During 1988-84, the hmhican Republic eqxriencd targe current S L C X O ~ ~  

deficits, averaging 5h percent of GDB, fn;a primarily thsoagh the 

hptovsd .si~~s=an?.ly jn 19% from S M  d i u n  to $1365 W o n ,  drives by 
majar inrprovments h the ewmetpt acxmuat deficit and a more lbtaa doubling of 
the eapihZ aecemt The asrent acxmrmt deficit fea 38 mt: h t9&#, to 

$260 ~I.liot3, r s d t h g  froxxt an f l  -f sage in exports m d  a 20 
.p#wt  i.mxm%w in t o e  r d p b  



Merchandise exports de-iined IS percent in 198.5. However, a 65 percer,t 
hpcovemea3 in the semi- deficit, from Sl36 miilion to S47 million, 
~~ntributed to a slight improvement in the current account deEcit of 8 
percent; Uls! ameat account deficit relative to GDP, however, rose slightby to 

5.1 prceat Huge positive errors a d  amis~~~ns (;fPom 641 mitiion ia 1984 to 

in 3LS~ contributed to the 40 percent improvement in the overalf deficit 
[to The r&ure%isn the overall deficit, coupkd with debt reIieE 
from o f f i d  creditors and wmmer&Z banks amounting to airnost S30 zritiion, 
faditat& a m? dilpian reduction in external pyrrlent arr- 

n e  fall 319, in& oil prices and international interest rates 5aciIitated a 
reductina in tbe cment account deficit relarive to CDP, from $1 percent in 
19% to g~?fcmt ia I%, Lower sugar earnings were offset by the increase 
in c~bfee export receipts owing to higher world coffee prices, The 
iznprovemerat was a tWdt& to a strong p r f ~ m a n c e  in the nontr8ditiunaX 
export sector as weU as klr4~ead &ngs from idurism. NonetheIess a 73 
percent reduction in the ap i td  account, b r r s e  af a surge in net outflews 

from the public s3219P w d  a r&u&on in net capital inflows From the private 
sector, rest&$ in an hcrezse in the 3 v e X  deficit to 15154 d i o n  from $84 
million in 198-5. Financing of the deficit was provided by SI65 miffion is debt 
rehf representhg rescheduking of principal ~&&atisns under the MYRA and a 
%I08 million awmanlatilosx ~f extern! papent arrears. 

h h a t e s  for 1987 suggest a further reduction in the current accaunt 
deficit, to ro@y $152 milXiun, representing a 16 percent impravemen€ over 
1986. Beicawe af the diminkbed U S  sugar quota and a slump isx coffee 
prices, the trade amount is expected to worsen Xeverthetess, the C Q I X ~ U ~  

growth of ;tQwism receipts is expectled to Wstm the current account 

large positive errors and omissions, b l i e v d  to have resulted fozn 
d4Wb in the infofinal fiiaand3 sector by Dominicans UvSng abroad, 
wntributed to the fmchg of the current account deticits in WE-&Q. The 
fact that r d p &  Smm private remittances and tamism are estimated by 
indirect mehsds acxomt for @I: size of W item. It b believed 

that the: large innow of capital to the hfonnd finan-i sector in 19%-86 was 
?rigger& by the depirdtbn of the peso- Considering the W r e t  methods 



~EOF c a I & ~ g  tourism receipts and capital repatria~sn, axid a h  lingering 
doubts about the coa*%nuation of capital inflows in magnitudes eguivdcmt to 

those of 1985-86, net errors and omissions are estimated to eqwl rougMy $50 

~ o a  30 S195 dillha SenpBdrZy, a larger positive errors m d  omi-eons figure 
would mean a smd.ler E m c k g  need 

From 1982 19% roughly 59 percent of export -rigs have came from 
COffe, Cocoa, toIsaCGd, With fex-runickef, gold, and 

silver accomaing f ~ r  muther 30 percent Sugar exports remakq the largest 
source of foreign exchasl- despite the fact that sugar receipts have h e n  
erra~~ becaw of fJ.z?ctuatisns En -*orld prices bloreover, pr-essive 
rdaxctiom in the U S  h p r t  quota of hmi&~m sugar makes cuntirrued 
(depadmce on sugar exports as the source of foreign exchange jess d less 
viable. 

