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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 as a cash
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 curreuncies associated with the progranm
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.
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TABLE 1
DOMINICA

STRUCTURAL ADJUSTMENT SUPPORT PROGRAM

CHRONOLOGY

Program Authorization
Approval Document

(proposed level was
$4,500,000, but

only $1,500,000 available)

PAAD Amendment No. 1
(increased authorized level
by $1,042,900, to a

total of $2,542,900, and
revised conditionality)

PAAD Amendment No. 2
(increased authorized level
by $600,000, to a total of
$3,l42,900)

PAAD Amendment No. 3
(iacreases authorized level

by $1,400,000, to a total of

$4,542,900, and revises
conditionality)

Proposed PAAD Amendment No.

(to increase authorized level

by $557,000, to a total of
$5,099,900)

Authorized

September 1987

September 1988

June 1989

August 1989

FY 1990

Disbursed

January 1988
"lst tranche"

July 1989
"2nd tranche"”

July 1989
“2nd tranche"

1/
“3rd tranche"

1/
"4th tranche”

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 ocriginal PAAD.

B. Background:

The original program objective stated in the
September 1987 PAAD, to "support a multidonor structural
ad justment 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 $4.5 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 Tominica,
to extend the program into FY 1990 and to bring its total to
$5.1 millionm.,

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

The three-year period covered by the TCG-GOCD
structural ad justment 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)



8/10/89
TABLE 2
(AMENDED TABLE 1 FROM ORIGINAL PAAD)
DOMINICA: BCONOMIC INDICATORS UNDER TCG PROGRAM

PROGRAM /1/ ACTUAL/FROJ,

1986 1986 1987 1988 1989 1990 1987 1988 - 1989

(Annual Percentage Changes)

GDP at constant prices 1.7 6.8 4.6 1.5 4.0 ° 4.0 6.8 5.6 2.8

Inflation (GDP deflator) 8.3 6.2 4.5 4.0 3.5 3.6 4.1 3.9 4.1

Exports (US$ million) 11.3 65.1 4.1 16.5 11,2 8.4 10.6 156.8 -10.0

Iaports (US$ million) 2.6 -2.6 19.0 10.6 12.4 5.8 19.2 - 31.8 10.0
p

BALANCE OF PAYMENTS
Current account deficit

before grants -20.7 -3.4 -8.9 -8.4 -9.8 -8.4 -7.5 =~-15.9 -20.0
after grants -5.0 4.2 0.7 0.0 ~-1.0 0.6
BExternal debt 47.9 47.1 61.0 61.2 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 30.2 28.5 28.4 28.3 38.3 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 16.9 9.7 12,5 14.9 14.9 14.3 17.9  21.9 26.6
Overall balance:

before grants -14.9 -7.3 -8.5 -11.4 -10.7 '-9.5 ~11.,3. -11.5 -20.5

after grunts -2.2 -1.9 -0.4 -4.1 -2,6 -2,0 -1,2 -2.,9 -9.8
External grants 12.7 5.4 8.1 7.3 8.1 7.5 10.1 8.6 10.7
Bxternal concessionary loans } .

(net, incl. IMF SAF) 1.8 2.7 4.4 6.7 3.7 2.8 6.7 9.6 6.7
Nonconcess ionary financing 0.4 -0.8 -4.0 -2.6 -1.1 -0.8 =4,6 - «6,6 4.1

L -

SOURCE: IMF AND MINISTRY OF FINANCE
/1/ TCG/SAF Program beginning July 1, !986
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gives more detail about progress against the quantitative
targets of the Dominican economic program.

It 18 certainly true that much of Dominica's
positive economic performance reflects lavorable 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 1its two prior amendments for the details),
more work needs to be done to keep the country on 1its 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 Dominiran 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 1s 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.

OQutside 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 scerario 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
wlll 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.



Because the high levels of growth of the past few
years 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 §5
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 1s 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 1is 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



TABLE 3
{Amendcd Table 2)
Dominica Balance of Payments /1/
(US$ Million)

Prel, «---==- Projeotiong-=wm--
1984 1985 1986 1987 1988 1989 1990 1991‘ 1992

- - - - - - - - - > - - - - - - -

CURRENT ACCOUNT BALANCE -18.5 -20.6 -4.6 -7.8 -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 -65.7 -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 ~i{.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 1.8 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.

