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EXEQUTIVE SUMMARY

The Dominican Republic faces the mid-1980's and beyond with both
hope and apprehension. The country's political foundations
continue to be strengtiened by a series of peacefully elected
democratic governments. Political pluralism is a reality in
today's Dominican Republic. The country's economic and social
fabric, however, faces increasing strain from inward locking
economic policies and continuing deficiencies in agriculture and
human resources. In respanse to severe Balance of Payments
problems, the IMF is eitering the second year of a 3-year EFF
agreement, and the IBRD is involved in discussions for a major
sector loan. AID invclvement is substantial and, to a large
degree our policy dialojue parallels and supports these agencies
efforts. However, AID will pursue a distinct policy dialogue
concentratig our resocurces on priority areas of structural
change in foreign tracie and exchange, agriculture, and human
resources.

Negotiations with the L{F for the second year of the EFF program
have encountered diffi~ult obstacles, with the IMF proposing
transfer of most officiil exports to the parallel market, further
reduction in public sector budget deficits, and an overall BOP
surplus in 1984. The CODR is resisting, claiming a politically
unacceptable inflation rate will result. |Negotiations are
continuing, and every expectation is that an agreement will be
reached as the costs for not are unacceptable. FY's 1984 and
1985 ESF resources will be tied directly to this accord.

AID strategy involvement over the planning pericd will draw its
major impetus “ram the now—-enacted Caribbean BRasin Initiative
(CBI), with the major emphasis placed on strengthening the
private sector's role in development of the country's resources.

In the area of foreign trade and exchange, AID strategy is aimed
at making exports as profitable as imports, to be accomplished
through foreign exchange policy changes, institutional reforms
and technical assistance.

Agriculture strategy will focus on increasing incentives to
private farmers, reform and reduction of a bloated and
inefficient public bureacracy, and continued involvement in the
protection of the natural rescurce base so vital to this island's
productivity.
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Human resources will focus on continuing the nascent primary
education reform effort, strengthening of the newly created
school of management, and institutional strengthening of the
country's democratic institutions.

Areas of continuing concern, albeit at a declining level, will
be health and energy, where ongoing major AID programs will be
consolidated.

To accomplish these ends, AID proposes a mix of resources from
DA, ESF, and PL—480 accounts in the range of approximately
$70-$80 million per vyear through 1989, plus HG resources of
approximately $20 million every two years.

AID programs will incorporate an approach emphasizing the
private sector and pelicy dialogue, as well as institution
building and technology transfer. To an increasing degree,
Peace Corps and AID programming is focusing on several areas of
Common ooncern.



I. ECCHCMIC AND SOCTAL O/ERVIEW
A. Lecent Economic Performance

Following the period of political instabilitv in the v
1960's, the Dominican FRepublic entered upon a perlod of extremely rapid
economic growtly, Industrial development, stimulated by easy access to
domestic and foreign credit, generous investment incentives, ana high
levels of tariff protecticn, led to a boom which saw a rate of overall
economic growth almost unprecedented in the western hamisphere., Between
1971 and 1974, (P expanded in real terms at an average aunual rate of nmore
than 11% per vyear. 1In spite of persistent high unemployment, this import
substitution structure workec fairly well in the Dominican Republic as long
as world prices and the domestic production of traditional agricultural and
mineral export ooinxiities were reasonably high anc opportwities for
industrial capital exmansion were not exhausted. Wnen this sitation pre-—
vailed, virtually every sector beneficed, The agricultural sector received
higher profits, the manufacturing sector obtained an abundant. supply of
foreign exchange to 1import raw materials and capital goods mainly to
satisfy oonsumer demand in . the domestic market and the government sector
collected higher tax revenues to finance social overhead investment,

In recent vears, however, the Dominican economy has been hit by

adverse events beyond its control: (1) the 1979 hurricanes, which causad

extensive damage to the nation's infrastructure, housing, and aaricultural
crops; (2) the sharp increase in world oil prices raised the import bill of
petroleun products from 9.6% in 1973 to 60% of export earnings in 1982; and
(3) the decline of sugar prices after 1976, especially in 1982, Beginning
in 1978, the Daninican Republic's overall balance of payments has suffered
successive and increasing deficits; in the 5-year pericd, 1978-1982, the
overall kalance of payment deficit cummulated to $768 million as compared
with a surplus of $42 million during the previous S5-year period (1973-
1977). 1In 1983, the halance of payments deficit is projected at about $100
million.

Even though ecconamic growth performance has remained relativelw

cood in recent vears, the above-cited evidence on ercsion of external

accounts suggests strongly that this growth 1s not sustainable. During




1979-1482, the average annual growth of G(DP was 3.9%, with a declinino
trend. The basic productive sectors (aariculture, maaufacturing,
constructicn, and electricity) grew at 3.0% rner annr, and service  sectors
grew at 4.6% per anmua. Bouyed by strong orowth of public  sactor
consumption, overall consunpticon grew at a wate of  5.5% per annum, and
gross investment declined by  2.9% per annum, In absolute value, private
consumption grew by 21.43% from 1978 to 1982, while public consunsticn
increased by 53.3%. tiowever , private investment ceclined by 7.63% and
public investment Geclined by 28.7%., Even with the shift in oublic expendi-
ture toward consumption 1 recent years, gross oomestic  investment  has
exceeded 20% of P in recent years due, in part, to a sustained loan and
arrearage driven net fovelign resource inflow.

By 1981, the Dominican Republic's adverse trend in the public
sector f{inancial sltuation was clearly eviasnt, Public sector savings
deteriorated sharply from 1.5% of G@P in 1980 to 0.5% in 1981, and to a
negative 3.3% in 1982.  Although some imprcvements are expected in 1983,

the level of public sector savings 1is projected to be negative. The

adverse fiscal trend was a consequence of several factors. Public sector
wages and aemployment grew sharply during 1974-1960 and, as a result,
central government current expenditures grew by 25% ver annum during this
period. On the revenue side, receipts harely kept pace with inflation.
Current revenues as a percent of QP declined mainly due to import arowth
related to increased petroleurm prices and increased food imports, that were
largely tax exampt. Public sector current revenues averaged 17.6% of @P
in 1976-1977 and averaged 13.6% of @P in 1978-1961, but declined to an
estimated 9.4% of G@F in 1982,

The poor perforrance of public finances 1n the period 1977-1982

was essentially determined by the failure to @nact new tax legislation, a

major increase in covernment current expendl-ures, and the increasing

deficits of decentralizod agencies and stat: enterprises, By mid-1980,

the fiscal crisis emerged as President. Guazmdn instructed budget officials
to ihold fiscal expenditures Ln line with revenues virtually on a month-uo -
month basis. Consequently, planned 1981 expendi-ures were cut back and, in

some cases, so severely that counterpart fund shortages developed for large



externallyv~financed proiects, which, in turn, contributed to reduce the
effective inflow of external resHurces as well,

The substantia. deficizs on the state enterprise sector also
contributed to the 1982 monetary~fiscal crisis, Ihis orisis took the foras
of a ramd increase in the domestically-financed publie sector deficit --
as percentages of GUP from 1.6% in 1980 to 4.3% in 19281 to 7.1i% in 1982,
The inavility/unwillingness of the public sector to forean domestic financ—
ing of its deficit is confimmed by growth and composition of net domestic
credit (based on vear-ox data), as follows:

1979 1980 1981 1982 168a=

Growth of Net Domestic C.ailt 14,0 20.4 20.5 37.6 11.¢
-—To Public Sector (% Growth) 29.6 18.1 52.5 46 .6 13.7
—To Private Sector (% Growth) 7.7 17.0 - 2.3 8.3 11.0
GDP in Nawinal Prices (% Growth) 16.5 20.3 13.5 6.0 11.0
Canposition of Net Dorectic

Credit (%) 100.0 100.0 100.0 100.0G  100.0
~-Public Sector (%) 33.9 35.1 44.5 51.3 52.6
—-Private Sector (%) 54.8 56.2 45.6 38.9 38.9
-=Other (%) 11.3 8.7 9.9 2.8 8.5

The pattern of 1981 and 1982 are clear and unmistakeable: the

increasing growth of net damestic credit is linked to the growth of banking

gystem credit to the public sector. The negative impacts are: (1) credit

to the private sector was clearly reduced in real terms in 1981 and 1982,
and (2) the cverall orowth of net damestic credit in 1980-1982 was clearlvy
bevond the limit in regard to mintenance of a dollar-pegged invariate
exchange rate.

After achieving a moderate kalance of payments surplus in 1977,
the Daninican Republic experienced increasing balance of payment difficul-
ties in the following five years. The overall balance of payment deficit

* Data for year-end 1983 are basec on the performance targets under
the CGODR~IMF arranganent,



increasad from 395 ruilicn in 1978 to S337 miliion in 1982, and to anout
$100 million in 198 . 7The E/P current acoort Gol.ann increassso from about
6% of GDP in 1974 to 10t% of GOP in 1980, but reci.oned to a level of 3.%% of
GP 1n 1581 as a result of an expansicon Lnosuwei” port earnlnge il oA
decline in amports, rnaialy because 1980 wmnoris  associated  with  the

reconstruction efiori alter tne 1979 hurrricanes were nobl repeated in 981,

Althouch the non~trac itional exports showed sosc: Dronlse v arowing b
about 17% for the w ot Faw yeirs, its lmoect oF 0 Mlance of DMVents w@s
relatively insignificint lge oD 1ts swall size. evertheless, the arali

ceficit increasad -+ 181 due to sorewnst igher il 1evort oricas,
increased interest . ten 5 assoclated with nichor interest rats, in  1nter-
national financia:i ‘arcets, and reduced ava:ilaciiiny of Invelgn creals for
both the public and @ rivate sectors. T 1281 ard 1882, the  government
undertook  corrective  ootions by reducing e avarlaplinty  of official
foreign exchange throush quotas, temporarv import prchibitions, the tighten-
ing of exchange controls, and by granting oxchange incentives to some
exports. In 1982, exports and lnports declined; the net capital inflow
also declined sharply; ani the overall deficit more than doubled to a Level
of $397 million. 1In 1

tely $100 million. The ralance of payments celicits of 197¢ 1983 wore

983, the overall deficit s projected at approxima-

substantially financed v the accurmulation of erernzl pavments arrears anc

he net reduction of tae-internaticnal recerves i  the banking system to

minus USSE63 miliion by the end of June 1963.

The Daninican peso ramained pegged to the U.8. dollar at par in
the cofficial market. in the parallel (street mariet), the U.S. dollar had
been quoted at a premiun of 20-25 over par for several prior vyears up to
1981, By tne third cuarter of 1982, this pramius had maintained at 50%.
In October 1983, however, the dollar premium jumped and reached  90%. In
real terms, by 19€L, tie parallel market D.R. nesc depreciated by 12% from
its 1977 level, by an acoiticnal 10% in 1982, and v another 17% in  October
1983.

Placed in longer term perspective, twe aspects of the Dominioan

Republic's balance of pevment deterioration merit additional consideration:

one is that the net inflow of private capital declined markedly in recent
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years, reflecting the impact of escalating comercial arrears o por-
ceived external craditworthiness., HRelated to this is the domest.ic inters=st
rate contrel, particularly a low time deposit rate maximum that has been an
important incentive for Daiinicans to hold liquid funds abroad. The clher

aspect of the detericration cf external accounts is the lack of ewsort

dynamism, DCaminican expor!s are characterized by heavy dependency upon
four primary agricu tural ommodities and three mineral products with
relatively minor domestic processing.

The structural composition of 1979-1963 commodity exports was as

follows:
Structure of Evports
{(In Percentages)

Est.

1979 198G 1981 1982 1482

Agriculture 59.6 50.8 62.7 62.1 6l.2
Sugar & by products 26.7 33,9 47.0  40.0 3.3
Coffee 18.1 8.0 6.4 12.5 9.4
Cocoa B.4 5.3 3.8 6.9 7.2
Tobacco 0.3 3.6 5.5 2.8 5.3
Mineral 31.3  39.4 28.1 25.2 28.5
Bauxite _ 2.4 1.9 1.3 .7 -
Ferronickel 14.2 16.5 9.3 3.2 7.4
Gold-~-siiver alloy 4.7 27.0 17.5 21.3 2L.1
Cthers 2.0 9.8 9.2 12.7 1+.1

TOTAL EXPORTS ($ Millions)  §+9 962 1188 768 792




More thar &0% of export earnings was derivea from four tradi-
tional agricultural mroductis—-sugar, cooffes, ooomg, and tobacco.  asdi -
tional 30% dependec <n mineral resource exporcs  and  oniy about 1% came

fran the cther catecorvy. 1Mt is, approximateily TR of all export earni;

has heen derived rrom oonmodlty exports that are woell known for thair wide
price fluctuaticns in the world market. ‘he export value increased from
$869 million in 1979 oo 21,138 million ir 198, ciunged 3%% te $768 million
in 1882, and is prosectaed to rise somewhat to §$792 miilion in 1983, 'his

instability in the fcreicn trade sector shoulc o brouahit under centrol  if

tne Dominican econcily s to  aveld  ciscunadinn

payments,

Furthernoro,  oven more  sericus

wo L the baiance  of

the  shortacs of

toreign exchange Loom  ahead. It is reporian el e reserves of goic-—

silver oxice at the hosaric golé mine, the sourne of &all dord  exports %o

date, will be depleted in five years at the current rate of production.

After five years, aold and silver micht be recovered frow the sulfide ore,
which will require major investment in the aextractive process. It has vet
to be determined whether the new process will o2 econanically feasible.
The significance of the implication of this prospect is clear. About 20%

of earned foreign-exchange will be lost to GODR in five vears, if amonro-

priate measures are not taken soon.

