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A. 4rC1: CON FE1ClHIXIC POLTCY ANAUYsTS 

The lack of adequate econcmic poli .y analysis has been ipparent inDominican governmental affairs for some time.. Complex and often sociallysensitive economic problems have, as a ,tatter of course, been dealt with adhoc. Politics and crisis-management dominte the policy process. Onlylimited organizational and professional capacity exists in government to
analyze economic problems and to develop sound policy options for
decisiormakers. The policy aralysis that is 
 available to govenrmentgenerally emanates from international Agencies like the World B nk and theIMF. Studies produced by these organizations are helpful, Wit nationalpolicymakers are put in a position where the only well-analyzed optionspresented are those reflecting the current interits of these foreign

institutions.
 

There are investigations of policy matters being conducted outside ofgovenment. One example is the recently created Foundation for EcxxcmicDevelopment directed by Professor Andres Dauhajre. Several other privateorganizations also provide one kind of analysis or another of economic
data. Many of the most highly trained eccnomists in -he country are
involved in these private research efforts. But the khnd of analysis thatis undertaken by these organizations is limited in scope and discernment,
being mainly oriented toward editorial camnnts in local newspapers. yorerigorousla.1Ysis and longer-ten per ctives of policy issues are oftenbrushed aside in these exercises for lack of resources or journalistic 

, imperatives. 

Many government officials and meibers of the private business anduniversity commnities are convinced that a nimber of important economic
policies m=ut be adjusted over time if 
 a wide range of sectoral programs
are to achieve their goals of increasinj productivity and employment
generation. In the Dominican Republic, it has become apparent that currentmacroeconomic policy is a serious threat to econcmd.c stability and the
implementation of a 
long-run strategy for ex;port-led growth. Similarly
tax, tariff and other fiscal measures have engendered a highly distorted
system of production incantives. And 
 also financial regulations havereduced effective intermediation of national savings. However, withoutimproved local capacity to analyze and foraulate policies, leading topolicy changes in these areas that are consistent with the needs of thecountry, decisionmakers will be forced to operate in an environment devoidof well thought out alternatives or will continue to be dependent onforeign advisozy missions that mcay have their own policy agendas. 

Inproved analysis of economic issues is also important in two otherrespects. First, it is vital that debate over economdc policy outside ofgovernment be_ well informed. Private sector and nongovenm-ental
institutions can play an important role in formulating and lobbying for newpolicy directions and rore effective policy implementation. Second, thereis a eed for research to support teaching in educational inscitutions.Professors become better instructors and students, who will eventually goon to become the country's future policymakers, learn how to appreciate anduse research information in deliberations about important economic and 
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social issues. 
There is an urgent need to address the constraints that

limit the country's ability to support research activities and to generally

analyze and formulate the alternatives available to those responsible for

making important econcanic policy decisions.
 

1. Technical Capacity to Undertake Economic Policy Research
 

Only limited professional capacity exists in the Dominican Republic

to address complex economic policy problems. Most of the country's trained
 
professionals - approximately 12 to 13 Ph.D.s andperhaps two or three
 
times as many M.A.s - are employed outside public institutions in

universities, private consulting firms and private conpanies. The small
cadre of individuals witi sufficient taining in economics that does work 
in the public sector is almost completely absorbed in the necessary tasks

of data collection and enumk-ation and does not have the time c;r the

opportunity to becxe involved in analytical economic work. The result is
 
that information reaching policymakers is, for the most part, descripthe

rather than arlytical. 

In the institutions where the existing trained professionals are

employed, such as the universities, serious inquiry is constrained by

limited resources. Econcmic and business departments of the country's

universit~pawe devoted almost exclusively to classroom instruction
 
because Of -lack of research funds. Worse, law teaching salaries and the

inability to supplement inccis with on-campus research work drive the few
 
well-trained, coTpetent professionals into the private sector and strip

faculties of full-time teachers. Classes are commonly taught by part-time
instructors that take responsibility for only a single course.

Furthermore, in view of the lack of local research materials, the content
of classroom instruction is mainly limited to theoretical exposition, with 
piactical examples confined to the experience of other countries.
 

Addressing the problem of limited capacity for economic analysis

requires first off, iniitiatives to train more individuals to increase the 
overall supply of skilled professionals together with prxrqrams to upgrade
the technical expertise of existing personnel. But, perhaps more imortant 
in the short- can, it also requires initiatives to organize and efficiently
utilize the highly trained and experienced professionals that are currently
underemployed becarie of the lack of caplementary research resources to
employ them productively in universities and research institutions. 

2. Availability of Data 

Economic research and analysis in the Dominican Republic is
 
constrained by a lack of accurate data. Accurate figures on monetary

variables and fiscal matters are available, but the reliability of GDP data
 
and domestic price information is questioned by most local experts. 
Data
 
on important variables like employment are almost non-existent. Moreover,

the accuracy of international trade statistics is affected by such problems
 
as over- and under- invoicing. The problem of insufficient and poor data
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hampers the quality of work undertaken by both foreign and local technical 
experts. 

Part of the data problem is political. Governrent officials consider
 
current eooncinic data, as one local expert puts it, "as a political weapon

that can be used by the opposition to bring dcirun unwarranted criticism on
the goverTment." But part of the data problem also stem from lack of
policy research itself. The demand for quality data is, in essence, a

derived demand, emanating from the needs of researchers and policymakers.

Hence, initiatives to foster more policy analysis will also affect the data 
availability problem. Of course, data availability in Dminican Republic
is also constrained by rescure availability - both human and monetary.
Therefore, strengthening the governmwnt's capacity to gather and process
accurate data shold also be the target of separate initiatives.
 

3. Organization and Management of nformation in the Policva±
 
Process 

In any country there needs to be an orderly, well-managed process by 
• jhich ecnomnic information is gathered, organized and enumerated, analyzed,
 
and firaly marshalled and presented in the form of policy options to those

making critically important policy decisions. In the Dminican Republic,
these orional processes are not working properly. policy analysis
and formUl ation is presently fragmented among several governmental
institutions. There is no systematic process for sharing technical
information among units carrying out analysis of current economic problems 
or for developing policy options for consideration by high level 
Pjliymakers. Each agency is responsible for marshalling information in
its area of responsibility and responding to requets for analyses through
its Own research unit. Integrated analysis (interlinked effects) of 
economic problems is often overlooked in this fragmented process of study

and analysis. As a consequence, policy reconmerdations have a tendency to 
exclude examinations of important interactions among economic variables. 
The recOcmndations are therefore limited in their capacity to respond to 
the critical nature of current economic problems and have the potential to
 
increase rather than resolve these problems.
 

A fragmented and disjointed analytical system also means that the
work that is done by local and foreign consultants does not receive wide 
circulation and many times remains buried forever in the files of the 
institutions that ccmmissioned it. Further, the research of local and 
foreign experts is not carried out as efficiently as it might be, given the 
unorganized system of information retrieval and lack of coordination of 
their activities. Particularly in a country with limited research 
resources, more coordination is needed to make optimal use of local and 
foreign expertise. 

