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5. To
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6. OYB Change Number
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Qi
__LAC/DR, Dwi .- n

9, Approval Requestel for Confmitment of
s 8,000,000.
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LESA83-35517-KL31 72-1131037

1. Type Funding 12. Lbcal Currency Arrangement

_ml Loan [ Grant | T informat (XJ Formal £ None

18. Estimated Delivery Period 14. Transaction Eligibility Date
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»5, Commodities Financed

N/A
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U,S. only us. $8,000,000
Limited F.W. Industrialized Countries
Free World Local
Cash 5810007000 Other

ion . .
““amendment to increase funding

18, Sun;ﬁ’a{% Dfécrg}g

(Project §517-0171, Loan $517-K-039) by $8,000,000 to $49,000,000.

for the Private Enterprise Sector Dev, Program
Additional funds are being

requested to implement the following strategy:

(1) A.I.D. to provide additional immedia
provision of a $8 million cash transfer to th
made available from the loan subject to a con
months, it will allocate at least an equivale

te BOP relief to the Dominican economy by the
e Central Bank. The foreign exchange will be
venant by the GOLR that in the succeeding 12
nt amount of foreign exchange to the privace

sector for the importation of essential raw materials, intermediate goods, and capital goods

from the U.S. for private sector industry and
imports of eligible commodities by the privat
report of these transactions. All necessary
Central Bank for mission review.

(2) The GODR to provide as counterpart f
held in special accounts. In accordance with

agriculture. The Central Bank will document
e sector and provide the mission with a quarterly
supporting documents will be maintained by the

unding, the peso equivalent of $8 million to be
the mission development strategy elaborated in

the FY 1985 CDSS, this counterpart fund will be used to finance high priority private sector
developent needs. The GODR has requested that counterpart funds be utilized to provide

assistance to two general areas:

(a) RD pesos three million to support private sector export

expansion including the development of free zone facilities; and (b) RD pesos five million in
support of a productive infrastructure principally to accelerate execution of IDB, IBRD and

AID projects, which are necessary for private
The dollar loan will be repaid

sector investment.

in 25 years with a 10 year grace period. Interest will be

_gaid_at_the_rate_of_z_pezcent_
19, Clearances ate . Action
LAC/DP, D. Erbe  DiJ o r |53 KyT™ y
GC/LAC, R. Meighan —-7) , 2 /25718 3 & apprOVED ) DISAPPROVED
LAC/CAR, J. Holtaway /I Wi &]23 __ . '
M/FM, C. Christensen ~U° %9 Authon@mw. ‘M Dateq/21/b>
ARW/ESE, R. Bash q2.¥ Marshall D. Browm
_IXC/OR, W. Stickel g smith [£< (10, Title
DAA/LAC, I. A. Levy N X - 2 [4? Acting AA/LAC '
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E.0. 12356: H/A

SUBJECT: "PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD} - AMENDMENT TO
PROJECT KO. S17-0208 .

1. SUMHMARY, THIS CAELE COHSTITUTES THE PARD TO AHEND THE

ONGOIHG PRIVATE ENTERPRIST SECTOR GEVELOPHENT PROGRAM (PROJECT
hUMBER 517-0203, LOAN KUNBER SI7-K-038). THIS AMENDNENT WILL

A0D DOLS. 8.0 MILLION TO KL OHGOGING ECONOMIC SUPPORT FUND

(ESF) LOAN. MISSION REQUZTTS AID/Y RUTHORIZATION 10 OBLIGATE

THIS ANENDMENT FRIGR 10 TCPTERBIR 30. END SUNHARY,

2, PECCHMENDATION: USAIL/LOMINICAN PEPUBL LT RECONMENDS
AUTHORIZATION OF A DOLS & @ MILLIGH INCREASE 10 THE OHGOING
PRIVATE ENTERPRISE SLCTOR LEVELOPMENT PRCOGRSN THIS SNCREASE
*VILL RAISE THE EMISTING ECF, LOAN TO & TGT#L OF DOLS. 49
HILLION. THE DOLLAR LGAN WILL BC PEFAED IB 25 YEARS WITH A
16-YEAR GRACE FERIOD. ThE DTERCST WiLl BC 2 PERCENT DURING
THE GRACE PERIOD AND 2 PERCENT THEKCAFTER,

3. BORRCWER: ThE BORFGUED WILL BE THE GOVERNMINT OF THE
DOMINICAN REFUBLIG (GODR). THE TECHNICAL SECRCTARIAT OF THE
PRESIDENCY (STP) WILL Gt THE OFFICIAL GODR PROJECT
REPRESENTAT|VE. .

4.. PROGRAH SUMNARY:

A. DURING RECENT YEARS THE CCMINICAN ECOMOMY HAS

SUFFERED" SERIOUSLY FROM DEFRESSED IRTERNATIONAL PRICES FOR {15
HAJOR PRODUCTS, SHORTAGET GF FOREIGH EACHENGE AND COMSTRICTED
tHPORTS, REDUCED REVERNES, SCARCITY OF CRECIT AMD PHVESTHMENT
GROWING PUBLIC SECTOR OEFICITS, #ND A POLICY FRANEWORK WHICH
HAS EMPHASIZED IHPORT SUESTHIUTION a%0 DBEPENDENCE UPON EXPORTS
OF TRADITIONAL AGRICULATUREL AND MINERAL CUHMHCDITIES.

8. IN RESPONSE TO TH15 SEVERE ECCNOMIC SITUATION, THE

"GOVERNMENT OF PRESIDENT JORGE BLANCO, WHO ASTUMED OFFICE IN
AUGUST 1982, IHHLDIATELY FORMULATED 50TH SHORT-ANL HEDIUM-TERN
STRATEGIES AIMED AT ECGLO'MIC F2ZOVERY. THESE STRATEGIES VERE
CONSISTERT WITH RECONPENDALICHS PRESENTED TO THE GODR BY THE
VORLD BARK IN JUNE 1962 CALLING FOR A NARROWING OF. THE CENTRAL
GOVERNHENT'S FISCAL DEFICIT, A JPURRING OF THE SAGGING
DOMIHICAN PRIVATE SCCTOR, AND PROMOT!ON OF MNOW-TRADITIONAL
EXPORTS TO IMPROVE THE COUNTRY’S FORE!IGN EYCHANGE POSITION,
ALTHOUGH THE GODR HAS BEGUH PLANNING AND |MPLEMENTATION TO )
ACHIEVE THESE OBJECTIVES, 11 WILL TAKE TIME FOR THESE REMEDIAL
ACTIONS TO HAVE A SIGNIFICANT POSITIVE [MPACT,

