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DOMINICA - STRUCTURAL ADJUSTMENT SUPPORT PROGRAM
 
THIRD AMENDMENT TO
 

PROGRAM ASSISTANCE APPROVAL DOCUMENT
 
August, 1989
 

(Program No. 538-0141.04)
 
(Grant No. 538-604D)
 

I. Recommendation:
 

That the RDO/C Mission Director approve the third
 
amendment to the Program Assistance Approval Document (PAAD)

for the Dominica Structural Adjustment Support Program and
 
thereby authorize an additional $1,400,000 in Economic Support
 
Funds for the Government of the Commonwealth of Dominica (GOCD).
 

This 	amendment revises the conditionality presented in
 
the original (September 1987) PAAD, and adds $1,400,000 in
 
Economic Support Funds for the Government of the Commonwealth
 
of Dominica, for a program total of $4,542,900. The funds will
 
be obligated in August of 1989, and will be provided a cash
as 

transfer grant, to be disbursed in one tranche, as soon as the
 
conditions precedent are met. The assistance, however, will
 
not be disbursed prior to January 1, 1990 (halfway through the
 
Dominica fiscal year), thereby allowing plausible full-year

projections for the fiscal performance conditions precedent 
to
 
disbursement. Local currencies associated with the program

will be used for general budget support. The Grantee will be
 
the Government of the Commonwealth of Dominica, as represented
 
by the Ministry of Finance.
 

II. Background and Rationale:
 

A. 	 Introduction:
 

This third amendment to the Dominica Program
 
Assistance Approval Document (PAAD) is needed to execute the
 
following changes:
 

1. 	 To increase the authorized level of funding under the
 
program by $1,400,000 to $4,542,900,
 

2. 	 To establish conditionality for the third tranche of
 
the multi-year series of contributions to the
 
structural adjustment program, and
 

3. To update information provided in the original PAAD,
 
and prior amendments, including fiscal and balance of
 
payments data and the narrative on economic
 
performance.
 

A chronology provided on the next page as Table 1
 
shows the dates of previous PAAD amendments, and disbursements
 
of funds under the Dominica Structural Adjustment Support
 
Program.
 

http:538-0141.04
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TABLE 1
 
DOMINICA
 

STRUCTURAL ADJUSTMENT SUPPORT PROGRAM
 
CHRONOLOGY
 

1. 	 Program Authorization
 
Approval Document
 
(proposed level was
 
$4,500,000, but
 
only $1,500,000 available) 


2. 	 PAAD Amendment No. 1
 
(increased authorized level
 
by $1,042,900, to a
 
total of $2,542,900, and
 
revised conditionality) 


3. 	 PAAD Amendment No. 2
 
(increased authorized level
 
by $600,000, to a total of
 
$3,142,900) 


4. 	PAAD Amendment No. 3
 
(iacreases 	authorized level
 
by $1,400,000, to a total of
 
$4,542,900, and revises
 
conditionality) 


5. 	Proposed PAAD Amendment No. 4
 
(to increase authorized level
 
by $557,000, to a total of
 
$5,099,900) 


Authorized Disbursed
 

September 1987 January 1988
 
"1st tranche"
 

September 1988 July 1989
 
"2nd tranche"
 

June 1989 July 1989
 
"2nd tranche"
 

August 1989 1/
 
"3rd tranche"
 

FY 1990 1/
 
"4th tranche"
 

1/ Upon fulfillment of conditions precedent to disbursement
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This PAAD Amendment provides information that is
 
supplementary to the original PAAD and its prior two
 
amendments. The additional information given below is keyed to
 
the relevant sections of the original PAAD.
 

B. 	 Background:
 

Th. original program objective stated in the
 
September 1987 PAAD, to "support a multidonor structural
 
adjustment program" in Dominica, remains valid today. Dominica
 
has just completed the third year of its three-year

macroeconomic program agreed to under the auspices of a "Tight
 
Consultative Group" or TCG. The TCG's purpose is to provide

coordinated concessional structural adjustment support 
to
 
Dominica from the IMF, World Bank and other donors. 
 The United
 
States pledged a contribution of 94.5 million to the effort, to
 
be granted as ESF cash transfers of $1.5 million each year for
 
the three years of the program. (The reader is referred to the
 
original PAAD and its two prior amendments for more detail on
 
the specifics of the three-year TCG program.)
 

Funding constraints altered the schedule of
 
disbursements of the U.S. assistance, as shown in Table 1. By

mid FY 1989, only slightly more than $2.5 million in ESF had
 
been 	obligated for Dominica. In late FY 1989, however, a total
 
of $2 million in additional ESF was allocated for Dominica.
 
The first $600,000, obligated in June of 1989, was viewed as
 
completing the commitment of $1.5 million made for FY 1988, and
 
for that reason was provided without conditionality over and
 
above that attached to the FY 1988 ESF monies. This $600,000
 
was disbursed simultaneously with the FY 1988 ESF in July of
 
1989, once the relevant conditions precedent were met.
 

The second part of the FY 1989 portion of ESF for
 
Dominica, the subject of this PAAD amendment, carries with it
 
conditionality relating to the objectives of Dominica's
 
macroeconomic program. The specific conditions will be
 
detailed in a later section of this amendment. At this time,
 
RDO/C has requested an additional $557,000 in ESF for Dominica,
 
to extend the program into FY 1990 and to bring its total to
 
$5.1 	million.
 

C. 	 Economic Performance To Date Under Dominica's
 
Structural Adjustment Program:
 

The three-year period covered by the TCG-GOCD
 
structural adjustment program formally ended in June of 1989.
 