B. APHn4aM 1 TE pRORTBL OFTMR3UINGE03NCMtIC POLICY ANALYSTS 

It is evident that the policy analysis problem Ln the Dominican
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Republic requires initiatives in at least three areas: 

1. 	 To build more analytical capacity; 

2. 	 To provide resources to employ existing analytical capability 
more effectively; 

3. 	 To encourage better organization and management of information in 
the policy decision process. 

In 	prog=r tic terms, this will mean mounting iritiatives that work both 
directly with government and its agencies, as well as initiatives aimed at 
private institutions, such as universities and private business research 
centers. Programs working directly with govermnt and programs aimed at 
nongovenment institutions are not mutually exclusive. As' the earlier 
discussion points out, building private sector capacity to analyze policy
problems will have important effects on the impetus for policy change and 
the effectiveness of policy implementation. But there are.some important 
pros and cons in working with one sector or the other that one should 
consider when formulating programmatic interventions to address the policy
analysis problem in the Dominican Republic. 

1. 	PM and Cons of Workinq Directly with Government and Government 
SAgcIes 

Pro 

i. 	 The ultimate objective of initiatives to ameliorate the policy
analysis problem is to improve government policy decisions. 
Programs to build analytical capacity in government ministries 
and to upgrade management of the system in goverment agencies
that brings important information into the decision process are 
the most straightforward ways to achieve this objective. 

ii. 	 Moreover, improved information management and improved
analytical capability go together. Experience gained from 
other countries indicates that organizing a more effective 
information management system in goverrment is most easily
achieved as greater analytical capacity is being brought 
onstream. Again, working directly with goverment agencies is 
the most effective way to achieve the desired end. 

iii. 	 There is also the question of policy implementation. Achieving 
a tax reform, for example, is both a function of new tax laws 
and more effective tax administration. P, aching the desired 
objective is a matter then of both fo.nmilating better policies
and better policy implementa'-ion. This prereauisite for more 
effective implementation accompanying policy change is ILost 
expediently accomplished by working lirectly with government 
agencies. 
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iv. 	 Finally, the sequence running from policy analysis to policy
reform to policy implementation is an itarative process that 
requires both technical expertise and effective human 
interaction. Policymakers must learn to trust the advice of
analysts and analysts must learn that the policy-decision-and- _..
implementation process takes more into consideration than
simply economic variables. Effective interaction for both 
sides requires building rel.tionships that go beyond placing
"one-shot" stxdies on the Minister's desk. consideration of 
this requirement means that prograim; must have a long-term
perspective and mist be aiiwj at both develcpment of analytical
capability a i effective interacion between analysts and 
decisiomakers. 

But there are also problems that arise when trying to build policy
analysis capability by working directly w.ith governent agencies. 

Con 

i. Given civil service pay scales and (inflexible) enployment
regulations in most governments, it is almost impossible to
develop and retain high quality analysts. Many well-designed,
well-executed projects to improve policy analysis capability in 

,4. developing countries fail because at the end of (x) number of 
years of policy advice, training fellriships, short-courses and 
coanterpart on-the-job instruction, they are still at square
one in terms of ministry capacity to sustain the effort, having
lost all the project-trained people to the private sector. An
added twist in the Dominican Republic is the fact that a 
permanent civil service doesn't exist. Every four years, with
the election of a new administration, the possibility exists 
that all ministry personnel will be changed. 

ii. There is also the problem of trying to cultivate the notion of 
iimproved analytical capability in a less than fertile
environment. Given no tradition of having research brought
into the policy decision process, many officials may view
organized analysis as not necessary, or worse, an unwanted 
intrusion. Any initiative to upgrade policy analysis in such a
setting may become marginalized ii- the bureaucracy before it 
can prove its worth. It is interesting to note that one of the
recognized deteninants of success of donor-funded policy
projects has been the extent of the contry's current economic
crisis and the government's willingness to do something about 
it. Accordingly, it is iuportaft to assess the absorptive
capacity of government before initiating efforts to work
directly with such agencies on policy analysis problems. In 
some cases, it may be more effective to initiate such efforts 
outside government. 

iii. Governments change every four years. A well-functioning policy
analysis project with one administration may become a 
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disappointment with another. Added to this is the political
sensitivity problem that bilateral donors, such as USAID, often
face. In the economic area, many governments do no want to 
appear 	to be taking policy directions from foreigners. 

iv. Correspondingly, policy reforms proposed by foreign economists 
are rarely inacted if local political leaders are not active
advocates of the reform. While the role of foreign experts may
be helpful in making the case for reform, brief visits and
expositions by such experts rarely build solid dcmestic support
for reform. Support is more likely to be forthccan if a
convincing case can be made by local figures. 	 itTherefore is
important to build up an indigenous research and analysis
capacity that can present a continuing case for reform. As
mentioned above, a policy analyst, whether'he or she is 
foreign or domestic, is more likely to exert a positive
influence if he or she enjoys a long-term relationship with
host country technicias and leaders and can gain their 
confidence. 

v. 	 lastly, the policy analysis that is undertaken by government
agencies can often be less than totally objective. Moreover,
the research results are often thought of as proprietary and
thus not publicly available for objective scrutiny. 

C. A RWI To FUMM =E VEDPMET OF IIETm h2ER tI AmMIN1ATVE

AND WWIC RESEARCH (CAER) ATIKW
 

In discussions with government officials, businessmen, university

faculty and private policy analysts, this author found unanimous agreement

that any effort to address the policy analysis problem in the Dominican
Republic today, should be organized in the private sector. It was the
 
consensus of those inteviewed (some 25 community leaders) that policy

reform could best be orchestrated in the current Dminican political

environment through a --ncerted joint effort by the private sector

(business and the academic communities), the Church, and the donor

cmmuity - specifically , USAID, the World Bank, 
 IMF and the IDB. And
further, that this effort would benefit substantially from researchorganized at a private instLtution. Most of these community leaders do notbelieve that initiatives aimed solely at government will have the desired
effect. They arue that "current political decision processes limit 
government absorptive capacity for a policy analysis project. In anyevent, 	 local capability to undertake policy research is all located in the 
private sector". 

In view of such pessimistic assessments of the possibilities forinitiatives aimed solely at government, it would seem most efficacious for
USAID to address the policy analysis problem by means of a two-track
arproach. One txack could focus on initiatives working directly with
government agencies, whilst 	the second track could operate through theinstrumentality of private sector institutions. The logic of the second 
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track being that increased private capacity to analyze policy issues and to 
lobby for policy reforms will ultimately have an indirect beneficial effect 
on the government's disposition towards policy reform and the policy 
analysis problem. The remainder of this report describes an approach to 
the second-track option. 

Considering that USAID has already made a substantial, and as the
 
Management Training project evaluation notes, highly successful, investment
 
in establishment of a Graduate Faculty of Business Administration,
 
including a Center for Administrative and Economic Research (CAER), at
 
UCMM, it would seem logical that an additional ipfLsion ot resources to
 
support further development of economic research at CAER would both enhance
 
the benefits to be gained from the existing project and make an additional
 
contribution to Dominican economic policy reform efforts. There are
 
several reasons why investments to further the development of policy
 
research capability at CAER make sense.
 