C. THE GODR HAS UDEMONSTRATED THAY #T (S DETERMINED TO
CONFRONT THE CURRLHT ECONOMIC CRIGIN. (N ADDITION TC ITS
ANNOUNCEMERT &HD IHPLEFENTRYION OF A SERIES OF ECONOMIC
REFORNMS, THL GODR REACHED AAREEMLHT TN JANUARY 1983 WITH THE
IHF FOR AH EXTENOLD FUND FACILITY (ETF), TOTELING DOLS. 439
HILLIDN OVER 3 YEARS BLGIMNING 1N 1333, IT WAS KGAUNST THIS -
BACKDROP THAT THE USG anD THE GODR EYECUTED ONM SEPTEMBER 30,
1982 A LOAN AWREEMENT 10 PROVIDE DOLS. 41.0 ﬂlllION‘IH

0. DURING THE FIRST HALI OF 1883 THE GODK HAS CSATISIIED
ALL HF CONDITIONS FOR THE LFF, PaRTY DUE TG THE GODR EFFORT
TO COMPLY VITH THE IHF AGRIEKCNT, THE BOP SLIUATION INPROVED
SUBSTANTEALLY DURING THL JAMUERY-JUNF 1932 FERIOU. THE OVERALL
BOP OLFICIET [0l 1933 1S NOW ESTIMATED TO BL LOLS. £9 MILLION A3
COHPARLL TO THE DISHAL LEVEL OF DOLS. 337 1L 10 11 1932
THIS THPROVENENT, HOWLVER, 5 NOT DUE TO AN IHCROALE (N EXPORT
EARNINGS BUT PRIBARILY DUE TO THE RELCHCDUL G CF MORE THAN
DOLS. GO0 MWILLICH tN SHORT-TEKM CONMERCIAL B/iMs RKREARNGES,
THE COMMERCInL RESCHEGHLIHG AGREEMENT IS 10 PE SIGHED OF
SEPTEMBER 15, 1983. BEANWHILE, THE GODR HAS PROPOSED FORMALLY
TO THE GOVERNMERT OF FRANCL THE RCNEGOTI.ICH OF ITS OFFICIAL
DEBT THRQUGH THL PAKIC CLUG MECHANISH. §F COMPLLED BEFORE
YEAR END, THIS ACTICN WILL RELIEVE THE GOUR CGF ABOUT DOL. 8%
HILLEON 1N OFFICIAL DEET SERVICE 4N 1983, THE REDUSTION IN THE
OVERALL LOP DEFICIT, HOWTVER, 1S HOT AN INDICATION OF
{HPROVENMENT I THE ECONOM( BUT RATHER A NALIFESTATION OF
DEPRESSEQ ECONOMIC ACTIVITY. COMTINUED BOP ASSISTANCE 1S
CLEARLY tNOICATED BY THE FACY THAT THE NLT INTERNATLONAL
RESERVES HAVE DECLINED STEADILY TO NMINUS DOLY. 355 HILLION AS
OF HARCH 1983 ILDICATING A GEVERE SHORTAGE CF FORCIGH EXCHANGE

CRND LEMITED CSSENTIAL IMPORIS TO THE CCUITRY

UNCLASSIFIED

€. THE STRATEGY FROPOSED HEREIN IS FOR

1) THE USG 10 PROYIGE ADDITEOUNAL 1tEDIATE BOP
RELEEF TO THE DOMIMICAN FCONOMY B¢ ki PROVISION OF A DOLS &
HILLION CASH TRANSFER 1D THE CLHTRAL BAuK. THE FORE(GH
EXCHANGE WILL BE MADE AVAILABLE FROM THE LOAN SUBJECT TO A
COVENANT BY THL GOUR TEAT 1M THE SUCCEEDHHNG TWELVE MONTHS (T
WILL ALLOCATE AT LEAST At LOUIVALCHT AMGUHY OF FOREIGH EXCHANGE
TO THE PRIVATE SECTOR FUR TYHE 1HPORTATION UF ESCENTIAL RAW
HATERIALS, IMTERMEOIATE GOODS, AMD CAPITAL GOGDS FPOM THE U,
FOR PRIVATE SECTCR IHDUSTRY AMD AGRICULIURT. THE CECTRAL BANK
WILL DOCUMLHT INPORTS OF ELIGIBLE CONNMODITIES EY THE FRIVATE
SECTOR KHD PROVIDE THE MISS|ON WITH & QUARTCALY REPORT OF THESE
TRANSACTIONS, ALL MECESSARY SUPPORTING DOCULZNTS WLl LE
HAINTAINED BY THE CENTKAL BANK FOR MIGSION REVIEW

2) THE GODR TO PROYIDE, AS COUNTERPART FUNDING
THE PESO EQUIVELLNT OF DOLS. © MILLIGN TO BE KELD IN SPECIAL
ACCOUNTS. N ASCORGANCE WITH THE MI5SIO0N DEVELOPHENT STRATEGY
ELARORATED IN THE FY 1335 CDSS, TH!S COUNTERPART FUND WILL BE
USED TO FIMANCE HIGH FRICRITY PRIVATE SECTOR DEVELOPHENY
HEEDS. THE GODR HAS REGUESTED THAT CCUNTERPART FUNDS 8E
UTILIZED TO PRIVDE 4SSISTANCE 10 TWO GENERAL AREAS: (4) RD
PESOS 3 MILLION TO SUPPORT PRIVATE SECTOR EYPORT FXPANSION
INCLUDING THE DEVELOPNENT OF FREE ZORE FACILITIES; AND (B) RD
PESOS S MILLEON IN SUPPORT OF A PRODUCTIVE INFRASTRUCTURE
PRIHCIPALLY TO ACGELERATE EXECUTION OF (DB, IBRD AND AID
PRDJECTS, WHICH ARE NECESSARY FOR PRIVATE SECTOR INVESTMENT

S. DESCRIPTION OF ECONOMIC CONDITIONS - UPDATE:

RECORD opy
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A, DURING 1983, THE DOMINICAN ECONOMY APPEARS TO HAVE

HALTED 1TS DOWHSLIDE WHICH BEGAN WITH THE HEKR-DOUBLING OF
PETROLEUH PRICE IN 1978, TWO HLRTICAKE DISASTERS N 1979, AND
THE PRESCIPITOUS DROP OF WORtD SUGAR PRICES N 1381, DURFNG THE
.FIRST HALF OF 1983, SUGKR PRICES HAVE RECOVERED SLIGHTLY AS
HAVE PRICES OF GCLD, SILVER, AND FLRRCNICKEL. A SUBSTANTIAL
INCREASE |t TOURISH CARNINGS S FORECAST FOR 1953. REAL GDP
GROWTH FOR 1983 15 ESTILATED [N THE RANGE OF 2-3 FERCENT, VHICH
CONMPAKLS FAVORLBLY AGHILST 2ERQ GRCWTH [N 1802, THE