'he the other rain expo& coffee, cocoa, and tobacco, Page€her 
constituted 28 percent OX 19% export earnings. Receipts fro= 41 three fell in 
1985 of quota IMtatiolos or declining wmld prices or some 
comhimtion thereof- 

Prospests for amtraditional. exports such as pineapple& melon& cutt~n* 
textilesa and pWt$cs are g3Pd 'key are permitted duty-free entry into the 

United States to svhich mure thm 70 percent sf hamhican exports are 
destined, under the CBL 

The to@ %*due of imports has heen faisiy stagnant from 1982 to 2986, 
ranging hetween ST25 and SB-29 biEori per year. The notable exceptions have 
W n  pettoIewn and  petiole^-^ products which nuctuate in response to 

gyrations ~ world prices. 

Tfse hdaxl Republic $ti13 maintains a system of import and export 
csntrok which ewe as dMncenri~ezi to tlrP,e Wade sector and thus impede the 
eff3dent flaw of trade Laws granting exemptions on import duties and income - . .  
taxes are haended to pr~xlaote domestic ixrdstfy. They are dscmmatary. 
however, because application is seiective hrthermore, the exemptions 



are f i d y  imprudent since many of them were estabEshed prisr to the 1955 
exchmge rate xvhen the official peso rate was on a par with the 
U S  dollar and impm were undervalued 

The Monetary Board issued a resoiutiun in Wovember 1987 i imposing a 20 
percent exchaqe surcharge or. nonessential imports; however, the surcharge 
will not be le%-ied, on public sector imports or on imports of essential items 
such as faxi, medicines, and pewakwn Although not expl[icitly stated, this 
measure is expected to be temporary 

Brief memian has been made of the wrong sigrral sent to the exchange 
market by the &lonebsty resolutions of February 19, 1987. A somewhat 
detailed anatysis of Resol.lrtions 9 arid 10 of Febmsry 19, 1987 is given hiow. 

1, Resolution Xo- 9 of February 19, 1987 amends Resolurion No. 13 of 
January 23, 1985, regarding the submission of documentation to 
BCCRD for foreign exchange payments. Resolution 13 of January 23, 
1985 

a. Qvered pajmer2s far h p r t s  of goods and service, with the 
exception of payments effected through specid accou~ts 
with commercial banks; 

b, R e q u i t 4  that these pajments be made through the domestic 
banking system; 

c Required verification by the E R D  Foreign Exchange 
kprtmenttakaat the impart is property documented (with 
snctiors md penalties for delay in submitting or failure to 
submit the dtmmeats, and fur irregufara'tiesl. 

L Covers foreign exchange payments in generat, including 
paymen= e f f ~ t e d  though sped& dollar accounts with 
arnmercial banks 

h Requires thzt these payments be made through the domestic 
banking system; 

c Rquires prior verification and a~urovaf of the documentation 
by the Fareign Exchange Department The importer would have 
to show s.~cf-a approval for the clearance of goods from the 
custans. 



3. For the h e  king, the hitention of Res~Pdtioa 10 of Fe5mary 19, 
1987 seems Po be to Tmd a m=kot-related method of determining an 
appropriate exchange rate for possBIe BCRD interr;'eation isl the 
exchange market - a rate &at wouiu r;HsseEy follow the "mderlyin$ 
&.ads in the exchange market but wouIcI i3'iaid the excessive day- 
to-&y fluctuations. However, this resulIltion does empower Em to 
fix m "ofEd"'  exchange rate which may differ significantly fron 
the market rate. 

The following is a summary of the measures concerning the exchage 
system contained in five Resolutions adopted by the &lunetary Board on 

Firsf Resal.ufion: This is the most important resolutioa 

An international paymenis sptern Based on a mified and 
flexible exchange rate is estaQEishcb. 

me international pcjments system will consist of an 
official market and a free market, each with its 0v.q 
coverage of trmsactians 4'segmentadose). 

The unified exchange rate will be determined in *&e free 
market The BCRD will make daily announcements of the 
unified exchange rate based on a weighted calcuIation of 
the previous day's operations of cumrrnertial and exchange 
banks in the bee market As expgained in the B C D  
press re leas  at the t h e  of publication of L1ese 
resolutions, the calculation wiU ]be a weighted average of 
the x i h g  rates of the previous day. 

The official market wifl receive foreign exchange from 
exports of gauds and specified services; free industrial 
mnes foreign grants, bans, and investments; credit cards 
and naet profib from free trade zones. 

