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I. SUMMARY AND RECOMMENDATIONS

A. Overview

The US Miasinn to the Dominican Repuklic prupuses to support the
Dominican Government's (GODR} comprehensive economic reform
program with a 40 million dollar ESF program for FYs 1991-92.
The proposed ESF would provide support for sustained
implementation of the GODR's program and the IMF stand-by that
was approved on August 28, 1991. Conditionality would focus on
sustained implementation of the fiscal and mconetary targets of
the stand-by and continued implementation of market-determined
exchange and interest rate policies. Complementary
conditionality that support other elements of the GODR's economic
reform program initiated in August, 1990, would be negotiated
with the GODR, such as:

== reform of the investment code

-~ adoption of regulations affecting private power investments
-- privatization of state-owned enterprises

~- a@limination of price controls

~= givil service reform

-= tax reform

~- customa administration reform

-- or, Parie Club and commercial bank debt restructuring..

The proposed ESF program would be disbursed in three tranches,
with the dollars used for IFI and USG debt service. The only
proposed local currency generations would be for USAID!'s OE Trust
Fund. Miasion requests authorization and budget allowance to
obligate the FY 1991 program component by September 30, 1991.

B. Economic Policy Environment

In the face of declining demand for primary exports, stagnating
economiec growth and mounting unemployment, beginning in 1986 the
GODR enmbarked on a major public works program accompanied by
expansionary monetary policies. However, this produced an
increased fiscal deficit, mounting inflation and a widening of
the external current account deficit, which in turn led to
substantial losses of international reserves and massive
increases of international debt payment arrears.

After repeated ad hoc attempts to deal with the deteriorating
policy environment, the GODR initiated in August 1990 a
comprehensive economic reform program that has produced dramatic
results. Domestic financing of the public sector deficit has
been eliminated through a combination of capital and operating
expenditure reductions, tariff reform, and significant price
increases for patroleum, electricity and other governmentally
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produced or controlled products. This has been accompanied by
tight monetary poliey, including reductions in the nat domestic
credit of the Central Dank, stringently enforced reserve

requiremente, and positive real interest rates facilitated by the
decontral Aaf ali finanocial system intesest rates. cCoupled wWith
the adoption of a unified market-determined exchange rate, the
new policy frameworl has pruduced price ana exchange rate
stability, increased net international reserves, and facilitated
the elimination or reduction of arrears to the international
financial institutions (IFIs).

While continued implementation of the program is projected to
result in positive and accelerating growth beginning in 1992, the
short-term costs in terms of economic decline {5.1 percent in
1990 and 2 percent in 1991) and increasing unemployment are
serious constraints to sustained implementation of the program

" without significantly increased assistance from the international
financial community. Hence, the GODR requested a 19 month stand-
by arrangement for 53 million dellars that was approved by the
Fund's Exacutive Board on August 28, 1991. The Board also
approved the GODR's request for a 60 million dollar purchase from
the Fund under the Compensatory and Contingency Financing
Facility {(CCFF} to compensate for the run-up in the coat of oil
imports and reduced exports during 1990. It is expected that
Paris Club rescheduling of substantial amounts of external debt
will be negotiated during the final quarter of 1991. Commercial
debt rescheduling is expected in early 1992.

C. Proposed ESF Program

The Mission proposes to support the sustained implementation of
the GODR's comprehensive economic reform program and the stand-by
arrangement with a 40 million dollar ESF program for FYs 1991-92.
The Mission believes that the depth and breadth of the reform
program and the assoclated short-term costs merit substantial ESF
asgistance over this critical period.

Since the priority objective of the proposed ESF program is
econonic stabilization supported by the international financial
conmunity, ESF resources would be disbursed as cash transfer
grants with no requirement for the generation of local currency
other than the provision of up to 10 percent of the grant as a
peso contribution to USAID's OF Trust Fund. The dollars would
be used to service external debt obligations with IFIe, such as
the World Bank, the IDB and the IMF and the USG. Dellar
disbursements would be in three tranches, with the first for 10
million dollars October 1991, the second for 15 million dollars
in February 1992, and the third for 15 million dollars in August
1992.

The focus of conditionality would be on sustained implementation
of the central elements of the GODR's reform program, including
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the financial programming targets af the etand-by. com :
1 . plementary

conditionality that would support other elements of tha GODR

brugram and be consistent with the Mission's strategic objectives

and Action Plan policy work plan would also be negotiated.

II. BACKGROQUND
A. EBconomiec Performance in the 19708 ahd 1980s

The demand for traditional Dominican exports -- sugar, coffee,
and tobacco -- was strong enough in the 1970s to generate
economic growth of 7 percent per year, despite a policy
environment badly distorted in favor of import substitution.
When international demand fell and the value of these traditional
exports declined in the early 1980s, real GDP growth plummeted
and averaged less than 2 percent per year for the decade (see
Tables I and II attached and/or available from LAC/DPP and
LAC/CAR}. The resulting increases in unemployment {averaging
around 25 percent) and declining per capita income, generated
strong political pressures for expansiohary macroeconomic
policies.

The Government that came to power in 1986 embarked on a major
public works program accompanied by expansionary monetary
policies, Real GDP growth increased te an unsustainable 6.6
percent in 1987, mainly as a result of the more than doubling of
public investment to over 11 percent of GDP {(Table III},

However, the increased fiscal deficit was heavily financed by
Central Bank eredit {Table 1IV). This produced an increase in
inflation and a widening of the external current account deficit,
which in turn led to substantial international reserve losses and
inereases in international debt payment arrears.

Public investment continued to be excessive in 1988 and 1989,
averaging 11.6 percent of GDP. The associated public sector
defieit increased further (to around 6.5 percent of GDP), and
necessitated continued Central Bank financing. Moreover, the
operating losses of the Central Bank increased significantly as a
result of exchange losses associated with preferential exchange
rates, The resulting credit expansion led to sharp depreciation
of the exchange rate while the rate of inflation jumped to 58
percent in 1988 bhefore moderating to 41 percent in 1989. Despite
significant export and tourism expansion in both 1988 and 1989,
the destabillizing fiscal and monetary policies generated unstable
growth, with stagnation in 1988 and 4 percent expansion in 1989.

B. BEconomic Performance in 18%90-91

In early 1990 economic activity weakened, inflation remained high
and the balance of payments deficit widened as the public sector
finances deteriorated. In response, public investment was
reduced and the exchange rate devalued in April.
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Thease nctilous proved inadeguate and ion August the GODR introduced
a broader vackage nf masonwac *thak imeluded vuloltautlal prive

increases of products produced or controlled by the government
{petrolegm, sugar, and flour}, and further exchange rate
devalu§tlon. At the same time, interest rates were increased,
financial system reserve requirements were raised and enforcement
was tightened on bank reserve deficiencies, In the latter part
of 1990, as exchange shortages persisted and oil import costs
rose, qogestic petroleum prices were further increased,
electricity rates were raised, and the exchange rate was again
Jdevalued. These measures, coupled with public investment
cutbacks, produced a significant reduction of the public sector
deficit in 1990 {equivalent to more than 1 percent of GDP).

However, inflation increased to over 100 percent in 1990, in part
because of the corrective price increases, but also as a result
of the continuing need to finance the public sector deficit
domestically ( 1.4 percent of GDP in 1990}. Economic activity
declined markedly in the latter part of 1990 as the GODR's reform
program took hold, the Gulf Crisis produced increased petroleum
import prices and reduced tourism, the U.S. recession hit
Dominiean exports, and exchange rate shortages resulted in
petroleum import curtailments and widespread electric power
disruptions. As a consequence, real GDP fell by more than 5
percant for the year. 1In spite of the decline of imports in
1990, net capital outflows picked up and the overall balance of
payments deficit widened to 507 million dollars and international
arrears increased by 520 millicon dollars. By the end of 1990,
international arrears amounted to 1.5 billion dollars.