PRELININARY ESTINETES INDICATE, HOVEVER, THE PROSUCTIVE SECTORS
== AGR[CU[TURE AND O THRUZIRY -~ HFVE tHOT SHoun ANY GFFRECIACLE
IMPROVERENTS DURING THE FIRST HALF CF 19C3. IN AN OFEN ECONOMY
SUCH A3 THIS ONE, §T 1S UNRLALISTIC TO EXrPECT REAL CROWTH 1IN
PRODUCTION TO OCCUR WITHOUT INCREASES IN IMPCRTS OF PAW
HATERIALS, INTERMEDTATE 1NPUTS £ND CAPITAL, VARIOUT IHMPORT
STATISTICS SHOW & REDUCED 19383 INPORT LEVEL, [N CURRENT PRICES
FRCH THE DEPRESSED 1382 LEVLL. AS LONG A% INPORTS ARE RECESSED
AT THE 1982 LEVEL, MO REAL ECONOMIC GROWTH 15 LIKELY TO TAKE
PLACE N THE DOMINICAN [CCHONY. ‘

B. THE SINGLE MOST YRFORTANT EVENT S0 FAR I 1883 HAS
BEEN THE [HF AGREEMENT FCR AN EXTENDED FUND FACILETY SYGHED IN
JANUARY, UNDER THE AGRELNERT, THE GODR IS5 PERMITTED TO
PURCHASE ABOUT DCLS. 4S0 NyLi 1CH OVER 1983-1825, LPPROXIMATELY
DOLS. 190 MILLION EACH YEAR, WITH AUARTERLY IMF CONSULTATIONS.
THE {HF KGREEMENT CONTAIHNS THE USUAL PERFORISENCE CRITERIA
SPECIFIED ONE YEAR AT A TINE, RELATED TO FXPANSION OF NET
DOMESTIC CREDIT OF THE CENTRAL BGNK AND RESERVE BANK, NET
DOHESTIC ASSETS OF THL CCHTRAL BAMK, NET REDUCTION 1N EXTERNAL
PAYHENTS LRREARS, CENTRAL BANK NET INTERMATICMAL RESERVES, AS
WELL AS LIMITS ON THE CONTRACTING OF LEW EXTERMAL LOANS BY THE
PUBLIC SECTOR, A DOLS 1e0 MILLION REDUCTION (N CENTRAL BANK -
EXTERHAL PAYHENT ARREARAGES, AND A DOLG. 35 MtLLtON TRANSFER OF
OFFICIAL 1HPORTS IN 1523370 TEE PARALLEL EACHLNGE MARKET. THE
IWF ARRANCEMENT DtD NOT REQUIRE OTVALUATION CF THE CFFICIAL
EXCHANGE RATE, BUT EHCOURAGED LEGAI *ZATI0M ALD UTILIZATION OF
THE PARALLEL: EXCHANGE MARKET. IT WAS HYPOTHESIZED THAY A
POLICY OF BROADENING THE SCOPE GF THE PARALLEL FOREIGH EXCHANGE
HARKET WOULD FACILITATE UNITICATION OF THE EXCHANGE MARKET AT
SOME FUTURE TIHE AT A REALISTIC RATE,

C. WITH THE IHF AGREEMENT IN HAND, THE JORGE BLANCO
ADHINISTRATION LAUNCHID 1TS NCGOTIATIONS WETH COMMERCLAL BAMKS
T0 RESCHEDULE ARREARAGE PAYHMEMTS, ALTHOUGH THE NEGOTIATIOHS
WERE DELAYED CONSIDERALEBLY DUE TO DIFFLRENCES AMONG THE CREDITOR
BANKS OVER TERMS, THL DANKS AND THE GODR RLACHED AGREEHENT IN
LATE AUGUST Y0 RESCHEDULE REPAYHENTS CF MORE THAN DOLS. 600
HILLION N 1922/83 COMMERC{AL FRIEARAGES 10 FIVE YLARS MWITH A
ONE YEAR GRACE. THE INF AGRELHENT AND THFE COMMERCIAL
_RESCNEDULING D PROSPECTIVE FARIS CLUB RESCHIDULING WILL
RELIEVE PRESSURE ON THE BALANCE OF PAYMENTS SIGNIF]CAHTLY BUT
TERHPOARILY, ' ’ .

D. THE SLOW ECONOMIC GROWTH RATE DURING THE PAST FEW
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OF THE AVAILABLE WORKFOURCE. WOWEVER, THE COPSLRVAIIVE HONETARY
POLICY AND PRICE CCNTROL HEASURLS PURSUED BY THE GODR HAYE
LIMITED THE CO:NSULER PRICE JNFLATEQN 1N 1933 10 AROUE A 7
PERCENT ANNUAL RATE AHD THE HET DEPRFCIATION OF THE P2S0 10
UNDER 10 PERCENT. PERHKPS THE MOST RCHARKARLE OUTCONE OF THE
JORGE BLANCO'S ADMINISTRATION MUST KL ITS ALL OUT EFFSRT TO
INCREASE THE EFFICIENCY UF THE FUBLIC SECTOR EMTERPRIE
OPERATIONS. THE PRESIDEMT SCRUTINMIZED THE FINKNCIAL C ERATION
OF CEA, CDE, INESFRE, AND THL CURDE THTERFRIZES AND RIPORTED

JTHAT THEIR DEFICITS HAD BEEN REDUCED LETWECH 44 TO 74 PERCENT

DURING THE JANUARY-JUHE 1883 PERIOD, CCHPARED TO THOS: DURING
THE SAHE PERIOD Il 1932, THE BEFICIT OF THE CEMTRAL GIVERNHENT
HAS ALSO BEEN RLPORTED TO DECI {HE FROM RD PESOS 145 MILLION N
THE FIRST HALF OF 1822 10 R0 PECOS 85 MILLION DURING THE SANE
PERIOD IN 1983 -- A RLDUCTION OF 33 PERCEMI. THIS REM4RK..BLE
OUTCOME IS PRIMARILY DUL TO THE STEPPED UP EFFORT 1IN TAX
COLLECTION INITIATED WY THE JORGE BLANCO ADMINISTRATIOH

E. IN SUH, THE COMBINATION OF THE IMF AGKCENENT, T4E
RESCHEDULIKG OF THE COMMERCIAL AND OFFICHAL DEDT AND [RF
DETERMINED CFFORT BY THE GODR TO YMPROVE PUBLIC SECTOR
EFFICIENCY SEEN TO HAVE STALLLD OR EVEN HALTED THE eCINOMIC
SLIDE WHICK HAS MENPERED THL DOMINICAN ECONOLY FOR TH: PAST FEW
YOARS. HOWEVER, THE RCAL L[CONOMIC STCTCR WAL NOT YET INCREASED
PRODUCTION AND EXFORTS (N REGPONSE, FLRHAPS, THE HORL RELEVAHT
QUEST IO TO ASK 1S QUOTE WHY WOULD PRODUCTION AND IHVSTMENT
INCREASE UNCQUOTE. FCR THE IHF ARRANGEMENT 1S ESSONTIALLY A
STABILIZATION PROCRAN. THE IUF COHDITIONS, WHICH LIMIT NET
DOHESTIC CREDITS, NET DOMESTIC ASSETS CF THE CENTRAL 3ANHK, NET
EXTERNAL, FAYNENT, AAREARS, NET INTERNATIONAL RESERVES OF THE
CENTRAL BARK AND PLACE CEILINGS C!f FOREIGH EORROVING 3Y THE
PUBLIC SECTOR, COLSTRAIN THE GOGR FROM ADOPTING AN [Xx2ANSIOHARY

“ECONOMIC POLICY TOR THL DURATICN OF THE AGRLEREMT. WITHOUT
" THE CiHITLATION OF EXPAHSIOQNARY FOLICY MEASURES, 1T 1S UHLIKELY

THAT A NEW WAVE OF [INVESTHENT AND PRODUCTION ¥ILL BE
FORTHCOMING. 1N £UDITION, THE CCMMERCIAL DLDT RESCHEDJILING
PRQVIBES ONLY A OKE YEAR GRACE PERIOD (1984). THUS, T4E GODR
HUST FIHD WaYS OF IHCREASING ITS EARIINGS [N .THE SHORT TO
HEDJUM RUN TO MEET THE NEW DEET REPAYMENTS AND EXPAND THE
ECONOHY.