ShortL-term capital i . o L

(incl. errors & omissions) 3.6 -2,6 -6.9 .5.,4 6.0 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 6.1 8.7 0.4 6.7 2.5 1.2 1.0
FINANCING -6.2 0.9 -5.1 -8.7 -0.4 -5.7 -2.5 =1,2 -=1.0

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. ussets 0.2 -0.3 -0.3 -0.2 -0.3 -0.3 -0.6 -0.3 --0,3

Net credil from IMF /5/ -0.3 -1.6 -0.6 -0.4 -2.1 =2.0 ’~l.3 =-0.9 0.7

SOURCE: TMF AND GOVERNMENT OF DOMIMICA

/1/ Buscd on partial data from Government of Dominicu. There ure no complete
official balance of payments slatistics.
/2/ Beyond 1989 sources of official grunts und concessional borrowing
have notl yct been fully idenlLificd., IMF tables altered to reflect AID grants
as shown in the fiscal tables, 3A/C. Nou-AID-grant scenario 3B not shown here.
/3/ Refers Lo change in Dominica's imputed share in international
reserves held by ECCB.  These are not freely available to Dominica.
/4/ "Change in official reserves” datu for 1985-87 are distorted as Lhe
result of underreporting of currency in clreculution in 1985-86
on which Dominica's imputed share of ECCB internationsl reserves
is bascd.
/5/ Includes actusl and projected disbursements under the IMF
Structlural Adjustment Facllity.

[l
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payments shortfall. (The balance of payments is expected to
show a small surplus, »s 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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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 £iscal 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. .



“12-

DONINICA ESF  CONDITIONALLTY
Quastified  Tazgetse -

o1 ‘
1T 1987 dgeeenent ! 7 1980 ageeenent O BT Agreesent Mo, ! .'.‘ .n l’llllmmt _io. 2;7?":.‘(; 2 Aetual Besult -

(sigoed Septeaber 1387} ¢ {sigeed Septeader 1948) 8 (sfgaed Jue 1909) § {expected aigaing dugust 1909)8

$1,500,000 ' 1,008,920 N T X T TR O TN 1T X TT R o

............... ! cecseocscccas e’ soeossosaonnaese .,..a;.‘.'.~,,‘. - -,‘f-f."}_.'x.‘.‘.‘_."'.". “ee
Conditions for 198i/88 s ‘ e

Mscal Tect B3 e .

1 ';' B

I Increase public sector - Tncresaed by 1.3 parcest
wage bill by asouct §12 b

3 percent ever prisr yeat.

1. Clvil service vages
and salaries M18 &1
percent of recurrert
reveage,

3 All.l‘p:l'rcu‘t e

3, Civil nervice vages 3.’;!
aad salaries NT8 57 e
percent of current

expeaditure.

§.5 percent

4. Surplun in current account
ts reach at least 8.5
sescent of current
reienue, io absence of
‘ar reforms.

§, Surplus in current sccount 5. "ll.‘l"iorcblept
to reach at least 1.8 A
procent of cureszt

'
'
'
1
!
1
s
1
H
[
t
-
8
[
t
[
[
[
3
3
'
1
:
!
[
resenue, vith tax reforns, ! 3

O s s e w G . en G e em e i Gs > o O ap W s ww oo W e e ow

Al



Coadltlons for

nun

Mecal Tear

. lecrease pablle secior
sage b1 by anouzt M1B
1 percaat ovar prioe puar. :

$. Clail service vages
acd aalaeies D92 82
petceat of recutrent

tevenase.

1. Civll sesvice vages
asd sajaries M2 £Y
gercent of carruat

enpeaditure,
[

Sueplue la cazzent aceonat

to reach at Jeast 1.1
jeeseat of curreat
teveane, is abseace of

- a1 reforss.

-

to reach at least !,
perceet of catgent
revenue, with tas eeforas, !

Coaditicas loe

t 3, Clel] seeviee vagen

Sarplen ln curcent acconat !

.

;1;§;¥',

tns |
. DOBIDICH DO CemoltiomiLtte
Quatified  Taggets
Conomm

_ Conditionn for 1941
!llell tae

+ Iocresse pablle sector 0 Tiereannd 01,0 prreest
wage BLLL by asomet T8 . : : .

§ percast sver pelot gosts

I “c""“! '

ad aaleries 813 §)
percest of recarrest
tevenas.

i.v'll{l‘)cicii

Cleld service wages
ad nalatfes B1D 81
peecnat of curenat
aptaditure.

Sarplue o curest sccomt
to reach at least 11,0
perceat of currmat
revente.