Economic performance during the first part of 1991 has been more
favorable, reflecting further exchange regime liberalization,
interest rate decontrol, tight fiscal and mchetary policies and
the decline of the import price for petroleum. Inflation was
reduced to only 0.6 percent for the first seven months of 1991
and the exchange rate has stabilized. Improved Central Bank
access to foreign exchange has facilitated the clearance of
arrears to the international financial institutions (IFIs),
including the IMP, the World Bank, and the Inter-American
Development Bank (IDB}. Arrearage clearing in turn facilitated
the IMF stand-by approved August 28, 1991, which will facilitate
inereased IFI lending and Paris Club and commercial bank debt
rescheduling . The resulting improved private sector confidence
has already produced net inflows of capital.

Hovever, the ongoing Dominican economic recession produced an
estimated 3.2 percent drop in GDP during the first half of 1991
and is yet to show signs of abating. Wwhile zero economic growth
has been projected for 19%1 by the GODR and IMF, USAID believes
that this is optimistic and a 2 percent decline is more likely.
With a growing labor force, continued inc¢reases in unemployment
{29 percent in 1990) and in the incidence of poverty are
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anticipated until rapid, sustained growth is restored to the
economy.

C. Future Prospects

Until recently, aeconomic pelicy implementation has been aa hoc,
and not implemented in terms of a coherent medium-term framework
that would provide sustained long-run, albeit moderate growth.
However, the potential for increasing growth with sustained sound
poliey imp}ementation is significant, with 3 percent real GDP
growth projected for 1992 and average 3.9 percent per year during
the 1993-96 period.

The primary growth sectors are projected to be tourism and free
trade zone service exports., Tourism revenues, just 173 million
dollars in 1980, reached 878 million dollars in 1990 (14 percent
of GDP}. Tourist arrivals are projected to increase 6 percent in
1992 and 2.7 percent per year for 1993=-96. Income from free
trade zones (FTZs)} increased from 44 million dollars in 1980 to
an estimated 225 million dollars in 1990 (3.2 percent of GDP).
FTZ income is projected to increase by 8 percent in 1992 and by
at least 10 percent a year during the period 1993«96.

Nevertheless, the Dominican economy will remain wvulnerable to
oxternal shecks., Lower export growth, higher world interest
rates, higher world petroleum prices, and lower tourism growth
could significantly lower the base-line growth path outlined in
these projections.

III. THE GODR's ECONOMIC REFORM PROGRAM FOR 1990-92
A. Qverview

The comprehensive economic reform program that the GODR has been
implementing since mid-1990 has produced dramatic results.
Domestic financing of the public sector deficit has been
eliminated through a combination of reduced capital and operating
expenditures, tariff reform, and significant price increases for
petroleum, electricity and other governmentally produced or
controlled products. This has been accompanied by tight monetary
policy, including reductions in net domestic credit balances of
the public sector with the Central Bank, stringently enforced
reserve requirements, and positive real interest rates
facilitated by the decontrol of all financial system interest
rates. Coupled with the adoption of a unified market-determined
exchange rate, the new policy framework is designed to produce
price and exchange rate stability and sustained future economic
growth.

Based upon actions already taken and proposed measures, the
GODR's reform program targets inflation at no more than 16
percent during 1991 and 10 percent during 1992 (Table I}. Real
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GDP is‘tarqated to ramain unchangsd in 1991, But 3 percent gluwlh
ie anticipated in 1992. The balance of payments would be
strengthened, with net international reserves targeted to
increase by 80 million dollars in 1991 and by an additional 85
million dollars in 1992 {Table II}).

Support of the program by the international financial community
is essentlal to attain these objectives. Hence, the GODR
requested in a Letter of Intent a 19 month stand-by arrangaement
fLur 33 million aollars and it was approved by the Fund's
Exacutive Board on August 28, 1991. The Board also approved on
August 28 a 60 million dollar purchase from the Fund's
Compensatory and Contingency Financing Facility (CCFF) to
conpensate for the runenp in the cost of 0il importe and reduced
exports during 1990, It is anticipated that Paris Club
rescheduling of substantial amounts of bilateral debt may be
negotiated during the final gquarter of 1991. Commercial debt
rescheduling is expected in early 1992.

B. Public Sector Finances

Inproved public sector finances are central to the stabilization
program. The program cut the overall public sector deficit
{after grants} to 5.1 percent of GDP in 1990 from 6.2 percent in
1989 {Table III). The deficit is projected to decline to 2.1
percent of GDP in 1991 and 1.6 percent in 1992. The overall
deficit is being monitored under the IMF stand~by on a quarterly
basis, with fully satisfactory compliance indicated to date
{Table V).

Domestic financing of the deficit, becausa of its effect on
overall credit expansion, inflation and the crowding out of
private mector investment, is a key measure of rfiscal soundnece.
Expansive fiscal policy in the late 19808 necessitated net
domestic financing that averaged 3.3 percent of GDP {Table III}.
The reform program's fiscal restraint in 1990 reduced net
domestic financing to the equivalent of 1.4 percent of GDP. Net
domestic financing is projected to be zero in 1991 and negative
in 1992 (actually reducing domestic indebtednessz of thaea public
sector in 1992).

This dramatically improved fiscal performance is based ugon a
mumneor of opecdfidé Lldovud AWLOWL MG Tuliv sectlor lnvescient Nas

already been cut from earlier unsustainable levels {over 11
peraent of @LY} tw 7.4 porceul uf GDEF Ln 1%y, ana 1s projected
€6 dacline ¢o 6.5 peorcent in 19%1 before Leiny alluwed LO
incraamse moderately to 5.8 percent in 1992.

Tariff reform ilmplemented by decree in late 1990 eliminated most
exemptione Lfivw lupusl dulles, and recduced TArirr rates TO a

range of B to 35 percent (previcus maximuw was almost 600
percent). Consumption taxes ranging from 15 to &0 were also
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imposed on selected luxury imports. In July 1991, the Government
extended the base for the current 15 percent siurcharge on importa
rrom about half of imports to all items, except for petroleunm,
certain food items and medicines. Since July 1991, the market
exchange rate has been used to determine import dutico, as

opposed to the earlier practice of using overvalued official
exchange rates.

In an effort to shift the structure of taxes away froem over
reliance con indirect taxes and taxes on imports and ferronickel
exports, the GODR has been working on a tax reform package
davelopad in crnllaboration with the UNDF. The pacvkdaye would
broaden the base of the value added tay, increase excise taxes
and convert them from specific to ad-valorem, and lower and
simplify personal and income taxes {with rates ranging between 15
and 35 percent). The over-all tax package is expected to
inorease tax revenue by the equivalent of 1 percent of GDP.
While the Government is committed to sending the package to the
Dominican Congress soon, timely Congressional approval cannot be
assured. Hewever, the Government intends to maintain domestic
petroleum prices {which are yielding net revenue of about 1.3
percent of GDP} at least until equivalent additional revenue is
generated by tax reform.

The public enterprises' overall deficit is projected to decline
in 1991 to about 0.6 percent of GDP from 1.6 percent in 1990, as
a result of the flexible pricing policies and rehabilitation
programs adopted in late 1990. These programs include managerial
and operational reforms, and efforts to divest some enterprises,
including the Dominican Aviation company and the National Glass
Industry.