The Dominican Republic's external nrublic sector debt (on a
disbursed bhasis and including publicly-guarantecd debt) increased from $84
million at year-end 1978 to $1,747 million estimated for vyear-end 1882,
Adding conmmercial arrears, a defacto responsinility of the Central 3ank,
brings the 1982 estimite to $2,183 million ana signifies a 159%% increase
during the 4-year period (1979-1982). In 1981, total external debt service
payments (public and private) amounted to $372 million or about 25% of
exports of goods ant non-factor services. The estimated 1983 debt service
ratio is 38%, due to higher service payments {5440 million) and also to Jlow
export earnings. Campared to the 1980 debt service ratic of about ...,
this ratio is considered to be high and is expected to decline as expjnrts
pick up.
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B. The IMF Arrangement

The Jorge Blanco administration, which tock office in  August
1982, was oonfronted with a heroic task: 1t mad to design and implement
measure:; to alleviate the pressing fiscal and palance of payment problemns,
and also to  address the underlving longer-term problems which contributed

to the vresent situation. It teook immediate emergency measures to  reduce

inports and to reduce public sector expendltures and increase public sector

revenuas, It also initiated negotiations with the IMF and foreign com-

mercial banks to obtain substantial ‘inancial resources to reduce external

payment arrearages and restore external creditworthiness. Megotiations

with the IMF culminated in an 8DR371.25 million net 3-year Extended Fund
Facility (EFF), signed in Januayy 1983,

The IMF agreement containe tie usual performance criteris, speci-
fied one year at time, related to expansion of net damestic credit of the
Central Bank and the Reserve Bank, net domestic assets of the Central Bank,
net reducticn in external payment arrears, Central Bank ret international
reserves, as well as limits on the contracting of new external loans by tte
public sector, a 8§10 million reduction in Central Bank external peymert
arrearages, and a $85 million transfer of cfficial imports in 1983 to the
parallel exchange mrket. The IMF arrangement did rot reguire devaluation
of the official exchange rate, but encouraged legalization and wutilization
of the paralliel exchange market. It was hypothesized that a policy of
broadering the scope of the parallel foreign exchange market — would
tacilitate unification of the exchange market at some future time at a

realistic rate,

1/ Ry year, the net flow of IMF resources is as follows: SDR123.75
million (1983), SCR123.75 wmillicen (1964), and SDR123.75 million
(198%). At a 1.2 USS$/SDR conversion rate, the U.S. dollar egui-
valent 1s $146.50 million sach vear,



The first vear of the &FF almg more at e restoration of orderly
external vayments an¢ conafideice than upon wvprow mants in price-divected
resocurce zllocation., The IMF/QDIR arrangement .leoss  strong  attention at
reduction of the publl. rector financial def:cit. e Jorge Blanco admiris-
tration sponsored seversl measuras to increase sovenve: a4 10% ad valorem
surtax on unports, a cenltal gains tax on oroperty rs=lies, modification of
tne incane axd other taxes, and enactment of a €@ mies fax (to take etfect
in november 1983). In accition, central oovernn ru oxpernditures are to  be

reduced by 8.6% in noairal termis 1n 1983 and woyrmns have been adopted to

reduce the deficits oi ytate enterprises, in ;aovioovlar Ced, o, CORDE,

.

he reduced to about

and INESPRE. The  oavrall puolic sector deficin ig to
4% of GDP in 1983, as corpared with a 7% deficit  estimacsd  for 1982, In
thig regard, the Presicont scratinized the finsso vl oporation of CEA, CDE,
QORDE, and INESPRE are  reported that their delicits bhad heen reduced
between 44 to 74% curing the Januarv—=June 1963 period, compared to those
during the same pericad in 1982, ‘The ceficit of the central government has
also declined from RDS14C million in the [first half of 1982 to RDSB5

million during the sans period in 1983--a reaqucrion of 39%, This reamark-

able outcome is primerily due to the stepped up effort in tax collection
initiated iw the Jorge bDlanco administration.

Monetary restraint in the form of a sargetted growth of net
domestic credit for 1983 of 11% as conpared with a 27% growth in 1982,
serves to reduce jrowth of aggregate demand and, in thls manner, import
expenditures. Ine 1963 /P current acoount is estimated to have improved
by approximately $80 muliion. 'the rest of the 8315 mllion targetted
reduction in the 1983 owverall B/FP deficit resuits fran increased net
capital inflow to the public sector related to reduction of rescheduled
arrearage rayments uncer the GQODR/caanercial hank debt renegotiation.

Thus, umwards of two-third of the targetted 1983 B/P improvement depends

upon non-exchange rate  forces-—principally vupon  GCDR negotiative skill.

The real economic sectcr, nowever, has not vet increased production ard

exports in  response. ror the IMF arrangement is essentially a stabiliza-

tion prograin,., The [m: aovitions, which limit net  dosestic credits, net

domestic assets of the Central Bank, net exterrnal payment arrears, net
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international reserves of the Central Bank and nlace ceilings on  foreign
borrowing by the public sector, orevent the GODR fraw adopting an expansion-

ary economic policy for the duration of the agreanent. Withcut the initia-

ticn of expansionary policy measures, it is unlikely that a new wave of

investirent and productlon will be forthcoming. In aadition, the oommer-

cial debt rescheduling provides only a l-year grace period (1984)}. Thus,

tne CCDR must find ways of increasing its export earninge in the short- to

medivun-run to meet the new debt repayments and expand tho SCORGMY.

The negoriation for the second year IMP EFF program seems to  have
encounteraxi qifficultc obstacles. The IMF delegation proposed, in sarly
hovember 1583, another stabil:zation program which  inclwdes  continued

transfer of

official Lnports o the rarallel market, furthsr reduction in
public sector budget deficits, and an overall balance of rawvnents surplus
for 198B4. The @ODR, on the other hana, objected to the new IMF proposal
for being too restrictive and oonstraining for the well-being of Danini-
cans. The.proposed transfer to the parallel market of all official imports
over 1984-1985 includes imports of medicine, baby foods, news prints,
oversea travel, fertilizer inputs, some essential raw materials for manu-
facturig, and petroleun. The transfer of these imports is unacceptable to
the GOUR on grounds that it is too inflationary. On the fisca: side, the
IMF officials expressed their ooncern over the excessive 1984 fiscal
deficits. It was reported at that time that the 1984 budget was set at
about DRS$1,400 million with the expected tax revenue of only DRS$S80C
miliicn, The huge fiscal gap was entirely unacceptable to the IMF.

The actual 1%84 budget indicates that the GODR is prepared to
increas2 substantially the aapital sudcet which has been depressed at low
levels during the past two yesrs. Thz proposed 1984 hudget 1is set at
DRS$1,365 million, wp from DES1,017 nillion in 1983. Of the DR$368 million
increase in the budget, more than DRS$250 million will be earmarked for
capital expenditures. This increase is to be financed fram, in addition to
foreign resources, the increase in public revenues from the new 6% value
added tax which went into effect on November 23, 1983; the new tarii:
measure which evaluates the value of inports based on the pmarallel rmarket

exchange rate rather than the officiil rate; and proposed new taxes. They
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are: capital gains tax on transfer of real estate, tax on bhorse racing,
tax or local alcohelic baverages, tax on the ownership of firearms, and tax
on insurance premiums. Tt is expected that add:iticnal DR$S200 million in
tax revenves will bhe generated ir the new tai measures are iwnplemented
early 10 1984,

The IMF team i scheduled to arrive in the middle of January 1984
to begin the second roune of negotiations for the second year IMF EFt
prograin, Whether or not the GODR and IMF will come to an agreement at  the

January meeting is uncertain, What is certain is that the continuation of

the IMF program is absolutely essential for the =uccess of the econamic

recovery proaran for the Dominican Republic.

C. ‘The Foreiqn i»crange Rate/System

The foreign exchange system of the Oauinican Republic 1s  two
tiered. There are t*wvo exchange rates, the "otficial” rate of 2ne peso to
one dollar, and a "parallel market" rate running at near DRSL.B0 to cne
U.8. dollar since QOctober, 1983, In principle, foreiqgn
exchange at the official rate is available from the Central Bank for meet-
ing the government's own obligations, for anrual profit remittances on
registered foreign investments, for petroleum iLnorts, and for imports of
raw materials and semi-finished inputs up to a quota equal to 55% of the
1979-1982 actual usage of foreign exchange by tie £irm. The sources of
"official™ foreign exchange include registered foreigrn investment, export
proceeds, peso purchases by free zone campanies, and international

transactions of the GODK. Since 1979, all access to foreign exchange at

the official rate through the Central Bank 1is subject to long delays:

approximately one vear for raw material imports, approximately two years
for profit racittances and debt oollections, and several months on  the
partial return of foreign exchange proceeds on non~traditiomal exports.

Until November i7, 1983, there were essentially no restrictions

on private sector access to foreign exchange on the parallel market., TFor

a price, exchiange is avallable for any purpose cn the rarallel market at
rates which wvary dav by day. The sources of foreign exchange for thiis
market incluiad tourist expenditures, private transfer payments fraon Domini-

cans living abroad, expenditures by foreign residents, and perhaps a
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certain amount of under-invoicing of exports. The wlume of inports
financed through the parallel market is substantial, crobably amountinag to
over 5G% of non-petroleum imperts,
Fowever, faced with 1 rapidly rising parallsl market exchange
rate and sone evidence of capital flight, the GODR suspended on November 17
for three days the operation ¢{ all excharge houses and issued a new set of
requlations governing foreign exchange transactions. They are:
—-- Cessation of operation of all exchange houses (about 400)
throughout the country;
—  Se deslgnatec Exchange Banks are allowed to huy and sell
foreign exchange at a predetermined exchange rate;
-  All imports must be carried out through issuance of letters
of credit by commercial banks;
— Prohibition of the rranifer of forelgn currency out of the
D.R. in amounts excaeding $5,000;
-— The new Exchange Banks must transfer to the Reserve Bank at
the end of each wor<ing day the excess of foreign exchange;
-~ The Reserve Bank is authorized to intervene in the parallel
imarket to stabilize the exchange rate.
It is still too early to tell the degree of success of the latest
GODR nmeasures to control the parallel market. Since Novamber 17, about one
dozen autihorized Foreign Exchange Banks have been buying dollars at the
maximum allowed bying rate of DR$1.79 = (US$1.00, but they are rnot selling
at the maximum allowed selling rate of DR$1.8l = US$1.00. Not much black
market activity, however, has been reported as feared by many cbservers.
The association of former exchange houses petitioned the President to
reconsider the Presidential decree and to provide means for its members to
continue to earn their living. One positive effect is that the Central
Bank and the GUOR tax avthorities can obtain import data based on payments
rather than arrivals. 8irce all imports require letters of credit through
the oommercial banking system, the import data and the tax base will e
more accurate and up-to-cite.

There 1s widesrread agreement that the Dominican peso is over-

valued at the official exchange rate. These differences concern three




major issues: the symbolic advantage for pelitical reasons of maintaining
the one-to-one official rmate, the ability to ranace a devaluation so as non
to trigger a massive ilncrease in ocosts and prices, and the viability of
traditiocnal exports and export expansion. laintaining a one-peso to one-
dollar 1link is doubtless an anchor to windwara. which makes stern econamis
policies more palatable politically. In terms of donestic costs, imports
have been subject in recont years to cefacto covaluation in the form of
overdraft charges that Oaninican importers must pav because of Central Banic
delays in delivering foreign exchange. Also, the average peso coost of
imports of raw mteriils, capital and consumer coods has increased due to
continuous shifts fram the official to parallel market,

1t is generaily acknowledgec that the %90¢ of export earnings tha
come from primary agricultural camoditles, which are subject to an 803
surrender regquirement at the official rate would rot expand much due to the
fact that Dominican supply response would be sléw due to the need for
substantial time for new investment to produce wmost traditional exports.,

In addition, even though non-traditional exports receive partial exemption

fram the official rate surrender regquirement, this systan is administra-

tively discretionary and subject to delay and potential abuse.

An asynetrical trade-exchance system is difficult to correct and

the temptation is to hold back fram any adjustment. The correct but diffi-

cult aporoach, and one we intend to ercourage in conjunction with IMF, is

to recognize that when an exchanve rate is over-valued, the econamy is

living above its means, and that a cut in the starndard of living may be a

necessary part of the adjustment process., With a fiscal-monetary progran

put in place to reducs aggregate demand, a realistic adjustinent of the
exchange rate c¢an serve to reduce the demand for imports without expanding
the quota/licensing/pronibitions system (which also invites abuse), and to
enhance the wviability and profitability of exports, which is essential to
the strengthening of the halance of payments.

IT. AID STRATHSGY INVOLVEMENT
A. The Caribbean Basin Initiative
The enactment of the Caribbean Basin Iaitiative (CBI) by the U.S.

Congress and the designation of the Daninicin Republic as a beneficiar’

(2]
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country establishes the C8I as the major U.S. foreign policv instrument for
the Dominican kepublic for the foreseeable future. The extistence of a
democratically elected government, pluralistic society, absence of civil
strife ancd close connercial, cultural, and political! relations with the
United States oonblne wit: the oountry's geooraphic location, instailed
industrial @pacity, ag icultural potential and oenerally peaceful labor
force te constitute the Daninican Republic as one of the ocountries nost
likely to benefit most from two of the three (Bl incentives-—-trade and

investment. we propose that the third leg in the CiiT's triad of benefits-

-—the U.S. bilateral assistance program——draw 1ts inspiration Tron and

direct its major emphasis toward the CBI's successful application to  the

pressing development needs ¢f thig country.

As it enters tie mid-1980's, the Dowminican economy faces an
lmpending crisis of major proportions., Within the gamut of nroblems and
needs througnout the Daminican econany and society, there are four major
goals to which the U.S. assistance program should aim its policy dialoque
and resources in the next several years:

—Epuitible growth within a strengthenec democratic framework,

resulting from

—Expanded employmer t opportunities, derived franm

—Increased foreign exchange earnings, and

—Increased damestis and foreign investment.

The pursuit of reform and progress in these areas will require a
major ocommitment from the Daninican public and private sectors as well as
the donor cammunity to redirect efforts and resources from inefficient to
productive séctors. The role of the private sector-—both domestic and
foreign-——is critical. Accordingly, the overall development strategy of the
U.S5. bilateral assistance program for the next several years will be
predicated upon the central tenet of increased and strengthened private

sector develomment with a concamitant reduction in public sector involve-

ment and hindrance.
E. Strengthening the Private Sector

Inevitably, in defining the Dominican private sector, one begins
by saying what it is not; that is, by defining the public sector. The
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public sector in the Dominican Kepublic is large and extends through many

sectors of the econony, In addition to the various levels of government

and decentralized agencies, it includes the electric oowrpany (CDE), the
largest producer of sugar (CEA}, and a variety of publicaliy-owned enter-
prises, including the national airline, which are orecanized under the
Corporation for State Enterprises (CORDE) and the Kosfirio gold and silver
mining operation acquired in 1979. ‘he country's oil refinery 1s one-half
government—-owned but managed by the QUDR's multinational partner. 1In
addition, CQORDE owns a minority nosition in several onterorises. The large
share of state enterprises in the economy was a result of the nationaliza-
tion of the Trujillo family noldings in 1962, rather than a result of anv
desire for a substantial rmublic sgector articipatinn in the aconory as
such.

Nevertheless, the private sector employs apvroximately 80% of

all employed persons, a proportion which has remained relatively constant

in recent years. Wwithin this sector, agriculture accounts for the largest

gingle share, 61.7%. Distributive activities account for 9.2%, while
manufacturing employs only 4.7% of all employed workers. Within the public
sector, the various levels of government account for the largest share of
anployment, 15.5% of the amployed labor force, while CEA employs 5.3%.

In the past, the attitude of the GODR to the private sector in

general and to foreign private investment in particular has been canplex

and sometimes contradictory. On the one hand, the Dominican  Republic has

a large, vigorous, and politically assertive private sector which the
government has attempted to foster through an extensive and financially
oo_stly system of incentives. On the other hand, the administration of
government programs in general, including investment incentives, has been
characterized by a substantial degree of administrative discretion and
case-by-case review, often hy several agencies, with considerable doubt as
to the outcome. Moreover, the government has on a number of occasions
taken economic measures (sucli as price and export coontrols, delays in

payments of foreign exchange for letters of credit, and delays in providing



foreign excha we for authorized profit remittarces) which have adversely
affected private fims with little apparent o nsideration of such effects,
Ag the current ¢Conomic crisis worsened, the unpact of  such  government

policies on wie private sector became magniflad, T its ¢reait, the Joroo

Blanco administyation has gmharked upon a mancr effort o lmprove  the

)

business and investment climate, &nd has stated puklicly and repeatadly

that the private sector must take the leading role in revitalizing the

stagnant Dominican econony.