At that time, review of economic performance over the period
 
showed many signs of success. The goal of 4 percent real GDP
 
growth during the period 1986-1988 was surpassed - averaging

6.4 percent a year. The central government deficit fell from
 
15 percent of GDP to seven percent in 1988. Open unemployment
 
fell from an estimated 18 percent to an estimated 10 percent.
 
Table 2 (an amended version of Table 1 of the original PAAD)
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8/10/89 
TABLE 2
 

(AMENDED TABLE I FROM ORIGINAL PAAD)
 

DOMINICA: ECONOMIC INDICATORS UNDER TCOG PROGRAM
 

PROGRAM /1/ ACTUAL/PROJ.
 

1985 1986 1987 1988 1989 1990 1987 1988- 1989
 

(Annual Percentage Changes)
 

GDP at constant prices 1.7 6.8 4.6 4.5 4.0 4.0 6.8 5.6 2.8
 
Inflation (GDP deflator) 8.3 6.2 4.5 4.0 3.5 3.5 4.1 3.9 4.1
 
Exports (US$ million) 11.3 55.1 4.1 16.5 11.2 8.4 10.6 15.8 -10.0
 
Imports (US$ million) 2.6 -2.6 19.0 10.6 12.4 5.5 19.2 31.8 10.0
 

(Percent of GDP)

BALANCE OF PAYMENTS
 
Current account deficit
 

before grants -20.7 -3.4 -8.9 -8.4 -9.8 -84, -7.5 -15.9 -20.0
 
after grants -5.0 4.2 0.7 0.0 -1.0 0.6
 

External debt 47.9 47.1 51.0 51.2 51.3 49.9
 
Debt service as pot. of
 
exports, serv., priv. transf. 9.4 7.9 9.4 8.8 7.7 6.5
 

CENTRAL GOVERNMENT OPERATIONS
 
Current revenue 29.3 28.8 36.2 28.5 28.4 28.3 39.3 44.6 43.6
 
Current expenditure 28.3 26.4 26.2 25.0 24.2 23.5 34.6 36.6 40.7
 
Current balance 1.0 2.4 4.0 3.5 4.2 4.8 4.8 8.0 3.0
 
Capital exp. & net lending 15.9 9.7 12.5 14.9 14.9 14.3 17.9 21.9 25.6
 
Overall balance:
 

before grants -14.9 -7.3 -8.5 -11.4 -10.7 -9.5 -11.3 -11.5 -20.5
 
after grants -2.2 -1.9 -0.4 -4.1 -2.6 -2.0 -1.2 -2.9 -9.8
 

External grants 12.7 6.4 8.1 7.3 8.1 7.5 10.1 5.6 10.7
 
External concessionary loans
 

(net, Incl. IMF SAF) 1.8 2.7 4.4 6.7 3.7 2.8 5.7 9.5 5.7
 
Nonconcessionary financing 0.4 -0.8 -4.0 -2.6 -1.1 -0.8 -4.5 -6.6 4.1
 

------- ------- -- --------L ---- - - - - - - - - - - - - - - - - - - - - - ­-


SOURCE: IMF AND MINISTRY OF FINANCE
 

/1/ TCG/SAF Program beginning July 1, 1986
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gives more detail about progress against the quantitative
 
targets of the Dominican economic program.
 

It is certainly true that much of Dominica's
 
positive economic performance reflects favorable commodity
 
prices (particularly bananas) during the period. As much or
 
more credit can be given to a much improved economic policy
 
environment, as the Dominica program included measures to
 
restrain the growth of public expenditure, especially of the
 
recurrent budget, and to promote exports and tourism. The GOCD
 
raised tariffs on utilities and took steps toward their
 
privatization. A comprehensive fiscal reform also assisted in
 
strengthening the Dominica macroeconomy. Donor projects to
 
improve infrastructure also provided an impetus to growth.
 

Despite the many and noteworthy successes of the
 
Dominica structural adjustment program so far (please see
 
original PAAD and its two prior amendments for the details),
 
more work needs to be done to keep the country on its path of
 
strong economic growth. Measures to maintain fiscal
 
discipline, further spur export development and diversify
 
agricultural production are still of high priority. Moreover,
 
Dominica's infrastructural development program has many
 
important unfinished projects. For these reasons, assistance
 
to Dominica's structural adjustment program by the TSG
 
membership will continue beyond the original three-year
 
timeframe.
 
III. Prognosis for the Dominircan Economy During 1989 and
 

1990
 

A. National Income and Production:
 

The GOCD anticipates achieving a real GDP growth
 
rate of at least 4 percent in 1989. As in the previous year,
 
tourism is anticipated to be a leading sector in terms of
 
growth, with an projected expansion in excess of 10 percent in
 
real terms. GOCD analysts expect that the agriculture sector
 
will see a less favorable year in 1989, as both banana prices
 
and output are expected to fall. Agroprocessing and
 
manufacturing are projected to see moderate growth, as are
 
construction and banking.
 

Outside observers, on the other hand, predict
 
that growth will slow in 1989, and that growth rates will be
 
significantly lower until at least 1992. Despite the GOCD
 
optimism, GDP growth is more likely to moderate to a level of
 
2.5 to 3.0 percent in real terms. This scenario is based on
 
the expectation that the U.K. banana market .s saturated, and
 
that overall exports will be lower than in recent years until
 
1992 or later. The IMF doubts if the value of banana exports
 
will ever recover to levels seen over the past few years.
 
Renewed growth in both exports and GDP will depend on the
 
country's success in diversifying agriculture.
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Because the high levels of growth of the past few

yeari are not likely to be repeated soon, the external and
 
fiscal balances are expected to worsen over the near term.
 