First, CAER already exists: human resource-building sunk costs have
 
been incurred that can be enhanced by further investments in research
 
capability. As the Graduate Management Training Project paper stated, "No
 
truly effective business or public administration program can be operated

without active participation of faculty and students in applied research 
and consultation. The regular contact with real problems, as distinct from 
theoretigaIVjnes, that require study and analysis to resolve is essential 
to profdssi6nal education." To date the research ccmponent of the Graduate 

-Management Training Project has received less attention than developing 
classroom instruction. Now that the physical plant and instructional 
programs have been successfully cxmpleted, additional resources are needed 
to effectively implement an applied (policy-oriented) research program. 

Second, UCaM, Department of Economics, has a track record of 
authoritative involvement in Dominican economic policy debates. Department 
faculty have organized a series of important seminars over the last few 
years on current economic issues that have been influential in promoting 
policy reform (for example, their recent seminar on the abolition of 
exchange controls; see other examples in Appendix I). Moreover, Uc@M, in 
conjunction with the Church and private hxustry, is today playing an 
important role in facilitating discussions between government, business and 
labor unions to resolve pressing social tensions. The university has also 
shown that it can work effectively with other segments of society. After 
the last elections UCWM conducted a week-lcng seminar for newly elected 
officials to help them polish up their legislative skills. Similarly, 
UCMM, through the graduate business administration school, runs executive 
training courses, and, through its connections with the Church, holds 
religious convocations. 

Third, Ua4, Deartment of Economics, has the best economics faculty 
in the Doninican Republic (see Appendix II). Althcogh imany of its 
instructors are part-time, they represent the best economic talent in the 
country, as evidenced by the economic advisory and management positions 
they hold cutside the University. Any policy research effort with a 
quality orientation would have to work with these individuals in any case. 
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Fourth, it makes good sense to develop a policy research center that
 
works jointly on both business and economic matters. CAER, at UCMM, is a
 
natural way to inplement such a program. Cooperative business and economic
 
research should help to foster interaction between business experts, who
 
focus mainly or firmlevel problem, and economists, who, by training,

generally gravitate towards investigation of more macrolevel policy issues.
 
Putting these approaches together in one institution should help to keep

research focused on practical, "applied" policy matters.
 

Summing up, there is no other private institution in-the Dominican
 
Republic with the connections, human resources, physical infrastructure,

and administrative capacity of UC4M that can offer the same potential

return on investment in the policy research area. Given the requirement

for authoritativenes and credibility, one cannot avoid in this case making

investments that "build on the best."
 

1. CAER 	 Development Needs 

Creating a respected business and econonic policy research center in
 
the Dminican context will require a substantial investment over at least a
 
four to six year period (the latter probably being the relevant time
 
horizon) Abe sizable resource commitment needed to caumnence such a
 
project s-related to several factors, namely:
 

i. 	 the need to generate, fairly quickly, high quality policy
studies in several areas to build credibility with government 
and the 	private sector;
 

ii. 	 the need for foreign tednical assistance, in the first few 
years of the Cente's development, to help plan, conceptualize
and execute the research program, with a focus on quality 
control. 

iii. the need for foreign technical assistance in the sholt-term to 
help build the Center's reputation with the government, donor 
ccamwinity and private sector. A few "big names" can work 
wonders in the eariLY stages of such a project. Additionally,
these technical experts can do double duty. They can be used 
in other policy reform efforts, working directly with 
government agencies. 

iv. 	 tne need to provide support for local reseamlher salaries over 
the life of the project, given the current lack cf resources 
available for such salaries at the University. 

UCMM officials have indicated that after the Center's initial phase of 
developmeent (3 to 4 years), the University would begin meeting some of the 
institutions recurrent operating costs. The University's proportion of 
recurrent funding would thereafter rise until the end of the final phase
(the sixth year) When an endowment raised by the University, together with 
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government and private research contracts, would meet all tb operating
costs. 
UM4M and others predict that after several years of providing

useful research studies, CAER will be able to raise a research endowment
 
from private, government and donor agencies. The university's notion that
supply (of quality policy research) will create its own demand is not
without precedent in the Dominican Republic. The story behini the recentlycreated Economic Development Foundation is a case in point. As described
 
to this author, after a couple of long newspaper articles cmurnting on 
current economic policy, private sector donors were eager to provide

funding for future efforts. The Foundation now cperates solely with
 
private sector support.
 

i. Assessment of current Caacity for Research in the Deparment

of Economics and the Graduate Business Administration School
 
at UC'M
 

Although CAER was establishd several years ago under USAID's
Management Training project, today, but for a name plate on the dLr Pnd a

designated Director, the Center is largely a nonfunctioninj institution.

Several research proposals have been drawn up under the auspices of CAER,

but no studies have begun. For sound reasons the Management Training
project, so far, has concentrated its resources on developing a program of
graduate business instruction and organizing executive taining courses.

Research , tAER has largely been left to develop on its own.

Unfortunately, resource constraints at UCVM have inhibited progress in
 
mounting the research program.
 

The chief problem in getting research going is neither lack of
motivated, qualified economic researchers, nor a deficiency of research

equipment at UCOM, it is, as one senior Dominican economist put it, "a 
problem of time, and money for salaries." Because the University cannot

afford to pay salaries equivalent to those paid in the private sector, most

economics and business professors teach only part-time, as stated earlier;

their remaining hours are spent in private business and consulting or, at
times, in government advisory positions. For those few that work full-time 
at the university (there are currently 3 full-time professors in the

Department of Economics), teaching and administrative functions take up

most of the day. 
Small research efforts are undertaken from time to time

but available hours and resource limitations constrain this activity. 
What

is needed to develop a credible research program at U@IM is enough

resources to bring some of the best-trained professors back into full-time
 
teaching-research positions. 
This means providing funds to pay salaries

almost equivalent to the private sector (with the normal discount for
 
academic pay differentials). 
 It also means freeing professors from
burdenscm administrative responsibilities and lerqjthy teaching schedules
 
when working on research projects.
 

Adequate research personnel to begin a credible program at CAER would
 
be five or six full-time professionals with advanced degrees. That is,

economic and business professionals that could spened at least seventy-five

percent of their time doing research and approximately one-quarter time

with teaching and administrative responsibilities. These permanent members 



of staff, perhaps designated as "Research Fellows" would 
10do outside consulting. not be allowed to"Research Associates" that could be hired from time to time 

There would also be positions for collaborating 
as consultantsfor research topics in which CAER has only limited expertisespecial research projects. or for
the Center can be an 

The ability to briq in experts frm outside
 
reserchers on particlr 

important instrumient for creating local networks of
topics, 
 for bringing highly trained Dminicans
process, 
working abroad back to the country to participate in the developmentand, for insuring research quality. In addition to its core of
senior researchers, CAER would need two or three full-time "Research
Assistants,, and several "Student Assistants. 
,


Building up a cadre of experienced researchers is the most critical
 
reslrce requirement for CAER's development. Space and equipment, in the
 
form of offices, classrocs,
books o1 puters and the like,and other r as well ash materials, libraryUniversity and donor programs. 

have already been provided by earlier
UCW4 Santo Dcmingo cam 
Likewise, administrative capacity at the
is adequate to support CAER'sPerhaps an additional bilingual secretary would be needed 

start up needs.
CAER's activities expar)d for support 
asto the full-cmplemet of fi'e to six researchfellows.
 

ii. The Need forTechnical Assisl__
 
Foreign' technical assistance in the early years will be crucial for 

the suocess of any program to develop CAER.in Most well-trained Dminicansbusiness and econcnics received their degrees only recently or und 
 tly working On degreeS abroad. areIs is li The r-search experience of these
experiene 
-utedand will need the collaboratjve input of moreacademics from U.S.help plan and and other latin American institutions to
execute an authoritative policy researcearlier, Program.foreign technical assistance will As statedresearch quality 
a CA,s be importantq'creditabili. foror...assuri earl-
with governmitn in_ e.arlylbeiprtnofficials.
 