N
.

_ _ 1331 031434 A
YEARS HAS AGGRAVATED THE ALRTADY HIGH UNEHPLOYHNT 51rUATION
_SOHE REPORTS CLAIH THE UNEHPLOYIENT RATE 10 £7CEED 30 PLRCCNT

e~
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F. TO FICREASE ITS REVENUES AND FX POSITION, THREE
OPTIONS AFPEAR OFEN [0 THE GODR PCLICY HAKERS:

1) INCREASE LON-TRADITIONAL EXPORTS OF GOODS AND
SERVICES BY AT LEAST DOLS 150 HILLION A YEAR OVER THE 1985-89
PERIOD TO COVER THE UPCOMING ARREFRAGE REPAYMENT. HOWEVER, 1T

IS UNREALISTIC TO EXPECT MO4-TREDITIONLL EZPORTS TO INCPEASE AT
THIS RATE. IT WILL TAKE AT LEAST FOUR TO FIVE fEARS TO CHANGE
THE STRUCTURE OF THE ELONDHMY FRON {T5 142027 SUBSTITUTION TO
EXPORT EXPANSION BOBL. K3 LOUG AS THE GURALHT INPORY
SUBSTITUTION ENPLASIS 15 BANITAVHED, B0 DRASTIC INCREASE IN
HOM-TRADITIONAL EAPGATS MILL LILELY TAKE PLACE

2) HOPL FUR CHANGES I THL TERNS OF TREDE i1l FAVCR
OF DOMINICAN EXPORT COUIMODITIES TO 1NCREASE THE COUNTRY'S EOP
AUD REVERUE PO3IVICH. THE VORLD PRICL: OF SUGAR, COFFEE
COCOA, TOLACCO, GOLE, SILVER, MICHEL, tTC., HAY RISE [N THE
FUTURE THIREBY EASHNG THE EOREIGH EXCERNGE PRESSUPE FOR THE
TIME BEIKG, DUE TC Tht PROJICTED REOUCTION OF CONN CROPS THIS
YEAR [N THE U.5., IT IHGHT HaFEEN THAT SUGRR SUBSTITUICS MILL
NO LOHGER GF CONFETITIVE AND SUGAR PRICCS ACTLALLY HAY 60 UF
SUBSTANTIALLY. UNFORTUNATELY, WITH THIZ GPTICN THERE IS
NOTHING THAT THE GGOR CL# DC. IN ADDITION, EVEN IF THE TERMS
OF TRADE [MPROVE FOR 1OW, IT 15 LIKFLY TO BE ONLY A TRANSIENT
PHEMOHENON. E

3) INCREASE FGREIGN [NVESTHONT AND LONG-TCRH SOFT
LOANS TO HAKE UP [OR THE FX SHORTFALL. Tii5 OPTION WOULD
INCREASE FOREIGH EXCHANGE AVAILABILITY WHICK CAN BE USED TO
STIMULATE THE ECONOMY THROUGH [NVESTHENT, PRCDUCTION, AND
EX: ORTS WITHOUT THE DURDEN OF [MMEOIATE REPAYMENT. VHILE THE
GODR CAH HOPE FCF SOME VHPROVEMENT ()i PRICES OF ITS PRINCIPAL
EXPORTS AHD SONME INGREASES 11 ITS EYPURTS (N THE CHORT RUM,
INCREASED FOREIGH {RVCSTHENT ALD LONG-TERH SGFT LOANS APPEAR
THE HOST REALISTIC OPTIGN OPEN TO TRE GDOR POLICY MAKERS.
FOREIGR TNVESTHENT HAS THE ADVENTAGE CF PROVIDING INVESTUENT
CAPITAL, MARKETING KHOW-KOM A5 WELL AS PRODUCTION TECHNOLCGY
THE INTERHATIONAL DONOR COMMUNITY ALLO SHOULD PROVIDE THE BOP
ASSISTANCE FOR THE NEXT FOUR TO FIVE Y{ARS TO INCREASE IMPORTS
AND EXPORTS. :

6. BALANCE OF PAYMENTS UPDATE. (ALSO SEE ANNEX 1)

A, THE LATEST CENTRAL EBAWK PROJECTIGH FOR THE 1983 BOP
SHOWS SL1GHT IMPROVEMCNT 11 BOTH TRADE GALANGL AND NET
SERVIGES. THE TRAUE DEFICIT FOR 1983 1S PROJECTED AT DOLG 458
JILLICH; DOWN FROM THE 1982 DEFICIT OF DOLS. 490 MILLION. THIS
RECOVEFY (5 BASED ON & COMBINATION OF A PROJECTED SHALL
INCREASE 1N EXPORTS ALD REDUCED [1PORTS. THE DEFICIT 1N THE
INVISIBLE BALANCE 15 ALSO PROJECTED TO DECLIME SLIGHTLY FROH
DOLS. 157 MILLION IM tSE2 TD DOLS. 127 MILLION I 1983, HAINLY
DUE TO RISING TOURISH £XRIMNGS. AS A RESULT, THE CURRENMT
ACCOURT DEFICIT 15 PROJECTLD AT DOLS. 370 MILLION IN 1983, & .
REDUCTION OF DOLS. 72 MILLIGH FRON THE 1952 LEFICIT LEVEL.
ALTHOUGH THIS IS STILL A HIGH BEFICIT, 1T (S THE SHALLEST
CURRENT ACCOUNT DEFICIT SINCE 1979. THE CAPITAL AGCGUNT ALSO
PROJECTS SOME [HPROVLMCNTS. NET PRIVATE CAPITAL [NFLOW IS . -