For its part, it stated ategorically that the public sactor
could not increase its anployment roils, inst tuted a salary cut to public
amployees, reocrganized deficit-prone public enterprises to be  mre
efficient,' and  placed the expansicn of public sector =xpenoitvres and I
credit within the confines of an IMP agreement. Mors oositively, in the
first vyear 1in otffice, the new administratior has taken concrete maasures
directed at strengthening the private sector. !ame of the most important
include:

--Amendment to the Foreign Investmert Iaw to increase profit

remittances to 253 of invested capital to #llow registering ‘n any free
convertible currency, and t¢ include registering of wvalue o imported
equipment anc capital goods.

—Creation of a Commission for Foreign Investment Promotion,

with a permanent staff and budget, and led by a board of private sector
individuals.

—Revitalization of the moribund Dominican FExport  Pramotion
Center (CEDOPEX), appointment of a private kanker as Director, and

constituting its Board of Directors a:s a decision-making body under twice-
monthly Presidential leadership.

~—-Revision of the Industrial Incentive law to extend import

duty exoneration of raw material imports to all producers.

~—Establishment of the regqulatory procedures necessary  to

inplament the Agro-Industry Law.

-~Establishment of an Agricultural Crop Insurance Program for

private rural producers.
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—Himination cf wrohibition of privete sector investment in

mining, and initiates oint ventures witin Tors rivate investors in

mining expioration.

—pliminatics of need for presicestial  authorization  foo

foreigners to purciase real state for tourlan covalogeent.

—Reform of Iori:ign exchange transscticn  reculations i

authorize comrercial Yank transactions on the mrallel warket, use of
parallel rate for coredit cards, establishment of local dollar savings
accounts, and transmitial of ranittances throug: cowrcLal channels.

—Drastic recuction of bureaucratic andi administrative paper-

work reguired o obtain =2x7 £ licenses.

-~-duthorizat.cn =  the retention of increased  portions  of

foreign exchange @arned ir nmon-traditiornal exporoers: ana eliminated the

surrencer requirenent.

—Renegotiation of the private camercial hank debt to allew

the opening of new lines of - redit,
—Establishment of an export promotion fund within the Central

Bank with initial capitalization of $25 million.

Perhups nmore importantly, 1t has recruicesi from the private
sector a series of influencial individuals to fill important policy and
administrative positions w.thin the GODR. The two key individuals are the
new Secretary of Industry ana Conmerce—a private Misinessman who was

influencial in the umbreila private sector organization, Consejo Nacional

de Harbres de Erpresa-—and the new Director of CEDCPEX, who is a banker.

Both indiviauals are ooniidants of the President, nave advised him since
his nomination, have t1e complete oconfidence of the leadership of the
private sector, and have aubarked upon a concerted effort to effect signifi-
cant change in governmeat policies regarding the private sector. We

expect to see increasing private sector participation in govermnment. 1In

addition, we understand that the government 13 drafting legislation to
establish a nmational econanic policy board, cansrised of government ard
heads of leading private sector organizations, to advise the President anu

the administration on economic policy, especially in regard to the
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relationship between existing import substitution =olicles and the new

enphasis on expors pranction.

It ig precisely in this policy area that the Jarcest constraint

lies, The wvast y=ar has been devoted almost entirely O Crisks wanago-
ment, largely related to international debt reneuotiaticn and stabllization
efforts. In the process, all sectors suffered. Moving beyeond that stage

will require a willinuness of the govermnment, &nd its private sector

partners, to carry out a program of policy adiustments to emphasize

reorientation of the econony towards export expansion and diversification,

and establishment of clea and equitable quidelines for more aggoressive

private sector participation in the econamic recoverv program, Tnis will

-

result 1n a losc of pri-iledges and protection (o oo mowerful private

sector interests. The need to halance these short-v-om losses against
medium-term gains will be a major test of the Jorge Blanco administration
in the comning year. .
C. Pricrity Areas of Structural Change
notwithstanding GODR efforts made to date, which we believe are

substantial, progress in establishing a meaningful dialogue on economic

policy has heen slow. After the initial reforms propossed at inauguration

last vear, the GODR has adcpted a sequential approach to its managament of

short-tenn stabilization efforts and debt rescheduling negotiations. The

IMF agreement, approved in February 1983, approved a $450 million EFF
arrangement involving reduction of the public sector deficit through new
taxes, a reduction in =alaries, and reduced subsidies to puklic enter-
prises. Balance of payments deficits would be met through reduced imports.
The perallel foreign exchange market would be expanded to include a
greater share of imports and export receipts and arrears of foreign
payments reduced throwh rescheduling. At this writing, the GODR is in

campliance with the IMF agreement, although several complications have

arisen. The first is a (ODR 3-year $250 million program in middle-class
housing undertaken to reduce social pressure and increase employment.  This
program threatens to utilize fully the expected net increase in revenues
fran the new value added tax, and result 1in constraints to other public

sector investment. The sccond is an unexpected and protract:d delay in



18

concluding the rescheduling of Su60 million of cownroial  short-~term  debt,

for which Congressioral aporoval 1s now expected in lato otober 1983, The

third is the delay by ths Paris Club in reschedclin the official debt, now
scheduled for late 1934, The net eoffect of “heas factors oas been an

almest total preoccapation 2y the GODR on  =sacrz-tena  actions, and a,

ken to date have

b

conviction on tiheir sart that the step-by-step o

“Ie3

been sufficient. Conssquenily, 1t has been dificudt to focus  thelr

attention on the need for a coherent medium~-term cors o nrogram.
The IBRD with tacit U.4, support, has imoaw ¢ = leading advocate

of engaging the @ODR in a structural change diaicmin.  However, the IERD as
well as the U.S. and othor denors has been sytmicd to Jate by the above
circumstances. There are mow  signs that suer a quaogue has bequn., The
IBRD is moving ahead with a co-finmancing Sugar Resarii:zasion loan within
the context of the ooanercial debt rescheauliing. an [gRU draft econamic
report has been ocompleted and presented to the GODR for comment. Fram the
IBRD's view, the main oontent of a GODR medium-term aconomic program, as
supported by preliminary conclusions of the dratt report, should include:

1. More realistic trade and pricing policies, particularly

exchange rate managanent through the gradual expsnsion of the parallel
market, and improvements in agricultural pricing oolicies.

2. Additional tax measures to generats rublic savings, to

support the recovery of public investment,

3. Rationalization of new public sector invesiment.

4, Elinination of the discretionality of present incentive law

S0 as to improve the predictability of economic policies.

5. Actions to improve further the efficiency of the public

sector administraticn, particularly of the CDE and of the CEA.

We believe these issues represent the basic GODR agenda for

econamic  reform, and propose that the U,5. bilateral assistance program

reinforce the IBRD discussions now underway. Discussions Lbatween the

USaAID and IBRD staif have resulted in the tentative agreevent to coordinate
our approaches to the QUDR so as to avoid misunderstandings and oconflicts,
not only between USAID and the IBRD, but alsc between the GODR and each
agency. The IBRD, assuming agreement with the GOOR on a medium~term
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program, intends to oconcentrate its lending on projects with a direct
impact on balance of payments and institutional develomment. This could
take the form of a $150 million Structural Adjustment Loan (SAL), or
lacking full agreement on conditions for a SAL, a $50 million export sector
loan.

However, within this framework, AID will pursue a distinct

policy dialogue with the GODR on a range of issues related to the three

priority areas of AID involvement identified as key clements in revitaliz-
ing the Daminican private sector:
—Foreign Trade and Exchange

—Agriculture
--Human Resources

Fach of these areas has its distinct set of circumstances and
time frame. They are presented herein in rank order of urgency and
priority. The discussion within each area will also ke presented in rank
order of importance.

In addition, this CDSS perforce concentrates its discussions on
the 1984-1985 period. As will be seen, the USAID will be shifting its
focus to the three priority areas., During this period of transition,
several major analytical efforts will be undertaken to establish the
specific parameters of each area. Results fram these studies will be used

to elaborate gpecific steps in the out-years beyond 1985. The broad policy
guidelines, however, will remain as presented herein.

1. FOREIGN TRADE AND EXCHANGE
a. Objectives
It is generally agreed that one of the most difficult
constraints facing the Daminican Republic 1is the shorﬁage of foreign

exchange. The Daninican econamy, which is structured around import substi-
tution, has not been able to cope with the recent adverse terms of trade of
Daninican export commodities. Given the unpromising future outlook for

reversal of the terms of trade, the Dominican Republic must find alterna-

tive means of earning more foreign exchange. With the approval of the



CBI, the country 1is in a position to prancte a substantial increase in:
exports of non-traditicnal goods and services.

The ma or long-~term goal of the J=AIL/DR in the area of

foreign trade and exchai ge pertains to no less trian the overall restructur-

ing of the existing Domirican economy fram import  substitution to  export

expansion. In the short- to mediun-term, however, our goal is to create

a favorable export clirate in which a large number of nrivate entrepreneurs

canpete in exports of labor intensive goods and services, thus creating

4Jobs and productive incame for many unemployved Dominicap workers,

To achi=2ve this goal, the USAID/DR adepts a  strategy

that is aimed at making exports as profitakie as immorts. This will be

done through foreign exchange policy changes, instltutional reoforms, and

technical assistanca. shen  this strateqgy succeeds, we [oresee the Domi-

nican economy transforming Ifrom the current irpgort substitution mode to
export oriented competitive economic structure., Under this new system, the
profit margin per unit of production ray be low, but the profit level and
the rate of return to investment will be high due to large sales welume and
high labor productivity. We forese: active foreign investment in the
Daninican Republic to take advantage of profitable oprortunities created by
the strateqgy.
b. Policvy Dialogue Agenda

Specificallv, the policy chances and structural reforms
we wish to bring about are ac follows:

(1) All nor-traditional exporters should be allowed to
retain 100% of their earied foreign excharge. That 1is, the foreign

exchange surrender requircamei.t at the official rate to the Central Bank
must be eliminated for all ron-traditional expxrts. In early October 1983,
the Monetary Board has made : giant step forwarc toward the elimination of
the surrender requireacsnt, For 83 items of non-traditional agricultural
exports (melon, cucumber, et:-,), the foreign exchange surrender requirement
has been lifted. Althougn this is a positive step, we oonsider the
revision too limited in scope and plan to push for the elimination for all
ron-traditional exports, including manufactured producte.
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(2) Reduction of administrative obstacles to export and

import activities. Excessive documentation requirements for exports and

imports for exports must be simplified and streamlined. In this regard,
the CEDOPEX (GODR export promotion organization) has already simplified
documentation procedures for obtaining export license from 18 to &
essential documents. Similarly, to qualify for the benefit under the
Export Incentive ILaw 69, exporters need to submit only 4 essential
documents. The most difficult and important obstacle is in the Custons
Office, which will take some time before effective measures can be devised.
{3) Reduction of prohibition of non-traditional

exports. Certain commodities are prohibited fram exports. The number of
prohibited export items must be limited to the most essential ones.
{4) CEDOPEX should concentrate on becaning an export

pramotion organization by providing information on foreign markets and

foreign consumer trends. It should also inform foreign buyers avail-

ability of Dominican products, 1In this regard, we plan to provide a long-
term export advisor in CEDOPEX.
' (5) Free zone firms should be allowed to purchase in

dollars raw materials and intermediate goods from Daminican suppliers.

The Dominican sales to the free zone should be considered as exports, and
the exporter should receive non-traditional export benefits under Law 69.
{6) Encourage foreign investment for exports. The

newly formed Foreign Investment Caommission should supply expeditiously
essential information necessary for making investment decisions., The
USAID/DR will provide a long-term technical advisor to the Cammission. The
Camnission also should investigate the foreign investment law to revise, if
necessary, disincentives or impediments,

(7) Revision of the existing tariff schedule for imports
should be undertaken. The average import duty rwmte as well as its

variance must be reduced. Furthermore, special import dJduty exoneration
should be restricted to insignificant cases.
(8) Public sector investment must be rationalized and

overall development planning strengthened. The quality of analysis and
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planning must improve, and the nature of government involvement must shift
from interference to support of the private sector, =spocially enports,

(9) Current mining legislation. The new legislation,

while an improvement over the past, still retains strong GODR participa—
tion, as well as limits or foreign exchange earnings «wnonversions.  Greater
incentives must be provided.

c. Vehicles for Policy Dialogue

The major institutions in fereign trade and exchange,
which are the wehicles for USAID policy dialoques, are in place and have
ongoing relationships with AID programs and personnel .,

The major public institution is the Secretariat of

Industry and Cammerce, which has titular precedence over two of the other

primary institutions, the Daminican Center for Export Fromotion (CEDOPEX),

the Commission on Prawtion of Foreign Investment (Conmission), and the
General Directorate of Mining (DGM). Each of these institutions is headed
by vyoung new, vigorous leadership drawn fram the private sector and commit-

ted to taking steps to revitalize private sector participation in govern-
ment., and to structural change necessary to expand investment and exports.
In addition, the Board of Directors of CEDOPEX, naminally under the charge
of the Secretary of Industry and Cammerce, now meets twice monthly under
Presidential direction.

The private sector institutions are the MNational Council

of Businessmen (CNHE) and the Doninican Association of Exporters

(ADOEXPO). Both of these organizations are led by proninent and respected
private sector individuals who have ready access to GODR policy makers.
The GODR Monetary Board, oonprised of a majority of

private sector appointees, and its operating arm, the Central Bank, also

constitutes a policy wehicle for AID dialogue. The current Governor of the
Central Bank is a key policy advisor on financial and foreign exchange
affairs, and is respected by the private sector, especially the banking
coununity, and is the main architect of the debt rescheduling process.

These institutions, all of which are executing programs
involving AID funds, provide an excellent institutional framework for

policy dialeogue.
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d. AID Interventions/Action Programs

The proposed AID program in the arss of Torevgn trade and
exchange concentrates almost exclusively on the complementation of the (BI,
focussing policy dialogue, and financial resources on increasing exports
and investment., ‘The following discussion lays ouc the USAID's action
program for the FY's 1984 and 1985: '

(1) The Daminican Republic has taken sane important steps
towards improving the environment for development of ex;v:ts,

In oarder to assist the CDDR . continuing this
progress, an Export Sector Assessment will be carried out in FY-1984,

Local currency generated under the ongoing $49 million BSF  loan program
will finance the assistance of a loml consulting firn, and AID PD&S funds
will fund the cost of the firm of Arthur D. Little in rnis cffort.

(2) Using the Export Sector Assessuent, AID  during
FY-1985 will  undertake an Export Pramotion and Investment Project,
estimated at $12 million, designed to address policy constraints, and deal

with currency control and promote free zone expansion. The project will
provide a $8 million credit to the Export Promotion Fund of the Central
Bank, which will increase the wlume and smooth the flow of credit and

investment to and within areas of the private sector which are not
adequately financed for export pramotion. Credit will be available for

investment in special export related facilities, such as fumigation and

oooler warchouse facilities, and for oonstruction of infrastructure and
plants for free zones. Hwphasis will be placed on satisfying pre-export,
short-term, working caapital needs for private sector production of non-
traditional exports, especially to small and medium enterprises which
normally receive only limited help fraom the formal banking system. Grant
funds ($4 million) will also be provided to Einance: (a) policy analysis

aimed at improving the climate for export, (b) investment promotion to

attract foreign capital and stimulate domestic investment in  export

oriented projects, (c) research and identification of investment opportuni-

ties and development of new markets, (d) administrative and institutional

upgrading including training for public and private organizations involved

in export promotion, and (f{e) long-term technical assistance for key
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institutions involved in foreign commerce and investment, such as the

Investment Pramotion Canmission.