On the business adhninistration side,
Providing the necessary technical a mechanimn already exists forassistance inputTrraining project. - the ManagntUnder this project :he University of South Carolina,School of business Administration, has been contractedassis to Provide technicalin the form of long-term and short-term personnel for teachingand reseaxh-. UCTM indicates that it would like to encourage USC to 
reorient most of its future technical assistance towards support for CAER's
developnt If 
ca lent 

funds can be found to support salaries for the requiof local research fellows at CAER, USC could be asked to develop
a program of collaborative research with the Center.the answer is not so readily available. On the econcmic side,
the ongoing, USAID-funded, One possibility is a "buy-in, toEiployment and Enterprise Policy Analysis
Project at the Havard Institute for International Development. 
 ile FIEPA
to USID missions in the are 

Project is charged with Providing research and technical assistance support
of macroecmc(including small and ,ed and industrial policyenterprisof Although the buy-i capaciybeen depleted somewhat, there is still room 
has 

for up to $1 M over thetwo years. next 



Whatever mechanism for econamic technical assistance is ultimately
chosen, it is important that some institution be given responsibility for
helping CAER in this area, particularly in the first few critical years of
its operation. Also, as already suggested, foreign experts in business andeconcmics can be contracted to due double duty in both CAER and in the
ministries. Foreign consultants could be used to support additional 
research efforts in government agencies and for "policy dialogues" and/or
policy seminars. 

iii. Additional Requirements for CAER Develoment 

Two other requirements are necessary for CAER's operation - funds for
(local) outside research contacts and funds for research seminars and
publications, the first of these has already been discussed under
personnel requirements, but it bears further discussion. A relatively
small amount of resources should be made available for CAER to hire
researchers from other local institutions when needed. This will help toinsure that the best professionals available are brought into the research 
program. It will also help to alleviate potential problems conflict
between local insti.tutions. If CAER is encouraged to bring researchers
from ether institutions into the program, all institutions can potentially
benefit from the new policy research effort. 

The-seond requirement - funds for seminars and publications - speaks 
- for itself. In order to disseminate policy research results, a well

managed program of research seminars and publications (aimed at 
policymakers and the general public) must be launched. The
authoritativeness of CAER will rest on how well this job is done and on the
Director's ability to "narket" the Center's research product in government

and private busi-ess circles.
 

2. Sugested Operatinq Procedures or CAER 

Appendix III reproduces the Management Training project's
"Development Plan for CAER." As set out, there is little with which to
disagree in the plan. The only addendum that might be attached to the plan
as written is a restatement of CAER's primary orientation toward applied,
"policy" research. The plan stresses the point that applied vs. basic
research should be the chief orientation, but its ranking of priorities
under this overarching goal is first to '"support teachirq and continuing
education." This author's first priority for CAER would be policy-oriented
research to influence public sector and private sector client groups,
putting teaching and continuing education second. 

One addition U.C4 has proposed to insare CAER's applied, policy
focus is an overseeing Board of Directors. This Board would be made up of
representatives from goveimient, business, labor unions, academia (and/or
private research institutions) and the donor comminity. It would be
involved in helping CAER establish its research priorities over the short
and long-term. The Board would also be importantly involved in 
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dissemination of the Center's research results. 

In order to accomp]ish its research objectives successfully, a
regularized process of identifying research issues, developing appropriate
study plans, carrying out the studies, reporting on conclusions, and
turning studies into appropriate policy "dialoques" should be followed

CAER. This research process 

at
 
can be divided into three important
 

ccmponents:
 

- selecting and defining the studies;
 
- execution of the studies;
 
- policy discussion and reccmendations.
 

Each component is discussed in some detail below. 

i. Selecting and Defininq Stulies 

a. Formulating Relevant Policy Questions 

Research to be undertaken by CAER will be guided by the needs for
current and long-term economic and business analysis of client groups in
 
government and the private sector, 
as well as recommendations by the
overseeing Board of Directors. Therefore, the research questions that the

Center a rdses must reflect these needs. 
 In other words, and as much aspossible, CER's work should be demand-driven, especially in terms of-urgent, short-term studies (those requiring to aa few days month or two to
 
acccuplish).
 

When questions and issues are posed by clients in the public and
private sectors, the Board of Directors, the Director of CAER, and perhaps,

long and short-term consultants hired for the CAER development effort,

should be active in specifying the goals of the study or studies to be
undertaken and the policy relevance of the questions expressed. A 
consensus should be developed about the degree of urgency and priority

assigned to the topic.
 

It is clear that in practice research questions will arise not onlywhen policymakers are faced with an unexpected economic problem, but alsowhen it is evident that there is a need to improve the quality of technical 
inputs in the day-to-day decisions made by business and government and inanalysis of long-rin issues of importance to the economy. In the
definition of such issues, there will be a close interaction throughout
CAER's research system: previous study results obtained by the work of
CAER and other local institutions probably help in opening up new demands,
and the relationship between members of the Board of Directors and membersof CAER staff and client groups will result in an upward and downward flow
of ideas, affecting the definition of relevant questions. Setting aresearch agenda is therefore an ongoing and interactive activity of
governnbt and private sector client groups, the Board of Directors and 
CAER. 

In addition, there are general questions of economic policy that CAER 
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should be studying in order to provide information and advice on cxiplex
interactions in the national economy and tlieir relationship to external
factors, for the first years of the project, these studies should form 
part of a basic agenda for CAER. A suggested list of studies is presented
in the next section of this report. The acomplishment of these studies
will also provide an important basis for responding to the more immediate 
needs of high level policymakers. 

b. Translatinq the Qlestion into a Workable Project 

Questions must be translated into well defined studies. This task is 
a joint responsibility of the board of Directors of CAER, CAER's Director,
consultants and the research staff. The Director of CAER will h-ve primary
responsibility for thinking though the implementation of a study, so that 
an appropriate scope of work, budget, methodology, and anilytic framework 
are developed to undertake it. The Board of Directors, the Director, and
the consultants must seek to ensure that each study is related to the
issues of policymaking for which CAER has been created. They must ensure
that the research project poses qaestions that can be empirically and 
analytically addressed during the planned period of time. 

ii. Execution of the Study 

Bo4hwdrgent short-term and in-depth, longer-term studies will be

carried' out at CAER, provided that there is 
 in-house capability, or outside 

-local and foreign consultants can be brought in to help. In the latter 
case, CAER would be resjonsible for managing and/or coordinating the study,
providing its on expertise and, where appropriate, contracting these local 
or foreign experts. In making the decision about how the research should
be acccplished, the Director should consider: i) whether CAER or has
comparative advantage in the expertise and personnel required for the
study; and ii) how urgently the results are needed by policymakers or other
clients. Practicalities of research management suggest that when in-house 
capacity exists, urgent short-term studies can be most effectively carried 
out with CAER staff, calling on the assistance of contracted experts only
when absolutely necessary. 

