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The grant wili be used to support the Government of the Commonwealth of
Dominica (GOCD) in its ongoing structural adjustment program. In the long
term, Dominica is working toward policies which will expand investment and
exports, increase public sector savings, and restrain growth of the public
sector. Domestic savings will.not be sufficient to support needed private and
public infrastructure. IMF and World Bank analysts have concluded that
despite the government's best efforts, financing a public sector investment
program sufficient to help the economy reach a self-sustaining growth rate
will require substantial foreign capital inflows. Dominica is the first OECS
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in pursuing a comprehensive structural adjustment program with special
emphasis on fiscal targets and incentives to private sector development.
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I. RECOMMENDATIONS, RATIONALE AND SUMMARY
A. Recommendation

The staff of the AID Regional Development Office/Caribbean recommends that the
Act:in,% Mission Director amend Prog&)am Assistance Approval Document number
538-0141.03 to authorize a $ 600,000 increase in an Economic Support Fund
Grant to the Govermment of the Commonwealth of Dominica (GOCD), thereby
raising the total authorized level of this program assistance to $3,142,900.
The first amendment increased the authorized level by $ 1,042,900 to a total
of $2,542,900. [NOTE: for convenience of presentation, in the PAAD general
references round the $1.64 million increase due to this and the previous
amendment, to ''$1.6 million']. The funds will be disbursed in one tranche, as
soon as the Conditions Precedent are met.

Grantee

The Grantee will be the Govermment of the Commonwealth of Dominica, acting
through the Ministry of Finance. ‘ '

B. Purpose of the Amendment

The sole purpose of this amendment is to increase the authorized level of
funding for this project by an additional $600,000. The Grant Agreement will
also change the Terminal Disbursement Date from January 31, 1989 to July 31,
1989 to accomodate the extra time needed to add FY89 funds to the Grant. The
original PAAD (Attachment A to Amendment Number 1) was written in support of a
three-year, $4.5 million, AID contribution to a multi-year structural
adjustment program for Dominica. Funding constraints, however, permitted
authorization of only $1.5 million in September 1987, leaving the program
incompletely funded. Funding constraints also prohibited authorizing $1.5
million in FY88 for a second tranche, as had originally been intended.

Rather, authorization Amendment Number 1, dated September 30, 1988 increased
the LOP by only $1,042,900. Funds obligated under that authorization are to
be disbursed simultaneously with those authorized by the present amendment,
thereby increasing the second tranche to approximately its originally intended
amount.

Pursuant to discussions with AID Washington since September, 1988, the
Plamnmed Life of Project funding level has been increased to $5.1 million and
the number of planned tranches increased from three to four. Based on the
present authorization amendment, the mission will amend the September, 1988
Grant Agreement to supplement the undisbursed $1,042,900 in FY88 funds with
$600,000 in FY 89 funds, for a total obligation of $1,642,900. A third PAAD
Amendment for $1,400,000 will be prepared in July, 1989 to authorize a third
tranche under this program. It is anticipated that, subject to funding
availability, additional authorization and obligation emendments for $557,000
will be made in FY90 for a fourth tranche that will eliminate the remaining
project mortgage. The present amendment increases the authorization part way
toward the planned $ 5.1 million LOP level for this program.

All references to $ 1,042,900, or $ 1.043 million (rounded to $1.0
million), contained in the September 30, 1988 PAAD Amendment are hereby
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changed to: $1,642,900 (or $ 1.643 million, rounded to § 1.6 million). The
Fiscal and Balance of Payments tables, respectively, have been amended
accordingly (Attachment A). All references in the September 30, 1988
Authorization Amendment to the amount of assistance, the planned LOP and
shortfalls in financing the second tranche, are hereby presumed to-hltered by
implication in order to be editorially consistent with the above changes.

Section H of the September, 1988 Amendment, is hereby deleted and replaced
with the following (only the amended tables are reproduced as Ammex A):

'"H. Closing the fiscal Gap

Table 3A presents central government fiscal operations for the three-year term
of the structural reform program (FY 1986/87-1988/89) and beyond. Dual
columns for some years compare TCG program targets with actual or projected
performance.

The PSIP guides the capital expenditure line item in the budget. As in the
-past, the capital budget will be largely financed through foreign grants and
concessionary loans. As envisioned in a fully-funded program, foreign grants
for FY 88/89 and FY89/90 would include $EC 8.2 (US$ 3.0) million in budget
support grants. The proposed amendment will cover slightly more than one-half
of that two-year gap.