PPEH-B1
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TELEGRAM
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TESTINATED AT HIHUS DOLS G MELLLON GOMPARED 10 THE [S1IUATED NET
COUTFLOW OF DOLS. 121 WILLION BURING LALT YEnR. YHE 40
AGREFUENT (D THE COM' RUIAL DEBT RCSCHEOW 1HU SEEH T0 FAVE NAD
POSITIVE THPACT O CREGIT AVAILABILITY. LN ADDITION, THE, HEY
OFFICIAL CAPITAL JHPLOW 15 PROJLCELD AT A SONQWAAY OPTLMISTIC
LEVEL OF DOLS., 285 HILLION, SOHME DOLS. G} MALLION HIGVHER THAN
LASY YEAR'S LEVEL. THE CVERnLL LOP DEFICIT FOR 1823 IS
ESTIHATED A1 DOLS. 83 HILLIGN, WHICH 15 FAR LLLS THAN THE DOLS.
337 HILLION DEFICIT ESTIMATLD FOR 1952
B, ME NMUST HASTEH TO £DD A WORD OF CAUTIOH. ALTHOUGH
THE CENTRAL BANK FROJECTS AN IMPROVED LOP PICTURE 1OR 1983, THE
JFAGURES INDICATE THAT THERL HAS HOT BEEH RCAL PROGRESS IN
EXTERNAL TRADE ON T¥D ACCOUNMTG: (1) THD OVERALL OOP 5 STILL
HEGATIVE. THAT MELLS, THE DOHINICAN ECUNCH( HUST RCDUCE §TS
INTERNATEONAL RECERVES WHICH ARL ALRLALY AT MINUS DOLS 855
MILLYON; AND €2) THE (HFEOVENSENY IS LHTIRCLY SUPERFICIAL AND
MAY BE TEMFGRARY LECAUSE THE GOP INPROVLEINT 1S LARGELY BASED
ON THE EXTLRLED REFAVNCNY SCHEDULE OF THE SHORT-TERW COMMERCIAL
ARREARS. UNDER THE NMEW REPAYMENT CUHEDULE, THE DOMIHICAN
ECONOMY WAL ONE YE£R (18C4) TO REVITALIZE §T13 EXPGRT SECTOR TO
EARN ADDITICHAL FGREIGN £XCHANGE SUFTICIENT TO COVER THE
ADDITIONAL SERVICES OF AFOUT DOLS, 150 MILLION PLR ANNUM
BEGINMING 10 1335, SINCE THE 1983 EOP ACCOYLT FAILS TO S:HOM
CANY APPRECIEBLE INCREASE I[N EXPORT EARNINGS, TROCPECTS FOR &
RAPID FHCREATE 41 EXFORTS IN 19¢3 ERE AT BUST UNCERTAIN,
FURTHERNORE, THEF LEVEL CF IHPORTS 1S DEFRCSSED AT DOLS, 1,250
MILLION, WEICH 1S, N CU%FEMT PRICES, SLIGHTLY LESS THAN THE
DEPRESSLD 18E2 IXMFCRT LEVEL AND SOWE 14 PERCENT BELOW THE 1920
IMPCRT LLVEL. 1T IS UNLIFELY THAT EXPCKT ACITIYITIES AND
EXPORTS WHLL IHCRELSE MITHOUT A SIGHIFIGANT KICE 11l IHPORT
ACTIVITIES AND Ir#0RTS
C. THE L{P DEFICITS OF 1973-1982 MLRL SURSTANTIALLY
FIRRNCED BY THE ACCUMJLATION OF EXTERNAL PAYMENTS KRREARS AND
" THE REQUCTION It THE KET INTERNATIONAL KESERVES OF THE BAMKING

© SYSTUH. THE DMTEFNATIONAL AGSETC. AND LIABILITIES OF THE ENTIRE

BANKING SYSTEM ~#0M A5 OF IARCH 1983 A HEGATIVE INTERNATIONAL
RESERVE OF DCLG, €59.3 NILLION, AS COMFARED TO A POSITIVE
IMTERNATIOHAL RESERVE OF DOLS. 14.4 WILLION AT THE END OF
1877, THIS DHARAT!C DETEFIORATION IN INTERNATIONAL RESERVES
HUST BE REVERSEC ¢GON IF THE EXTLRMAL YRAUE SECTOR S 10 GE
RESTORED TO & M2XE MORMAL SITUATION. 1N ADDITION, NEDIUM-AND
LONG-TERM EXTERNAL LEETS REGISTERED WITH THE CENTRAL BAMK HAVE
THCREASED DURINS 1552 TO DOLG. 1.75 BILLION EROM DOLS. 1.68
BILLION. THE AMZRTIZATION OF MEDIUNM-AND LOWG-TERM DEETS ALONE
AMOUNTED TO DOL5, 161 MILLION tN 1982, THE SHGRT-TERM DERT
AMORTIZATION W20 EVEN WIGHER AT DOLS. 255 MILLION. ALTHOUGH
HUCH OF THESE AMCRTIZATION PAYMENTS WERE FEHANCED THROUGH
ADBITIONAL LOAMZ, A CCHTINUED ACCUMULATION OF EXTERMAL DERTS

- CLEARLY COMPOUNIS THE COUNTRY'S EXTERNAL TRADE PROBLEMS

D. THE DOMIRiCEN REPUELIC HEEDS A REPID IHCREASE IN

EXPORTS TO FROVIDE FOREIGN EXCHANGE FOR THE REPAYMENT OF PAST
ARREARS AS WiLL AS TO INCREASC IMPORTS FOR FURTHER EXPORTS.
HOWEVER, ULDER THE |t ACRLEMENT, BORROWING BY THE CENTRAL BAMNK
AND THE AUTGHORZYS RGEHCIES 1S CONSTRAINED BY THE LIMITATION

* IHPOSED OH THE HEY INTERHATIOHAL RESERVE (PERTAINING TO
LIABILITIES OF MATURIIY LESTLTHAN THREE YEARS). 1IN ORDER TO
INFTEATE THE NECESSARY EXPORT PROMOTION, MHICH 1S A MEDIUM TO
LONG-TERM PROBLEM, THE GODR MUST CONVERT 1TS CHORT-TERH HIGH
COST COMMERCIAt ARREARS TO A MANAGEABLE LONG-TERH LORN
'PACKAGE. THE CURRENTLY NEGOT!ATED REGCHEOULING OF THE DEBT 15
ONLY A STOP GA® HEASURE WHICH WtLL NOT CONIRIBUTE HUCH TO THE
LONG-TERM SOLUTFON OF DOM{NICAN REPUBLIC'S BOP PROBLEMNS.
IHHLDIATE BOP ASSISTANCE §S URGEMTLY NEEDED TO INCREASE IWPORTS
OF RAW HATERIALS KND CkP)IAL GOOD3 FOR THE PURPUGSE OF
IICREASING FNVESTNENT, PRODUCTIVITY, EHPLOYHENT, AND EXPORT
EARNINGS. - ' :
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.ACTIO" AlD-00 ) T PERCENT 1HIFORT CURCHANGE), THE THPRGVEMLHT 4N TAX COLLLLTION
--------------- et A teb bbbl ieb il HUST BE ATTRIBUTED 10 BCTTER EMFORCINFNE OF EX)1STNG Tng §ANS
ACTION OFFICE LACA-03 TIIS 1S A RFNAKKALLE TURNAROUED BRCVIHEM THal THE FIRTT gitakiER
INFO hALA-91 LACO-02 - LADP-B3 (DR-0) FVA-DI PPCE-G1 PPEN-01 -~ FIQURES INDICATED THAY THL 1963 BEFICIT COULD {XCEED THE
PPPD-02 GC-01 GCLA-D3 GCFL-0) FPPDC-O1 #N-02 PYC-02- PROJECIID LEVEL OF RD FECCS 212 HiL1 10N, ALTHOUGH 11 15 700
£S-01 COM-02 OHB-32 OPIC-18 TRSY-05 RELO-01 MAST-0) ' EARLY TO JUDGE THE PUBLIC SECTOR DEFICIT CITHATION FOR 1583,
DO-0f PRE-01 /051 A4 317 ’ : THE HEW ADMINESTRATION SELNS 10 He Ve A HAKDLE OH THC PUBLIC