The Director of CAER is responsible for the execution of all studies

and the translation of their analytical results into applicable policy

options, in 
 response to the needs of clients and the Board of Directors. 
In practice, the operational management of particular studies may be
delegated to a member of the Research Staff. isIt expected that studies 
requiring specialized economic training will be managed by the Research
Fellow with that expertise, with other researchers and assistants beccming
directly involved in the work as needed. All members of the Research Staff 
will eventually be involved in the studies, if not directly, then
indirectly through their participation in seminars and training activities. 

Seminars should be pre-ented during the course of each long-term
study, presented by the research group responsible for its execution and 
attended by the members of CAER and the public, when appropriate. These
seminars will help to unify criteria and improve methodology, as well as 
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increase the analytical utility of the results. There may be as manyseminars as needed, but at least two should be made a requisite for studiesthat extend for three months or more. 

a. A e-S Smr--- on Methodolocy
 
A pre-study seminar 
on methodology should be presente/1 at the cutsetof the study. The purpose of this seminar .is to clarify methodology anddiscuss the feisibility of the study. The seminar should address thefollowing issues: 

- Definition of the objectives of the study and their importance
for econamic policy analysis. 

- Analysis of alternative methodologies that might be applied and a discussion on which one(s) will be used. 
- Definition of roles and responsibilities of the people involvedin the research and clarification of the tini, scope, and

location of the study. 

- Definition of the need for outside technical assistance and
training. 

.- Clarification of the information needs and definition of the 
strategy for data gathering ard processing. 

b. Post-Study Seminar on Findncs 

A post-study seminar on results of long-term studies should bepresented when quantitative and/or qualitEtive results have been analyzed
and related to policy issues. 
 Tle research experience and results shou.d
be related to the issues addressed in the pre-study seminar.
 

iii. Policy Recommendations and Dialoque 

Studies undertaken by CAER should generally be widely circulated and
 
publicized.
asceptions might arise when a study is doneas a government agency, for a client, suchthat requires confidentiality. But it is importantto stress that CAER's work should be aimed at providing analysis to infonand influence Ongoing policy debates. As swh, research results should be
 
publicized and more fully aired in public S. wrar A r tn rol fo
CAER's..Dieti nars. An important role for
CAER's Directo, as well as the senior Research Fellows, would be tocommunicate and market res arch findings. Without this effort, the work ofCAER may acquire acaderic ;ttention and importance, but it would notachieve its principal c,0,1 of influencing economic policymaking and/or/the
general policy debate. The ability to play a vital role in policy debatesis therefore a central criteria against which the success of CAER should be
measured. 

a. Sumary Policy Paper 
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Effective policy discussion must begin with high level professional 
campetence within CAEi and effectiva management by the Director. It will 

be furthered by analyses that are effectively shaped into policy relevant 
reccmTemknations and options. The development of CAER will play its most 
important role in more effective decisionmaking when it can increase the 
technical ocmponent of ongoing discussion of policy options. To achieve 
this, each study that is undertaken and completed should result in a 
Summary Policy Paper that is orally presented and Fumnitted in print to the 
Board of Directors and sLx-3equently submitted in print - and presented
orally on request-to the pblic (or perhaps a press release). 

The Sulmmary Policy Paper should be a brief 'doument, outlining the
 
major conclusions of the study undertaken and desr.ibing the implications
 
of different policy options that emerge from the analysis. Where
 
appropriate, the pa-er should cogently address the issues Vosed to CAER by
 
the client.
 

b. Other Inputs into Policy Discussions 

To enhance its professional reputation and to encourage broader 
public discussion of policy issues, CAER should establish a publication
series for the dissemination (where appropriate) of its findings and 
analysis. Publications should appear regularly and attention should be 
given to thReuaity of the work and its presmtation. 

- An appropriate task for the Unit would be to produce an Annual Report 
on the E-onomy, in which analytical articles and other aspects of econcmic 
policy research could be covered and the country's general economic 
situation cogently summarized. This would be an important contribution to 
infonred discussion since the publications periodically made available by
other local study tits usually report only statistical information, not 
econcmic analysis. The Research Staff would be in charge of writing most 
of such a publication, particularly in terms of annual reviews of economic 
developments in specific areas such as fiscal policy, monetary policy,
exchange rate policy, labor n.irkets and employment, etc. Specialists from 
outside CLER might be invited to submit analytical articles that are 
particularly relevant to policy analysi.s. 

Thiaddition, CAER should consider establishing a regular seminar 
series in which it presents the results of its own work or invites local 
and foreign special ists to make presentations. This seminar series should 
be opei to the broader professional community. 

3. Suqgestions for Early Study Topics 

In discussions with government officials, businessmen and 
researchers, suggestions for CAER's first (5-year) research agenda were 
forthccm ng. These proposals are presented in suimnary form below. 

I. Trade and Exchanqe Rate 
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1. 	 Exchange rate policy (sane studies have been ccmpleted but
 
additional work is needed).
 

2. 	 Effective rate of protection, effective exchange rates and 
domestic resource costs. How is current trade policy affecting.
the system of industrial and agricultural production 
incentives? 

II. Fiscal Policy 

1. 	 The incidence of direct and indirect taxes. 

2. 	 Real effective taxation and its impact on industrial structure 
and export competitiveness. 

3. 	 Tax administration. 

4. 	 Tax and tariff harmonization. 

III. Monetary Policy and Financial Market Reulation 

1. 	 Monetary policy and the budget. (e.g. impact of deficit
 
financing).
 

Monetary policy and the balance of payments. 

3. 	 Interest rate and credit policy. 

4. 	 Financial market regulations (economic, legal, etc.) inpact on 
efficient intermediation, and savings mobilization. 

IV. Industrial Policy and Emplovment 

1. 	 Impact of prevailing structure of incentives on industry

ccqmpetitiveness and grcwtb.
 

2. 	 Export promtion policies and programs. 

3. 	 Promotion of technological capability in industry. 

4. 	 Enterprise policies, particularly those related to small and 
medium industries.
 

5. 	 labor markeL policies (constraints to employment, labor
 
mobility, and wage structures.)
 

V. Studies of Process of Policy Liberalization. 

1. A macroeconomic stabilization program for the Dominican 
Republic - options and probable effects on employment and 
income distribution. 
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2. 	 The order of liberalization - e.g. current account, capital 
acoount - timing and degree of liberalization. 

3. 	 Sectoral price adjustments - timing and degree of 
liberalization.
 

4. 	 International debt adjustment problem. 

VI. Public Enterprises 

1. 	 Privatization and/or reforming management. 

VII. Land Reform 

1. 	 Study of the results of previous land reform and directions for 
future efforts. 

Scme of the-se studies were suggested by HIID in an earlier review ofthe need for economic policy analysis in the rmdnican Republic in 1985. A
list of these study suggestions along with a discussion of each topic is 
reproduced in Appendix III. 