C. Monetary Policy

Monetary policy will focus on reducing inflation while supporting
the balance of payments objectives af the GODR's reform program.
Monetary performance is being monitored under the IMF stand-by on
a quarterly basis, with fully satisfactory compliance indicated
to date (Table V).

Central Bank financing of the public sector deficit was the key
force driving excessive monetary expansion and surging inflation
during the late 1980s. The GODR's recently implemented
restrictive fiscal policies have eliminated the need for Central
Bank financing, with zero net financing programmed for 1991 and
negative financing on the order of 100 million pesos projected
for 1992, The program has remained on target during the first
six months of 1991, with Central Bank {and Reserve Bank) net
financing of the public sector actually declining by 900 million
pesos {Table V). This will facilitate up to 900 million pesos in
net credit expansion during the second half of 1991 without
violating the target of zero net financing for all of 1991.
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Continued compliance with this quarterly target of the IMF stand-~
by remaips critical to ensuring that other monctary targets are
also satisfied, including the increasa of net international
rescrves by 80 million dollars during 1991. However, compliance
with the monetary targets of the stand=by canld he jeopardized by
& number of factors, including higher than forecast public sector
capital expenditures or an unanticipated Qecline wf grants and
foreign financing of the public sactor deficit.

Cantral Bank credit contraction, facilitated by its zero net
financing of the public sector deficit and open market
operations, coupled with continued enforcement of financial
system reserve requirements and market-determined interest rates
are projected to limit overall banking system credit expansion 20
percent in 1991 and 11 percent in 1992, This in turn should
allow the indicative inflation targets of 16 percent in 1991 and
10 percent in 1992 to be easily met.

Dramatic evidence of the program's success in meeting its
inflation objectives is provided by the low 0.6 percent increase
of the consumer price index during the first seven months of
1991, in contrast to the 100.7 percent increase in 1590.
Continued price stability will improve the prospects that the
remaining price controls nominally affecting 17 commodities can
be totally eliminated, as proposed by the GODR. However, this may
not be feasible until economic growth is restored in 1992. One
of the short-term costs of the anti~inflation policies is that
the economy continues to decline in real terms, with real GDP
estimated to have declined by 2.5 percent in the first quarter of
1991. The prospects are high that the anticipated recovery
beginning in late 1931 will not compensate for earlier declines.
Hence, the goal of zero growth for 1991 may not be obc:cained.
USAID currently projects a 2 percent decline for all of 1991.

D, External Policies

Exchange rate reforms initiated in January 1991 were designed to
ensure a flexible and market-determined system. Coupled with
sound fiscal and monetary policies, these reforms allowed tor de
facto unification of the rates in the official and free interbank
markets and exchange rate stability. In July 1991 these gains
were consolidated by the official unification of the two rates,
with the official rate determined from the previous day's average
interbank rate. At the same time, the GODR also committed
itself to reducing the 2.5 percent tax on foreign exchange sales
of the Central Bank to less than 2 percent prior to July 1992.

The new liberalized exchange regime virtually ensures that the
international reserve targets of the IMF stand-by can be met, as
reserve short falls can be overcome by Central Bank purchases of
regerves in the interbank market. While this would not
necessarily undermine other stand-by targets, it could add to
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savohanga rate depreciation and luflation,

The liberalized exchange system should provide increased
innentives &e eupert, sopaclally service exports rrom tourism and
the rapidly growing free trade zones. To further enhance the

prospects for export-led growth, the GODR is reviewing the
incentive aystem for direct foreign investmant. Liberalizatien
ot profit remittance ceilings have been propcsed.

The liberalized forelgn exchange regime will also encourage the
private sector to economize on imports. This, coupled with the
current economic recession and the growth projected for 1992
explains why imports are expected to firgt decline in 1991 and
then expand moderately in 1992 (Table II). Combined with the
anticipated expansion of export and private transfers, limited
improvement of the current account deficit is projected, with a
decline from 261 million dollars in 19%0, to 212 million dollars
in 1991 and 215 million dollars in 189%z.

Assuming continued performance under the reform program, the
capital account is projected to improve much more dramatically,
with the 246 million dollar net outflow in 1990 shifted to a net
inflow of some 70 million dollars in both 1991 and 1992,
Limited growth in officilal transfers is anticipated. Public
sector net capital flows are projected to remain negative, but
significant increases of bilateral and multilateral lending are
projected to significantly lower the levels of net outflows.
Direct foreign investment is not expected to increase
eignificantly. This may reflect the widegpread private sector
cyniciam over the ability of the Government to sustain
implementation of the reform program and frustration with now
endemic electric power shortages.

Attainment of the program's projected reductions of the overall
balance of payments deficit by nearly 130 million dollars in both
1991 and 1992 assumes substantial debt rescheduling with Paris
Club and commercial creditors, Total public external debt at the
end of 1990 stood at 4.5 billion dollars {Table III}. This
included some 1.1 billion dollars owed to multilateral donors,
1.7 million dollars to Paris Club bilateral donors {(of which 971
million dollars is to the USG), almost 1.0 billion dollars to
commereial banks, and about 140 million dollars to suppliers and
others, At the end of 1950, total arrears amounted to 1.5
billion dollars, including 72 million dollars owed to
multilateral donors, 725 million dollars to the Paris Club, 228
million deollars to other bilaterals, 231 million dollars to
commercial banks, and 44 milllion dollars to suppliers and others.

By the end of June 1991 all arrears to the multilaterals had been
cleared. Paris Club debt negotiations are expected to begin in
September 1991 and be completed by the end of 1991. Negotiations
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with the adviser committee for the commercial banks has already
commenced. While predicting when these negotiations will be
completed is problematic, current expectations are for early
1992. As part of the commercial bank negotiations, the GODR is
explaring the poesibility of a debt buy-back scheme, £ven if the
commarcial hanks agreed to sell Deminican Repubillec debt LOor 20
cents on the dollar, 200 million dollars would be required to buy
all the 1 billion dollar debt. The IMF is encouraging the GODR
tn explore thie option, but noe firm suurve ©f rfinancing has been
identifiod. However, one pussible source would be an extended
arrangement with the Fund. This possibility is expected to be
congidered when the Fund reviews the GODR's performance under the
stand=-by in January 1992.

The GODR should also attempt to qualify for USG debt forgiveness
under the Enterprise for the Americas Initiative {EAIL). This
would require sustained implementation of the stand-by, and, as
appropriate, a World Bank Structural Adjustment Program, an IDB

sector investment program, and a satisfactory arrangement with
Lhe coemmaearxrcial anks. The el forglveness OL veltwaean 40 ana RO

percent of principal would ke possible. However, since the

dekt forgivencos Lecws ywuwrally reguire continued dollar
navmentg €o tha RO at F~uarrontd levels, therds weuld e A0 casn

flow advantage affecting the balance of payments over the short
texm, unless the negotiated debt torgilveness agreement included
proviosion for interest paymenls vtherwise due the USG being paid
in local ourrcnoy to, say, an envivommeuntal (Lrgust fund in the
Dominican Republie.

Even under the assumptions of genercus debt restructuring, the
Deminican Republic will need to make cash payments of some 290
million dellars in 1991, of which 192 million dollars would be to
the IFIs. Nearly 210 million dellars will need to be paid during
the second half of 1991. while the proposed payment schedule is
feasible, it results in an extremely tight reserve position, with
groas reserves projected at just over four weeks of imports and
interest payments by the end of 1991. Some exchange rate
depreciation is also anticipated as the Central Bank buys dollars
in the interbank market to help meet its large debt service needs
in the later part of 1991.