Even so, the more pessimistic observers of the Dominican
 
economy are not alarmed at the prospects.
 

The level of inflation, measured by the GDP deflator,
 
is expected to be about 4 percent in 1989, about the same as
 
was experienced in 1988.
 

B. External Sector
 

The current year has proven one of greater
 
difficulty for the Dominican economy. Banana tonnage is
 
already off sharply from the over-70,000 ton level of 1988.
 
Banana prices are now lower than in previous years, another
 
blow to an economy for which this crop constitutes about 70
 
percent of exports. The impact is compounded by the fact that

"green" prices in London are 
off, combined with a rise 
in the
 
value of the U.S. dollar. The strengthening of the dollar has
 
the effect of lowering the EC$ price to farmers, since the
 
fruit is sold in sterling. A ton of bananas thus yields fewer
 
EC dollars than it did a year ago.
 

Preliminary data from the International Monetary
 
Fund, reflecting that institution's pessimistic outlook for the
 
banana sector, project that exports in 1989 will be about 95
 
million dollars less than last year. This will contribute to a
 
worsening of the current account deficit from an estimated
 
$18.3 million in 1988 to $27.9 million in 1989.
 

With continued rising imports, the current
 
account balance is expected to worsen sharply in the next two
 
or three years. While the Government estimates the drop in
 
bananas to be only about half as large as that projected by the
 
International Monetary Fund, the situation will still be quite

unfavorable compared to the past three years. Nonetheless, the
 
projection is that even with reduced grant support, the overall
 
balance of payments can sustain a modest surplus during this
 
period.
 

On the capital account for 1989, for example,

official grants and public sector borrowing, plus a higher

level of direct investment than has prevailed in years past,

will contribute to an estimated $5.7 million dollar balance of
 
payments surplus. This will translate into a strengthening of
 
Dominica's international reserve position within the Eastern
 
Caribbean Commercial Bank. Balance of payments projections for
 
Dominica appear as Table 3.
 

B. Fiscal Accounts
 

In 1989, as in previous years, U.S. balance of
 
payments support for Dominica will be Justified on the grounds

of needed budget support, rather than due to a balance of
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TABLE 3
 
(Amended Table 2)
 

Domlnica Balance of Payments 11/
 
(US$ Million)
 

Prel.-------- Projections.--­
1984 1985 1986 1987 1988 1989 1990 1991 1992
 

CURRENT ACCOUNT BALANCE -18.5 -20.6 -4.6 -7.9 -18.3 -27.9 -29.5 -24.7 -20.9
 
(before grants)


Trade Balance -30.2 -28.7 -12.3 -18.4 -32.0 -43.5 -48.0 -46.4 -46.2
 
Exports, f.o.b. 25,6 28.5 43.4 48.0 55.6 50.4 46.4 47.6 49.4
 
Imports, c.i.f. -55.8 -57.2 -55.7 -66.4 -87.6 -93.9 -94.4 -94.0 -95.6
 

Travel (net) 8.5 7.3 7.5 8.5 
 9.1 9.8 10.5 11.7 13.0
 
Interest Payments (net) -2.0 -2.0 -2.0 -1.9 -1.8 -1.9 -2.1 -2.3 -2.4
 
Other services (net) -1.1 -3.7 -4.5 -3.7 -2.0 -1.5 -1.0 -0.5 0.0
 
Private Transfers (net) 6.3 6.5 6.7 7.6 8.4 9.2 11.1 12.8 14.7
 

CAPITAL ACCOUNT 24.7 19.7 9.7 16.6 18.7 33.6 32.0 25.9 21.9
 
Official grants /2/ 11.0 15.6 8.6 11.4 8.9 12.8 11.6 8.6 5.6
 
Public sector borrowing /2/ 4.8 4.5 4.1 3.9 7.8 8.8 9.4 7.4 6.4
 
Commercial banks 3.0 -0.8 -2.9 -12.7 -9.9 5.0 3.0 1.0 0.0
 
Direct investment 2.3 3.0 6.8 8.6 
 6.9 7.0 8.0 8.9 10.0
 
Short- term capital


(incl. errors & omissions) 3.6 -2.6 -6.9 5.4 5.0 0.0 0.0 0.0 -0.1
 
SDR ALLOCATION 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
 

OVERALL SURPLUS OR DEFICIT(-) 6.2 -0.9 5.1 8.7 0.4 5.7 2.5 1.2 1.0
 

FINANCING -6.2 0.9 -5.1 -8.7 -0.4 -5.7 -2.5 -1.2 -1.)

Change in off. reserves /3//4/ -6.1 2.7 -4.2 -8.1 2.0 -3.4 -0.6 0.0 0.0
 
Change in for. assets 0.2 -0.3 -0.3 -0.2 -0.3 -0.3 -0.6 -0.3r -0.3
 
Net 	credit from IMF /5/ -0.3 -1.5 -0.6 -0.4 -2.1 -2.0 -1.3 -0.9 -0.7
 

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/ Beyond 1989 sources of official grants and concessional borrowing
have not yet been fully identified, IMF tables altered to reflect AID grants 
as shown in the fiscal tables, 3A/C. Non-AID-grant scenario 3B not shown here. 

/3/ Refers to change in Dominica's imputed share in international 
res,,rves held by ECCB. These are not freely available to Dominion. 

/4/ "Charnge in official reserves" data for 1985-87 are distorted as the 
result of underreporting of currency in circulation in 1985-36 
on which Dominica's imputed share of ECCB internaLioail reserves 
is bas'd. 