The official rirket will pprvidc foreis exchart:? for 
petroleurn imports; public sector imports of goods az6 
priority services; external public debt service; pending 
private sector imports in the priority Fist specEri in the 
second resolution of the Monetary Board of July 313, 9987, 
under ktters of credit or. suppEess8 credits; ~co~et=tions, 
drafts traslsfersl; and pending imports of foreign direct 
investment fkrns. 

The free market will receive foreign exchange from 
private remittance, tourism, casinos, m d  private holdings. 

The free market will provide foreign exchange far private 
sector imports of goods and services, nanptiurity services 



of the public sector, tourism, private sector external debt 
services, profit remittance* and capital repatriation- 

Prior BCRD approvai wiii be requizzed for alf international. 
payments made through the official r x k e t  and far some 
iniemat~cd payments made through the free m&-ket, 
S U C ~  3s t e f i d  S~MC~S, r O p f t i s I  p r d t  ~ d t t a -  
s d  capita1 repatriation. 

BCRD approval will not be required, for imports of goods 
axxi senices cti3anneld through the free market, other 
than those merntioad above- 

. A 20 percent exchange surcharge (ComIrion de Cambia) is levied on 
the 5E8B value of nonessential private imports in pesos at the 
unified exchange rate prevailing on the day the tax is paid The 
sixth molutiun of January 8, 1987 (with its subsequent 
which levied a 2 percent exchange stircharge on imports (raised to 5 
percent in May 1%7), is modified a(=c~r&ngiy. 

. Attached to the resolution is the operative mechanism for ~IEecting 
the 20 percent exchange surcharge, 

Third Resolartion: 

The authorization system for opening dollar accounts in commerdal 
banks to pay for imports of gmds and services is reesbbtished. 
subject to Ule requind submisiobs of doarmmtatioD to the BCRD 
within five days of underraking the operation 

- These dollar accounts may d s a  be used, with prkx KRD approvab 
for capital repatriatian, technicat semi- royalties, and profit 
remittances 

Fmjrth Resaluti~n: 

. The 2 percent exchange surcharge (Cornision de Csmbio? on exports, 
esdfished under the sixth resolution of Jauary 8, 1987, is 
*&ha 

Fifth ResoZutiun: 

This res01ution creates an exchange deposit (depasito camhfiol in 
the BCRD, e q d  to 10 percent of the local m e m y  vaIw (a? the 
udB& exchaage rate reva*ng at the *?el of exports <except free 
industrial zone exports "; fur 90 days at 12 penxtna m u a I  interest 

Severat observations may be made h u t  these measures. 



1 m e  BCWs "messing aroundm wit& the exchan e system between 
February and Oca~&r 1987 had ~ ~ o z t s  ~snsequetlces ? weakend private 
S t e r  co~~dence, reduced kfiow and increased outnaw of foreiga exchm&e, 
and hence sapid exchge depfesziapa'onl, the reverse of what was intended. h 
sharp ccmtrast, Bhe B i t  resolution establishes a market-detamined, Gex&Ie 
exchange rzte - a "cJIanm float Irm rnoriwg hmediately to a unified exchange 
rate@ the authorities b v e  perf0 led better than was envisioned in the July 
1987 repon of ALD. conMtmtswon tile exchange system. 'This is a 
caurageous and giant step @ven the background of the past few months) 
t , a w r d s  monetary stabilkation and economic recovery* a d  deserves 
enmuragemen? and tang-ible ssuppg-t However, if the benefits of this policy 
meamre are to prove lasting, adequate f i s S  and monetary 4~eastves musf 
scmmpay it. 

2= It must be emphasized that the new exchange s ~ t e m  represents s 
dual exckange market with a single d"unifie&"' exchange rate - not a dual 
exchange rate* The two markets are separate ("segmenta;tBosm~ in the sense 
that each has its own sources ~f supply of foreign exchange and caters to 
spexiE& categories ~f demand for foreign exchange The transactions assigned 
to each market closely follow the recommendations of the Jdy 1987 report of 
.4LDD mmuBtant.s on the exchange system The dual market arrangement has 
proved workable in the DR h 1985-86, and will remain workable as long as the 
rlor.?ig~ exchange h f l ~ w  in'ho the ofBaal market is adequate to satisfy the 
demand in +ht  market Bf the inflaw is inadequate for any length of time, 
straLns w3U appear and the srawivd of the free exchange sg~stm will depend 
on &e authorities' c o d m e n t  to adopt market-oriented policy responses and 
to refrain from exchange conbok 

3. As further evidence of their adherence to such a commitment, the 
authorities have m o u n d  that the KRD will s e U  foreign excfran e to the: 
free market, when its hc9idings exceed a certain "strategic" level. El fact, the 
Central Bmk sold $163 mi%on f ~ r  pending private imports on me priority list 
[see Pmt ses49utionX thas "dernone~ngR FU)§ 723 mion Tfie BCRD has 
also reiterated that mmercial  m d  exchmge hmks may henceforth buy and 
sel exchange freely (Listin D i s h ,  November 17, 19%7). 