Zeros in the Residual row indicate a fully-financed program for a given year.
The original program identified a EC$ 6.8 million financing gap which was to
be covered by an equal amount of budget support grants from AID "and other
donors." As noted earlier, with AID unable to disburse before June 30, the
1986/87 gap was temporarily financed by a large increase in '"other domestic"
borrowing in anticipation of a later AID disbursement

Following the recent tax reform, the IMF projects moderate revenue growth,
including increases in tax revenues of 2.3 percent in 1988/89 and 7.6 percent
in 1989/90. From this revenue base, GOCD must finance a small portion of the
capital budget in addition to current expenditures and debt repayments. The
program calls for increased public savings. The current account surplus
therefore is targeted to increase from EC$13.4 million in FY88/89 to EC$21.1
million in 1990/91. This is to be accomplished through particular emphasis on
the control of recurrent expenditures. In Dominica, this necessarily involves
controlling the wage bill. Wage and salary expenditures increased rather
sharply between the first and second years of the TCG program, reflecting
contractual obligations made in 1985. The program calls for moderate
increases in the future, and for a reduction in the share of wages in the
budget. In addition to increased public savings, the program is designed to
improve the government's debt position through reduction in debt obligations.
It therefore includes substantial repayments of nonconcessional external debt
as well as of obligations to domestic commercial banks. (Table 3A). Under
this program, the IMF identifies financing gaps of EC$4.1 million for 1988/89
and 1988790. Table 3B illustrates the impact of failure to secure any
budgetary support grants. Table 3C illustrates the impact of the anticipated
level of AID support in 1988/89, as provided in the present proposed grant,
and retains the assumption that funding from unidentified sources (including
potential future AID funds) will be forthcoming in FY 1989/90. For
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presentational purposes, the effect of lower than anticipated budgetary
support is shown in tables 3B and 3C as an increase in the residual (or
"unfinanced gap''). However, the mission antlcipates that the actual impact of
reduced budgetary support grants will in fact be absorbed by a combination of
reduced capital expenditure and slower repayment of nonconcessionary debt (or
indeed even by the need to resort to nonconcessionary borrowing).'"

All other sections of the September 30, 1988 PAAD Amendment remain
unchanged.
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AMENDED
Table 2
Dominicf Balance of Payments 1/

(Us$ Million)

Prel, ====== Projections==-=---

1984 1985 1986 1987 1988 1989 1990 1991
CURRENI xccﬁu“l EEKNCE 'lB.; -2°lb -3.8 -'lcl -1103 -lu03 "3.‘ ']m

(before grants)

Trade Balance -30,2 -28.7 -11.5 =20.3 -19.7 -22,8 -22.3 -23.8
Exports, f.o.b. 25,6 28,5 WLh,2 U46.0 53.6 59.6 64.6 69.1
Imports, c.i.f. -55.8 -57.2 -55.7 -66.3 -73.3 -82.4 -86.9 -92.9

Travel (net) 8.5 7.3 7.5 8.3 9.1 9.8 10.5 11.7

Interest Payments (net) -2,0 =2,0 =2.0 -1.9 =-1.8 =2.0 =-2.1 =2,2

Other services (net) 1.1 =3.7 -4.3 -4.,0 -5.5 -6.0 -6.0 =-5.5

Private Transfers (net) 6.3 6.5 6.5 6.8 6.6 6.7 6.8 7.0

CAPITAL ACCOUNT 24,7 19.7 9.0 19.8 12.5 17.2 16.7 16.1

Official grants 2, 1.0 15.6 8.6 1.4 7.8 1.4 . 12,5

Public sector borrowing 2/ 4,8 4,5 41 3.9 7.8 7.8 4.8 3.3

Commercial banks 3,0 ~-0.8 -2.9 -12.7 =-6.0 =-5.5 -5.7 -3.2

Direct investment 2,3 3.0 6.1 6.0 3.5 3.5 3.5 3.5

Short-term capital

(incl. errors & omissions) 3.6 =-2.6 -6.9 1.2 0.0 0.0 0.0 0.0

SDR ALLOCATION 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

OVERALL SURPLUS OR DEFICIT(-) 6.2 -0.9 5.2 8.7 1.8 2.9 3.6 3.3

FINANCING -6.2 0.9 -5.2 -8.7 -1.8 =-2.9 -3.6 -3.3
Change in offL?ial

reserves 3/ & 6.1 2.7 4.2 -8.1 =3.3 -1.5 -1.6 -1.7

Change in for. assets 0.2 -0.3 -0.3 -0.2 3.6 0.9 =-0.6 -0.7

Net credit from IMF 5/ -0.3 -1.5 =0.6 =-0.4 -2.1 -2,3 -1.3 =-0.9

e tes—————————————————————————

SOURCE: IMF AND GOVERNMENT OF DOMINICA

1/Based on partial data from Government of Dominica. There are no complete
official balance of payments statistics.