/5/ 	Iztiludos actual and projeLted disburshmrits under Lthe TMF 
Structural Adjustment Facility. 
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payments shortfall. (The balance of payments is expected to
 
show a small surplus, Pa noted above.) The GOCD is unable, in
 
the short term, to generate sufficient internal resources to
 
carry out an infrastructure improvement program of the
 
magnitude to achieve real GDP growth rates in excess of 4
 
percent annually. Domestic resource mobilization must be
 
supplemented by external grants and loans to achieve the
 
necessary investment in productive infrastructure. A corollary
 
to this is that Dominica must make sure that scarce public
 
sector resources are directed into investment and maintenance
 
of physical infrastructure to the maximum extent possible,
 
while operating expenditures are kept lean.
 

Table 4A on the following page shows that in
 
their current fiscal year, excluding grants, the GOCD will face
 
a larger deficit than the year before (EC$55 million in 1989/90
 
as compared to an estimated EC$31 million in 1988/89), in large
 
part due to an increased level of capital expenditure (EC$69.1
 
million in 1989/90 rather than EC$59.1 million the previous
 
fiscal year). RDO/C support to the public investment budget
 
(added in Table 4B) reduces the overall deficit in the 1989/90
 
fiscal year from EC$26.5 million to EC$18.3 million. With
 
concessional financing of EC$ 15.3 million expected to be
 
available to Dominica during the 1989/1990 fiscal year, the
 
RDO/C contribution reduces the need for nonconcessional
 
borrowing to only EC$3 million.
 

For this scenario to materialize, the GOCD must
 
strictly supervise its current expenditure, particularly the
 
wage bill, and must continue its progress in putting parastatal
 
finances in order (including privatization). The targets
 
proposed under this year's ESF program for control of the wage
 
bill are the following:
 

1. Efforts to keep the wage bill constant in real
 
terms, but in no case exceed growth of three percent
 
in real terms. The present forecast of 8 percent
 
growth in the wage bill, given expected inflation of
 
about 4 percent, means that additional effort will be
 
required by the GOCD in this area.
 

2. Maintaining the wage bill at a level less than or
 
equal to 57 percent of current expenditure.
 
Projections for 1989/90 show that the GOCD,will
 
exactly meet this target.
 

3. Maintaining the wage bill at a level less than or
 
equal to 50 percent of current revenue. Projections
 
for 1989/90 show that this ratio will rise to nearly
 
52 percent, meaning that the Government must exercise
 
extreme prudence to meet its targets.
 

4. Increasing the budget for road maintenance by at
 
least 10 percent in nominal terms, to insure that
 

investments in road construction yield their maximum
 
benefit.
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 ......................
..... ................
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TABLE 4B
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.................................................... I........................................... 

plog. Prot.frel.Prof. Feel. Proj. Proj. Joj. 
fi lllls/ISI1lTl 1/Il11111ill ull lll/It11 1111/11 1111119 /lll10 lolll/$
 

....... ....... ... .......................................
 oo................................o
 

Rease and gruts .l, 111.1 111.1 112.1127. 133.1 MA1, 113.1116,111.1 IM.
 
.......................... 
 ....... .. . .. ..... .... ..o..........
 
Current 71.1 I1, 10.1 1M.1 14.1 101,2 11.1 121,1 117.3 111.0 123.3
 reveane 


Tu revenue 15. 71.3 11.1 11.1 I5.5 35.1 17.T 111.3 11.1 10.5 11.2
 
lontu rercue I.T 1.0 1.3 1.1 LE 11.1 10.7 11,1 12,1 13.5 14.2
 

Capital receipts 0.1 0.1 0.0 3.3 1.2 0.9 2.5 5.0 5.1 5.3 5.0
 
foreign gruts 35,1 31,1 1.2 17.5 32.1 27.3 21.0 23.3 37.1 31.1 14.3
 

Of Wilc: bletary grut /1/ 0, 4.1 1., 0.0 1.5 0.1 4.3 0,0 1.2 1, 0.0
 

Total expeaditure 125.7 127.5 12.,5 111.2 141.0 101.1 151.3 15171 171.1 111.4 I7.3"
 
................. .. .....4........ ........... ... ..... ..... ..... ...........
 
Correct cipeudltue 11.5 11,1 15.1 5,0 10.T 13.3 15,0 II. 103.1 I1113 Ii2A
 

Of ck: Vagebill 02.3 1.1 41,41 3 I. 52.1 50.3 1.5 11.0 15.3, 13.1
 
Capital cipenditue ud letleilg 51.2 1.1. 21.5 21.2 50.3 18.3 51.1 1,1 19, 72.1 5.1.
 

of dick: local 0.7 of 3.1 5,1:1 8. 10.7 11.3 I. Iu, l,. a.
 

Currect account hluce 0.1 3.1 4.5 7.3 3.0 12.9 13.4 11.7 1.0 I,? -0.!
 
.................. .... ........... ..... ..... ........... ..... ..... .........
 

Overall balance before frut -51.1 -1.1, -3!.1 .2,3 -45.7 -30.5 -10.1 -31.0 -|5, -15.1 4.00 
................. ..................... ........... .......
 

Overall balance -15.1 -.1, -10.3 -3.0 -1N.1 -3.2 -12.1 ;y.7 -13.2 -33,5 -31.T 
................................... 
 .......... ........ . ............ ..... .. .....
 