4. As indicated in the XW press release at the time of pubfication of 
these sesoIutSo~~~, the 20 percent exchange surcharge on nonessentid private 
imports dsond resolution) is a fiscal Ixaeaswe expected to yield some RDS ?M 
m.iE~n annually. The prmeds are to be depsfted In the E R D  and are 
destined for external debt service payments of the Central Csverrunmt and the 
public mlferprises This h~ is similar $0 m import surcharge* mdr a~ such, is 
exgzzcfed to be temporary, even though the resolution does not dl- it as 
tempfar y- 

5. The reestablishment of the authorization fur opening dollar accounts 
in txmrnercial banks to pay for imports CthAd rwiution), although not 
necessary for t h ~  Sisactionhg sf the free exchnge system, represeats a signat 

14 Including 136. Harh Jafri as one af the team members 



Xhst the exchange system has returned to the %omalq state thaZ prevaikd in 
19s-23$- 

b. me ;Ir]boEtion of the 2 percent excfaan@ s u ~ c k g e  on exports 
&mth resoIution) b a wcZwrne move to ensmusa~ exports 

7. The 10 percent exchange d-it on exports (fifth resoIurrian) is a 
monetary measwtg &.mils to advance import d w i t s  de&~;ned tc b h g  skwt 
-Remmary mntmcr%icon oif GquiCa;?y Assuraring sWie exports and no &mge in 
percentage and dwat;;on d the deposit requirement Me foUoMng propsib;iom 
can ke stated {as in the case of a&;saace i.mpr% deposits> 

There will Be a mntrzctianaty impact during the first 90 days as 
the dep~sits h i X d  up. 

?'hereafterq the moac;tary impact will be neutral, since new 
accretions sf deposits wouId be offset by refund of deposits received 
earlier. 

FhaIfy, when the s4stem b aboiishe& there win be an expansionary 
impact as the deposits of Ute last 90 days are refunded. 

Hence. the canbactionary impact will wntinue after the first 90 
days, oaly if (1) exports increase 0) the percentage of the dc wit 
is raised: (3 the duration of me deposit is inrreas& andlor (4 
same aombinatiorn of these three events takes @ace. 

7 



ANNEX 2, SCOPE OF WORK 

?he contractor wiil undertake an evdation of the c ~ ~ h  transfer programs 
that have been pmddd by .4fD (since I,%Ol in Jamaica and Costa Rica Tfi$ 

will Ssnclude work in Wasb@on and in each country. 

A The General Strategy of the Evdwtion Study 
A series of case stvdies will be conducted ulithately covering the range 

of MDr. 's cash transfer programs. The case studis will assess the 
~&r:~anmi 35 progrm ~bjectives and to the extent pos&fe, the devetopnerrt 
effects the programs have hask Individual asstry e s h  transfer pragrasns 
difiw in regard to the types of refom measures they support and their 
p;avisi~n of foreign exchange 20 the private sector for the import aE 
industrial inputs, spare par& aid other items However, sewer& generic issues 
apply to ail swb g-ogram and win be exmi3r;d by each case study so that 

fmdiags can be s m d  or spB,%mM -- Le, so that the cases are 
corngarable and identify am2on patterns ar redis  across the set 0 4  programs 
stu&d 

LShe genezic i s a s  to be examined are: a) mac1~onoznic trends, b) the 
national s W b a t i ~ a  4 sW.tcturd adjus%ment qen& supported by donor 
agencies 3 AID.% 9ontrihtion .to sbM&at.i~n and stmdu~ai adjustment, dl 
the developnent &Ern& af the ~ p l m ~ ~ ~ ~ n  mechanism kgII locd currency 
tses3* sad e) desiga impImenbtion mmagement issues These kmes are 

kfow in more detf, describing the types of quatiam which should 



be considered The content of the programs sefectd  will, of course, determine 

the exact seupe of work for each case study to be developed prior to fieid 
?work ( in Section 6 - Procedures and Requirements). 