L R L EE L IE L SECTAR TINARCHAL DiSAIRAY.
“INFO OCT-DO  COPY-01 INR-10 EB-63  ARA-00  INRE-CO /070 W

. wesmesscccescecu-oo 872351 1620351 /770 38 ) 8, SELF-HELP HLASURES UPDATE

0;16!6001 SEP 83 ' ’ A, THE ACHICVEREINT OF THE JORGE CLANCO £BMLU'ZTRATION

FW RHENMBASSY SANTO DOMINGO ON ECONGHIC MATTERS 1S 1HLELD IMPRFGSIVE. 115 MAJGR

SECSTATE WASHDC IMHEDIATE 3636 ACCOMPLIGHNENT HAS BEELY THE tn+ AGRECHENT AKD THE RESCHEDUL LNG

' ' OF REPAYHLNTS OF COMMiRCIAL AIREARS. IN ADDITION, THE GODR HAS
UHCLAS SECTION 04 OF 07 SANTO DOMINGO 7440 : REQUESTED A PARIS CLUB MEETING TOR PESCHEDULING OF BILATLRAL
. ' PEBTS WITH THF UNITED STATLS 4D SPKIN AND SEVERAL DIHER

AIDAC . . CREDITORS, THE REVISION OF FORE'GN (HWVECTHINT LAW &&1 UAS

' . DESIGHED 70 FLIOURLGE FORLIGE INVESTMENT. UNDER THE AMENDHF .T,

~ E. RELATED 10 THIS IS THE CURREHT EXCHANGE RATE PILICY FOREIGH tHVEZTCRG ARD ALLOWED TO REGISTER THVESTHENT CHPITEL 1Y
THAT PROVIDTS LITTLE -FINANCIAL INCENTIVE TO EXPORTERZ. THE FORE 1GN CURRENGIES, AWD YUAKLY PROFIT REMITVANCES HAVE BLENM
GNDR 15 UNDER THCREASING FRUSSURE TO ELIMINATE THE FOREIGN EXCHAMGE JHCRELSED TO 2% PERGFNT GF (HE RESILTERCU CAPITAL, THE LAW
SURRENDERING FEQUIRERENT AS SOON AS POSSIGLE. tH ADDITION, THE ALSO LIBERALIZED DOMSTEC IHVLSTHENT USHNG TURPLUS PROFITS, N
GDDR 1S BEING ENCOURAGED TO RCCEPT THE ISRDB/SAL #S K HEANS OF LASING CONNECTION VITH THIS NEW LAV, THE FORDISN tHVESTHINT CONINESSION
THE CURKENT FCREIGH £2CHANGE BOTTLLNLCK AL WELL #Z TO ENEARK ON THE WAS CREATED TO ENCOURAGE FOREICH TNV STHINT AND EXPORTS,
STRUCTURAL CHiNGE THAT 1S NECETUARY 10 FRING ABOUT THE EZPORT AA B. TRE KEM KDMINISIRATION ALTD KEVISED tAW 299 oM

EXPANSION (THE JEAD LELEGATIGN I3 LCHEDULED TG ARRIVE TOWAROC INDUSTREAL THCENTIVES #4D PROTECTION 70 EXTEND THE EENEFIT OF
THE EHD OF SEPTENCER 19E3 TG EEGHIN RECOTINTIGHS). N THIS JHPORTATICY OF RAW WATERIALS RNO CAFITAL GOODU WITH

CoHnECTINH, THE CBI VEGISUAS LY 5hh THE £LROST CERTED EXOHERATIONS TO ALL PROGDUCERS. A NEY 6§ PCRCENT VALUE ADDED TAX
DESIGHAT! it OF DOMNISAN REPVBIAC 7T A CBI EENEFICIARY CCUNTRY VILL GO ANITO FFFECT (N NOVEMBER. THD GBOR 1S PREFARING THE

WILL PROVIDE & STRONG THCENTIVE FCR EXPORTS OF DUNINICAN OPERATIONAL PHCCEDURES TO IHMLENLHT THE HNEV TAX LaW. THE
PRODUCTS AS WELL AS FOR FOREIGH UNLSTHENT, . CENTAAL GAKK 1 TN THE PROCECS OF COUVERTING THE FrCHANGE

7. PUBLIC FIRENSE SITUATION LFOATE: THE GOMINICAN FUBLIC ] HOUSES NTO FORMAL FOREIGN F.CHANGE EARRKS, NCTIVATED I PART TO
SECTOR, THE CELIRAL AND LOCKL COVERNDENT, AND THE PUBLIC SECTOR STABILIZE THE CVER RISING PAPALLEL NARFET EXCHANGE RATE
ENTERPRISLS, HAVE NAD LITTLE FINANCIAL DICCIPLINE 1N THE PAST. (CURRENTLY RD FESDZ 1.50 £2Usl$ US LOLS3. 1. 000 AND IN PART TO
FUBLIC SELTOR WAGES ahD ENPLOYKSHT GREW SHARPLY LURING INSTITULION: LHZE THIS INPORTAET FIMRNCIAL NARKET, FOR THIS
1978-1965 4ilb, AS A PESULT, CENTRAL GOVERNMENT CURRENT PURPOSE, COUHUNEKCIAL EALKS WERD PERMITTED TO OPERATE FREELY 1M
EXPENDITURES GFEH EY 25 PERCENT PER AUNLH DURING THIS FERIOD. ’ TRE PARALLEL MARKET. TO MAKE THIS TR/DITIONAL EXPCRTS -- SUGAR
Ot THE REVENUL SICE, RECLYPTS BARELY KEPT FACE WHTH IHFLATION COCOA, COFFEE, TOBACCO -- MOFE FINAMCIALLY VIABLE, THE NOKETARY
HATHLY BUE TO TEX £XDMPTIOAL GRANTLD 10 RISING PETROCEUN AND BOARD AUTHORIZED I5SUANCE OF FREELY NESOTIACLE FOREGH EXYCHANGE
FOOD I1MPORTS, EY HID-1480, A FISCAL CRIS!S EMERGED 23 CERTIFICATES FUR UP T0 20 PERCINT OF THE FIRMS' EXPORTS. THE
PRESIDENT GUZMAN TNSTRUCTED BUDGET OFFICUALS TO HOLD FISCAL . TRADITIONAL EXPCRTERS CAN USE THESE CERTIFICATES FITHER FOR
EXPENCITURES th LINE WITH REVENUES VIRTUALLY O4 A IMPORTATION THROUGH THE CENTRAL EAtk OR FOR EXCHANGE AT THE
HONTH-TO-N13iTH CASIS. IN 1957, THE CENTRAL GOVERNLIIENT CURRENT PARALLEL HARKET