Cocc:usclar! forell borrolal 1.3 5.1 7. LT 20.2 15.4 25.1 25.1 15.3 i1.5; 2.5 
cf Wic: Sly 0.0 0.0 3.0 M. 4.1 0.2 2.0 2.0 0.0 0.0 0.0 

hucoceusloaar financlag 1.1 0.9 1.: -1., -63 -12. -I3.T -171 3.0 1,10 3.2 
............................. ........... ... .... .... .. 
 . ....
Iktserr :p-rf .aulactiols -0.2 -045 1.1 .3 .5 -10.3 -.55 -5.5 -2.7 0.0 0.0 
!27(actp-rckascn1 -2.1 -4.5 .A.: 4.7 .T.2 -7.4 -. -7.4 -5.2 0.0 0.0 

Is..gc foresilIgoveruent 
133ttshlocrcasI: - -0.0 -0.1 ,0.1 0.1 3.0 -1.0 -1.1 -1.1 -1.5 0.0 0.0
 

C1.:? 1o:11c 0.2 0.0 1.1 0;0 1.0 0.0 3.0 3.0 4.0 0.0 V.0
 
!1.C reclg 2.1 4.1 -1.3 3,67 2. -1.3 0.0 0.0 0.0 1.0 ,.0
 

Coucical backs 3.5 -1.0 1.3 1.1 .1 -12.5 -7.2 -22l 5.1 :.0 :., 
5ta"t rt bcd!co 2,0 0,7 0.0 4.0 0.0 10.5 0.0 0.0 0.0 7.0 M.0 
OIC: docstlc 0.0' 0.1 00 1.1 0.0 0.1 0.0 0.0 0.0 .0 M,0 
ksldcal 0.7 -2.M 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 1.0 
............ .................. ....................
................. .................................... ...
 

if
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Even with the difficulty the GOCD may face in
 
1989/90 to meet its fiscal targets, the projection is for the
 
government to achieve a current account surplus equal to about
 
2 percent of anticipated GDP. The fiscal situation, while not
 
alarming at present, is clearly less buoyant than it has 'been
 
for the past two years.
 

C. The June Fiscal Reform:
 

In her June 1989 budget address, Prime Minister
 
Charles announced a fiscal reform to be implemented in January
 
of 1990 aimed at simplifying the tax system and providing
 
greater incentive for private sector investment. The fiscal
 
data given in the afore-cited tables incorporate the income
 
loss estimated to result from the reform, expected to be about
 
EC$14 million on an annual basis.
 

The fiscal measures were designed to encourage
 
investment by easing the corporate income tax. In this regard,
 
the corporate tax rate will be cut by 5 percentage points to 30
 
percent. The distribution of corporate bonus shares will be
 
made tax free. The hotel occupancy tax will be lowered from
 
ten to five percent, and the bar and restaurant tax will be
 
replaced with the regular three percent income tax. Income
 
from interest and savings deposits will be exempt from income
 
tax, a measure designed to attract deposits from Dominican
 
depositors overseas, as well as other nonresident depositors.
 

Adjustments will also be made to the personal
 
income tax, both to simplify its administration and to create
 
greater incentive to productive activity. The top marginal
 
rate will be lowered from 45 to 40 percent, and the other
 
brackets will also have their associated rates reduced by five
 
percentage points. The income brackets will be widened. About
 
850 taxpayers will be removed from the tax rolls through
 
raising the tax threshold from EC$9,000 to EC$12,000.
 

Both the purpose and content of these measures
 
respond to the objective of the GOCD economic program, and of
 
conditionality under the multi-year ESF program, to encourage
 
private sector investment, saving and creation of employment.
 

IV. Program Description:
 

A. Conditions and Covenants:
 

The conditionality associated with the additional $1.4
 
million grant was defined as part of the original three-year
 
ESF program, and remains valid today. Table 5 on the next
 
pages summarizes the quantitative conditions and covenants
 
contained in the three prior ESF disbursements, and reports on
 
progress by the GOCD in meeting the quantitative targets of the
 
program.
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RDO/C has negotiated the following measures to be

taken as conditions precedent to disbursement of the $1.4
 
million in ESF assistance authorized under this PAAD
 
amendment. These measures are key to Dominica meeting its
 
fiscal targets during the current fiscal year, and by

implication, for carrying forward a level of investment in
 
productive infrastructure to maintain growth rates at the
 
targeted level.
 

(i) Evidence that the GOCD has implemented wage and
 
salary cost-containment measures based on the
 
Grantee's response to the findings and recommendations
 
of the Organization, Methods and Manpower technical
 
assistance team.
 

(ii) Evidence that the GOCD has increased the
 
national budget for road and infrastructure
 
maintenance by at least 10 percent in nominal terms
 
between its Fiscal Year 1988/89 and 1989/90.
 

(iii) Evidence that the GOCD is making satisfactory
 
progress toward attaining its targets for wage and
 
salary expenditures. [See covenant (i) below.]
 

(iv) Evidence that the GOCD is making satisfactory
 
progress toward attaining its targets for public
 
sector savings, as measured by the balance on
 
recurrent account in the revenue and expenditure
 
accounts of the Government of Dominica. (See Covenant
 
ii below.)
 

(v) Evidence that the Grantee is making satisfactory
 
progress toward privatizing the Water Authority.
 

The following covenants will be included in the
 
ESF Program Agreement:
 

(i) The GOCD shall make every effort to keep the
 
public sector wage bill constant in real terms, and at
 
minimum will restrict increases in the public sector
 
wage bill to no more than three percent per year in
 
real terms between Fiscal Years 1988/89 and 1989/90.
 
The Grantee will further covenant that every effort
 
will be made to reduce civil service wage and salary
 
payments and maintain a level not to exceed 50 percent
 
of recurrent revenue in Fiscal Year 1989/90. The GOCD
 
will further covenant to make every effort to ensure
 
that civil service wages and salaries will not exceed
 
57 percent of current expenditure in Fiscal Year
 
1989/90. The GOCD will further covenant to provide to
 
A.I.D., at the request of A.I.D., expenditure data
 
demonstrating the progress that the Grantee is making
 
toward attaining the targets for wage and salary
 
expenditures.
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(i'i), The GOCD shall make every effort to contribute
 
to public sector savings by taking actions necessary

to produce a surplus in the recurrent account of the
 
Government budget equal to at least 11 percent of
 
current revenue in Fiscal Year 1989/90.
 