%e study W begin with program5 in the Latin h e r i m  and Caribbean 
U C ]  Region where cash Wansfem have been used extensivcty. The LAC 
Regici's approach has beef3 to develop a prcgram with aa iaiIbid set of 
a30~&tioras and reforms which h &en amended or smceedl by follow-up 

anrXidomXg;gr, h shopt these are maIzi-=yew psragmms with considerable 
flexibility in mdfying program ~ ~ t i ~ ~ i t y .  LAGS programs have dso 
tea m d m s y  iowg enough 50 have produced deveI~pmmZ effects, as well as 
to provide 5. into the design, implementation and management 

P 

BI Study Content and Issues 
The conkwtar will accomplish tfse fullowing tasks 
1, 3larcp~tnomic Trends 

on available studies and rqmris. the contractor will ~~c 

m a a o n s w c  trends in %he hwt country over me past decade. This 
cibcusiofi should include 

- Public; sector reacenuts expmQitw-es bisaggreg8ted by major 
mwce and ass, ktucbg prastahk 

- Momtargp piicy hc1udhg controls c3n interest rates, e x c ~ g c  
rates and ccmwditgr prices 

- 13a3aace-ofpymenb trends indardis-fi: terms of trade, T ~ C Q  
of deficits and the mtjntry's r e p p a t  history has it 
remained aa-renr) 

- Major c ~ c t e r i s ' 5 ~  of the mwtrfs foreign trade regime 
<prinepl bprt and export cornrndiIes, W f &  quotas, and 
0th- trade 

2. 0th- Donor Slakdizag~~ m d  Structural Adjustment Program 
The matractor will s m  recently c~rnp1ete-d d / o r  ongoing 

major programs of uthtr danors pstllimlacly Ule iXF and the WorM Bank, 



- F1wid.h~ levels major objetives, conditions, and the degree d 
compXementay among the major programs 

- HDat country compk.ncx with program conditions including the 
enactnnat of reforms supported by the progrm 

- Whether major implementation problems mrred. resuiting in 
deb* distwrsemeat sf runds, c=antx?f&ion of the prugrarn or 

- R s d b  of the program regarding debt rescheduling or new 
tend'mg by commercial banks and/or other donut ageacies 

3. MDPs S*ti:o&hctmi Adjustment P r o g r a  
The w~tractot will do the fofbushg 
A A&D.'s Overall Support for StabWtion and Structurd 

Mjwmena 
IB wuaatries where AID. is funding more Zhan one program which 

affects ccorndc stabilization and structural r5justmat (c&. PLa80, CPs), 
the eontract~r wilt first describe ri1B.k uwrd prcgwa as was done for the 
other donors This should kclude 

- Fu&g levels major objertivs ernditioo~, aad the dwee of 
complementarity with other donor programs and with the klD. 
cash transfer grogram 

B T3e W. T,ransfer Based P~ricy Reform Program - e0nditjcin.s and 
R e f o m  IMheic Progress Has Bem Made 

The cwtractor will do a throrou& assessment of the caJh transfer 
pmgraza which will indude the followi~ 

- Funding levels, major o b j e 3 . i ~ ~  coatiom and the degne of 
cornpiemenmity with other dumr programs 



- The si&eaace of these refoms vb-anvis other donor 

F -- w- did ALD.3 program add to or expand the 
o v t d  saazsiiiaitioitl smama~ atij~~tmeat rat~tate 
imp1mea~~on af reforms, etc. 

- The effects of reforms enacted Cor what is the ptmtiaf. effect 
of refom partially enacted when f a y  enacted) in the 
faUosNing areas exchange rate, f i d  deficit sad government 
revenues privatization, derqphtion, tax refurn, export 
promo~on and trade pollicy 

- If appropriate* szcaor-s@fic changes which are at feast 
prt&Uy attributable to the reform meastxes, such as the 
s ~ c t ~ r e  of the s ~ ~ t o r ,  factors of production, k b r  supply or 
demmd, wages savings, invesiment, CiiStrihtion of had and 
Ca~i3a . t~  swg8ies of imports of conrnadities or substitutes, the 
organization and p e r f o m e  of markets and aeces to markets 
by produces, demand and consumption of major products, 
c in official and free? markets, wrmmcr arrd producer 
pri- price stsb*?y/insWaity. seetoraE prbducti0~1 inmeases 
and others as rekvatnt 