ACCOURT REFICIT REGILTERED THL PEAX OF RD PLSOS 217 MILLYOK, )

WHEN THE MEW JORGE BLANCO ALMINISTRATION DECIOED 1D RAISE THE 9, STATUS OF THE ONGOING PROGRAN

INTERNAL EFFICIENCY OF THE F'UELIC SECTOR OPERATIONS. THE 1983 : ~A. THE PRIVATE ENTERPRISE CECTOR DEVELOPHENT PROGRAM IS
GOVERNBENT BUDGET FOR CURRENT EXPENDITURES WAS SET AT RD PESOS - NOW APPROXINATELY ONE YEAR INTO {WPLEMENTATION, I GEHERAL THE
720 MILLION, A 7.5 PERCENT REDUCTION FROM THE 19C% LEVEL. THE PROGRAH IS PROGRESSING WELL, ALL OF THE DOLS. 41 HILLION WAS
PRESIDERT HINZELF SCRUTINIZED GOVERNNENT E*PLHD|ILREZ TO REDUCE DISBURSED. KEPORTS RECEIVED FROM THE CENTRAL BANK INDICATE
UNNECESSARY EZPENSES. IN ADDITION, TAX ORGARNIZATICHS VERE THAT AS OF HARCH 31, 1983, DOLS. 20.4 HILLION OF ELIGIBLE GOODS
THSTRUCTED TO IHPROVE ENFORCERENT OF TAX COLLECTICH. A LARGE HAVE BEEN [MPORTLD UNDER THE PROGRAN FROM THE. US FOR PRIVATE
NUMBER OF UNHLCESSARY AND LUZURY INMPORTS ARE PROHIBITED, AS A SECTOR (NDUSTRY AND AGRICULTURE. AN INFORMAL REVIEW OF THE
RESULT, 1IN SPITE OF THE RECESTED ECONCMIC SITUATICH AND THE LoOW REPORTS EEING PREPARED LY THE CEHTRAL BANK FOR SUBSEQUENT

LEVEL OF INPORIS, CURRENT REVENUES HAVE INCREASED SUBSTANTIALLY © REPORTING PLRIODS (MDICATES THAT THE GODR WILL BE AELE TO FULLY
DURING THE FIKRST HALF OF 18C3. THE 1983 JANUARY/JUNE CURRENT COMPLY WITH THE CCVEMANT 1N THE LOAN AGRECHENT REGARDING THE
REVENUES EXCEEDED RD PESQS 434 MiLLI10N, SONE RO FES03 86 ©° IHPORTATION OF DOLS 41 MILLION OF GOODS FROM THE US BY THE
HILLION HORE THAN THF SAMC PCRIOD FOR 1332, ALTHOUGH CUKRENT COUNTRY’S PRIVATE SECTDR.

EXPENDITURES tNCREASED AT A FASTER RATC THAN GHTICIPATED, TIE
CURRENT ACCOUNT FOR THE FIAST SEX MONTHS OF 1903 REGISTERED A
SURPLUS OF RD PES0S 23 MILLIOK, THE OVERALL CEMTRAL GOVERNMENT
DEFICIT ALSO SHOVED A REDUCTION FRCNM RD PECOS 140 HILLION
DURING THE FIRST GIX MONTHS OF 1982 TO ottyY RD PESOS 35 HiLLIONW
DURING THE SANE PERIOD OF 1432, ALTHOUGH DATA ARt NOT