(iii) The GOCD shall provide to A.I.D., prior to
 
January 1, 1990 a report on measures taken or planned

by the Grantee during Fiscal Year 1989/90 to remove
 
fiscal, regulatory, or other disincentives to private
 
investment in Dominica.
 

(iv) The GOCD shall provide to A.I.D., prior 
to
 
January 1, 1990, an implementation timetable for
 
further privatization of state-owned enterprises.
 

(v) The GOCD shall increase the amount budgeted for
 
road and infrastructure maintenance by at least 10
 
percent in nominal terms each year between its Fiscal
 
Year 1988/89, 1989/90 and 1990/91.
 

(Progress against quantified macroeconomic
 
targets will be evaluated in January of 1990, when half-year

actual data are available, and refined projections of full-year
 
performance can be made.)
 

An additional covenant will provide for periodic

meetings between the GOCD and AID to 
review economic
 
performance, with macroeconomic data to be provided a timely
on 

basis to AID by the GOCD. 
 The ESF Program Agreement will also
 
include the standard conditions and covenants relating the
to 

separate dollar account, the local currency account, accounting

and reporting, specimen signatures, opinion of counsel, and 
so
 
on.
 

B. Program Elements:
 

The uses of ESF dollars, and associated local
 
currencies, will follow the scheme described in 
the original

PAAD. The reader is referred to that document for the
 
details. The same justifications for grant funding and for
 
.providing the assistance as a cash transfer are still valid.
 
The same reporting requirements will be retained for the
 
additional assistance.
 

The amount of the additional grant is still well
 
below Dominica's annual import requirement from the United
 
States. Therefore, Dominica is not expected to have difficulty

in importing at least $1.4 million in commod'.ties from the U.S.
 
under the additional grant.
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SUBJECT: PROPOSED DO'IINICA ESF CONDITIONALITY
 

THIS IS AN A!TION MIESSA" FOR LAC. RDO/C PROPOSES
1. 

THE IT"'1S LIFTED 4,'LOd kS CONDITIONS PRECEDENr AND
 
CO7'.IANTS POP. FY 1989 AMENDM:]NT TO DOMINICA ESP PROGRA4
 
OF $1.4 4ILLICN. (THIS dILL 11E TUE THIRD TRANCHE OF A
 
'ULTI-72.9 PROGR4.) ONCE T'uT LAC BUREAU RAS CABLED
 
APPP7,O"AL 'IFPROPO ED CONDITIONS, RDO/C WILL MOVE FORWARD
 
WITH ?kP.W APPPOVIL IN FIELD AND OBLIGATION OF FUNDS.
 
PLIJASE NOT , fff.T TOlINICA SF IS AN AIJST OBLIGATION.
 
WE WILL APPRECIATE ANY AND ALL ASSISTANCE TO EXPEDITE
 
APPROV.L CF PPOPOSED CONDITION.LITT.
 

P. IN FARLI ATGOS'P, R')O/1 F.EVIEWED NEW ECONOMIC
 
PROJECTIONS FOR 198- ;V'J)
1990 YIH TdE GOVERNIE,'T OF TP!
 
COMMOVW';ALTH OF DOMINICk (GOCD). BALED ON THE CgRRm';NT
 
ST4TUS CF T. kNP rYPrCTED ECONOMIC TRENDS, WE
1 "L CONOMlY, 
P.OPOSO THAT TH3[FOLLOWII", B CON')ITIONS PR?,CEDNT TO 
DISBURSEENT OF 'HE FY 1939 1.4 'AILLIOM'IN ESF GRANT 
FUNDS FCR DO'It4IC. 

(A) EVID.INCF THAT.THSlv'CD flAS IIPLEIENTED .VAGE AND
 
SAIARY COST-CO1AIN 4E'NT MrASURES BASED ON THE GRIANTVS 
RESPONSE TO THE FItF'DIN'}S AND RECOMMENDATIONS OF THE 
ORGNIZATIO. , '1?,TSODS 	 .LN3 MVkt4PCVWl'JR TCIPCHNIC'IL A-3SISTANCE 
T7A.i. PHF GOCD '4ILL nROVID DATA AD EVIDENC7 
DIACNST.TING TEE CnST SAVIN'IS TO BE ACHIEVED BY THES3
 
M!kSURS. 
(B) VIP-0C' THkT q? -JOCn P'AS :'C]? 'A-JED THE 
NATICN'AL FUDGET FOP 9OAD AND INFFASTRUCTURY 
'lkITEAAkC FT kr I,5ST 10 P C ,NT IN 4OMINkL TERIS 

° 
PsTkEl.N I3 FISCAL YEAt 1988/,9 ."D 191-219/90.
 

(C) 	PVI:TNC; ?''T '" C l !q lkKIING SkTISFA",TOiFY 
INGT rE T'l PTS V'PROGRESS T,?-A IlNGAI '" A"E AND 

SALARY VvPENDITUR;, AE S'rAT.r IN COVE4ANT (A), B7LOW. 