(3) ‘The agricultural econamy iz dominatea by sugar and
the GODR is wvery reticent about diversitirat:on. As 4 result, investment
and development in pnon-traditional agro-industrisl activities have been
limited by the lack of any concerted program aad by an investment climate
which has fawored import substitution and which: =5  been characterized v
contradictory pelicies and unnecessary regqualaticns, To address this

constraint, AID will start a $9.8 million Agri-Bugsiress Promotion Project

in FY-1984 aimed at creating a favorable invesiment climate for export

oriented industries. Critical issues which hamper the deveiopment and

growth of agri-business will also be addressed through the implementation
of a variety of activities, including the provisior of: (a) credit for
investments in plant and equipment, producticr, and marketing; (b) tech-
nical assistance to oonduct pre-feasibility and/or feasibility studies
aimed at identifying new markets and investment opportunities; (c) pilot
activities to identify and develop mon-traditional products for exports;
and (d) training, seminars, and demonstrations to introduce new varieties
and farming techniques to small growers through the expertise of agro-
business firmms.

In addition to the $9.8 million agri-business project
anticipated to be initiated in FY-1984 discussed above, approximately

RD$19 million in local currency counterpart will be made available under

the FY-1984 ESF loan program. Its purpose will ke to increase the capital-
ization of the credit facility (FIDE) within the Central Bank, thus increas-

ing the wolume of credit to the private sector for expansion of agri-
business and export activities.

(4) Uvernll, the mining sector possesses oonsiderable
potential as a source of future output and foreign exchange earnings or
savings., 'The country is judged to have substantial untapped potential

mineral resources. Preliminary studies suggest significant copper

deposits in the central part of the island and the possibility of signifi-
cant copper and manganese further to the west. Alluvial gold occurs in

various parts of the island, and various rnon-metallic minerals are abundant
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in the southwest. The recent discovery of ocommercially explcitable lignite
deposit holds out a possibility for a reduction in oil imports, and explora-
tion for petroleum is being undertaken in several parts of the island, thus
far without success (although natural gas has been found). More detailed
studies are needed, however, for the oountry to be able to effectively
exploit this potential export resource. Accordingly, AID proposes to

finance preliminary studies by the U.S. Geological Survey aimed at assess-—

ing the potential for additional exports of minerais as well as  identifying

policy constraints which impede exports or investments in the mineral

sector. AID expects to fipance, beginning in FY-1984, a 55 million

Minerals Export Promotion Project aimed at producing a camplete classifica-

tion of all mineral resources in the Dominican Republic as to the type,

location, estimated reserve quantity and gqualitv, and caomercial via-

bility. It is expected that this classification will become a base for
attracting foreign private investment which will enhance the exports of
minerals. In addition, the project will assist the QDR to review and
reform the mining sector to meet its future need,

(5) A fundamental requirement of |business is the
existence of the basic infrastructure necessary to produce, transport, and
market their products. In many areas of the Daninican Republic, these
facilities do not exist, thus inhibiting not only the expansion and develop-
ment of these areas, but also the private sector. In order to assist the
GODR in removing this basic  infrastructure constraint, GODR counterpart
fram the FY-1984 AID ESF loan will be programmed for this purpose.

(a) The RD$10 million oariginally allocated for
"oroductive infrastructure"” under the original 1982 ESF program as counter-~

part to major multilateral funded infrastructure projects has been
disbursed. The additional RD$5 million provided under the 1983 $8.0
million amendment to this ESF program for this purpose will be fully commit-
ted shortly. There still exists, however, a substantial need to provide
counterpart resources to support other infrastructure projects which are
critical to the expansion of the Daninican private sector. The GODR
estimates that there exists an imnediate need for approximately RDS27

million to support various critical infrastructure projects funded by IERD,
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IDB, and AID. Accordingly, it is expected thsii RDSL0 million, to be

provided under the FY-iy84 #SF loan, willi I« utilized in support of

productive infrastructurs, including a critical hi.shway project funded by
IBRD and rural roads projects funded by IDB and &

{h) The VDR and the rrivave sector have created

iie

i

free zones in differsnt parts of the ountry to stimulate industrial
development.. Four ires  wxport zones are cirgently  in operation  (two
privately cwned and rnanagad), Sae of these Treo rone sites offer consider-
able opportunity arnct sotential in the short--toru for increasing amployment.,
and foreign exchange. ‘iz, the GODR intends te uve up to RDS2 million,

made available under the amendment to the ©v-1%82 ESF program, to expand

the Puerto Plata frec zoie racility. There t{l1 exists, however, much

dpportunity to develop the ocountry's f{rec zones. Accordingly, RD$6
million in local curreacy proceeds will be made available under the FY-1984

$40 million ESF lcan for free zone development.
(6) Acrivities to establisi a viable GODR Export

Praiotion Institution:

{a) #From oounterpart resources made available in
conjunction with the CBI loan, RDS$100,000 was made available in support of
CEDOPEX cperations. From the amendment to this loan, RDS1 million is

earmarked to support a series of key promotional activities to be carried
out by CEDOPEX.

(b} During FY-1984, the Mission plans to arrange for
the short~-term training of up to four CEDOPEX staff members. This training
will be financed with A1 PD&S funds, and will be carried out by a U.S.

training institution spocializing in trade development. The training will

cover the planning, design, implementation, and evaluation of export

activities.
{¢) Umnder the AlD-funded FY-1985 Export Pramotion
Project, the Mission plans to provide technical assistance to develop the

institutional capability of CHDOPEX to organize and carry out effective

export promotion activities. This technical assistance will 1likely
include both short- and long-term advisors to help CEDOPEX structure an
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urgently needed program to identify potential export markets, products, and
distribution systems,

Ad) In order to help CECOPEX ideatify the export
production capability available in the Daninican Fepublic, a study will be
undertaken during FY-1984 of the informatica included in  the récently
completed =mall industry sub-sector assessment. The current stuly, also
financed by AID, will identify export opportunitiss in terms of products

and plant capacities.
(77 activities to establich a strong GIDR Investment

Pramotion Comaission:
{(3) The mational Investmenrnt Commdiasion was esta-
blished by Presidert Jorde Blanco in June 1983 {n suoport of its opera-

tions and activities, RD$100,000 from the counterpart funds resulting fram

the initial CBI program were provided. Recently, the GODR has appointed

an executive director and sub-director, both of whonr have had coonsiderable
organizational and other appropriate cxperience. The Comission is now
hiring staff and developing an implementation programn. In support of its
continued development and expansion of Aactivities, the GODR and AID are

prepared to provide additional resources to this organization,

(b} Before the end of Novamber 1983, the Investment
Commission will complete its detailed work program for 1983-1984., It is
expected that this plan will include a member of activities which @an be

financed from the local currency proceeds available under the FY-1984 $40

million ESF loan. These activities include: the development of invest-

ment opportunity information and assistance packages for distribution to

potential foreign investors, establishment of a data bank to provide

information on existing Daminican firms and identification and promotion of

potential joint venture participants, development of an information system

to pramote free zone development, and preparation of studies of the legisla-

tive and administrative constraints to investment.

(¢) During early FY-1985, it is anticipated that AID
will finance with PD&$S (or project grant) funds the short~term training of
up to two Investment Promotion Commission staff members in the basic skills

and techniques for promotion fo foreign investment. This tralning may be
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provided throuwgh a (.%, training institution specializing in  trade

development.

s, During FY-198%, AID will finance, under the
Export Prowotion ars. 1o stment  Project, long- and short-term technical
assistance to develor S institutional capmbility of  the Investment

Promoticn Cammission. Consultants will assist the Cammission in develop-

ing and implementing irmmadiate impact action programs to  stimulate foreign

investment.
(=) The Mission will also make available another

ST million from oounovpact resources resuli.ng from the FY-1984 ESF loan

to finance a series o7 sssential studies needed to support the development

of important privato soonor

initiatives,

(37 o 0. oring a undgque  perspoctive  to development  and
can provide a gracsroots glmension not  always attainable under regular
loan/grant programs. There is considerable scope in the Dominican Republic
for such activities. A number of private U.5. cryanizations are currently
active here in variocus fields, including agriculture, small business,
housing, health, art =ucation. Further, there are a number of Daminican
private development institutions, many of which are highly qualified to
develop and implement projects, which support (BI objectives. Accordingiy,
USAID plans to program an additional RDS4 million in oounterpart tos ' {a)
expand _the ongoing CBi PYO program, and (b) explore with the PVO community

possible new OPG actlvities that will promote CBI goals and camplement and

reinforce the Missicn's noogram.

(9) Acrivities to develop a core group of entrepreneurs:
{a) The UCMM School of Business and Public Adminis-
tration (Project No. 317-0157) opened its doors in August 1983, The

school now has a staflf o ¢ Daninican and 3 American professors. The first
class includes 110 st weents {60 business and 50 public). During the next
18 months, the construction and equipping of the additionmal facilities
(Einanced by RDS3 million of FY-1982 ESF proceeds) should be completed, the
student body should have increased to 220, and the first class of MBA's
should have graduatexi, In addition, the school should be offering 10
Executive Training saninars each year to the highest levels of
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entrepreneurs, business managers, and public officials, USAID  will

continue to finance this ongoing project through FY~1989 for a total of $5
million, '

(b) Under the IAC kegiomal Training Project,
$40,000 was allocated to fimance short-term management courses in the U.S.
for participants identified by the American Chamber of Commerce. Partici-
pants are now being identified and placed. During FY's 1984 and 1985, the

Mission expects that both short- and long-term training activities will be
expanded to include more private sector participants,

{c) Export pranotion saminars will be held involv-
ing the Daninican—America.n Chamber of C(ommerce, the Association of
Industries of Herrera, the Association of Industries of the Daminican
Republic, the Association of Dominican Exporters, the Daminican Export
Promotion Center, the Chicago Association of Commerce and Industry, and
AlD,

(d) The ongoing Small Industry program will
continue the successful experience of the PROAPE Micro- and Small Industry
Trade Fair in Santiago and the Dominican Development Small Industry Trade
Fair 1in Santo Damingo. It is anticipated that these fairs will be repeated
on an annual 'basis. As the Micro- and Gmall Industry program increases in

size geographically, with Technical Assistance Centers being established in
secondary cities, it is anticipated that such fairs will alsc be held in
those secondary cities in the near future.

{e) Under the AID~funded Small Industry program
(Project No. 517~0150), it 1is expected that short-term technical
assistance will be provided during FY-1984 to improve the design of handi-

craft products, i.e., textiles, straw products, ceramics, etc. Also,

assistance will be provided to help identify foreign markets and channels
of distribution.

2. AGRICULTURE
a. Objectives
_ The importance of the agricultural sector as a source of
employment, output for donestic consumptian, and export earnings is
substantial, Some 2.8 million people live in rural aras in 340,000 farm
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families, Agriculture directly amploys slightly more than 60% of the
nation's employed labor force. In_ recent vears, the production of all
agricultural cammodities has tended to stagnate, During the period 1976-

1980, output of non-export agricultural comnodities increased by 2.8%
annually, while production of sugar, coffee, cacaon, and tobacco actually
declined by about 1.5% per annum, within the agricultural sector, the
sugar industry is by far v e key component.

Public perticipation in the agricultural sector bulks
large because of Cia's predominance in the sugar industry. Sugar export
earnings have been highly variable in recent. years due to world orice nove-
ments, Daminican success in anticipating some of these movements, and more
recently the U.,S, gquota sy=tem which yields a hisher than world price to
Daminican producers (in 1983, approximately 13 cents per pound versus 7.8
cents per pound on the world market), The icrg-term outlook for Daminican

sugar export earnings is inauspicious. These negative trends relate

mainly to increasing U.S. production of sugar substitutes.

The agricultural sector's overall potential is highly

dependent upon the adequacy of incentives (including prices), and the

provision of infrastructure and services to thousands of individual

farners. Estimates of private investment in the sector show a decline in
private investment in recent years, and this decline has been occuring at a
time when the public sector has been mking massive investments in the
sector, particularly in irrigation infrastructure.

Also, since the 1960's, there has been a steady and major
expansion of public sector agencies, as well as increasing interventionist

policies which have resulted in a bloated and inefficient public bureau-

cracy administering a wide range of uncoordinated and often conflicting set

of programs at increasing cost. There are now eight large autonomous

public institutions administering major development. programs in the agricul-
tural sector. Recurrent costs are exceeding the GODR's ability to provide
adequate counterpart to ongoing programs or provide adequate incentive to
public employees. Much of the energies and resources of these institutions
and staff have been directed at the provision or distribution of free or
subsidized inputs to agricultural producers, in part to compensate for a

BEST AVATILABLE


Scanner6
BEST AVAILABLE


31

wide array of artificial price incentives designed in part to protect urban
consumers, and in part to irplement #n approach which involves a predisposi-
tion of public sector invel vement ir agricultural production and marketing.

There is a pressing need to reassess the agricultural sector's priorities

and policies and improve 1its performance within a framewcrk of increased

rural incames and balance oif payments considerations.

Finally, ==xpanded agricultural production must depend

upon an adequate resourcae hase. An extensive Country Fnvironmental

Profile (CEP) documented the widespread and increasing rural deterioration

of the natural resource base and precicted that, if not arrested, a Hajtian-

-type situation within tio decades. The CEP analysis gave by far the

highest pricority to the wate rsned decradation problem.
b. Policy Dialogue Agenda

The overall development strateqy in the agricultural

sector is based on the principle of camarative advantage of the Dominican

agricultural preoduction in the framework of an open econany. USAID/DR

will concentrate on the development of export markets for farm products
that have relative advantage in terms of price and gquality in the world
market ., These products include fruits and wvegetables, such as melon,
pineapple, pepper, cucumber, darlic, tomatoes, etc.; basic food grains,
such as rice, keans, plantains, root crops, etc.; and import substitution
crops, such as sorghum, peanuts, soybeans, and <oorn. A three-pronged
approach will be followed in pursuit of export market development: market
feasibility studies, applied research through variety trials and commodity
testing, and technical assistance to agri-business firms, In addition,

USAID/CR will provide financial support to agri-business orcanizations,

both domestic and foreign, which are engaged in pramotion of business

ventures to produce and market the above mentioned products, and will
directly assist agri-business fimms through provision of credit for invest-
ment {see section on Foreign Trade and Ixchange}.

The ultimate outcome of the USAID/DR strategqy in  the

agricultural sector is to create a large number of efficient private small.

and mediun coamercial farmers who can canpete in domestic as well as world

markets for the production and export of fruits, vegetables, and basic
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grains without public sector nterference. These oommercial farm entre-

prencurs will be encouraged to adopt new product varieties that will yield

the highest return for their nvestment. This will zr=guire the creation

of a more faworable agricultural production environment.