18 

DOSTO61A FOR FURTHER DEVEIDPM OF CAER POLICY RESEARCH 
(FRST THREE YEARS) 

UCMM Outside 
Contribution 

Staff: 

*6 Senior Research Fellows, full-time @$1000/mo. $54,000 $162,000
 
3 Research Assistants, full-time @$400/mo. 43,200

3 Student Assistants, half-time @ $150/mo. 
 8,100
 

Local Research Contracts:
 

24 person months @ $1000/mo. 24,000
 

Foreign Consultants: 

Business Studies (from USC-see Management Training
 
Project Budget)


Economic Studies (Assuming Consultants from HIID, EEPA,

18 person A.o. @ $15,000/mo. 270,000
 

Policy S1n
 

Assuming 6 seminars per year @ $2,000 ea. 
 36,000
 

Publications: 

Assuming same publications covered under seminar cost and 
that an average of 6 :oublications are produced per 
year @approximatply $500/ea. series. 10,000 

Equient and Office Space: 

Provided by UCNM 

TOTAL ESTIMATED $54,000 $553,300
 

* Cost estimate based on 75 percent research and 25 percent teaching. 
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APPENDIX I
 

MAIN SED4INARS AND SPECIAL (UJRSES OFFERED BY TME UCIAM
 

IN THE TAST FOUR YEARS
 

Objective: Create the foundation for a research center 

1. Exchange rate systems in small economies. 

2. Foreign exchange/problems in Dominican Republic. 

3. Futures markets. 

4. El programa de ajuste del FMI. 

5. El sector ajucarero dominicano: problemas y perspectivas. 

6. Impacto de las medidas del FMI sobre el sector industrial. 

7. AlIaireneias ante la crisis economica actual. 

8. Production and operations management. 

9. Strategies in developing and marketing new products and services. 

10. Governmental accounting and auditing. 

11. Advanced governmental accounting. 

12. Innovation and creativity in the organization. 

13. Forecasting as a factor in strategic planning. 

14. Introduction to the construction of statistical decision models. 

15.Ideas, concepts and practices in markt,'*ing. 

16. Future of the Dominican foreign exchange rates. 

17. Privatization and deregulation.
 



20 

APPENDIX II 

PARIAL LIST OF IRAINED ECONOMIS S IN THE DOIMNICAN REPBLTIC 

Name 	 Specialty, if known Degree, if known 

*Jose Luis Aleman Economic policy Ph.D., Germany

*Julio Aybar Fiscal policy Ph.D., U.S. South
 

Carolina
 
*Osvaldo Cabrera 	 M.A., U.S.
 
Miguel Ceara M.S., CIDE, Mexico 
leonardo Conde Ph.D., Boston College 
Manuel Jose Cahreel Ph.D. Holland 
Marino Chaulatte Agricultural Economics Ph.D. 
Frank Castello 	 M.A. 'Louvain, Belgium
*Andres Dauhajre 	 Exchange rate systems and Ph.D., Columbia
 

policy; international
 
economics and financial
 
reforms; macro and monetary
 
theory.
 

Carlos Despradel M.A. U.S., Yale
 
Gustavo Diaz M.A., Mexico
 
Freddy Dominguez Monetary policy, fiscal


policy 
*Jose Ant&61 Herrero Ph.D. McGill, Canada 
*Arturo Martinez Moya Trade and development Ph.D. U.S. Boston 

University

*Jose Jaime Molina 	 M.A. 
*Jaime Moreno 	 Trade theory and policy; ABD, B.U.
 

cost-benefit analysis;
 
development


*Jose A. Munguia 	 Macro-econamics, public
 
enterprises, agriculture


*Ruben Nunez Agricultural economics Ph.D., Maryland
 
Miguel A. Roman Financial systems
 
Alberto Veloz M.S., Ohio State
 
*Cesar Veloz International economics, M.S., CIDE, Mexico
 

fiscal policy

*Gustavo Volmae Macro and monetary theory; Ph.D. U.S., Fordham 

financial systems 
Gladys de Jesus Ph.D., Ohio State 
Raul Feliz Monetary policy; open M.S. CIDE, Mexico 

macroeconomics and 
econometrics
 

Enrique Leyba Ph.D. U.S. Pittsburg
 
Pedro Silverio Fiscal. policy M.S., UCIM
 
Diogenes Fora Ph.D., Francia
 
*Hector Guilliani Ph.D., Cand.
 

* Affiliated with the 	Department of Economics, UC4M.
 



APPENDIX III
 

/3STUDIES SUGGESTED IN EARLIER 1985 HIID REPORT 

I. TRADE AND EXCHANGE RATE 

A. Exchange Rate Policy:
 

The appropriateness of a particular exchange rate level should take into
 

and trade and paymentsconsideration a country's production, consumption, 

structure, including tariffs, subsioies, various forms of exchange controls,
 

and development in foreign exchange reserves.
 

Two aspects of the exchange rate issue should be studied: (1) an
 

assessment of the appropriatness of the prevailing level of the exchange rate;
 

and (2) choice of the appropriate level, if the present leveefound to be
 

inappropriate by some criteria. In the first case, there should be an
 

analysis to explain how past exchange rate policies, along with other economic
 

policies and with changing exogenous forces, brought the economy to its
 

present position. Investigations should be conducted into price
 

competitiveness, the economic viability of production (measured in terms of
 

profitability) and its trends, and the distortionary nature of the past and 

present exchange regime. These investigations will measure the recent 

movements in the various indicators with possible implications for the 

In order toappropriateness of the exchange regime and the exchange rate. 


reach a conclusion regarding the sustainability of an exchange rate at the
 

existing nominal level a forward-looking analysis must be performed.
 

What is important is whether the prevailing rate is compatible with 

reasonable economic growth and a viable balance of payments position in the
 

,1A
 



medium term. In the forward-looking investigation, the search procedure for
 

the appropriate exchange rate level involves specification of the underlying
 

adjustment mechanisms that follow a hypothetical exchange rate action.
 

Different aspects of rate/price transmission mechanisms, allocation of
 

resources, and terms of trade effects should be considered. Consequent
 

effects on the balance of payments and the government budget should be
 

estimated to determine the overall sustainability of the exchange rate, given
 

appropriately designed accompanying demand management policies.
 

Recommended Studies:
 

1. 	 A short history and assessment of the appropriateness of prevailing
 

exchange rate levels.
 

2. 	 Determination of an appropriate (sustainable) exch ''rate level
 

and an exchange rate policy.
 

B. Effective Protection and Domestic Resource Costs:
 

The purpose of this study, or studies, will be to quantify the net
 

impact of government measures ("incentives") that affect the allocation
 

of resources among economic activities and their orientation between
 

foreign and dorestic markets. Incentives in this respect are defined to
 

include protective measures and credit and tax preferences.
 

In its trade and exchange rate studies, the Unit would be
 

primarily interested in protective measures, such as tariff-type policies
 

-- ad valorem tariffs, specific duties, import taxes and subsidies,
 

requirements for advanced deposits in payment for imports, and 

"/ 



differential indirect taxes - as well as quantitative restrictions in
 

the form of import licnesing, quotas, or import promotion. In addition,
 

export incentives such as taxes or subsidies would be would be studied.
 