(D) 13VI('ENCT' THAT TIB GOCT) IS MAKING SATTSFACTIRY 
PROIRESS TCfA'D ATVA.NING THF TAEGETS FOT PITBLIO ,SECTOR SkVINGS, :,S 1',ASURED PY T14 , BALANC; ON 
R1C JRR:N"T ArCO JNT I" TH" !' :.:'JE AND rlPENDITUJF. 
ACCOUNTS OF T. . GOWERN1'"T OF DOMIN1(GA, AS STATED IN 
COVSNANT (1), CO'. 
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7URT!ER COVENkNTS TO ,AK".E11TSALARIES Si, NOT: THOM',Xr,,,,CIVTL7 SRVICEECN WPGgS ANDURN....... 
 5'?' u£PCNT3SPTNDITUiR OP CUYRRENTIN FISC ',FURTqER COV A.I.D.,?N,,Tc . 
ti.R 1989/90. THO GRANTEER QTrEST CF EXP:rKDITTrrgO PROVID" DMTA"'0 A.I.D.DElONSTRATING, AT TH'F THEPROGRESS THIM m'H; Gr:q., IS 1AKING ?OIARD ATTAININGT2E TARITS P.I ,Y.", .'ND SALARtY EXPF'-NDITrRP,3,DATA TO SU!CHk, USED IN rT"R1I;I! STISFACTIONCONDITIO;4S PRT'P" OF THETc DISBURS E*1NTS UNDERGRAM' -. HINIDFlJL PRAT 

THIS 
A.T 1)''"8,0,QJSTBnyORv, T'3E .ND WILL OCC-kO T'T SA",''S FISCALGRANT/31 TEAR, THE 

CURRENTLY
dILL J." PR:PAR90 TO PRESaNT ITS 'lOSTAVAILAILE ACTUAL ERrRCHMANCEWITH FUIL 1988/, DATA ALONGFISCAL TEIR PROJECTIONS BEFORE
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ACTUAL PRF 1AI':' D'T. A[0" "I'II FULL 9ga/;O 
FISCAL TEAR PtLc..i -'i.- .;E .',.NrA1' 1, 19.J0. 

(C) THE lOCD SAALL P1', ,0 A.I.D., PRIOR TO 
JANUART 1, 1990, FXCe:P'I AS T,*.; hWMTu-R.kS MAY OTHERWISE 
AGREE IN WRITI4JG, IN FOR'1 AN9 SUBSTANCE 5"'±T.SFACTORT 
TO A.I.,. A REPOPT ON MrAS:J. 3S TAKEN OR PLANNED -1, 
TO! GPANTEE DURING FISCAL TEAR 19119/90 TO REMOVE 
FISCAL, rISGL.TORT. OP 0TY3I{ DISINC :NTIV,S TO PRIVATE 
INVESTME'T IN DOMINICA. 

(D) TOT GOCD SHALL FROVII)T TO A.I.D., PRIOR TO 
JANUART 1, 1990, EIC".PT AS TI7 PARTIES MAY OTHERWISI' 
AGREE IN WRITING, IN FOR1 AND SUBSTANCE SATISFACTOaY 
TO .1.I.)., kN I,1PIEMrii"'k1ION TIMETABLE FOR FtRTgrR 
PRIVATIZ)T'ION OF S' S.mAT.9-OWNADNTERPR [S 


(E) TH3 GOCD SSLL INCREASE THE .'IOUNT BUDGETEJ FOR
 
POAD AND INFRASTRJCTJRP M.IN"37NANCE BY AT LEAST 10
 
PERCXNT IN NOIINAL TERMS EA1' TEAR BET4EEN ITS FISCAL
 
TEAR 1998/19, 1989/90 AN) 1990/91.
 
4. AN ADDITIONAI COVEANT WILL PROVIDE FOR PERIODIC
 
:1!ETINGS PrTWESN THE C7OCD kND.AI') TO REVIEW ECONOMIC
 
PERFORMANC-,, W!TH rACR ',CO-,OMIC DATP, TO BE PROVIDED
 
ON A TI41FLT BASIS TO AID 'ITT'F IOCD. THE ESF
 
PROGRAM AGREEMP4T 'ILL ALSO I'CLUDE 'PH"!STANDARI
 
CONDIm"IONS AND COVY!.ANT; RELATMING TO THE SEPAi:ATL
 
DOLLAR ACCOUNT, THE LOCAL 1,URRENCY ACCCUNT,
 
ACCOUNTING .NI REPORTING, SPrCIMIEN SIGNATURES,
 
OPINION CF CO:JNSTL, 4WD SO O1.
 

5. PL!ArS CADBIE IC R"SPO-'47 SOONEST, SO THAT RDO/C
 
CAN PAP JP N;,OTIA IO4? iND SIGNr. BY AUGUST I.
 
CLART.
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3-,.- ?DRNIN C THE FYliiia 'BEJ:T, CFARu.s
PPKSTNTEt AN EXPEhDITURS S~ilE!'UL3 CF e. ~tVS-D-25 PILtENT HIVEIR TRfAS ?T1pSB/89'.c 11:1.A
 
V10JEC?7CN. 
 THI. VDTENt.NT ISTIMA1'Ls Tsp.-. Ri1,jRRrN

TUflKDIFlfKS WILL AMOUNT 49.3TO 14ILLION. tSD (SD'E313 -PRYNTOT 1988 NOMINAL ;:P); TOE CAPI!Al, BUD-SIS IN ?Sv?INA!!D 46 MILLION USD. ;IVEN rRCJLCID TAXAir NON-TAX FICUPB~hT REVINUI Of 45.7 folVION 0S6LeTFE TPC'EP RECUa&ENT SUJR!LUS COMES !C~'?~LI'
ISD. 

4. CEPRLES 'NET- TZC."'I 04 TgE P~z.jaC SE7tTC'
 
IK'V7~cFNT PaO;RAM (Z4kF1TAL 
 T-7.IT~I)
EARGFST .Sb'.EE (;1.4 MILLION C15L) WILIt' DP -r-:FTDROILZCTRIC P6CVFR 3V.RLCn>ElT. (c5~~~~C
POWER~ PLANT AT LAUDIAT HAS AIRIAD)y C:NMNC17.
 