- Segments of the population that appear la have hefitted or 
last - finam5dy ~r ngn-f"mnWy CfObd mnsu~mptIoa 
zxutrition, Evirg standadd -- kom the reform and 
-&OSE W ~ Q  have m f f ~ t e d  either negatively or posiOive~y, 
as weU as m assessment af haw permanent or tempomy such 
effects are B d y  to be 

- fnd'itim that during 4he m m  of A&D.''s program, the 
cmmtr$s hahnce-of-paymeat~ perfomaaf.~~? has improved (or 
worsemd), such as bime4- of p p e n t s ,  Emels or payments, 



debt, Ief4e1 of fat9ignt e x c h a n ~  resew- 

contributed to these chmges 

- Evidence that the program hereased m : s  hdEluene or 
negioathg in d i s u s i ~ n s  concemiizz m-at of b&me of 
paymeats foreiigo exchange or deM problems andlor exp~ded 
,%E.D."s role iL3 the host cc)m~y's p k y  develupmmf p r m  

C Gjl3.ndiaian.s Xot Connpfied 5Vit.h 
program conditions sad reforms not complied with, the 

contractor's analysis ami repor! will dism the FoiIowhg iopicr 

- Factos atfecai~g non-compliance with PfQpXXI mndirioa~ (eg, 
unrealistic time frame Iiick of frost country txmdMmt, 

changes in emm'l  or domestic eemcMnic and poltiticat 
mndltions which made action difficult or L ~ p r a ~ d  

- The significance of not taking these actions vis=awiS overdt 
program objectives (it, how d o a  this affect stabiEza~03 8nd 
stmtusal adjustment objectisled 

- a result of stomomptkace~ sanctions isnpased untiI 
condi%om were melC: of revisions made to the program 

- The effects of broader U S  far&@ pziey objectives oh 
corngEamx with mm%ticsmEty 

- Suggestiazfs/r~~mend;a~~~]~~ concerning podhte courses of 
action in the future to d t  Phc hasf country to meet program 
Co&t;ios 

D- IrnpIemenkation Nebnisms 
b poky ireform programs using a cash transfer rnecbnism, program 

inpimmmtatioo often nquira Ule host ownky to provide tht local currency 
equivalent of the d d k  of the program for loans to the private 



secPor, or to -I: devel~pmmt projects fn addition9 there may h 
a i q ~ ~ t  20 make Poreigm exchange avdabh ta the private sector for 
imprttatim Bf raw materials spare par& equipmentI etc 

the 3dvaatages disadvantages of czasPr transfer: 
v-us other resotme transfer mechanism 

briefly the pwgram's I d  currency mid foreign 
exchmgc mtxbtniS~~~( the extent to which they w e  

implemented soazesfuBfi the significmce W any) these 

mecbst3mrs have had fur the local economy kgA, &low& key 
hrdtsbies to operate st a higher kvell* and who benefited 
mesa from the funds made available 

- Dismws administrative or management requirements thee 
mechartism imp& an the hest country 2nd AJ9, assws 
whether these demands were manageabte and recusnmend how 
&e innecha- csltlQ be hpruved and/or possible alternatives 
which might iessm program management demands or expedite 
hgksnentation 

E b;ng-Rm k v e l o p e n t  f m p d  
Ta3 assess the extent to wh.ich the policy refom c ~ e g r t m s ;  contribute 

to lcagvm improvements ia catput. employment, and living standards, the case 
studies will l w k  for evidence that 

- The structural refiosms hpiemated  to date have improved 
export ~ f c 3 ~ e  or the prospects for h a - d  expsrts 

- The strrtct*j~A reforms are ie-g to a m r e  Iabor-htexzsive 
pattern of economic growth 



d u a d a ~  and other dixneasi~ns of d-~mmie deveXopment 

Fa h p l m 9 p j o a  a d  Managemat Issues 
Ib9 improve future policy reform program using a cash transfer 

m e c w  the contractor will consid&- the fun~wing issues 

- The relative emphasis given to stabilization versus structural 
adjustment isn the design of ffie program, and ia retrospect, 
whether a different emphasis w d d  have improved the 
t f d ~ ~ v a -  of as program 