Accordingly, we propose to oursue structural change and
policy reform 1in the agricu’tural sector in the following areas: Pricing,
Policy and Administrative Reform, Rural Savings and Investment, Natural

Resource Protection, and land Use Flanning.
(1) Agricul-ural Pricing: The USAID/DR's ultimate

goal in agricultural pricing policy is no price control at all. Price

control should be phased out. Price will be determined by market forces
with minimal interference ‘ran price stabilization and control institu-
tions. 1In the short- to iedium-term, however, USAID/DR will encourage GODR
to adopt a price policy based on rationalization of :ost-orice determina~-
tion and as much as possikle on indirect measures.

The USAID/DR agricultural pricing strateqy coonsists
of three basic approaches:

(a) No official foreicn exchange will be made
available to INESPRE. Instead, INESPRE will purchase foreign exchange

necessary for imports in the parallel market. At the same time, USAID/DR
will push for revision of INESPRE's wmonopoly for imports of certain grains.
Private sector importers should be allowed to provide meaningful oampeti-
tion for importation of grains that are prohibited now.

(b) The Office of Price Control shouw.d be re-

directed and recorganized to rationalize consumer price control.

{c) P _price policy unit will be established to

conduct analysis on procuction costs and profit margins to provide

sufficient profit incentives to farm producers.

(2) Agricultural Policy: The recent history of public

involvement in the agricultural sector is characterized by a multiplication
of agencies embarking on eve: expanding activities. The most praninent
arganizations are involved in such diverse activities as resettlement of
farm families, establishment of commercial outlets for agriculturel commodi-

ties and production inputs, provision of machinery services, procuction of
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improved seed, purchase and marketing of agricultural products and manage-
ment of farming operations. TWhile these undertakings have achieved same

positive results, the efficiency and necessity of conducting them through

public institutions can be questioned. Moreover, the diverse interests of

the various institutions involwved have led to oountervailing interventions
which have placed a drag on the performance of the agricultural sector as a
whole. In some cases, public interventions intended to pramte develcopment
have interfered with private sector initiatives; in others, public interven-
tions have served as implicit taxation of agricultural production.

The USAID's goal in agricultural policy is  the
restructuring of the GODR policy making apparatus to orient poliéies and
programs towards increased private sector investment and involvement. The
first step is to strengthen the role of the previously moribund National
Agricultural Council (CNA). The second 1is to assist the CNA establish
national pricrities for agricultural development for the mid-1%80's and

bevond and establish means by which these pricorities are incorporated

within the diverse public sector entities now operating. The third is to

assist the QDR to restructure 1its research and extoension functions to

incorporate an inter-disciplinary approach inwvolving universities, the
private sector, and the State, somewhat akin to the U.S. Iland Grant

system. The: central theme is that public sector institutions and policies
concentrate on activities legitimately assigned to government, and that the
past propensity to seek a public sector solution to every problem be
replaced by a private sector oriented philosophy.

(3) Rural Savings and Investment: Private producers

require credit. Today, only approximately 20% of the natior's farmers
receive institutional credit, largely through the Agricultural tank, The
GODR, AID ror the other donors are able to provide adequate credit for
small comercial farmers from public funds, which have been the primary
source of capitalization to the Agricultural Bank. Additional nececsary

capital for investment in agricultural production can be mobilized through

increased incentives to encourage savings in rural areas. Until recently,

low interest rates on savings (5% annual) encouraged capital flight Ffran

the oountryside to nore lwrative urban investments or abrcad. The
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Monetary Council recenclv increased ragulated interest rates soiewhat for
formal financial institutions, There are reasons to believe that these
increases may not be adequate, hccordingly, the USAID's goal is to seek a

change in the countrv's interest rate policy to improve the wviability of

rural financial institutions and expand access of small and medium commer—

cial farmers to savings ané crodit services. ‘This will recguire authoriza-

tion by the monetary authorities to allow rural ‘credit institutions to
increase the rate of interest ther charge over the current raximum legal

rate of 12%. At the same time, these institutions will need to be

reorganized and strengthened to offer deposit facilities and manage

expanded credit portfolio. These changes are cxpected 1t be gradual and
the result of experience gained over a period of years.

4 ) : X
(,3 ) Matlonal Resource Protection: The essence of the

natural resource degradation problem is that most agricultural producers

are "mining" the resource base for short-term needs and profits, with

little oonsideration for its disasterous impacts on near future generations
of both producers and consumers., The CEP provided the oountry with 1its
first comprehensive analysis of envirconmental degradation. Only 14% of the
country remairs in forest, Approximately 22% of the land area is
oconsidered to be sericusly threatened by high erosion rates. Massive
watershed erosion on the order of 95 to 500 nmetric tons per hectare per
year 1is literally drowning the reserwirs with sediments. In many water-
sheds erosion is so advancex that destruction of the entire soil base oould
easily be completed within two decades. This is a moot point, however,
since most fertile scil, which is only a few centimeters in depth, would be
washed away 1in the noext few years. 7The lmpact of this soil and water,
which literally roars off th: hillsides during pericds of high rainfall,
causes great damage downs:irean, The silt and aravel-laden waters scour
their way downstreaa causing extensive damage to fammer's fields, rcads and
bridges wuntil they are slowexd by dans or lose their kinetic energy in the
flat lands. There, they deposit silt, rocks and debris, which fill in
reservoirs and deposit thick layvers of silt in the irrigation canals. The
resulting damage to agricultural productivity, enerqy generation, and

overall envirommental conditions 1s so great as to merit immediate and
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avergency measures. AlID has assisted the GODR in establishing the programs
and methodologies necessar’ to attack this national problem as a central
part of its agricultural straitegy since 1980. Priority on this (DSS will
be given to campleting the ¢ fort in a timely and effic ent manner.

The renaining structural change required in this  area
is two-fold.

he first reform element iavolwves changes in human

behavior which must be effactec throwgh training, demconstrations, develop-—

ment of altermative eneray sources, new technigues, methodologies, cropplng

patterns, etc, These are incranenced in mature, and middle- to long-term

in their impact. the princi-al resources of most concen--soil, water, and
forests——are inseparably canbined in space and as objects of misuse.
However, the institutional structure responsible for their stewardship is
divided, uncoordinated, and often works at cross purposes. At the same
time, the involvement of private sector entities and the public in decision-
-making ooncerning matural resources utilization and conservation is
extremely limited. Once public interest is effectively oconstituted in the
process of matural resources decision-making, the oonpeting objectives of
resource utilization wversus oonservation an be brought into play. The
coposing interests represented by diverse users of land, water, and forests
will inevitably define the policy agenda. That is, short-term interests

of hillside farmers must be reconciled with long-term interests of society
in a stable resource base; and immediate needs for irrigation water must be

reconciled with those of hydroelectric power, Issues such as these,

implicitly involwe natural phenomenon and biological complexities which
almost exceed ocomprehension, yet they must be addressed for fear of
devastating oonsequences. For this reason, high priority has been assigned
to the natural resources theme,

The second element of reform involves changes in

government requlations and * enforcement. These include a revision of the

Forestry Law to allow tree farming for profit, elimination of corruption

and abuses in application of current tree cutting requlations, and develop—

ment and application of water-user rates in irrigation, The increased

public comprchension of the issues described above, as will as the
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establishment of priorities ind programs which allow competing interests to
express their needs fully and defend their institutional and functional
interests within an open diatogue, will aid greatly this process.

() Land Use Planning: The sugar industry represents

the argest source of foreign exchange earnings for the Daminic n econamy;
it is the largest user of cropland and the major employer of acvricultural
workers.

Sugar and its derivatives generated an averige 57% of
the total value of exporus over the 1971-1975 period, althouth over the
1976-1980 period earnings have been only 33% of total expots. kide
variation in sugar prices during both periods caused eariings to decline
over 50% in poor years versus good years. The average vailue of sugar
exports in current doilars was approximately $300 million in the 1971-1975
period and $250 million in the 1976-1980 period. The 1981 earnings were
approximately $§550 million, in 1982 they had dropped to $309 million. From
1971 to 1981, the area dewvoted to sugarcane expanded to an estimated
275,000 hectares or 15% of naticonai cropland area.

There are an estimated 45,000-50,000 workers involved
in the field harvestinc operations of the sugar estate. At lea:t half are
Haitian workers contracted for the harvest season. The sugar milling
operations and permanent menagement provide enmployment for another 40,000
persons. 1In addition, backward linkages with other sectors of tle econany
may provide as many as 40,000 jobs.

worid market prices for sugar have hovered around 7
cents per pound level for the past year. Although it rose lately to 11-13
cents per pound indicating a recovering world market, it will probably

never reach the highs of vears past. In addition, the continied erosion

of the sugar market by high fructose commodities (HFCs) seems to ndicate a

necessity for the Dominican Republic to seek out alternate uses or same of

the estimated 275,000 hectares now planted to sugarcane. Estimates of how

much of this land ocould be diverted to other agricultural uses range fran
15% to 50% dgepending on tne alternative uses of the land. It is important
to point out that rone of the alternate uses have been studied sufficiently

to determine if they would provide the same foreign exchange earnings and
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employment opportunities as sugarcane. The subject itself is hignly

controversial, with many influential sectors and individuals in the countrv

strongly opposed to shifting land out of sugar into other crops or uses.
There has been some discussion about the need to diversify, but this has
generally been confined to the need/interest in alcohol plants and increas-

ing the production of sucro-chemical., Given the high cost of initial
investment in such activities, diversification of the industry along these
lines seems unlikely in the near future.

Recently, the CEA has agreed to a joint venture with
United Brands Campany in a scheme tc raise pineapples for export using lanx
currently devoted to sugarcane production. These types of opportunities
need more pramotion and investigation of other crops/activities which coulc
take the place of sugarcane need to be thoroughly investigated. The goal
of the USAID is to seek greater camprehension of the scope and nature of

the problem and provide technical and policy analysis necessary to

establish a public dialogue.

In terms of ooncrete measures, the USAID will

pramote increased investment in the type of agri-businesses rep-esentad by

the pineapple venture which, hecause of their profitability, w.11 result

in a gradual shift of sugar lands to higher value crops. The r:lationship.
with IBRD lending to CHEA will be an important element. IBRD is seeking
greater efficiencies in CEA operations and a rise in the domestic price of
refined sugar sufficient to eliminate the current subsidy. AID fully

supports this effort.
c. Vehicles for Policy Dialogue

The major policy vehicle in agriculture is the Natiomal
Agricultural Council (CAN) wrich is presided over by the President twice

monthly in differing locations around the countrvy. The CAN brings together
the heads of the mjor public sector organizations operating in agricul-
ture. It is expected that all of AID's policy dialogue in agriculture will
involve the CaN, including pricing, administrative reorganization, natural
resource protection, and land use planning.

While a member of the CAN, the National Price Stabiliza-
tion Institute (INESPKE) wields sufficient influencé S0 as to rerit
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special attention. INESPRE is the key institution in setting agricultural
producer prices and oontrols most agricultural imports, including PL-480
and CCC. Policy dialogue directly with INESPRE on these issues will have
high USAID priority, although much of our dialogue will bz channelled
through the Technical Secretariat of the Presidency (STP), which 1is the

coordinating GODR entity for discussions on PL-480 issues. Wwithin STP, a
price policy unit will be established. The Office of Price Control in the

Secretariat of Industry and Commerce has also reguested AID assistance in

liberalizing current price oontrol regqulations. As can be seen, the
dialogue on pricirg will ke complex, 1involving several different GODR
entities, anad will rost likely raise issues which will be addressed at the
policy level by the CAN under general agricultural policy considerations.
Fram the USG side, the Erhassy has a PL-480 Working Grcup, under the DCM,
involving AiD, AT, and the Econamic Counselor to ocoordinate the USG
position on FL-480.

Rural Savings Mobilization will invelve a  mlti-
institutional arrangement led by the Central Bank, and involving the
Monetary Board, the Agricultural Bank, and the Credit Cooperative

Movement.,

d. AID lnterventions/Action Programs

Apart from those agricultural-related programs in agri-
business described above, the USAID plans the following Action Program for
FY¥'s 1984 and 1985 in agriculture:

(1) Pricing and Policy: @ODR price policies have

either ignored the effects of inflation on agricultural prices or attempted
to combat inflation through agricultural price coontrcls, which have been
costly in terms of loss of agricultural production. In addition, an over-
valued official exchange rate not only lecame a tax on export products hbut
introduced a bias towards imports. The GODR has recognizerd the need to
revise these polic.es as a pre-~requisite to production increases. In order
to provide 1 mechanism for facilitating the required analysis, during
FY-1984 AID will finance the Agricultural Policy Analysis Proiect (No.
517-0156) with $1 million in agrant funds., This project will work to

strengthen the CAN on a recorganization of the public agricultural sector.




Included in this effort will be technical assistance to develop an adequate
capacity to orovide unbiased price data and analyses to decision-makers.
To assure the capacity to use this analysis, formal and non-formal training
will be wmwade available to decision~makers., The basic activity will be the

development of a GODR Agricultural Policy Analysis Unit, which will requirn.

a core staff of well-trained econainic, agricultural economic, and statis-

tical analysts. Short-term technical assistance and on-the-job training

will be provided to the core staff in order to reach project objectives.
Some analysts (4 to 6 at a cost of about $25,000) will receive training
either locally or overseas, to ensvre the number of critical professionals
necessary for long-range development. Seminars and workshops will b
conducted for policy makers as a means of improving their understanding of
policy matters affecting the agricultural sector in the Daninican Republic.
The issue of land use planning, especially with regard to " suga!

oroduction, will be given special emphasis as a major policy area to be
studied.

In addition, this project will provide technical

assistance to the Secretariat of Industry and Coammerce's Office of Price

Controcl to assist them in their desire to liberalize current policies and

programs, Also, the FY~1985 PL-480 Title I program of $23 million will be
leveraged to seek private sector imports of cartain grains in lieu of
INESPRE, thus denying INESPRE a portion of the income it currently uses to
subsidize its interventions in the market place. Use of PL-480 proceeds
will also not be programned to fund GODR activities that result in govern-
ment activities which are wore properly left to the private sector.

Finally, the ongoing Rural Development Management

Project (No. 517-0125) will receive incremental iunding in FY-1984 to

catnplete the development of case studies designed to focus the attention of
sector decision-makers on such key issues as land use, food price policy,
and agricultural policy in general.

(2) In order 1o increase investments in agriculture and -

improve agricultural productivity, ar effective program of agricultural

research and extension is needexi for crops of primary importarce to the

mtional economy. While the GODR has made significant investments to
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develop its research and ext 2:nsion capability, the existing research data
base and ertension capalility are 1nadequate to suppert the needed
increases in agricultural prduction. The cause of tnis situation has been
identified a: the inakili-y of the existing public sector system to
effectively ranage, ooordiate, and carry out the required research

programs. Accordingly, in FY-1885 AID will fipance the Agriculture

Research and rkxtension Projeét (vo. 517-01R0) with $5 million in loan and

$1,5 million in grant funds. The project 1s almed at developing an

interdisciplinary vrivate sector research capability in the Daminican
Republilc akin to the U.€. Land Grant University research/extension system.
(3} The possibility for increased rural savings  and
investment will be tested under the Rural Savings Mobilization Project
(No. 517-0179) whicn comes on stream in 1984 and whose results will be
evident in 1985, Three branches of the Agricultural Bank and three rural

cooperatives will have tested the concept and established the feasibility
of the <oncept. Given fawrable results, and the willingness of the GODR
to agree to the necessary policy changes, we expect to propose a major
project in this area for start up in FY-1966.