COMMUNICATION~S 
 WILL CIAIM V': FSlIMATZ;. 7.? P!LLION!'SD ?OR CCKSTanCTICk Of FEYDER h&'S, FXT FPS!ON OFLIGHTING OF Vt~? CA'iIELP AIFPO~F 
 mAY, At..CONSI'RUCTICN OF FIRE[ STATION'S Am ?CTV: CAN771II..D Ac.MILVILL! FALL AIRPORTC. EXERO iAlTS (11.t

1111LION t'51 AND LOANS 
 (16.2 MILLIC'.1 07~L ACCOUNT

rC2 VOSI CY ThE PUBLIC l~tSTmxpJ?.
 

*TFT 1EVDGE! CONTAIKS A NUMtc. CF IVD'vI:)7Al&I"F.COO'CRATS' TAX CCS'.SSICNS , ES1mNF; TO SPR VATLirsDpi sAV1N3s AND)INVc- 4N (LOT:- LAE;!p AK:
SMAII-S(CALF). ACCOP!)l 
 ZLY, IFFEC&!~j JA'-jk-- 1.
199r:?
 

-- A IlKDUCTIBLE ALLCVAh%'o %IiL 11 !J.'TFL' ?C
INDIVIDUALS FO:-' 
 siv ZNVESTmE'T CF 
 A"p 7.Q17'!'!S (lL"51 US:)) IN TH;% Sqt~hECi A:I 
C 

f'OMPANI!S ENGAGED It Ac~IviruEl A:PpCV!' 
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AN~ouNcil) -THAT THE~ ETT"= FkC4PT. "Ay. vbI: ri 

I*R AND RISTAUP.ANT TIT Vl-L ?Y ILI'iINftTK' Ah-'PlV?6ACLD VITE THE REGULAR TbRZIL MECENr SAILS !Afx. 

61 CHARLES HAD SOM~E VSL'MMI NIVS FORh ITI_';t'AL TAT

PflIPS AS WILL. EFFECTIVE JANUARY Is TEL. mkli.t'0PUSONAL INCCM' TAX Uo&- 'VILL BE Cg" M~.m P'76 40PUICINT AND TEE 13VkFT ~il*.iClE 'TO 23 ?EIR'dtK? F3PM 
FKPCR'4T. THE )"INIMUM TrAXABLE WN~.ILL ?F 

FC !DLS.(4,4s4 t:)*:4~ ~ RL4k TV5SCME e.5
 
pFopl? 730M 'TAI 't1Ab4?*I!Y A".P L "5;~~PS~

INCO'E PT A4 E TIMw'r 2.? h-iLLICti 
FURTF!T.".-cu F:, T SAL1S TAV ON 1MELICIFNL ANEVO
 

RIMOtTfl., AS W'ILL THAT ."? VHOL~rALi I'il"S.
 

7. COMM!'NT. ALrSTU32 TL'E:ICiNS ARE NCT rzrlC:E­
roR UP TO 12 FORI M~p-::;s, IEai iNS OF J7Ni 
 li-i?

AIDIED UP 'C SOMI.TXN' CF A 7NDO.CU"~F'I BY
cEqi;s,' nopjri.zA iRE2@-m FAE?. T.IpqT, T':t 04"PAl 

WILE DN*iIrC79'S Y KZ (-IUI'.zw; 7:!
MITISTFR) PAI J. i1Ni ~I:UF;

SpE'c';c, Tz sIE AN : IRI- CF T 1 CR7-,'P
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SECTION,7.2. .PPCiontatjv*S 

For all purposes relevant to this Agreement, til Grantee will be 

represented by the individual holding or acting 
inthe position of 

Gove~rnent of the Connonwealth of Dominica and Minister of Financer 
A.I.D. will be repreaene.ed by the individual 

holding or acting in the
 

position of the A.I.D. Director, Regional Development Office for the 
by written notice, Tay designateeach of whom,Caribbean, in Barbados, 

The names of the representatives of the
 
additional representatives, 

3rantee, with specinen signatures, will be 

provided to A.I.D.p which may
 
signed by such representatives in 

accept as duly authorized an instrument 
implementation of this Agreement, until 

rawipt of written notice of
 

revocation of their authoritY.
 

and the Unitedof Dominica
IN WITNESS 11'HAEOF, tile COmOlnwealth 

each acting through ita duly authorized
States of xA.erica, their nam
 
representative, have caused thiS Agreement 

to be signed in 


and delivered as of the date and year 
fitat above written.
 

OF AERICAtNITID STATESOF DOMINICACOff)9EALH 

By: ron S.w n's 

Title: Director, MO/C
Pri e Minister
Title: 

and Mniister of Finance 

http:repreaene.ed


Rof. No. F 140/X85/2 MINISTRY OF FINANCE. 
OUR FAX NO: 1-809-44-85200 GOVERNMENT HEADQUARTERS. 

YR FAX NO; 1-809-426-2275 KENMEN UAE
KENNEDY AVENUE. 

ROSEAU.
 

1989 08 31 
WEST INDIES.
 

Ms. Mary C. Ott
 
USAID
 

P 0 Box 302
 
Bridgetown
 
BARBADOS
 

Dear Ms. Ott
 

The grant agreement for Student Adjustment .lIT it;
 

acceptable to the Government of Dominica. Tbe signed
 
signature page is returned as requested.
 

Yours sincerely
 

0 (S W1,LIAMS
 
AC, FINANCIAL SECRETARY
 