While the IMF bhase-line balance of payments projections do not
ehow financing gaps in 1991 and 1992, the assumptions used to
generate these projections are open to question. cContinued
economic recession or stagnation in the industrial world could
ocasily cut Dominican exports and tourism by several percent,
generating a financing gap of 40 million dollars. In addition,
excess supply of sugar could result in reduction of the U.S.
sugar quota for the Dominican Republic, reducing export earnings
an estimated $20 million or more. Raising world interest rates
by one percentage point would increase Dominican debt service
requirements and generate a gap of 48 million dollars. A world
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oil prices increase of 2 dollars per barrel would generate a gap
of 50 million dollars. If several of these were to occur
together, the balance of payments gap could easily exceed 100
mill;on dollars. Furthermore, calculation of the gap is
predicated on the assumption on zero economic growth in 1991 and
3 percent growth in 1992. Given the depth of the Dominican
rgcession, USAID currently believes that these growth targets
will not be met without at least an additional 80 million dollars
foreign assistance in both 1991 and 1992, Hence, in contrast to
IMF estimates, USAID sees a number of reasons for realistically

expecting the unfinanced gaps to range between 80 and 160 million
dollars in both 1991 and 1992.

Clearly increased external assistance is needed to close these
expected gaps and help restore growth to the econcmy. Without a
resumption of significant growth in the near future, pressures
may be expected to build within the Dominican Republic for
dropping the reform program and returning to the pump-priming
economic policies that prevailed during the late 1980s=.

IV. USAID PROGRAM STRATEGY

In 1991 the Mission presented its new Country Development
Strategy Statement (CDSS} for the period FY 1992 to FY 1996. The
overall gtrategy goal of U.S. economic assistance to the
Dominican Republic is to enhance the close and cooperative
relationship between the Dominican Republic and the United
States, as envisaged by the Enterprise for the Americas
Initiative (EAI}, by supporting Dominican efforts to promote
economic growth and to strengthen democratic institutions. The
Mission strategy for the Dominican Republic ls consistent with
the major LAC development objectives:

-=- Achievement of broad-based, sustainable economic growth; and
-- Development/strengthening of stable democratic society.

In developing the new strategy, USAID has kept in mind the close
interrelationship between the objectives of economic growth and
strengthening democracy. The joint objectives of economic growth
through policy liberalization and strengthening the pominican
democratic institutions are interdependent and mutually
reinforeing. &trengthening Dominican efforts to liberalize the
economy and facilitate the country's participation in the EAI
will provide an important complement to efforts to strengthen
Dominican democratic institutions.

To achieve sustainable broad-based growth, the Dominican economy
must attract considerable private investment ihto emerging
sectors, especlally those with strong international potential. To
do so, the GODR must address the issue of low efficiency
inveatment caused by inflation, protective foreign exchange and
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trade‘regimes, tax distortions, and publin secter ineffiocieney,
e@spacially in the alectric power sector.

USAID strategy linkas axpanded U.8. assistance te continued
adherence to an internationally sanctioned rafuvrm program, The
Miccion has aggressivaly pushed for an agreement with the IMF and
has directed its policy dialogue agenda with both the GODR and

key private sector intorcote on the need Lu sustain adnerence.
once that an agreamsnt is well underway, the Missiouu'w Actlon
Plan propeoseca to provide ESFr both to assgist adherence to the

program and to promote key reforms in restructuring the Dominican

economy to attract investment. The Mission Work Plan outlined
the ~nre Miscion polioey agenda for the Auliun Plan perloda, 41n

addition to the macro-economic issues identified with the
internationally sanctioned reform program, the Mission is
concentrating on issues of direct relevance to trade and
investment, such as tariffs and external debt. To ensure the
sustainability of the improved policy environment now in place,
the Mission is providing selective support to improve the
capacity of key Dominican instituticns to develop and implement
peolicies, such as the Central Bank and private sector
associations. USAID plans to initiate its Economic Policy and
Practice Project as a top priority in FY 1992, A new Investment
Code and the adoption of commerc¢ial bank debt conversion
regulations in 1992 will help to meet conditions required for
participation in the EAI. Promoting a common approach among the
donors will increasingly become important and the Mission will
press for a reactivated Consultative Group.

V. PROPOSED ESF PROGRAM
A. Overview of the Program

The US Mission to Dominican Republic proposes to support the
sustained implementation of the GODLR's comprehensive economic
reform program and the stand-by arrangement with a 40 million
dollayr ESF program for FY¥s 1991-92. WwWith only limited ESF
possible in FY 1991, it is proposed that funding for FYs 1991-92
be combined so that a cocherent and appropriately phased ESF
assistance program can be developed. The Mission believes that
the depth and breadth of the reform program and the associated
short-term costs merit substantial ESF assistance over this
¢ritical period.

Since the priority objective of the proposed ESF program is
econonic stabilization supported by the international financial
community, ESF resources would he disbursed as cash transfer
grants with no requirement for the generation of local currency
other than the provision of up to 10 percent of the grant as a
peso contribution to USAID's OE Trust Fund. The dollars would
be used to service external debt obligations with IFIs, such as
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tha World Bank, the IDP and Lhe IMF (and the USG). Dollar
dlshursements would be in three tranches, with the first for 10
million dollars October 1991, the second for 15 million dollars

igggebruary 1992, and the third for 15 million dollare in August

Tho Mie§ion proposes that the U.S8. dollar cash transfers be used
to service IFI debt. A major reason for the long delay in
optaining a Stand-by arrangement with the Fund was the need to
first eliminate arrears with the Fund on the order of $40 million
that accumulated in 1%990. Moreover, arrears with the World Bank
and the IDB stop disbursement to approved projects, damaging
their effectiveness. Given the importance to the GODR's current
economic program and its international credit worthiness of
continued good relations with the Fund, and the benefits expected
from possible structural adjustment and sectoral programs with
the World Bank and the IDB, it is critical that repayments be
made te all of these organizations as scheduled.

Although the GODR can theoretically meet all of its debt payment
obligations, as well as program targets for increased
international reserves by purchasing dollars on the open market,
such purchases will put pressure on the balance of payments and
the exchange rate and add to inflation at the same time that
additional forelgn exchange is needed to finance the large
increases in imports necessary to underpin sustainability of
emerging economic recovery. Significant rapid changes in the
exchange rate or inflation could seriously undermine the GODR's
reform program credibility and result in widespread political
preassure to moderate or abandon the reform program, thereby
reversing the progress purchused at very high political and
cconomic costs over the past thirteen months.

The Mission considered utilization of ESF resources as financing
for a commodity import program. However, a commodity import
program would be a short~term program with one shot financing of
many commodities that in large part would be imported from the
U.S. without the program, since the U.S. is the Dominican
Republic's largest trading partner. A use of ESF cash transfers
that will provide assurances of raising the medium-to long-term
growth path for imports, as will be the case if the dollars are
used to service IFI debt, should be preferred. In addition,
using ESF resources to pay down IFI debt is consistent with the
GODR's medium term debt reduction program consisting of debt buy-
back from foreign commercial banks at large discounts, the
Mission supported debt conversion program, U.S. debt forgiveness
expected from GODR participation in the Enterprise for the
Americas Initiative, and tightened guidelines and improved
mnonitoring for assumption of future external credit obligations.

For the pastbﬁeveral years, GODR spending on baslc social
services, including education and health, has been severely
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curtailed. The GODR is now evaluating the censequences of this
negleot, and is expected to attempt reversal of the damage as
resources become available. Using the dollars generated from ESF
cash transfers to eervice IFI debt will free up funding so as to
allow for immediate attention to improving basic social services

critical to enhancing the quality of the country's pool of human
capital.