® 6 ¢ 58 8 4. 80 c0E0sEEsIENI IO TES SRR GEI RGOS SEOREENEEEOT ARG Seaseessseeeless

nun

Mucal Tear

is lacrease pabllc sestor
vage M1l by asvust §18

9 percest over prior goar.

8. Cioll seevlce vages
aad salecies 013 S0
perent of recarceat

revease,

¢t codltions for 1009/80 0 - canditlane for 10SH/N0 0

Maesl Toar ' HMacal Toar t Mocal Tone !

[ ' [

Lo facrease publlc seator 8 1. luctesse publls sector § 1. lecrasne pudllc sactor '
wage MUY bp aneust D18 0 wage MDD bp asount D38 8 wage M) by saswet B3R 0

1 percent over peior geas. ¢ 3 parcest sver pelos peat. : 3 paceast over prler paat. ¢

] '

8. Clvll survice syn 13, clvil service vagu 83, Clold anevier wagne !
o salaeies HO8 50 t adsilalem i ) udusleeleamt §0 !
puceat of recareent 8 percest of recureest 8 percest of recarcant !
reveass, § revesat. LI {11 TN !

' ' . '

3. Clul seeelce vagen 13, Clel] seevlce vages 03, Clet) seevice wages !
ud salaties M2 5 I uisleiomit ! wialwiainf! !
peeeeat of curant ¢ perennt of current. t perenat of carrest !
wrpeaditere. t apaditens. ¢ apsditue. !

1 ] !

. Sarplus lo correst aceonat # 4. Surples [n currest accomst £ 4. Surplus Lo earrest accenat ¢
o eeach ot loast JIL0 ¢ teocesch ot Jesst 100 8 te ceach ab Joast )10 0
precent of carrant ! at of curraat U pecceat of carrent !
reveanc, L] ' tavesns, !

] ] [}

§. Dacrease In GOCD dudger 8 5. Iscrease {0 COOD budget 0 0. [acrease [s GOCD budget 0
for coad mafntosiace of 0 for coud malnlenssce of 8 for toad alotosrace of §

st least {8 pricmat, 1t least 18 parcest, t ot Jeast 19 peteast. '

' ! 1

R (1 1/ ¥ ]
dONIBICA B3P ComdltlomiLity
Quaatified  Targets
n oun

Conditions for 1083/90

ieeeeoemnsesees oo’
L o o


http:epli~t.II
http:litins.51

-14-

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.

(1) 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
asgistance teanm.

(11) 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.

(1i11) 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:

(1) 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.

7%
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(11). -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.

(111) 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 on a timely
basis to AID by the GOCD. The ESF Program Agreement will also
include the standard conditions and covenants relating to the
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
aprdviding 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 commodZties from the U.S. .

under the additional grant. '
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SECTION 7.2.  Represontatives

For all purposes relavant to this Agreemant, the Grantee will be
represented by the individual holding or acting in the position of
¥inister of Finance, Govarnment of .the remnonwealth of Dominica and
A.1.D. will be represenzed by the {ndividual holding or acting in the
position of the A.I.D, nirector, Regional Devalopment Dffice for the
caribbean, in Barbados, each of whom, by written notice, may deaignate
additional represencatlives, Tae names of the reprasentatives of the
srantee, with ppecimen signatures, will be provifed to A.I.D., which may
acoept as duly authorized an instrument signed by such reprasentatives in
implementation of this Agreement, until receipt »f written notice of
revocation of their authordty.

IN WITNESS WHEREOF, the comnonwealth of Dominica and the United
States of America, each acting through its duly authorized

representative, have caused this Agreement to be signed in their namas
and delivered as of the date and year Eiret above written.

COMMONWEALTH OF DOMINICA UNITED STATES Of AMERICA
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Vary aron 8. WITILae

mitle: Prige Minister Titlei_ ‘pirector, ROO/C
and Ministar of Pinance o
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Rel. No. F 140/X85/2 MINISTRY OF FINANCE.
OUR PAX NO: I-B09-44-85200 |
NT HEADQUARTERS.
YR PAX NO:  1-809-426-2275 GOVERNME -
| KENNEDY AVENUE.
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‘ 3 WEST INDIES.

Ms. Mary C, Ott
usalp

P 0 Box 302
Bridgetown
BARBADOS

Dear Mg. Ottt

The parant agreement for Student Adjustment ;iffl xﬁ
acceptable to the CGovernment of Dominica. -The: sxgned
signature page is rcturned af rcquested.

Yours sincerely

S((A‘
G /S WILLIAMS
AG FINANCILAL SECRETARY