{4) natural resource protection is being assisted under a
series o! ongoing AID lcans (NARMA No. 517-0126, and Wator Management No.
517-0159), and a third loan scheduled for FY-1984 in Forestry (No,
517-0173). This third lecan i3 designed to complete the watershed strategy

recannended by the CEP, and leave in place operating programs involving
upper (NARMA), lower (Water Management), and middle (Forestry) watershed
management, The scale of the Forestry loan, however, is being reduced from
$10 million to $6 nillion to allow for an FY-1984 start on an agri-business
promotion lcan, i.e., one year earlier than originally scheduled. This is
to recognize that with the passage of the CBI, an earlier effort is called

for; however, we believe the last piece in the watershed package should be

done before moving on. This will strengthen the Directorate General of

Forestry and provide AID with a policy instrument to affect those GODR
policies which are impeding rational use ana development of the country's

declining forestry resources within an eavironmentally sound program.
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3. HUMAN RESOURCES
a. Objectives
The major long-term goal of the USAID/DOR in the area of

educaticon is to have an educated population which is functionally -

literate, equipped with the specialized skills necessary for the country to

produce and carpete campetitively in foreign trade, and aware, involved and

supportive of the democratic values which guide the country's development.
The population must alsoc be sufficiently informed so as to be able to

support those necessary reforms and changes to the econany and society at
large that the 1990's will reguire. At the least, this will require a
camlete restructuring of the public education sector, especially at the

primary level.

b. Policy Dialogue Agenda
To achieve this goal, the USAID/DR adopts a strategy

which aims at providing at least six vears of primary school education to
all children by the year 1990. Specifically, the policy changes and
structural reform that will form the kasis of our policy dialogue in the

area of primary education reform are as follows:
(1) Acministrative Structural Reform
The present Secretariat of State for Education, Fine
Arts, and Worship (SHEBAC) structure is the result of almost 30 years of

growth through laws, decrees, internal rules, resolutions, departmental
orders and secretarial c¢irculars, in response to diverse and sometimes
contradictory maticnal and international demands. SEEEAC has almost 30,000
teachers and 2,000 employees, Only within the last six months has a 4-year
education plan been published for the 1982-1986 government. The issues for
structural reform are:

{a) Duplication of Services: Over one-half of the

national SEEBAC offices (78) maintain a direct relationship, through
reports and supervision, of local schools, while 30 offices are responsible
for teacher training.

(b) Quer-Centralizatiocn: Only = about 200

technicians are posied at 13 regional district cffices.



42

() Too Broad A Scope of  work: SEEBAC  is

responsible for education, fine arts, and religion, The demands of these
widely divergent sub-secretary activities not only place a tremendous
adnministrative kurden on senior staftf, but also lack lateral salary
relationships. _
(2) Reordering of Internal SEE:AC Primarvy Expenditures:
For 1980-1981, SEEBAC direct expenditures per rural

primary student were DR$46.17 while expenditures for an urban student were
between DR$72.34 and DR$105.20. Further dichotarous urban/rural distribu-
tion patterns were present in repetition, prasotion, and average class
size, This rural inequity was butr2ssed by a SEEBAC budget, which
allocated only 50% of its toral resources to primary education, although

primary school accounted for 60% of the enrollment, USAID policy discus-

sions will focus on a achieving 7% increase of primary school funding and a

leveling of input and output per student costs.

(3) Reform of leaching Methodology

The presen: curriculum allows the classrooin teacher a
great deal of latitude in uni: planning. However, over half the teachers
are not certified, and a disapsropriate number of these are in rural

schools., The USAID will focue activity on creating highly structured unit

plans for the first four grades.

Equally lmportint to the strengthening of the private
sector is the provision of s:ills triining to individuals at the several
follwing levels of the educatio-al struzture:

-— Vocational Technical Training. The ability of

Dani tican exports to ooupete in world markets is directly dependent upon
the skills employed by the Daminican worxers in transforming raw material
and semi-processed goods into exportable surplas. The need for new skills
wil]l increase dramatically as new CBI-oriented foreign and domestic invest—
ment  employs new technologies, methols, macainery, and materials. The

policy reforms and structural adjustment requirements in this area are

largely in place. 'The country has just recerntly established an Institute

for Vocational Training financed by a payroll deduction plan and Jointly

owned by the workers, owners, and the Stat:. 108 1s financing a major
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physical expansion of public wvocational schools and public oollege level
technical oourse work. There is a well-established network of secondary
level private wocational schools in ajgriculture and industry which, while
suffering from a shortage of resources, offer a wide range of skills
training to Dominican youti.

— Management Training. Today's Damninican private

sector has its roots in a turn-of-the-century immigration fron Burope.
Family businesses were founded in some basic industries but the bulk of
business enterprise was in the comnercial import sector. 1In the 1960's,
the business and industrial sector turned to import-substitution and that
is the predominant acti.vity of today's growing industrial sector. The
ranagement mode of many of the larger ooncerns, however, remains family-
criented. 'To oompete, the ianinican private sector must depend upon a
ranagerial cadre drawn from all sectors and levels of society and versed in
modern management techniques., The structural reform reguired here has
bequn, The Catholic University (UCMM) has created a new graduate school
of administration, and has signed an AID-funded long-term contract with the

University of South Carolina School of Business, Classes bhegan in
September 1983. The school has a private sector consultation committee,
and will have a research institute and a high-level management center to
reach out to the private soctor. Construction of a $3 million modern
specialized facility with state of the art oomputer and library services
will begin in January.

' — Consensus for Reform. One of the most critical

needs of Daminican society is to face imminent changes, inter alia, in
industrial development, stratiqgy, wacro-cconamic policy and structural
adjustments, The oountry faces these challenges with a nmascent democratic
system which, in the past, has worked in favor of a series of incentives

and special priviledges for special interest groups. The emergence of a

functioning democracy, including an  independent Congress, offers oppor-

tunity for a brcader-based reform effort. However, there is the threat
that unless these democratic inctitutions are strengthened to fulfill a
responsible role, necessary c<hange will be stymied or misdirected. The

Congress is a critical element. Both chambers, the State and the House,
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are 90% filled by politicians who have no prior legislative experience.

There are no staff resources, no oonstituency services;, no offices, no
reference services, etc., Yet, (ongress is required to analyze the budget
and ratify all legislation. Most legislators follow their particular party
bloc line, but the Congress will becone increasingly segmented as the left

increases its influence and the two traditional parties suffer increasing

factionalism. A program to educate and support public elected officials,

in effect, is an effort to wake them responsible partners of the Executive.
Already, the Jorge Blanco administration 1s enoountering oppositicn in
Congress to any further reform efforts, If this trend continues, it is
likely that the next two years of the administration (1984/1985) will sec a
growing and unfortunate confrontation between the Executive and Legislative

branches sufficient to detall any major reform effort. The USAID believes

it is appropriate and necessary that the bilateral assistance progran

include an activity which seeks to improve the human rescurce hase c¢f
elected officials.,

Structural adjustment and policy reform reguirements

are centered largely on the need to create a source of training and

expertise to allow elected officials and their staff to draw upon before,

during, and after their tenure in office. A private university (UCMM) has

initiated such an effort, hased won an AlD-financed 3-day legislative
crientation session for 125 new Congressmen. The evaluation of that course
reirforced the need for this activity. Ironically, the need for policy
dialogue on many of the issues contained in this CDSS will be affected by
the ability of Congress to act.

Related to this is the need to increase the level of

econanic soph.stication within the government and the private sector to

strangthen the ability of the ccuntry's planners and executives to

camrehend the macro—-econamic forces at play and adjust domestic policies

in the country's bkest interests. ‘his is required in the short-term and

will involve an immediate recruitment and selection of up to 40 Daninican
prolessionals for graduate economic studies in the U.S. over the next three

years.
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¢. Vehicles for Policy Dialogue

The policy dialogue wehicle in education will be the
Secretariat of Fducation in the public sector, and the UMM graduate

school of business private sector consultation committee.

d. AID Interventions/Action Programs

The Mission's education program is directed basically at:
(1) improvement in basic education through traditional and non-traditional
(radic) methods, and {2) provision of skills and managemcnt training in
areas of greatest need. An emphasis in basic education is still reguired
in the Daninican Republic, where improvement in the literacy rate has
lagged behind that of its neighbors. Unlike nost AID educetion programs in
Latin America, which have up to 20 years active ihvolvement in primary
education, the primary education program in the Dominicar Republic, which
began with an Education Iocar. (Project No. 517-0119) in 1979, is relatively
young. In response to recomnendations of the 1977 Education Sector Assess-—
ment, the lcan supported activities in curricuolum development, teacher
training, and school construction, whiéh have met with some initial degree
of success, but constitute cialy the beginning of meeting the needs of this
critical but neglected sector., A $8 million follow-on project (No.

517-0172) will begin in 1984, to continue the reform effort in administra-

tive planning, institutionalization of teacher training and supervision,
creation of local organizations to provide financial support to schools,
and construction arki use of low cost media.

Basic“ education 1t also being disseminated through a
radic education program currently oonsisting of a program funded through
FY-1984 for adult education in one region (Project nNo. 517-0163), and a
centrally-funded primary education program in another region (Project No.
936-5807), which is scheduled to require funding through FY-1986. Through
the innovative use of this technology, the cost of basic education per
beneficiary is being reduced considerably; pointing to strong possibilities
of replication within the Daminican Republic as well as in other countries.

Specialized skills training is being addressel through
three ongoing programs: (1) vocational/technical training, (2) manacement
training, and (3) participant training. Vocational training is being
strengthened throuwgh support to an educational c¢redit institution and
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vocational education institutions (Project No. 517-0127), and through the

establishment of a center providing technical training for urban women
(Project No. 517-0146). Both are scheduled for FY-1984 funding. For

management training, a local university is now linked to a U.S. university

for a long-term prograin, which will provide a local apability to train
puktlic and private sector leaders at the post-graduate level (Project No.
§17-0157). This project will reguire funding through FY-1989.

Participant training is a major camponent of almost all

AID programs in tais country, For FY-1984 and FY-1985, USAID programs

will finance a total of 109 short-tern and 82 long-term trainees. This
includes Daninicans directly involved in program execution as well as
participants sclected under three programs  exclusively directed at
training. The first is an FY-1983 §5 millicn Agricultural Training Loan
(Project No. 517-Ci60) to train :he next generation of agricultural
scientists at the M.5. and Ph.D. lewvels. The second is a proposed FY-1984
program (Project Mo. 517-0180) to provide graduate level Policy Analysis

Training, mostly in the area of macro-econanics and public finance to
strengthen the ountry's camacity to analyze and oonfront the serious
econcmic probl-ms facing th2 country for the foreseeable future, The third

is the IAC rragiorally-funied training program ({(Project No. 598-0622)

which provides 'J.S. training to Daminican professionals,

Finally, tie USAID praposes to fund in FY-1984 an  innova-
tive program (Project No. 517-0189) directed at the legislation branch of
the Q@DR. Working with the private Catholic University, the USAID will

assist in creating a Center for Daminican Governmental Affairs.

E. AREAS OF CONTINGING CONCERN

As the AID program enters the mid-1980's, it is in a period of

transition, wherein projects affecting the new private sector develorment
strateqgy are being phased in, and clder initiatives are being brought to an
orderly oconclusion. Several of these efforts have been "mortgaged"” into
FY-1984 and FY-1985 and beyorxl, ard thus will require oontinuing AID
assistance, albeit at a declining level. These include the: areas of health
{including population), energy, and rural roads.
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1. Health
Health status of Dominicans has been a preocupaticn of the
GODR and AID for the past 20 years, with the most recent efforts concen-

trated on establishing a rural health delivery system among rural ccmmuni-

ties below 5,000 population, and then integrating that system into the

mational health system of rural c¢linics, regional centers, and hospitals.

The task is now almost canplete. However, management of this system has

shown extreme weaknesses, as evidenced by the difficulty of the necessary

support services in getting through the service delivering infrastructure.
In addition, it has been found that the Secretariat of State for Public
Health ard Social Assistance (SESPAS) hnas deficiencies in all the major

management systems: finance, logistics, supervision, personnel, informa-
tion systems, mintenance and planning. The major long-term goal of the
USAID/DR in health has been, and remains, the provision of efficient and
timely preventive health care to the rural population of the ccuntry. Two
major sector lcans have been made and a rural health delivery systems
exists today, due largely to AID assistance efforts to the Dominicans. As
we move beyond this phase of AID assistance to health, AID will pursue

structural change and policy reform in the broad area of health services

management. We view this as an effort to oonsolidate the gqains made to
date and insure lasting unpact of the past investments.
The Health Systems Management program {(Project No. 517-0153)

was originally scheduled for Fy~1983 obligation. Other Agency require-

ments forced postponement of this until FY-19584, which is when we now plan
to obligate this S-year prograun, Thus, FY-1984 will see us move our health
program activities into a cunsolidation of benefits derived from earlier
AID investments in health, AID will focus its activities through the
Health Systems Management Project on increasing the effectiveness of
central and regional menagement and support systems of the Secretariat of
State for Public Health (SESPAS), and assist the GODR to increase the
productivity and coost-effectiveness of its health service delivery infra-
structure. Project activities will include: (1) improvement of management
support systems such as finance, logistics, information, supervision,

personnel, maintenance, and transport; (2) the development of a continuous
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in-house training capaciy within SESPAS; and (3) a qualitative extension
of basic health services and surveillance of dengue, vellow fever, and
schistosomiasis control.

Moreover, AID will probe in the area of private sector
involvement 1in health services, including the develcpment of alternate
financing mechanism schemes, joint private sector/GODR involvement in
health care delivery, and in the possibility of developing rural
water/sanitation organizations managed completely by the villages or Ly
small geographic organizations.

In the nutrition sector, the Mission has approved an Applied
Nutrition Education Program (ANEP) OPG, and 1is developing a Three-Yea -
Plan for the utilization of Pr,-480 Title II fooc within the oontext of a

nutrition program.

The experience gained through these approaches will  he
utilized in a future proposed multi-sector mnutrition grant, which will
assist the Dominican Republic in developing a @pacity to plan, design,
implenent, and evaluate nutrition intsrventions.