The Mission has analyzed the short-term and long-term impacts of
the GODR's economic reform program. The major adverse impact on
. income and employment has already occurred. Over the course of
the past year, the poor have increased in number, and the over-
all level of health and nutrition has declined. The GODR has
reaponded with inctreased food subsidies, but targeted them only
at the poorest groups of the population. Middle income families
have also been affected, particularly since subsidies on
petroleum products, electricity, and other products produced or
controlled by the government have been reduced or eliminated.

At the same time, however, a slgnlificant redistribution of income
from the country's elite to lower and middle income families may
be occurring due to such actions as lncreasing the personal
income tax exemption, significant lowering of customs duties and
the removal of wide-spread exonerations on imported inputs for
relatively high cost import substitution activities. Inflation
has been stopped, and for muny products, significant price
reductions have o¢curred in recent months. The short-term
negative impacts that over the past year were necessary
corrections to an unsustainable pattern of high aggregate
expenditure, including expenditure for many luxury producte that
has now been moderated. Although the burdens of the necessary
adjustments may not be consldered "equitable" by all parties
concerned, there has been a concerted attempt on the part of the
government to spread these burdens as wldely as possible over a
necessarily short period of time. When economic recovery occurs,
it is expected that growth will be higher and more sustainable
than in the past, and that the distribution of the benefits of
this growth will be more broadly based.

B. Conditionality

The focus of conditionality would be on sustained implementation
of the central elements of the GODR's reform program, including
the financial programming targets of the stand-by. Complementary
conditionality that would support other elements of the of GODR
program and be consistent with the Mission's strategic objectives
and Action Plan policy work plan would also be negotlated.

1, Condition Precedent to First Disbursement

The condition precedent to first disbursement of ESF progranm
resources would be evidence satisfactory to AID that the GODR has
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sustained implementation of the principal elements of its
aconomie¢ program, including compliance with the fiscal and

monetary targets of the stand-hy arrangement, maintenance of a
nnifisd market-detcrminaed axclimige~ rate and markKot-determined

financial system interest rates.

Tha conditimna ,in--fusrh-nf Cco qii.-hu.._aanme.nf. el 1 dim s s Liadaryg Lwes
Tranches would include the condition precedent discussed above,

but will refer to meetinu the annditimn again a2t ¢he date of cach
disbursement.

2, Poagible Additional conditions Precedent

Complementary conditionality proposed to be negotiated with the
COND wAnld fosua on peliedcs v ouppuel sliukiluldl [ELOIMS

deaigned te improve allocative efficiency and attract investment
neaded ton rastare growth to the Deminican economy. Thuse

conditions would support actual implementatrian AFf tho CODR xafoxm
program objectives articulated in the Letter of Intent to the IMF

and in ongeing negotiations with USAID. It must be emphasized
that while the IMF stand-by will require compliance with the
figcal and monetary targets (Table 5), it will not require
implementation of the other proposed reforms. Hence ESF could
play a significant role in ensuring that these proposals are
actually implemented.

The proposed conditionality would be finalized in consultation
with the GODR and be drawn from the menu of proposed reforms
discussed below, including reform of the investment code,
adoption of regulations affecting private power investments,
privatization of state-owned enterprises, elimination of price
controls, civil service reform, tax reform, customs
administration reform, and Paris Club and commercial bank debt
restructuring. The final negotiated conditionality would be sent
for AA/LAC concurrence before actual obligation of the grant
funds.

a. -~ Revised Investment Code:

The GODR's program specifically commits the GODR to implement
measures to encourage forelgn investment, including
liberalization of profit repatriation controls. The conditions
necessary for attracting neaded foreign investment include clear
rulos of the game with respect to the kinds of investment
permitted, registration of investment costs, and profit
repatriation,

The deficiencies of Law 861 deallng with foreign investment
should be corrected goon. The rules for repatriation of an
investment registered with the GODR, recognition of capital
gaina, reinvestment of profits and repatriation of profits are
restrictive, Modification of Law 861 to reduce these



18

restrictions would substantially enhance the ability of the
country to attract substantially increased flows of direct
foreign investment and improve Dominican competitiveness by

reducing barriers to entry in a wide range of productive
activities.

-= Proposed CP for the second tranche: Evidence that the GODR
has established a high level Investment Code Reform Committee of
GODR officials and private sector representatives to prepare
drgft legislation reforming the Investment Code {Law 861}. Such
evidence would include an official announcement of the

representatives appointed to the committee and the objectives of
the committee.

=- Proposed CP for third tranche: Evidence that the GODR has
appropriately reviewed all proposals of the Investment Code
Reform Committee and has prepared and forwarded to the Dominican
Congress draft legislation reforming the Investment Code.

b. == Promulgate Electric Power Implementing Regulations:

USAID hae collaborated with the GODR the past three years to
develop new legislation and a regulatory framework that would
permit and encourage private investment in the electric power
sector. Llegislation establishing incentives for private sector
investment in electric power projects was promulgated in February
1990. This legislation, Law 14-90, also established a new agency
te coordinate and regulate commercial activities in the electric
power sector. USAID responded with a special technical
assistance project with the objectives of assisting the GODR to
develop sound implementing regulations for Law 14-90 and provide
assigtance in the initial organization and start-up of the new
regulatory agency.

Adequate draft implementing regulations resulting from this
assistance are available but have not yet been promulgated.
Promulgation of these regulations is essential to clarify and
focus implementation of the legislation. Significant new private
investment is unlikely to occur until these regulations have been
promulgated.

tince lLaw 14-90 requires repeal or substitution of any other law
or part of a law contrary to lt, the implementing regulations of
other legislation and monetary authority resolutions will also
need to be amended to incorporate the provisions of Law 14-90 and
corresponding implementing regulations.

-- Proposed CP for the second tranche: Evidence that the GODR
has promulgated sound implementing regulations for Law 14-90 and
that contradictory laws and regqulations have been appropriately
nodifiad.
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—-- Proposed CP for the third tranche: Evidence that the GODR ig

i;ll{4igglomenting the promulgated lmplementing regulations for
A\ - .

¢. == Privatization:

Divestiture of some state-owned enterprises, including effortes to
privatize the Dominican Electric Power Company (CDE) and
authorization of the salc of stock of the national airline and
the state-owned glass company, are stated objectives of the
Letter of Intent. There are companies that can be sold quickly
to interested Dominican investors, in particular, the National
glass factory, for which preliminary negotiations have already
occurred. It is understood that should the government divest the
glass factory, the expected purchasers are prepared to make
substantial additional investmente to modernize and expand
installed capacity. ESF conditionality in support of this sale
could break the ice in this politically sensitive area and pave
the way for further privatization actiens.

Some progreas has already been made with efforts to privatize CDE
in order to increase further the efficiency of its operations.
CDE recently invested in a joint venture for a small power plant
on the North Coast with private investors, and intends to
¢contract certain operations such as meter reading and revenue
cellections with private sector managers. Options for eventual
divestiture of CDE are being considered, but actual sale of the
company is net likely over the near-term.

=~ Proposed CP for the second tranche: Evlidence that the GODR
has initiated sale of the state-owned glass factory, or made
other equivalent progress with a privatization acceptable to
USAID.