2/1MF data adjusted to coincide with assumptions in Table 3C, below.
Beyond 1988 sources of official grants and concessional borrowing

have not yet been identified.
3/Refers to change in Dominica's imputed share in international

reserves held by ECCB. These are not freely available to Dominica.
ﬂ/”Change in official reserves" data for 1985-87 are distorted as the

result of underreporting of currency in circulation in 1985-86

on which Dominica's imputed share of ECCB international reserves

is based.
5/Includes actual and projected disbursements under the IMF

Structural Adjustment Facility.
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ABRNDED
TiBLR 3C
DONINICA
CRNTRAL GOVERNNENT OPEBRATIONS
¥ITE BDO/C BUDGRY SUPPORY
(8C$ nillion)

Prog. Prog. Prel.  Progt.  Proj. Proj.
1904785 1985/06 J906/81 1986/87 1987/08 1987/88 1988/89 1989/%0 19%0/91

Reveaue aad grasts 10.6 1215 1.6 1124 1214 140.5 1389 150.8  160.2
Carreat revease 1.6 He 0.4 7.9 .1 1062 1084 1162 1A
fax reveaue 5.9 6.3 8.1 e S 5.5 .1 1050 1N
Noatax revenne 1.1 (R 9.3 s.] N 10.1 10.1 11.1 1.4
Capital receipts 0.1 0.1 "0 0 1.2 5.9 .5 1.5 1.0
Foreiga fraats %9 N e 115 2.1 ud 8.0 3.1 e
Of which: budgetary graats /1/ (N ) {1 () 00 1.5 {.1 {3 {.l 1.5
Total expeaditure 125, 1215 125,85 1162 ML.0 1359 Q518 lQO.l 166.3
Carreat expeaditure ' s . 5.9 5.0 N1 9l 5.0 9.0 1085
Of which: wage bill 2.3 i1 "4 .1 .8 8 M3 55 1.6
Capitzl expeaditure and met leading 51,2 45,9 306 312 503 438 568 6l Q8
Of whick: local {1 6. 5.1 5. 8.9 10.1 e 102 1.5
Carreat accouat halance .1 3.1 45 1.4 ol 1.1 14 11.2 i.1
Overall balaace before grasts -51.1 -4t -8 -2 457 238 -0y 424 AWM
Overal] balaace -15.1 -6.0  -10.9 =34 .13 W -1 -3 -1
Coacessioaary foreiga borrowiag 1.2 5.1 1.1 (R 0.2 154 5.6 5.3 1.5
of which: 8aF "0 0.0 A A i1 {2 2.0 0.0 0.0 .
Noaconcessionary financing §.9 0.9 3.2 -1.9 .6 -20.0 -12.1 -§.0 6.4
Reserve-type traasactioss -0.¢ -0.8 1.y -3 3.5 -10.3 5.8 -2.1 0.0
. 10F (let plrcillel) 2.1 -4.5 4.2 =41 1.2 -1.4 14 -§.2 0.0

Change ia goverament foreign

assets{increase: - ) 0.4 -0.d 0.1 -0 A0 - L0 5 19 SR % 0.0

Other foreiga 0.2 0.0 5.1 0.0 .0 0.0 3.0 {0 0.0
BCCB borrowing i1 {4 -1.3 =31 -1 -1.9 0.0 0.0 0.0
COIlercill blli' 3.5 -l.° ll, ‘lol "ol 'l’oz -1.2 .,l: 'lg.
Statutory bodies 2.0 {1 0.0 4.0 0.0 10.5 0.0 0.0 0.0
Other doaestic 0.0 0.1 0.0 1.1 0.0 0.l 0.0 0.9 0.0
lﬂidlll 'o' -z-‘ 'lo '.o‘ 'lo 'lll 'l' °o° "o‘