In studies of the fiscal and monetary systems the incidence of direct and
 

indirect taxes would be considered plus interest rate and credit policies.
 

Various indicators may be used to quantify the incidence of
 

incentives on particular economic activities. The rate of nominal
 

protection expresses the effect of protective measures on the price
 

received for a product by its domestic producers. The rate of effective
 

protection relates the joint effects of protective measures on the price
 

of the product and on the prices of its inputs to value added in the
 

production process. The combination of effects of protective measures
 

and credit and tax preferinces on value added is measured by the rate of.
 

effective subsidy.
 

The net impact of subsidies, other incentives and tariff and
 

non-tarrif measures can also be quantified by a mathematically related
 

index called the unit Domestic Resource Cost (DRC) of earning or saving a
 

unit of foreign exchange. DRC measures the value in local currency of
 

the domestic resources (notably labor and capital) that go into earning
 

or saving a unit of foreign exchange, net (after deducting the foreign
 

exchange cost of inputs), by means of production and sale of a particular
 

commodity.
 

The level of exchange rate regarded as adequate to clear a
 

country's foreign exchange market is the criterion value for evaluating a
 

given value of unit DRC. If an economic activity is surviving with a
 

unit DRC below the criterion exchange rate this often means that it is
 



earning or saving foreign exchange even though the impact of government 

policy is to push the remuneration cf its factors below the level 

dictated by the exchange rate. The policy question that arises is
 

whether or not by allowing these producers to earn the full exchange rate 

goverment could (through changes in policy) stimulate increased 

production and employment. Conversely, if an activity's unit ORC is
 

greater than the criterion exchange rate, this means the country is using
 

relatively more domestic resources to earn a unit of foreign exchange in 

that activity than in ones with a low unit DRC. The policy objective 

should then be to shift resources away from those inefficient activities 

to more efficient ones, thus earning or saving more foreign exchange for 

a given expenditure of domestic resources. 

Recommended Studies:
 

1. 	Calculation of effective rates of protection, effective
 

exchange rates and domestic resource costs of industries and
 

firms both large and small.
 

2. 	Using the calculations above, plus information on non-tarrif
 

barriers, a general assessment of the effect of trade policy
 

or the structure of incentives between foreign and domesitc 

markets and between large vs. small enterprises should be
 

conducted.
 

-7J 



II. FISCAL POLICY
 

Taxes and tax policies affect the incentives for individuals and
 

firms. Of interest to government policymakers is the question of how to
 

best use the tax system to induce individuals and firms to act in ways
 

more consistent with the development objectives of the economy, while at
 

the same time producing adequate revenues for the public sector. A
 

related question, especially in analyzing indirect tax policies and
 

related foreign trade policies, is how some inappropriate tax policies
 

with strong unintended incentive effects have led to the substantial
 

waste of economic resources (labor and capital) and the frustration of
 

development objectives. We have already mentioned above that the rate of
 

effective subsidy measure captures the incentive effects ofoaxes and
 

other goverment policy instruments. A primary concern of unit analysts
 

will be to calculate these incentive effects and recommend policy changes
 

to achieve government development goals.
 



Recommended Studies:
 

1. 	The incidence of direct and indirect taxes should be evaluated
 

(including invisible taxation of agriculture vs. industry) for
 

its effects on individual and enterprise incentives.
 

2. 	Tax and tariff harmonization should be assessed to see that no
 

unintended incentive effects are occuring. For example, using
 

tariffs to collect g~overnment revenues may bias the structure
 

of incentives towards import substitution. The preferred
 

approach is to have a uniform tariff and use a sales tax (on
 

,e9fth domestic production and imports) to collect revenue.
 

III. MONETARY POLICY 

Inflation and the overall balance of payments in the Dominican
 

Republic are importantly affected by monetary forces in the economy.
 

Disequilibrium in the money market (that is, mismatch between the demand
 

for real balances and the real value of the outstanding money stock) will
 

be 	resolved by a combination of changes in the price level, the nominal
 

rate of interest, the level of economic activity, and the net foreign
 

assets account. In a small, highly open economy like the Dominican
 

Republic monetary disturbances will fall most heavily on the balance of
 

payments (net foreign asset account).
 

Given the country's current balance of payments crisis, monetary
 

policy assumes great importance. The government's spending policy should
 

be assessed for its effect on total domestic credit and the share of
 

public borrowing in outstanding credit. In the first instance, Central
 



Bank financing of the public deficit may be adding to inflation and
 

balance of payments difficulties and, in the second, the government may 

be crowding-out private sector borrowers, reducing investment and
 

economic growth. 

Recommended Studies:
 

1. Implications of monetary policy for domestic price level,
 

balance of payments disequilibrium, and production. 

2. Interest rates and credit policy as it affects investment and
 

growth. Implications of these issues for export promotion and 

,'e growth of large vs. small enterprises should be evaluated.
 

IV. EMPLOYMENT AND ENTERPRISE ANALYSIS 

Historically employment has been one of the more intractable 

problems faced by Dominican policymakers. While it is difficult to 

define unemployment in a country like the Dominican Republic, estimates 

put it at approximately 20 percent. Further, the problem may grow 

worse. The World Bank, using moderately pessimistic assumptions about 

export volumes and prices of sugar and minerals, projects that in the
 

years of 1984-86 Dominican unemployment could rise to nearly 30 percent 

of the labor force. Clearly the unemployment situation needs much closer
 

attention.
 

As in most LDC's, an enormous potential for generating additional
 

employment rests with dynamic medium- and small-scale enterprises, which
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already provide jobs for the largest segment of the work force. These 

firms largely produce consumer goods and services for domestic and
 

foreign consumption, although in some cases they are also important
 

capital goods producers - agriclutural inputs mcst notably. In the
 

rural sector small- and medium-scale non-farm activities are, to a large 

extent, dependent on incomes generated in agriculture (and to a smaller
 

extent foreign trade and modern sector growth). In the urban areas, 

modern sector and public service incomes, as well as foreign trade,
 

provide the stimulus. 

Given the predominance of rising aggregate demand in stimulating
 

development of the small- and medium scale sector and thus employment, 

sectoral pli.ce and growth policies are likely to be the most important 

single e2L ent policy in the Dominican Republic. Of particular
 

"importance in this respect will be removal of policy-imposed distortions 

which produce a structure of incentives favoring an inward-oriented 

growth strategy based upon import-substitution. Proximity to the U.S.
 

market, excellent land resources and potentially high quality labor force
 

should respond well once the export bias is removed.
 

A second employment policy will be to address the problem of 

distorted factor prices. Exchange rate overvaluation and other policies,
 

such as minimum wage laws and payroll taxes, which artifically cheapen
 

capital have reduced absorption of labor in nonagricultural growth.
 

These policies must be reviewed to access their employment impact.
 

Finally, policy-imposed distortions and other factors which create
 

bias between large- (presumably more capital intensive) and small-scale
 

enterprises, or the location of enterprises, are important. In most
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cases these policies favor the dev;iopment of large firms, limiting
 

employment potential.
 