2. Population

Although the population growth rate in the Daminican Republic
dropped substantially froaan 3.4% in 1970 to 2.8% in 1981, it remains un-
acceptably high. This rate of growth not only consumes the benefits of
growth, but also taxes the system to meet increased needs for anployment
and public services, particularly as the population growth adds much to the
ever-increasing rural-urban migration. Although the need for family
planning is apparent toc botii the GODR and USAID, recent oonversations with
the Jorge Blanco administration have indicated a continuing high level of

political sensitivitv to a bilateral program., ‘Therefore, USAID has no

choice for the foreseeable future but to use more subtle apprcaches to

family planning, such as utilization of central funding and projects

through PVOs. In fact, a large number of non-bilateral approaches are nov

being used. SESPAS, tnrough assistance fran GSAID and other donors such as
world Bank and the United Nations, is undertaking family planning activi-
ties in public health <¢linics. Private international donors, such as
Church wWorld Service (CwS}), Family Planning Internaticmal Assistance, Inter—
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national Planned Parentlhood Federation, The Pathfinder Pund, Population
Council, Development Associates International, and Westinghouse, carry on
family planning activities--often through a local counterpart organization.
Through centrally-funded mechaniams, AID @an effectively increase family
planning activities in the Daninican Republic without the need for a
bilateral program. The Mission strongly encourages this approach. At the
Mission level, small amounts of grant funding (PD&S and OPGs) can oontinve
to he used to support studies, publications, conferences, and participant
training.
3. Energy
The USAID has in place a major $15.7 million Fnergy Conserva-

tion and Resource Development program (Project No. 517-0144), which will

be in execution through FY-1987 and which will require AID incramnental
funding through FY-1984., At this point, this program constitutes the majcr
AID response proposed for the foreseeable future.
4. Rural Roads
The $15 million Rural koads Maintenance program (Project No,

517-0177) ig in its second phase, and will require substantial Da
resources in FY-1984 and FY-1985 to canplete the scheduled financing. This
program will leave in place a conpletely new GODR institution of national

scope in the year 1985. Future AID investments are not scheduled,
5. Urban Development

The Mission does not [ropose a separate urban development
strategy as such.

The growth of the urban population in the Daninican Republic
follows a similar pattern to that elsewhere in Latin America. The popula-
tion growth rate in urban areas has been about 5.3% annually, campared with
a nmational average of 2.8%. This trend towards urban growth is likely to
continue for the rest of the century. Rapid urbanization has resulted in
tremendous pressures on the provision of services and employment
opportunities.,

Current Daninicar emphasis continues to be on rural develop—
ment, particularly agriculture. Rural development/food production and tle

urbanization trend are intertwined in the confines of this island oountn .
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The main AID focus, therefore, will continue to be on the rural areas. The
Mission recognizes that demographic trends in Latin America do not auger
well for successfu: efforts to staunch the flow of migration fram the fam
to the Ilargest urban agglomerations. It is a matter of adjusting horizons
to what is realist:c. In the Daminizan Republic, the potential for at
least slowing the rate of migration to the principal urban centers suggests
efforts to deflect as muh as possible the inevitable flow off the farm
towards the intermediate provincial cities. This comes down to questions
of basic amenities: quality of 1life, amployment, shelter, health, and
education.

The (ODR has assigned to the IDB and the World Bank primary
donor responsibility for addressing the ‘"intermediate cities" strategy.
Several loans are being contemplated by the IDB for technical assistance,
capital inirastructure, daster, and selected services needs, including a
$150 millior leoan program for water supply in Santo Domingo., The IBRD has
ag $15 million sites and services loah in the capital.

There are several AID programs, however, which will have o
major impact upen urban population.  These include:

-— Establishment of a strong data base relating to urban
poverty, employment, and migration.

— Programs in micro-incustry and small/medium  industrv
development ,

— Energy conservation (industrial ocnponent).

— Vocational education and skills training.

- Primary education.

-- Housing and service programs through HGs and low-cost
housing technology.

-- Agri-business invesiment support.

— Export expansion, including free zones.

AID recognize: that oopulation growth and the  stagnant
performance of the agricultural and industrial sectors are the iajor causes
of the unemployment problem in the Daainican Republic. Rural poverty and
unhindered migration to the capital nave been the results. The problems of
unenployrient and underemployient are very difficult, but they are not
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wholly intractable. The GODR, with the assistance of interested d&nors,
has decided to try to aciress the problem, AID will play an importan:
supporting role in that effort.

E, RESQURCES AND CONDITIONALITY
The USAID proposes the application of the entire rance o

resources available to AID to suphort our policy dialogue and subseguent
project developiment for the planning period. ‘This will involve the
coordination of input: from Development Assistance (DA) funds, Boonamic
Suppert Funds (ESF), ani PL-480 to be mutually reinforcing in their impact.
The amounts involved are of a magnitude that AID influence can be not

only useful but critical to the accamjlishment of the structural adjust-

ments and policy reforms we propose. Table I (see next page) shows the

proposed assistance planning levels by functional amount for the fisaal
periods 1984 through 19:9.
1. ASSISIANCE PLANNING LEVELS - {See Table I, Next Page)
2. BOONOMIC SUPPORT FUNDS
a. Uses. BOP problems of the Dominican Republic in the
FY-1984 and FY-1985 pericds will remain critical. Accordingly, the USAID

proposes to apply the requesrted ESF resources to BOP  assistance via the

cash transfer m chaniim. As before, the GODR will be requested to provide

an equivalent amount of RD§ for programming towards mutually agreed upon
purposes, as well as covenant to ilmport an equivalent amount of USS imports
fran the United States over a 12-month period. We intend to dedicate ESI”

peso  resources towards a specific obiective: export pramotion. Thin

permits development of a dirict linkage between the immediate U.S. responsa
to short-term problems and the longer—term development requirements.,
L. Conditionality, No country in the Caribbean Basin i:

more sensitive about foreign-imposed conditionality than the Dominican

Republic. As noted elsewhere, although our fundamental strategy is to
support the IMF and IBRD initiatives, we intend to pursue our own policy

dialogue in AID priority areas.



PROPCSED ASSISTANCE PLANNING LEVELS BY FUNCTTIONAL ACCOUNT

USAID/DOMINTCAN REPUBLIC
(THOUSAND OF U.S5. DOLLARS)

AGRICULTURE, RURAL DEVELOPMENT

TOTAL
GRANTS
LOANS

& NUTRITION

POPULATION TOTAL
GRANTS
LOANS
HFAL'TH TOTAL
GRANTS
IOANS

‘TOTAL
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SELHCTED DEVELOPMENT
ACUTIVINIES TOTAL
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LOANS

DA TOTAL
GRANTS
LOANS
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LOANS
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LOANS

DA & ESF

PL-4E0 TITLE I

PL-480 TITLE IX
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e
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924 300 375 1250 1150 900
4600 2000 1500 - - -
5371 7225 7450 7650 11700 8800
2371 3225 2450 3150 2700 1300
3000 4000 5000 4500 9000 7500
1222 1800 64060 8575 9325 8135
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8700 L0150 8800 9400 11100 7100
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= 22500 G000 5000 5000 5000
40000 22500 45060 40000 35000 30000

16100 12100
64800 65500

25000 260060

818 2600

3600 3500

3500 4000

- 20000

= 20000
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Barring a political decision to the contrary reached at
the policy level of the USG, compliance of the QDK with its IMF arrange-
rent is the sine qua non for ESKF assistance in FY-19&4 and FY-1935. The

rupture  (unscheduled  termination) of this 3-year arrangement would
obvicusly signal lessened coherence of GODR economic wolicies,  Partial
canpliance, as may arise fran time to time, can he viewed mainly as techni-
cality best left to IAF discretion to sort out. An IBRD structural adijust-
ment  prograir  (SAL) has unknown probability of near term agreement,
principally because of probable legislative action necessary prior to loan
agreement. The key problem area rests in reduction of tax exonerations to
import substituting industries, Other requirenents for a SAL are inCrease
prices for agricultural commodities sold within the ocountry, relaxation of
the interest rate control, and uge of the parallel market for exports. OQur
strategy also seeks substantial progress in these areas, and we will work
closely with the IBRD in the caning months to insure compatibility in our
approaches. ‘

In regard to the best use of AID rescurces in our own
policy dialogue, our analysis indicates that the pressing foreign exchange

problems suggests that the major negotiating point for the FY-1984 ESF

should be the successful conclusion of the IMF/GODR discussions concerning

the second yvear of the IMF Agreement (this has been confirmed by the
TAC/ARA review of tho FY-1984 PAAD),
For the FY-19E5 KESF, we propose a close workina relation—

ship with the 1IBR) to develop a conmon agenda of negotiating issues. It

is probable that the IBRD/GODR discussions currently underway will conclude
that the oonditions necessary for a SAL will not be possible, However, it
is highly probable that the IBRD and the QODR will reach agreement on the
terms and oonditions necessary for an Export Sector Loan of substantial
proportions. These issues relating to this loan coincide to a large degree
with AID's. Accordingly, we intend to consult closely with the QIR to
insure that those issues most important to AID 3re included in a oomron
approach. Wwe sce advantage to approaching the GODR separately on the same
general issues, and ‘ndeed foresee some confusion among AID, IBRD, and the
GODR 1if we develop separate negotiating tactics. One area which we intend
to press for QDR action jointly with the IBRD 1is with INESPRE. while



this is an issue we will pursue withii our PL=-480 negotiations (see later
discussion 1in Section E.4.), it is related to IBRD and AID's concerns on
agricultural pricing and its impact on export development .

3. DEVELOPMERT ASSISTANCE FUNDS

a. Uses

As notad, the FY-1984 DA proogram is one of transition,
and while oontaining several new starts in private sector development, has
significant resources devoted to continued funding of ongoing prcjects, or
projects designed to terminate ongoing strategies in an orderly manner.

| The FY-19t5 program requested herein, at the $32.5
million 1level, will conglete ongoing projects and emphasize export and
investment promotion, agriculture research and extension, and improvement
in the human resource hase. 'The portfolio will oconsist of 14 funded
projects with 4 new starts.

The aagriculture sector, proposed at a $§20.975 million
level, represents 64.5% of the total program. Four projects are proposed
for final incremental funding. Agricultural Policy Analysis (517-0156),
Forestry Management gqrant (517-0178), Rural Roads Maintenance (517-0177),
and Agri-Business Pramoticon (517-0186). One new start 1is the Agriculture
Research and Extension project (517-Cl80).

Only PD&S and PG funds are requested for population
activities; and in health, the Health System Management grant (517-0153)
is proposed for incremental funcing. Health ad Population, proposed at
$2.5 million, account for 7.6% of the program.

| The eoducatior. sector 1is proposed at $7.225 million,
representing 22% of the prouram, Iwo ongo:ng projects are proposed for
incremental funding: the Graduate Malagement ‘Iraining project (517-0157)
and Rural Education (517-0172) propised for final funding. Two new starts
in FY-1985 are the Policy Analy«is Iriining project (517-0188), which will
provide highly qualified econamic and business sector analysis; and the
Center for Daminican Govermental Affairs project (517~0189), designed to
strengthen and instituticnalize the development of the nmascent Dominican

deinocratic process andi enhances the soundness of public decision-making.
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Tha Seiected Development Activities sector conesists of
four funded proijects at $1.8 million, representing 5.5% of the program.
The one new start is the Export and Investment Promotion  prodect
{(517-0190), whose purpose 1is to increase exports of non-traditiconal
products. The Mineral Bxport Promotion project (517-01832) iz proooced for
incremental funding, and the pousing/Appropriate Technology OPG (517-0144)
is proposed for final funding. #funds are also requested for the Special
Develcpment Activities procject (517-0050), PD&S, and proposed CEGs.

b. Conditicnality

There are inter-related issues with ISF and PL-48C in the
areas of export promction and pricing. As noted, when these exist, they
will be part of the common agenda to be develope? with the IBRD.

4. PL-480
Title I

a. Uses

Enhancing the developmental impact of PI-480 resources is

a major objective of the USALL. ATD participetes fully in the proaramming

of country-owned local currency jgeneratec by sale of PI-480 Title I cormodi-

ties, and uses that invol vement to seck achieverent of mutuallv-acgreed ucon

developed goals, To o large degree, PL-4i0 food aid resources are

integrated with DA funa: to help .achieve grecific prograin and policy
chjectives, and to eniance the dovelopmental impact of all  external
~resources. AID and the GQODR agree in principle on the specific uses of the
sales proceeds and other self-help leasures hefore signature of the annual
agreement, Sales procexis are kept 11 a separate  acoount, amd  disburse-
ments are subject to AID approval.

Program direction ¢ use of Title I proceeds has shifted

significantly in the past two yeirs. Previously, proceeds were vsed

rainly to exparxi upon the small farme: services provided by the Secretariat
of BState for Agriculturz (SEA) bequit under ATl sector loans in the i%70's.
This proygranm concentrated mainly on scavices and production inputs provided
oy the public sector. Starting two years age, the Mission encouraged the
GODR to shift the amphasis to wore di-ect intemation into ongoing AID and
other donor prograins and to provide more investment o productive infra-

structure., That trend will oontinue O i reintorced in the future.



b. Conditiona ity

The missic has undertaken a policy dialogue with the
GODR  focussing  on the ¢le and extent of the Price Stabilization
Institute's (INESPRe) partic pation in the oconory. The Mission's major
instrument for this is the ‘iitle I negotiations, as all P~-480 importse must
be authorized by INESPRF., T the past, INRSPrL has purchased Title 1
products at the cofficial a-change rate of 0S$1.00 = Dr$1.00, and sold them
at the going market rate. T.e resulting "differential” or profit was used
to coover the oosts  of handling, transportation, etc. The current wide
disparity between the officiel and perallel market rates (jumping 60 peoints
the past year to about 1:1.80) tas resulted in INESPRE reulizing a wid=
margin of "profit" and has generated oonsiderable liquidity which allows
INESPRE rather wide margin of "profit" and has generated oonsiderable
liguidity which allows InESPRE rathel wide discretion on market interven-—
tions in a wvariety of products., startino with the £Y-1984 agreement, the
Mission has negotiated a change to roguire INFSPRE to deposit all sales
proceeds with the QGUDR, and devote these proceeas tn aoreed upon develop-
ment activities. Such a step will result in INFSPRE's scaling back signifi-
cantly in its range of market interventions, and assist it to focus on its
higher priority functicns of awiding wide variations in prices of agricul-
tural products. we will also be investigating the role of INESPRE pricing
per e through the Agricultnral Policy aAnalysis project proposed for
FY-19i:4,

ThioPHE has oroven to be a somewhat exclusive participant
in ary policy dialouue. Ald has channela? almost all of its concerns
throuch the Technical &cretarint of  the Pre idency (57P), who is the
Fformal QGIXDR representative in PL-4HU negotiations, and who monitors GODR
prouress on self-help measures, prograns use of nese  procecds, prepares
reports, etc. The TeP has also beon somewhat frustrated by some of
INESPRE'sS actions and its apparont  independence Eran QODR  quidance. e
intend to use the FY-1¢65 PL-4i0 negotiations as the forun for requesting a
major policy shift in It isPrE's relationship with PIL-480, i.e., a shift ¢f
the role of INeSERL fran lmportor to licensee, with the PL-480 imports

being managed directlv v private sector iwportors.
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Also, the .Agricultuce Policy fnalysis project will have
stalfed out specific prico policy issues whicn can be incorporated within
the discussions. The TBRD h s also identified INESPRE as a rejor policy
issue within thelr discuss:ons, Their reconmendations relate to narrowing
INESPRE's activities in rice marketing, divertiture of stocks of oil and
other ooamodities, lifting of price controls on oil, and selling of
physical assets such as tank: and cold reans. These are issues which we
intend to pursue within our oamon agenda with the IBRD.