-~ Proposed CP for the third tranche: Evidence that the electric
company {(CDE) has been converted to a stock company, that all CDE
debt obligations had been assumed by the GODR, that all sales
proceeds in excess of debt service needs were being transferred
to CDE for internal inveetment, that at least 5 percent of the
shares had been placed for sale on the private market, and that
an official public notice has been given of a schedule for
selling a majority of shares to the public within two years.

d. ~= Elimination of Price Controls:

The Letter of Intent indicates that the government intends to
eliminate all remainlng price controls as permitted by economic
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conditions and the availabllity of resources. Although price
controls on most products were not generally enforced during
1990, and recent over-all price deflation has obviated the need
for active enforcement, it is unlikely that remaining price
controls will be removed during 1991, Politically, the
government needs popular perception that the economy is
recovering from the current recession, and implementation of a
sagety net for the poorest groups of society in order to remove
price controls, even though removal of price controls would not
significantly affect prices actually charged for nominally
controlled products. Assuming the projected recovery occurs in
1992, price controles could be eliminated and the price control
office closed. ESF conditionality could ensure that this occurs.

-- Proposed CP for the third tranche: Evidence that all price
controls have been eliminated and the price control office
closed. Such evidence would include the issuance of a decree or
official public notice eliminating all price controls and the
agtual closure of the price control office.

e. == Civil Service Reform:

Tho Letter of Intent refers to enabling the Dominican Republic to
compete more effectively in an increasingly integrated
international environment through an enhanced role for private
sector initiative supported by an efficient public sector.
Moreover, the Letter of Intent attributes recent declines in tax
collections in part to problems of administration and control.

Legislation for civil service reform (Law 14-91) was recently
approved by the Congress and promulgated by the executive. An
efficient, professional civil service is the main objective of
the recently promulgated civil service legislation. The
legislation specifically identifies Customs and the Ministry of
Finance as priority areas for initial implementation. Moreover,
the Minister of Finance has recently indicated willingness to
move quickly to implement priority reforms in her offices. A work
plan has been developed to draft implementing regulations to be
completed over a period of two years. Core implementing
regulations could be completed in about six months. Their timely
completion could be ensured by ESF conditionality.

-=- Proposed CP for the second tranche: Evidence that core
implementing regulations for civil service reform in Customs and
the Ministry of finance and Customs have been completed,

-- Propesed CP for the third tranche: Evidence acceptable to
USAID of satisfactory progress with the GODR's preparation of
remaining implementing regulations for civil service reform.

f. -- Tax Reform Legislation:
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The GODR has indimated that it intends to submit to the congress
a tax reform package that will include measuree to further raduce
customs exonerations, increase the rates and broaden the base of
the value added tax, broaden the base for individual and buginess
income tax, and continue to replace specific taxes with ad
valorem taxes. ESF conditionality in support of this could
prevent further delay of this important tax legislation.

~- Proposed CP for the second tranche: Evidence that the GODR has
subnitted draft tax reform legislation to the Dominican Congress.

g. ~- Customs Administrative Reform

Although the GODR has recently reduced the number of steps
required to clear merchandise, customs administration remains a

gerious bottleneck to increased trade flows. It can take up to
60 days to clear customs.

-- Proposed CP for the third tranche:; Progress acceptable to
USAID of advances in reducing the time required for clearing
merchandise,

h.-- Debt Restructuring

Arrears to the Paris Club donors and commercial banks block the
resumption of capital flows into Dominican Republic. USG debt
forgiveness under the Enterprise for the America's Initiative
requires a satisfactory arrangement with commercial banks, Paris
Club rescheduling is expected to be completed by the end of 1991,
and commercial bank rescheduling should be finalized sometime
during the first half of 1992, Because these negotiations
require the agreement of many third parties, it probably would
not be constructive to impose conditionality requiring completion
of negotiations. But good-faith efforts on the part of the GODR
could be required.

== Proposged CP for the second and third tranches: Evidence
acceptable to USAID that the GODR is making all good=faith
efforts required to negotiate satisfactory debt restructuring
with the Paris Club and commercial banks.

C. Negotiating Strategqgy

The above proposed conditionality is 1lllustrative of the final
conditionality that the Mission proposes to negotiate with the
GODR. Preliminary informal discussions with various GODR
offloials suggest that once official negotiations are approved by
the DAEC, conditionality similar to the above will be agreed to.
However, the Mission fully expects that there will be sone
significant changes, including the deletion of some sensitive
¢onditions and/or their substitution by alternatives developed
during negotiations. Once the final conditionality has been
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negotiataed, tha Mission will eeck the concurrence of the AR/ LAC
before obligating FY 1992 ESF funds.

The menu of proposed conditionality includes measures important
to the sustained implementation of the GODR's reform program.

The common element of all the conditionality components is that
they have been described in the GODR's Letter of Intent or are
related. However, the Stand-by program only requires performance
witp respect to financial programming targets., The Miseion
believes that ESF conditionality can enhance the prospects for
actual implementation of the financial programming targets and

the policy reform components of the GODR's over-all program begun
in August 199%0.

The Mission believes that approval of the PAAD for FYs 1991-92 at
the 40 million dollar level will significantly enhance the
prospecte for successful negotiation and sustained implementation
of a comprehensive package of policy reforms. It will also help
to pull the econemy out of the current recession and restore
rapid, sustained growth needed to reduce unemployment and
poverty.

VI. Program Financial Plan and Accountability
A, Inmplementing Arrangements

The Grantee would be the GODR represented by the Technical
Secretariat of the Presidency {TSP)} and the Central Bank. The
TSP and Central Bank will ensure that all documentation necessary
to monitor policy performance under the ESF program will be made
available to USAID. The Central Bank will establish an
uncommingled separate account for the dollars and maintain all
documentation necessary for audit purposes, The project will be
managed by USAID's Office of Policy and Demccratic Initiatives.
The Contreller's Office wlll provide oversight of the GODR's
dollar uses and USAID's use of the local currency for the OE
Truat Fund.

B. Dollar Uses and Financial Oversight

Tha proposed 10 million dollars in FY 1891 ESF and 30 million
dollars of FY 1692 ESF would be provided in three tranches. The
first tranche of 10 million dollars is expected to be disbursed
in October 1991, the second for 15 million dollars in February
1992, and the third for 15 million dollars in August 1992. The
USG will deposit its ESF contribution in an uncommingled
“"geparate Account" in the name of the Central Bank of the D.R. in
a designated bank until it is a withdrawn by the GODR for the
purpos¢ of making debt payments. The GODR will commit to
repaying the IFIs and the USG directly from the Separate Account,
The GODR will also agree to provide USAID with a monthly
astatement from the account, copies of telex orders relating to
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withdrawals from the account which indlicate the institution and
loan number for which payment is made, and copies of tha telex
receipt of funds from the IFI paid. With this documentation,
USAID will track and monitor that funds are used only for
eligible transactions. The ESF agreement will contain a
redeposit clause in the event that a withdrawal is made for an
ineligible use. The account will be interest bearing, and
interest earned will also be used to make debt payments.

se in the S rate Acgcount -~ Once the Dominican
Republic has complied with the conditions precedent to
disbursement for each tranche of the cash transfer program, the
associated dollar funds will be deposited into the GODR's
Separate Dollar Account (in the name of the Central Bank of the
D.R.) 1in the designated bank and will be recognized as
expenditure once so deposited., The account will be interest-
bearing.

C. Local Currency Use

The Central Bank of the Dominican Repuklic will deposit the peso
equivalent of up to 10 percent of each dollar disbursement into
the account of the USAID OFE Trust Fund to help cover operating
expenges., The deposits will be made within thirty (30} days of
the dollar disbursements and will use the highest not-illegal
exchange rate on the day of the disbursement.
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DOMINICAN REPUBLIC: POPULATION, NAT'L ACCOUNTS and PRICES 1980-92
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| POPULATION
} Thousands

| Growth Rate

|

l NATIONAL ACCOUNTS

| GOP, curr. pricea (mi11 pesos)
| GOP, 1980 prices (miil. pesos)
| Real GDP Growth Rate (%)

| Real Per Capita GDP

| Real PC GDP Growth Rate (%)

l
| Gross Oomestic Investment/GOP
| Private

| Public

| Gross Rational Savings/GDP (%)
| Private

| Public

| Foreign Savings/GDP (X)

|

| PRICES

| GOP Price Deflator

| Annual Change (%)

| Consumer Prices (Dec.)

|  Annual Changs (X)

| Exchange Rate (Annual Average)
| Depreciation {-, %}

!