- n e  ~ ~ n d s a ~  of Lhe refems supprted by the program from a 
jpsactid point of view -- i.& the accuracy ~f ~Itrnpaions 
aWut ha1 wunlry c~mmitsnml, The; pli5is;aX %xts of 
c x m p - m  hwt e~xilntry admidstrative eapabiities and other 
pertinent ~~ factors wtxlich influenced program 
~ p ~ ~ e ~ t a t i o n  

XeweEs in light of the condiaions 
stipu!atd Inz the prc-grm 

- The We- of progsam disjm,memenf -- ie, whether 
& m e r i t s  were made in accordance with the host country$ 
foreign exchange dcm~ulb 

- How pregram bp~eslaenbtion was nnoRitored. by ALD. and 
whether the ~ f o ~ ~ o n  ra&mmb for this monitoring were 
within hest wwky and mission c~pcab iXi t i e  



- The refati of the pr-m to other economic d t m e  irr 
the mission's ~~o~ bcludhg psibIe changes in the p t t r  
of b d  m e n c y  uses 

- R~menZX31~0m 1croacmxhg the design of simihr 
p t w m s  in the furwe based 0x1 the preceding topi# 



ANNEX 3. CONDiJIQNS INCLUDED IN 
€SF LOANS AND GRANTS 

k FY-1982 - %I Million Private Enterprise Sector Devetupment Cash 
Transfer Loan, Agreement of September 30, 1982. 

Cash transfer for BOP relief, with 1-1 currency proceeds to be held in 
specid accounts to be wed for high priority private sector development 
needs 93 S25 m533on qzrivalent for private sector export promotion and 
agribusiness projeck bl S6 million for training programs and institutional 
s%re?[s@.h&ng of ppivate sector dcvel~penr organizstions; and GI $10 million 
for GODR investment in productive hf-tructure necessary for expansion of 

private sector- Examples given for Ce) were facilities necessary for 
agricultural exports, ?ransportation networks, and irrigation. M d y  for 
o~uaterprt funding er prejects supported by international loans UBRD 
f id  irrigation 2nd highway projects mB highway and other projecfs3. 
Source September 17, 1982 PAADI 

Self-help measures cited oa pages 22-14 of the PAAO are similar to BEU) 

short- and iong.tem aeconnmee&~uns of June 1982 for narrowirrg the 
c u ~ ; ~ a E & t d  f " i  deficit hduding deficits of major autaxzomous enterprises 
for export prorn~zioa including m w b g  some exports to the parallel market; 
and for realistic interest fates 

laan agreement fi37-K-039 01 Szptlemkt 30, 1982 cdb for reguh  
cansdtalians 9x1 economic recovery a ~ d  the F M  on page 14 refers to a 



letter the GODR would send requesting the ESF and outlining the DWs 
inZended carses of ation dong the hes of state 251685 para 6. 
S a m  BF'PAAD 



E FY-1983 - 58 ,YIilIiun hcrease in FY-1982 Loan @irst Amcnhezg) signed 
on September 30, 1983. 

fn January 1983, the GODR reached a S450 million three year BZE/EFF 
agreement It satisfied all conditions of the EFF agreement in the first six 
El0nthS 0' ;%3- 

In the Ught of Utes circumstances, SB n~illion additional reqrlested for 
BOP. with local currency to go for countapart '*:$ding (1) a highway project 
funded by the World h n k  and Rural Roads projects funded by AID and IDB. 
and (2) expansion d the free zone faciiity at Pt;erto Plata. 
Source ESF P L M  and Action Memorandum sf September 29, 1% to th,e 

Acting Administrator based or! the P.4Q. 



IE S34 Million 19844 Loan [Second Amendment 4 0  FY-1982 Loan) Disbursed: 
S2Q bIiUion A q p t  28, 19% S14 ElEion September I984 

E93 April 1% the AID ADmtratur authorized a second amendment, to 

the FY-1982 1aaa for 33 miillion with two new substantive conditions 51 a sicfe 
letter: 

1- Prior to the dkbwsement of the f i t  S20 miiIion, the GODR had to 
shift certaia imports, other than petrolem, to khe piragel market 
(as described by President BIsr~m in his spescSr of April IT, 1984). 

2. Tie  remaining S14 million was to be disburse$ upon acceptace by 
the IIhE of a Letter sJ Intent signed by the GOD!? and the EVE 
corering targets for the second war ef the EFF agreement. 