Recomnended Studies:
 

The Employment and Enterprise Analysis of the Policy Analysis Unit should
 

focus on three areas:
 

1. 	 Sectoral price and growth policies: Particularly policies 

that determine the level and distribution of sectoral 

incomes. Much of the work included in this category will be 

A-lompleted in studies already listed under trade, fiscal, and
 

monetary policy, or studies undertaken in the agricultural
 

policy analysis unit. It will be the job of the Unit staff to
 

bring these studies together and relate them specifically to
 

questions of employment policy.
 

Suggested further work:
 

Updated input/output model to include medium-scale and
 

perhaps small-scale enterprises.
 

2. Employment policies: Especially policy-imposed distortions of
 

relative factor prices. Again, studies in other areas
 

relating to credit and interest rate policies, exchange rate
 

policies, tariffs and quotas, etc., will be important and Unit
 

staff will need to marshall this information and relate it to
 

employment policy.
 

JV( 



Suggested further work:
 

Examine labor market policies and government activities
 

on labor markets and on the structure ofthat impinge 

wages and employment: 

(i) minimum wages 

(ii) payroll taxes 

(iii) government pay and employment activities 

(iv) regulation of employment contracts 

Especially policies which
3. 	Enterprise or Industry Policies-


create general bias in scale and location of firms.
 

(a) Availability of industrial infrastructure
 

Business taxation and regulation
(b) 

(c) 	Technology regulation policies
 

(d) 	Access to resources (licensing/permits)
 



APPENDIX I 

A More isaggregated View of the List of Indicative
 

Studies for the Policy Analysis Unit
 

i. Diagnose the current incentive systera by subsectors, 

regions, and firm sizes, incorporating analyses of:
 

-- Tariff and export subsidies 

-- Labor costs 

-- Credit policy 

-- Taxes and production subsidies 

-- Real, effective, and comodity exchange rates 

-- Price controls 

ii. Study erployment distribution, considering:
 

Sectoral allocation 

Rural-urban distribution and migration 

SkilJed and unskilled labor
 

Formal and informal sectors 

Small, medium, and large enterprises
 



iii. 	Analyze export potentials and import competitiveness, by
 

subsector, regions, and size of firms and define policy target
 

groups, conisdering:
 

International competitiveness and domestic costs of 

foreign exchange generation 

Potential growth and current constraints
 

Possible demand for potential exports (CBI)
 

Need 	 for technological and financial support to 

expand activities and/or gain competitiveness
 

iv. 	Define alternative incentive systems and other supporting
 

programs, considering:
 

The option of liberalization for all markets
 

Calculations of targeted incentive systems, based on 

efficiency (static and dynamic, including needs for
 

technical change), employment absorption, and foreign 

exchange generation
 

Options to provide incentives indicated above, such as
 

tariff and export subsidies, labor costs, credit,
 

tax and production subsidies, technological
 

support, and combinations of these
 

( P1, 



Indicate effects of possible adjustment patterns (shock
v. 


vs. gradual) on different incentive systems by sector,
 

region, income groups, and size of firms (where possible),
 

considering:
 

Growth
 

Employment and income distribution
 

Foreign exchange availability and.service on the debt
 

Inflation
 

this type c,' work, an initial step is to buildA order to carry out 

When defining the needs for information, it is
'up the necessary data base. 


possible that several other analyses can benefit as a oy-product of any
 

In the case of incentive systems, the following
particular long-term project. 


sources of information would be required:
 

Industrial (and other sector) surveys or censuses, at firm
 

or establishment level with: i) identification, by size,
 

subsector, region, and other relevant categories; (ii)
 

production detailed by type of product and by market of
 

destination (domestic, regional, or foreign), identified
 

by NAB classification and with corresponding information
 

on tariffs or international price; (iii) inputs, by NAB,
 

market of source, and customs payments, including
 

(iv) assets, capital
non-tradeables and other costs; 


stocks, and inventories, separating information on real
 



depreciation and credits and contrasted with the balance
 

sheet;
 

Description of the industrial sector by subsector, region,
 

(i)and size of enterprises, with information such as: 


output composition and growth potential that could be
 

useful in determining supply for exportables in contrast
 

to potential demand for them; (ii) employment absorption
 

and potential for increasing labor demand, especially
 

considering small and medium, urban and rural non-farm
 

activities; (iii) import requirements and generation of
 

foreign exchange; (iv) capital needs; (v) cost strLtures;
 

(vi) number of employees and tNeir wage bill, considering
 

if they are skilled or unskilled; (vii) taxes and
 

subsidies; and (viii) information on potential capacity;
 

An input-output matrix that would separate sectors by size
 

of enterprises (small, medium, and large), capital
 

payments (working and fixed), and wages (skilled and
 

unskilled workers);
 

i)
Calculations of effective incentives, including: 


effective rates of protection on value added; and (ii)
 

effective rates of protection on profitability (the former
 

type of calculations has traditionally been carried out in
 

the Ministry of Finance with IDB experts and the World
 



Bank has also participated in such studies at a more 

aggregate level);
 

Studies of labor, capital, and foreign exchange markets in 

order to obtain opportunity costs important to
 

calculations of efficiency in real economic terms;
 

Calculations of domestic resource costs of generating
 

foreign exchange as a measure of total, direct,
 

short-term, and long-term comparative advantage, including
 

the differentials among small, medium, and large
 

enterprises;
 

Household surveys of income, employment, and consumption
 

by region, subsctor of occupation, and size of enterprise
 

(when applicable) in order to build up data for the
 

construction of a Social Accounting Matrix (SAM) that can
 

be used in a planning model; 

Social Accounting Matrix and planning model to measure the
 

effects of macro-policies from the perspective of fiscal
 

and balance of payments effects, income distribution, 

employment, expenditure pattern by stibsector, and size of 

enterprises (such as those used by the International
 

Labour Organization in other Latin American countries to 

calculate multipliers and linkage effects important in
 

analyzing macro-policy measures;
 



Definition of optimal incentive systems and effects of 

adjustment patterns in accordance with the overall 

objective of the Project outlined in previous sections of 

this report.
 

b. Other In-Depth Studies
 

i. Fiscal Sector Policies
 

This study should cover the composition of the budget, considering
 

its reved and expenditures. On the revenue side, there should be a focused 

analysis of indirect taxes in terms of the application of the value added tax
 

or others and of direct taxes. The possibility of increasing the tax
 

burden-currently very low by international standards-should be studied. An
 

analysis of taxes on wealth should also be included. Such a study would 

complement other research projects, as when considering tariffs and export 

suosidies. On the expenditure side, public sector enterprises should be given 

considerable attention. Methodologies exist for this kind of research
 

project, but attention needs to be given to improving the data base in terms 

of unifying accounting systems among public enterprises and fiscal accounts.
 

ii Money and Credit Policies
 

This study would focus on monetary and credit policy decisions in
 

order to improve the use of different policy instruments. With regard to
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monetary policy instrunents, there should be an analysis of the effectiveness 

of resource requirements, rediscounts and advance policy, stabilization bond 

sales, and feasibility of open market operations. With regard to the credit
 

sector, the study should focus on the structure of credit markets and
 

effective interest rates. The study should include an analysis of the
 

financial market structure, considering formal and informal markets and credit 

for small and medium enterprises by regions. 