1980

5697
2.4

6631
6631
6.1
1164
3.6

24.9
19.7

5.2
14.8
13.3

1.5
10.1

100.0
13.7
100.0
16.7
1.0
0.0

7267
6905
4.1
1183
1.7

23.4
18.8
4.5
17.8
17.3
0.5
5.6

105.2
5.2
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1.5
1.0
0.0

7964
7031

1.8
1176
-0.6

20.3
16.4

3.8
14.0
15.3
-1.3

6.3

113.3
7.7
115.8
1.7
1.1
-8.3

8623
7398
5.2
1208
2.7

21.2
17.9

3.3
16.3
17.6
-1.3

4.9

116.6
2.9
129.7
12.0
1.3
-13.5

10355
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0.5
1186
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14.8
17.8
-3.0
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DRDAT3: LAC/DPP TABLE II
8/41 DOMINICAN RFDIINI 1C: BALANGE OF PAYMENIS 198Q-3%
{In mi111ens of USS)

-------------------------------------------------------------------------

Prog  Prog |
| 1980 1981 1682 1963 19R4 1985 1086 1007 1864  Igsy  16Y0 1981 1997 |
: HALANCE OF PAYMFNTS (mi17. us¢) |
| Current Account -075  -423  -458  -441  -372  -315  -231  -431 171 -396 -261 .212 -21§

] Trade Balance =558  -264 -490 -497 -422 -54B -630 -880 -718 -1039 -1057 -976 -1061

| Exports fob 962 1188 768 785 @35 738 722 71 890 925 736 775 @06

| Imports fob -1520 -1452 -1267 -1282 -1257 -1285 -1352 -1592 -1608 -1964 -1792 -1751 -1867 |

|  Services (net) -300 -335 -158  -139  -156 -8 157 189 258 343 481 435 503 |

{ Private Transfers 183 176 180 196 205 242 @42 260 283 301 315 330 343 |
|

| Capital Account 53 320 150 78 218 779 130 -127  -43 165 248 64 70

| Official Transfers 5 17 15 20 60 114 29 $5 85 84 56 56 75

| Official Capital (net) 366 174 226 72 .19 42¢  -279  -320 =238  -16 -302  -57  -7§

| Direct Investment 63 80 -1 48 69 37 50 89 106 110 133 145 150

| Other Private (including 103 50 -90 -62 108 199 330 . 8 21 -14 -132 -0 =80

| errors and omissions) |

| other a1 -8 -3 -3 4 =32 a8 184 1 - 0 0 o |

| Overal) Balance -107  -110 -311  -366  -162 432 -149 -375 -213 -452 -507 -148 -145§ l

I

| EXTERNAL DEST |

| Outstanding, Dec. 31 1929 Q222 2788 3166 3403 3638 3874 3754 3893 3893 4482 4673.1 4824.5 |

| Outstanding/GOP (%) 29 3 41 46 64 78 89 6 31 61 63 65.0 65,7 |

| Debt Service ratio (X) 22 24 33 2r 38 27 35 26 26 26 33 158 13.4 |

| Arrears, Dec. 31 139 179 %46 503 rsb 1479 =

I

Sources: IMF Article IV, Dec. 1989, World Tables 1983-90, USAID 8/90 & 1/91.
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8/91 NOMINICAN REPUBLIC: PUBLIC SECTOR QPRERAVIONS 1980-92
{In millions of fominican Pecos)

------------------------------
----------------------------------------------------------------------------------------

Prog Prog |
‘ Concepts\Yaars 1960 1981 1982 1983 1084 1985 1986 1987 108t 1509 1990 199} 189z
|GOP, curr, prices (mill pesos) 6631 7267 7964 8623 10355 12973 15750 19536 28353 42393 60555 95923 1141490

| PUBLIC SECTOR OPERATIONS (m111 pesos)
| Tetal Revanue $/7 1008 880 1074 1447 2401 2187 3273 5283 7163 7527 11576.0 14741.

l
I
I
I
l
|
|
|

8
| Current Expenditures 865 958 941 988 1125 2155 1808 1880 2820 4467 6009 8671.3 10202.2

| Capital Expenditures 513 an 210 432 457 N4l 813 ¢1%  A4RK  ATEE 4406 £045.4  0090,9

| Central Bank Luases na na na na 2683 70 363 267 768 77

| Residual Deficit 353 12 231 161 711 726 389 24,4  24.9

| veticit bsfore Grants{commitments) -397 =448 <558 -433 -75% -B77 -1052 -12i4 -2182 -2BS5 -~3367 =-2366 -2182 |
| Grants 60 340 120 222 240 ¢S5 285 R59.0  350.0 |
| Deficit after Granta [sammitwwnle) -oyb  -329 -924 -992 -1952 -2330 -3102 ~2007 -1823 |
| Interest Arresrs na na na na 0 187 151 228 320 1097 1898 0.0 0.0

| Financing 397 448 558 361 686 132 77 764 1632 1533 1204 2007 1823 |
|  Foreign 297 106 174 78 332 835 247 186 277 784 341 2007 1923 |
| Domestic 100 2343 383 283 365 -403 526 598 1355 Y49 863 0 -100

| I
|PUBLIC SCCTOR OPERATIONS (% GOP) |
| Total Revenue 14.7 13.9 11.0 12.5 14.0 17.2 13.7 16.8 187 168 12.4 12,1 12.9 |
| Current Expenditures 13.0 13.2 11.8 11.6 10.9 15.4 11,5 9.6 9.2 1¢.5 9.9 9.0 8.9 |
| Capital Expenditures 7.7 6.5 3.8 50 4.2 6.0 52 11.1 11,9 11.3 74 5.5 5.9 |
| Central Bank Losses 00 0.0 0.0 00 2.7 05 2.3 14 2.7 02 00 0.0 0.0

| Residual Deficit 0.0 00 0.0 00 35 0.1 1.5 08 2.5 1.7 0.6 0.0 0.0 |
| Oeficit before Grants{conmitments) -6.0 -6.2 -7.0 =-5.0 -1.3 -4.8 -67 -6.2 -1.7 -6.8 ~-5.6 -2.5 -1.9|
|  Grants 0.0 00 00 00 06 2.5 0.8 1.1 0.8 06 0.4 0.4 0.3 |
| Deficit after Grants (commitments) 0.0 0.0 0.0 0.0 -67 -24 -58 -5.1 -6.9 -6.2 ~5.1 -2l -1.6 |
|  Interest Arrears 0.0 0.0 00 00 60 14 1.0 1.2 11 2.6 3.1 0.0 0.0

| Financing 6.0 6.2 7.0 42 &7 09 48 39 58 36 2.0 2.1 1.8 |
|  Fareign 45 1.5 2.2 0.8 3.2 38 1.6 029 1.0 1.9 0.6 2.1 1.7/}
|  Domestic 1.5 4.7 48 3.3 35 -2.9 33 31 48 1.8 1.4 0.0 -0.1 :
|




IABLE TV

DOMINICAN RCPUDLIC: SUMMARY UPEKAIIONS OF THE CENTRAL BANK

AND THE CONSOLIDATED BANKING SYSTEM 1986-42
(In mi111ons ot Dominican Pesos)