The amended agreement and the side letter were signed on May 1%. 

The! E03[3R met mrldition 1 on April 17, 1984, and S20 miltion was 
disbursed an August 28, 1984- 

Sbs for Condition 2, it was envisaged that, because of the politically 
sensitive issues It may become necessary to substitute a more general 
condition ittat AID and G9DR conclude that *satisfactory progess k being 
made towards GODR ecunomic stabibfion goal;" In the event no new 
agreement *mas reached with the IMF, and Condition 2 was modified to cover 
only movement of petroleum to the intermediate market The remaining $14 
diXion was disbursed h September 1984. 

'Me local currency uses were 
a) To provide credit for private sector exprt promotion 
b To Gmnce private sector development studies 
el TO support PVWs 
dl To develop free zone facilities 
e) To rianee a productive infrastructure fwd, principally to 

saxletate .n) and ather donor projmts 

Source ESF PAAD and AmWrong memo to Schwalb of September 5 1984. 



FV. FY-1985 - Grant af !W Million - Disbursed December 26, 1984 

December 26, 1% agreement calls for S S  million grant A side fetter of 
the same date conr'irins ffie GODRIS intent to: 

1. Establish a unified, marketdetermined exchange rate in January 
1985, witti a tern=-a-y 36% tax on tsad3'tionaf exports. 

2 Corrapn&g zlidjustment of petroleum prices. 
3. hcrease electric power rates by 33% for most consumers 
4. Improve f d  pesfaxmance. 
5 etablish more realistic interest rates. 
6. Rationalizing the reserve psition of the Ban4 of Reser*tes. 

This confiimation was parallel to a draft IMF letter of intent of 
November 18, 1984. 
Source PAAD apgrcrval action nemomsrdurn from M A C  to Administrator of 
Ikxxmbel- 24,1984- 



The appot'd a one war standby on April 2.5, 1985 to supprt a 
stab3hXion program hcludting mowing all exchange trawcticas fa a sin& 
floating rate; substantially rzising domestic price on petro2eurn products md 
eIe&-icity, limiting domestic credit expansion, a d  placing ceiIi.ags on nun- 
COD-iond exterm1 public and publiclyguaranted debt 

n e  GQDR rescheduled official debts to the Paris GI*A in 1985 and 
swxessPdy rescheduled its commercial banit debt in I983 and 198.5- 

The GODR allso pledged to decrease net public sector P i c h g  
tqairements from 25% of G W  in 1984 to 4.9% in 1985 request approvaX for 
new taxes; increase prices of services of public enterp,r'ses to reflect current 
eesfs and gradw15y to achieve an adequate return on investment; raise n o m i d  
inwest  razes for fimficiat ijnstituaians; maintain wage restraint: improve 
operations and reduce the deficit of the Price Stabikation btitute: a d  lowet 
the generatioa costs of the Ekckic C~mpany by substitution of cod for oil 
% r e  ESF f P N  approval of April 24, 19%. 



The GOD fuEiUed the targets Qand bvgrperfomed ia some a r e 1  mder 
the &rii standby agreement with the W but needed external  resource^ to 

avoid shortfall oa the target for net foreign assets. in order to complete 
mm-&l bd resched&g. 

1. l%nhate the 5% exfhaage tax on non-Waditiom1 exports by the end 
of the first quarter or" 19%- 

2. Reduce substanti;iaUy the 36% exchange tax on &-a&tional exports in 
the same period 

h C1Q,~thuc to adhere to the economic adjustinexst rnwmrss detailed in 
*e letter of k * r  26 1984. 

4. Jointly progrsm use d local currency and not restrict use in 
agreements with third parties 

5. P&&h regulations for desigm'tion of mtricted export produds 
d5, Frovide h M e t  access for private s t e r  $0 C&% lands 
7. S t d y  means of &~ersificaZioxz en satgar lands 

Source ESF PAAD of Nowe- I& %%. 



Tbe pregrannmd usef of the local currency datmterprt of dollar cash 
tramfs are ; s u m m M  below 

~ n o m i c  Stabilization 
- Rural saving mobibatiQn 
- ?dkj' 8%?iXj#Sk 
- Ciedit for workking capital through the Agricultural Bank 
- Credit for small p r d u o ~ r s  

MrasWtwe S u p f 3  
- PO* roadsil and kjghwa~ 
- W@QZ~ - CDE rehabilitation, etc. 