The issue of price disincentiies as a result of increased
levale of PFI~4B0 will be included in our < iscussions., Recent donestic
price increases for damestically produced corn and sorghum have eliminated,
by some degree, any problems in that commodity. As the country does not
produce wheat, no problem exists ther.: either. In e«dibhle oils, however,
there is a domestic orice oontrol which is linked to the production of
peanuts and is theoretically set to protect these local producers. The
degree to which the local price may act as a disincentive is not clear,
especially as there are severil new large invostments in palm oil  and
cotton production wiich have begun under the current price, and which would
sean to indicate oerconomic returns are sufficient to warrant  further
investment ,

Title 11
a. uUses

The Daniaican Republic continues to face sericus mal-
matrition in many of the poorest rural regions of the country. Surveys
show that up to 75% of the population is estimated to be wuxernourished,
with about 50% consuming an average of 1,424 calories and 28.26 grams of
protein per day, against a recommended daily level of up to 3,060 calories
and 62 grams of protein. Another 25% have a daily intake of 2,054 calories
and 51.7 gramns of protein.

The PL-48U Title I1 programn is implemented by three U.S.

Voluntary Agencies (VolAgs) with their Daninican counterparts,l/ and

1/ U.5. Voluntary Agencics: D.R. Counterparts:
Catholic Relief Serv.ces (CRS) CARITAS
Church world Scrvice (ChS) Servicio Social de Iglesias
Dasinicanas (SSID)
CARE Secretariats of State for

Foucation and Public Health.



entails basically four types of prograwns:  WNutrition, incluoding Maternal
and Child Health (IiCh), Other Child Health (OCH), and Pre-School Feeding
(PS); and Rural Develooment Prograns under Food for work (FPw).

The obijectives of the MCA programs arc: (1) to provide

supplementary foocd to reduce the incldence of wmalnutrition in pre-school
children and wanen of child hearing age; (2} to educate wmothers in
nutrition, hygiene, and child care, and provide literacy training and

nutrition surveillance. OCH programs provide supplemental foods to Stat::

hospitals, particularly peaiatrics and obstetrics vards, orphanages and

special schcols. Only CArk 13 involved 1n a pre-school feeding program,

iwplenmented through the Secretariat of Fducation. In addition to providing
food, the progran proposes to reduce the high incidence of primary school
dropouts by giving underorivileged children a "haad start™ in the learning

process. FFW projects provide in-kind payment to unemployed or under-

enployed rural workers for their participation in infrastructure projects,
such as feeder roads, irrigation canals, water and sanitation, reforesta-
tion, and development of community organizations.

b. Conditionality

In 1882, an in-depth evaluation anc¢ an audit of the

Title I1I program highlighted a wide range of improvements and reforms

necessary to strengthen the program. The major reform is the ellabora-

tion of a Three-Year Pian bty each VolaAog, which shifts the program focus
fran a dole-type activity into a developnent resource, including an
improved targetting oi recipients. The Voiags have already undertaxen
several steps to improve their management and operations, including the
acquisition of a UsSAID-funded micro—computer, acoompanied with  staffl
training and training of aresa supervisors.

The Voligs' Three-Year Plan is the major policy instru-

ment of the USAIC in reforming the program. These plans, one for each

VolAg, are under developrment. ‘They take as their basic tenet that food
alone 1is not sufficient and additional resources, including technical
assistance, is required to elfect change in nutritional and other status.

The USAID is working closely with the VolAgs to:

T
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(1) Irtegrate Title II projec:s with other AID develop-

ment projects. This "as already begun with: (a) The animal trails

canponent of the Rural faads II project--Title (I FFW will orovide food to
families as canpensation for labor during the construction of the animal
trails. The VolAgs will first discuss and prancte the trails with the
benefitted ocommunities, then requast assistance from the Directorate
General of Rural Roads (DGCV) for engineering assistance. DGOV will also
provide culwverts and cement for the construction of the trails. (b) The
radic Cammunity Prograin, under wnhich Title IT food is provided to out-of-
school children in a l-~year research ef fort to determine, in a controlled
environment, the impact of a nutriticial oonponent in a radio education
project for 1,000 school age childéren. (¢) The Health and Nutrition OPG,
which will share nutrition education resources with the Title II progran,
and promote closer collaboration on rutrition between the VolAgs.

{2) Integrate with development projects of other organiz-
ations. The Secretariats of Public Health ard ol Education have had tull

participation in the designing of the plan. Other organizaticns have also
participated, such as the Office of Caomu ity Development (ODC), the
Pirectorate General of Forestry, the Center for the lmprovement of the
Srall Famer, and the Poace Corns. In the procesc, sate ideas have arisen
involving co-participation in projects.

(3) Partial monetization (under Section 206) of the food

to generate cash for development activities., This has not met with early

acceptance by the VolAgs, who are reluctant to give up a portion of their
rations in wview of the limited size of their prograw and the large number
of beneficiaries. Monetization, however, may becom: a positive element in
FFP projects, where a partial monatization would gensrate required local
currency for the purchase of necegsary hand tools.

Our ckijective is to conclude the Three-Year Plans, and
thus move the Title 1T prograin tovards becaming an effective developnent
resource in the benefitting ocommunities. Alreedy, we understand the
process of improving the program is being considered as a inodel which may

be replicated in other countries.
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5. HG
a. Uses
The G resources requested will support a public sector
low oost housing program  involving sincle  fawlly detached wnits or row
housing costing between 5-7,000 pesos. e beneticicries wovld have a
wonthly incane of s to i(0$350 and rmonthly payments would not exceed RDS40
per wonth, with & down payment of RDS$S1,000.

b. Conditicnality

Negotiations for a major G program  in  the Daminican

Republic have Leen underway since 1980. Criginally scheduled for applica-

tion throush the private savings and loans (5&0) system, a $§15 million was
authorized 1in 1982 tcr = worker lowsing program, including the private
sector. High U.S. interest races resulteq in a reluctance on tie part of
ithe Housing Bank and 3% systewm to «iun a loan aareement, Subsequently,
the National nousing Institute (INVI) launched a mssive oonstrocticn
program ol home lbuilding of wnits which oompeted directly with  the
authorized HG progras, - At subsluized intercest rates. The S8 systan
continued to demur, reflecting their belief that IAVI housing would capture
the market share originally oroposed for the nG.  aAfter oontinued delays,
the GODR formally recuestd that Uthe HG be transferred to the ILVI to
assist in meeting the costs SL the INWE rrogran already underway.  After
discussions with Iivl, the USAID replied that it could not agree to such a
shift and requestexi a high level GUR policy review of the housinos prograi,
its objectives, ana future directions. ‘'lhis was Jdone hy a special housing
conmission, which reported to the President, and recommended major changes
in INVI's prograins and poiicles. Unfortunately, the advanced state of the
onqoing program precluwdes 1t from being covered by a HG due to  its price
levels.  Thus, the original auvthorization was cancellad in September 19683.
The GODR has subsequently requessted a UG for a new LWl progran more  in

keeping with H6 guidance. The GOOR has informed us of their desire to

pursue this HG within tihe context of major reorientation of the TIWWI

organization, changiny it into a low-cost housing bank with its own

capital, and removing the current levels of subsidy now provided.  AIDR

will support the GQUDR witnin this context.

L3

S
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6. OFER DONCRS

IBiB. ‘'There has beon considerakle discussions in this (CDSS
of the role of the IBW. Their current emphasis is on structuvral adjust-
inent; however, the ongoing portfolio of 10 leans totalling $27¢.5 willion
mas an undisbursed balance of S13K.F million {(June 30, 1983) and represcnts
a significant contributicon to sectoral investments in  irrigatior, tourisa,
highways and oo’fee/cacac rehabilitation. The IBRD portfolio is of rela-
tively recent vintage, reflecting the major expansion of activitins in the
1976-1982 period. Future lending plans include new loans in edication and
power (Haina Coal Port Terminal). Ccmterpart financing continues to be a
major obstacle to implementing ongeing projects, which has been alleviated
sanewhat  through programming of CRI-g:incerated pesos towards this purpose.
Recent changes in IBRDC staff have resulted in closer cooperation between
InRD and USAID staff, which is expected to continue and deepen as  our
casmon agenda is developed and discussed.

IDB. The Inter-Awerican Development Bank maintains an  active
prograin of approximately $150 miliion of new funding per year, waking it
one of the most important donors. Its emphasis has been in power,
secondary roads and highways, agriculture, education, and port development.
Most recently, ILB has made mjor oontributions to Santo Daningo vater
supply ($150 millicn loan--the country's largest ever from IDBE) and adul~
education (823 million). Its future »lans include increased lending to the
urban sector (both Santo Daningo and secondary cities) and higher education
expansion. Relatlons with the IDB ofiice in Santo Domingo are close and
cooperative,

7. STAFFING

No special UsSalID staffing requirements are contemplated.,  The
current level of 22 USDH and 34 FSh, however, is considered minimal. we
lave incorporated the strateqy of building project administration costs
into each project, 1in most cases, and specialized contract employees have
been recruited. We would point out that the current personnel levels have
ramlned ocnstant while funding levels and numbers of projects have

iwcrensed four-fold.
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F. CROSS-SECHTORAL STRATEL TES

The foliowing secticn specifically address two of the four
pillars of AID strategy. The other two—private secter and policy dialogue-
--are treated at some length abcve,

1. Institution Building

Efforts in this ar=a are being realtized through a number of

our ongoing projects. Major acconpiishments  in this area have been

efforts to strengthen existing Douinican institutions to carry out new
roles in the oountry's overs Ll developnental  eftorts,  Under the Rural
Managament Training pro‘ect with the Tnstitute  Supe rior de  Agricultura
(Isa), the Mission has bheen irstrumental in developing a university curri-
culum and specialized tacilitics focussed on developing the management
skills of mid-level m:nagers in both the mublic and private sector.
Through case history etnodoloay , ISA has developed the capability to focus
the attention of sector decisicn-nakers on key issues, such as land reform,
food price policy, and agricultire development in general,

The Rural Roads Division of the Secretariat of Public Works
enjoys a imjor wugraded status as well as  an  irproved budget, and a

decentralized and country-wide aduipistrative arnd orcanizational

structure with trained administrators due to  the NSAID=supported Rural

Roads I project. This will coniinue to be reintorced over the CLRES period.

In health, the Si§ program has been coxmande¢ to  inclwde

5,30 rural proaoters and strengthened thrcough AID support. As a result

of this experience, the Secretariat of Public Haalth (S5iSPAS) and AID are
now designing a {ollow-on project to plan, staff, and manage the delivery
system which is in place. The 1¥-1984 Health Systems Management Program
will be aimed at increasing the benefits derived fram earlier AID invest-
ments in the training of rural praonoters and the construction and eguinping
of rural clinics.

The creation of a new graduate school of administration

within the Catholic University (UCMM), including *the construction of

specialized facilities employine the most modern equipment and new  teaching

methods, is a major example of institution building resulting directly from

AID involvament, AID's major enwphasis 1s on business administration and
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the school will no doubt become a focus of private sector research and
application for the country.

Under micro- and small industry programs, three Technical
Assistance Centers are being established around the country to provide
needed training in accounting, production and marketing to micro-~ and small
businessmen,

New projects within the export promotion area will be deeply
involved in institution building, ‘The Mineral Export Promotion project
will establish an institutional bond between the Direccién General de
Mineria and the United States Geological Survey. Exchange of profes-
sionals and information, large amounts of U.S. participant training, and
policy analysis and recammendations on changes to GODR mining regulations

will be major components of the project.

The establishment of trading companies under the CBI
represents a major institutional innovation in the country and will be
supported. This will also include strengthening of the free zone concept

within a private sector framework.
The restructuring of the current public sector agriculture

research and extension program into a system involving the country's

private universities is an institutional task of major proportions, and
offers important benefits to the country if it succeeds. AID intends to
devote considerable attention and resources to this issue over the next
several vyears. Finally, the proposed Center for Daminican Governmental
Affairs will be a totally new organization sewing the needs of the Legisla-
tive branch. Hopefully, with this project we will be strengthening three
institutions~—the Center itself, the legislature, and Daninican democracy.

2. Technology Transfer

The Mission objective of increasing agricultural production
in the Daminican Republic 1is presently based on the transfer of improved
technology to farmers and decision-makers alike. Ongoing activities
include the Natural Resources Management project, with its components for
farming systems research and scil and water resource conservation; the

Swine Repopulation program, which demonstrates improved swine production

techniques; and the Inland Fisheries project, which teaches farmers to
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croguce fish vsing modern methods and  icecas.  ‘'The On-farm aater rtanage-

ment  projoct, which will demonstr.te modern tecrnology for on-farm water

ranagement and institutionalize rescarch  and  extension capabilities in
that critical area: and the Agricultoral scotor Training oroject, which

will focus on graduac L., training 1or tochnical soecialists who will ke

the future researciers of  the Dominican kepiklic, are two major loaas in

the onrly stages of implaentation which demonstrate the GODR's desire to
invest in technolooy transier.

Appropriat » technology fe  heing  iatrocucad in the housing

linprovement arvea; and a  new technology for  rural rcads maintenance is

being piloted in the Daninican Republic. The use of soler oower is

being introdvced  for  agasce dryinag anc for refrigeration; ar 1 the use of

radic as an education metia has been estallished and 13 being e andec,

Of spocial note  1s our smadjor expansion of participant

training at all levels, In FY-1983, 103 marticipants are scheduled for

U.5. tratning {as coupwiral to 78 in W-19u2), and this nunier will  increase

for the next several years. we Beliove thin is cne of the most effective

mechanism for technelogy transfer.

Proposad pragrans in agri-business and export  promotion will
create  sSigoif cant Tiows of tecmelogy to the conntry via the lnvesiaent of
capital and technology tvy lnvostors secking o produce for the .8, marxet

under the CHI.

(. PEACE COHPS ACTIVITIEES

There are approximateiy 120 wolunteers in  the oountry. The
progra.n  concentrates 1:s resources on rural Jdevelopnent (25 PCVs), forestry
{24 PCvs), small husiness develcoment (19 PCVs), healih and nutritiorn (41
PCVvs), and inlarki Jisheries (8 PCVs). There 1s a high degree of cocpera-
tion by wlunteers in orogran assisted by Al 1o the [ollowing areas:

1. Small Business:  ovs are working with  bthe  ocoamunity  based

craganizaticns vproviding technical assistance to micro and small entre-
preneurs in Santo Daningo anu scoorkdary citins. These local organizations
raceive  assistance fron one  of  several  All-suprorted programs with the
Central Bank Rediscount =und, Llaninican Develooment  Foundation, and  the

Association of nsicro-Imiustries,

L A B



Z. Forestry: The Peace Corjx: 12 A wenber of  the USATD project
comaibter  develoning  the  FY-15484  forostry Develooment Project.  The RIVs
will become an integral nart of the | cograun.

3. Inland Ficheries: Kve work  at the coominity level

assisting an  AlD-funded PV0O organizations. They are an integral part of
the project.

4, Fhealth and Nutrit'on: POVs are working in opublic health

Ffacilities with QUDR rural healih workers supported under an Al locan.

5. kural Developmen': PTVs are working with several locsl

WOs who receive AID assistance in swine repopulation and low-cost housing
tecnnoloay, as well as commmity groups whoe receive small grants  under
ARID's 3Special Development aclivity Pud. TIn addition, the Poace Coris i-
executing a $40,000 AID grant wich will support POV amall scale projects
around the country.,

The USAID/DR and PC/Dv staff have begun a series of  regulav
mectings to becone more fardliar with our respective programs, and

encourage closer stall cooperation.