DRNATS: 1t Ar/non

8/81
|
} Concents\Years 1986
| CENTRAL BANK

| Nat Foretgn Acscta (End of Period) -517.0

l

| Net Domestic Credit ¢781.0
Public Sector 1982.0
Qther 799.0

Liabiltties with the Private Sector 84%.0

Currency in Circulation 937.0

Demand Depostts 11,0

Net Domestic Assets * 1454.0
* (Currency {n Circul. - NFA)

CONSOLIDATED BANKING SYSTEM

Nat Forcign Assets (Cnd ul Pertod) «503

5850

Public Sectar 2456

Private Sector 2657

Other L1

Private Capital and Surpius 381.0

Liabiltties with the Private Sector 4584.0

|
l
|
!
|
|
|
3
|
f
|
|
|
I
|
| Net Domestic Credit
l
|
|
|
l
l
l
|
|
l
|
|
|
|
|

Noney (M3) 4203.0
Currengy in Circulation 837.0
Demand Depasits 8499.0
Time and Savinga Deposits 1890.0
Other L{abilities (net) 477.0

4706.0

Het Domoatic Assets {M3-NFA)

acxe

-1427.¢

3s531.0
2675.0
886.¢

1321.0
1313.0
8.0

2740.0

~1276

7615
305%
3324
723
517.0

5392.0
4876.0
1313.0
11%7.0
1885.2

521.0

6L42.0

=

__________________________

-1018.8

-------------------------
..............................................................

Prog Prog
1991 1882

~1731.3 -2215.4 -1772.9 «326.8

4711.8
3876.0
835.8

¢e22,
4517.
2104,

10242,

ranns
8@,

4744,

12265.8 13229.5
70i6.3 7y86.7

5237.3 5342.8

th € s
[ B A% ]

1888.0
1876.0
42.9

2722.0
2664.,5
4z.0

402¢.1
3717.2
39.8

£308.5 4738.1
4284.4 4712.8
15.3 10.0

239E.8 . 43958 5832.6 6€057.3 5239.6

-443  -1138 -1602.3 -949.0 352.4

9437
4407

14519
8155

20095.8
6017.9

24072.3 26669.8
7538.0 8406.4
4345 6701 8943.7 10648.6 12057.9
744 2663 §13¢4 5866 6206

|
{
- |
|
|
|
I

|
i

l
{

|
|
|
|
l
|

|
l
|

!
|
|
|
l
[
|
|
|
[
|
8672.0 11602.0 15527.5 18329.4 20811.4 |
7845.0 10497,9 13923.2 16635.4 19117.4 |
1876.0 2664.5 3717.2 4284 4 4712.8 |
2215,0 2350.0 3373.0¢ - - |
2646.0 4176.0 5817.0 - - |
908.0 1307.4 1016.0 - - |
|

l

8287.8 11635.3 15525.5 17534.4 18765.0 |

Ride LSS CTXILRLLSCTTSEPARSRETTTEES




ORDATG: LAC/OPP TABLE V
OOMINIGAN REPUBLIL: Performance Criteria for Stanc-By A“rangement tn 1991

| Details June 30 Saptember 30 Decamber 81

| {(In mi1tions of Deminican Pesos)

A ymACccMms . D va

Net Credit of the Cenlral Bank and the
Bancn de Reservac to the Neafinaucial
Publ{e Sector
feiling -900 -500 -

Net Domestic Assets of the Munetary
Authoritias (effective Mows)
failing -1,200 -400 -500

|
!
|
I
!
l
I
I
I
I
|

| Ovarail defiofit of the Nanflusncial
Public Sector

Ceiling 810 1,550 2,007

(In mt1l1ens of U.§. dollars)

Nat foraign borrowing by thePublic Sector

Ceiling 4% 42 45
Subteiling 10 10 10

Net International Raszerves of the Munetary
Author{ties
Floor 100 90 80

Reduction in Nearestruclurable Arrears
through cash payments
Target - 20 80

I
|
l
I
l
I
|
|
|
|
!
I
I
l
I
l
|
l

——— EQkogE=daTE = 2 ERESmx

Sourcee : DR Authorftics and IMF staff astimates.




AGFENCY FOR INMTERNATIONAL DEVELOYMENT

Washingtun, D.C, 20323

ENVIRONMENTAL THRESHOLD DECISION

Life of Project
EE Pr c

Recommended Threshold
Burcay Threshold Decision:
Comments

Copy to

Copy to

Copy to

Copy to

Dominican Republic

Investment and Trade Expansion Program
517-0263

40.0 million (ESF)

2 years (FY 91-92)

Douglas A. Chiriboga

Acting Dcputy Director, USAID/Dominican
Republic

Categorical Exclusion

Concur with Recommendation

None

Jeffrey Bvans, LAC/DR

Gussie Daniels, LAC/CAR

James Hradsky, LAC/DR/CAR

IRE file

Date
James Hester
Deputy Environmental Officer
Bureau for Lutin America and
the Caribbeun
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Agency for International Development
Washington, D.C. 20523

INTTIAT RNVIROMMIEMNTAL RAANMUNA 1IN

Project Location Dominican Republic

Project Title : Investment and Trade Expansion
Project Number : 517-0263

Funding : $40 milljon (FSF)

Life of Projccet : 2 Years (FYY1 and FY92)

IEE Prepared by Douglas A. Chiriboga

Acting Deputy Director, USAID/DR
Recommendcd Threshold Decision;
a. Recommendatjon:

After repcated ad hoc uttempts to deal with the deteriorating policy environment, in August
1990, the Government of the Dominican Republic (GODR) initiated & comprehensive
economic reform program that has produced dramatic results. Domestic financing of the
public sector deficit has been eliminated. A tight monetary policy, positive real interest rates
coupled with the adoption of a unified market-determined exchange rate have produced
price and exchange rate stability, increased the net international reserves, and the reduction
of arrears to the International Financlal Institutions (IFI)s. However, the short-term costs
of the program in terms of economic recession and increasing unemployment are serious
constraints to its sustained implementation without increased assistance from the donors.
ALLD. will support the sustained implementation of the reform program and the recently
initiated stand-by arcangement with the IMF with the ESF resources in FY91 and FY92.
The ESF resources will be provided in the form of a cash transfer to help the GODR meet
its debt service to the IFls and the United States Government, Dishursements will be made
in three tranches, after the GODR satisfies certain conditionalitics. Condition Precedent to
disbursement of the first tranche would be the sustained implementation of the economic
reform program and the stand-by arrangement with the IMF. Conditionalities for the seccond
and thirds tranches would focus on policies to support structural reform designed to attract
investments needed to restore growth to the Dominican economy, and continued compliance
with sustained implementation of the economic reform program and the IMF stund-by
arrangement. The only local currency generated under the program will be up to 10% of the
amounts obligated for the Mission's operating expense trust fund.



2-

Pursuant to ALD. environmental regulations [22 CFR Part 216.2 (¢) (1) (i) and (i)}, no
further environmental review is required and a categorical exclusion applies when:

(i)  "The action does not have an effect on the natural or physical environment;" and

(i) "ALD. does not have knowledge of or control over, and the objective of ALD, in
furnishing assistance does not require, either prior to approval of financing or prior
to implementation of specific activities, knowledge of or control over, the details of
the specific activities that have an effect on the physical and natural environment for
which financing is approved by ALD."

Based on A.LD, regulations in Handbook 3, Chapter 2, the ALD, Mission to the Dominican
Republic recommends that no further environmental study be undertaken for this PAAD
and that a “categorical exclusion" be approved.

Concurrence: WQ IQ
Raymond Ritenburg, Director

USAID/Dominican Republic

draft:DAChiriboga