AVAELABLE ON THE FIHARCEAL GITUATION OF FUBLIC SECTOR
ENTERPRISES, THE FREGIDENT HAS WEPORTED 1IN HYS LATEST SPEECH
THAT DEFICITS OF CER, CDE, INEGPRE, AHD CORDE WAVE BEEN REDUCED
SUBSTANTFALLY FROM THE PREVIOUS YEAR LEVEL. IF HaS BFEN ALSO
REPORTED THAT THE PURLIC SECTOR ENTERPRISES HAVE REDULED THEIR
DEFICITS BCTWEEN 44 PERCENT AND 74 PLRCENT. SINCE THERE HAS
BEEN NO MAJOR TAX CHnNGEo HISTITUTED THIS YEAR (EXCEPT THE 10
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ACTION A1D-00 "SECTOR PRODUCTION. IN ADDITION, THL PLS0% DISBUESED UNDER THIS
--------------------- E et SOC T LR ER PP LR PEETPPE PR PPRE TR ACTIVEYY HAVE KESULTED IN THE FREEING Ui OF APFROXIMATLLY DOLS
ACTION OFFICE LACA-03 e 25 HILLION AVAILABLE FON BISBURSENENT UHLER £AILTING 1DB, 1BAD
INFO AALA-01 LHCO-D2 LADP-03 LAOR-01 FVA-01 PPCE-01 PPEN-O1 BND AID LOAN AGRELHERIS. THIS ACTIVITY Wil BEEN SUCCLLTFUL (N
PPPB-02 GC-01 GCLA-DI GCFL-D1 PPDC-01 FHM-82 PVC-02 - PERMITTING THE COMPIEVION OF THE PRINGIFAL WIGHMAY DEITVECH AZUA
£S-8¢ COH-02 OMB-02 OPIC-10 TRSY-03 RLLO-81 HAST-61 ) AND BARAHOMA AND THE. REHARTLITATTON AND HATNTUNANCE OF
DO-01 PRE-O1 /051 A4 317 ‘ BPPROXIHATENY S40 KNS, OF RURAL ROABS, #LL VNPORTANT FOR
------------------------------------------------------------------ AGRICULTURAL PRODUCTECH. 11 ADUITION, THIS ACTIVITY HaS: MADE
INFO OCT-00 ~ COPY-O01 INR-10 EB-08  ARA-00  AMAD-O01 (NRE-00 AVAILABLE AFPROXIMATFLY RD PESOS 3.4% MILLION 1N CREDIT 10
/011 W . ] SHALL FARMFRS YHROJUW THE 1GRD COCOA AN COFFEE LUAN; PROVIDED
R L 872717 1620491 /65-38 FUNDS TO SUFPOKT ACTIVITIES TO INCREASE CHALL FARMER FRODUCTION
0 1616007 SEP 83 . AND PROLUCTIVITY UNDER THE IDB INTEGRATED AGRICUL TugAL
FH AHEMBASSY SANTO DOMINGO , DEVELOPHEMT PROJECT (PIDAGRO 111}; AND PROVIEED RESOWRCES TO
TO SECSTATE-WASHDC IMMIDIATE 3637 ) CONTINUE A HAJOR 108 ASENTAMIENTO DEVLLOIFMENT PROJECT IHCLUDING
THE COMSTRUCTIGN OF 13.6 KNS, OF JRRIGATION CANALS AND 7
UNCLAS SECTION 85 OF 07 SANTO DOMINGO 7440 . AGRIGULTURAL [KPUT 5STCRES
: ’ 3. INSTITUTIONAL SUPPORT AND DLVELOPHENT
AIDAC ' A) PRIVATE SCCTOR DLVELOPHMLNT STUDIES. UNUER
© THIS ACTIVITY, RD PESCS 1.0 MILLIGN WAS KLLOCATED TO FINANCE A
B. THE GODR'S COUMTERPART TO THE PRDGRAM, THE PESO : SERIES OF KEY STUD(ES LEEDED TO SUPFORT 1HL DEVELOPHMENT OF
EQUIVALENT OF DOLS. 41.0 MILLIOY, WAS DEPOSITED IH A SPECIAL IMPORTART DSHINICEI PRIVATL LECTOR INITATIVES. FIVE STUDY
ACCOUNT 1IN THE CENTRLL BANK FOR USE (M SUFPORT OF SELECICD ACTIVITIES HAVE BECH IUEMFIFIED BY THE GNDR AND AGREED TO BY
PRIVATE SECTOR ACTIVITIES. THE DETAILED FROCEDURES FOR THE AID. CACH AGTIVITY ViLL BE BLNAGED LY A OIFFERENT GODR
PROGRAHMING AND USE OF THE GODR COUNTERPART HAVE BEEN INSTETUTION AKD WILL FOCUS Cf A DIFFERENT ESPECTS OF THE
ESTABLISHED. THE OVCRALL DISTRIGUTION FOR THE USES OF THESE . PRIVATE SECTOR DEVLLOFUFNT PROBLEH. THE ARCAS OF STUDY
PESO3 IS: INGLUDE: FOREIGN IMVESTRENT CEVELOPHMENT; ILDUSTRILL'ZATION OF
THE PRIVATE SECTOR; PRIVAIL SECTCR CLVELOPRENT OF THE
RD PESOS ’ SOUTHEAST; FREC ZONL BEVELOFHENT; AND SFECIFIC PRIVATE SECTOR
PROJECT FEATIBILIT/ STUDIES, TO DATE RD FESOS 300,000 HAS BEEN
AGROINDUSTRY AND EXPORT CREDIT DISBURSED. THE REMAIIILG FULDS HiVE BEEN ALLOCATLD AND SHOULD
ACTIVITY 23 MILLION ' BE DISEURSED WITHIL THE NEXT & HOHTHE
. B) DEVELOFMENT OF A WAMBGERENT TRANNIKG
PRODUCT IVE IHFRASTRUCTURE FUND 10 HILLION ) -~ INSTITUTE: ULDER THIS ASTIVITY, RD FESOS 3.C HILLION WAS
"PROGRAMED TO COMPLEMERT & DOLS. 5.0 MILLION AID GRANT FOR THE
INSTITUTIONAL SUPPOFT AND : - GRADUATE MAMAGEHENT TRAINNG PROIECT (0. S17-0197). THE RD
DEVELOPHENT . -~ 8 MILLION PESOS 3.0 MULLION 1S REING USED T0 SUPPOAT THE CONSTRUCTION AMD
EQUIPPILG OF THE KEEGED EPUCATIONAL FACHL{TIES AT THE
TOTAL : 41 HiLLION UMEVERSICAD CATGLICA MRDRE Y NMAESTRA (UCHID. CCHSTRUCTION IS
) NOW UHDCRWAY ALD 15 EXPECTED TO BE COMPLLTED WITHitt THE HEXT 12
THE FOLLOWING IS A DISCUSSION OF THE STATUS OF THESE ACTIVITIES, : HONTHS. :
L €} SUPPORT FOR PRIVATE VOLUNTARY
1. AGROINDUSTRY AND EXPORT CREDIT ACTIVITY: ORGAMIZATIONS (PVO'S): UMDER THIS ACTIVITY, RD PESOS 4.0
MILLION WAS FROGRAMED TO SUPPORT & SERIES OF [MPORTANT PUVD
Al OF THE RD PESOS 23 HILLION ORIGINALLY ACTIVITIES [N THE DOMINICAN REPUCLIC. 12 PVO SUBPROJECT
BUDGETED FOR THIS ACTIVITY, APPROXIMATELY RO PESOS 8.4 MILLION PROPOSALS WERE DEVELCFED AHD REVIEWED AND APPROVED BY A JOINT
{36.5 PERCENT) HAS BEEN DISEURSED BY THE CENTRAL BANK FOR A1D-GODR CGIMITTEC. ThE PVO FROJECTS CLOSELY COMPLEMENT OTHER
APPROVED SUELOAMS, RD FES0S 2.0 MILLION 18,7 PERCENT) 1IN MISSION FUNDED ACTIVITIES AND INVOLVE PVOS WITH SUBSTANTIAL
SUBLOAND APPLICATIONS HAS REEN APPROVED BY THE PRIVATE FINANCIAL EXPERIENCE 11 THE DOMINICAN RCPUBLIC. THE SUBPROJLGTS FOCUS ON
INSTITUTIONS (PFI’SH &4D IS BLING REVIEWED BY THE CENTRAL Ballk, - IMPROVING THE PRODUCTICN OF THE LOWER INCOME GROUPS Il RURAL
AND APPROX{HATELY RD PESOS 10.4 MILLION (45,2 PERCENT) 1N - AND URBAN AREAS. EACH PVO WAS EXCCUTED & FORMAL AGRECHENT WITH
SUBLOAND APPLICATIONS 1S UNGER REVICW BY THE PFI’5. RD PESOS STP FOR CARRYING OUT THE FROJECT. NINE OF THE SUBPROJICTS WEKE
500, 600 HAS BEEN CET ASIDE FOR STUDIES TO FACILITATE LFRDING T0 DISBURSED A5 LOANS 10 THE PVOS AND 3 WERE DISBURSED AS
COOPERATIVES. THE DETAILCD SCOPE OF WORK FCR THESE STUDIES 1S DOIIATIONS. TO DATE RD PESOS 1.3 MILLION HAS BEEN DISBURSED HOR
BEING DISCYSSED A3 WELL AS THE PLANS FOR THE U%E OF [HE ] THE PVO PROJECTS
REMAINING RD PESOS 1.7 MILLION (7.4 FERCENTI OF SUBLENDING "10. PROGRAH DESCRIPTION

FUNDS. IT IS EXPECTED THAT ALL PROGRAHED vUNDZ UNDER THIS
ACTIVITY WILL BE FULLY DICHURSED OURING THE ii€XT QUARTER.
BY OF THE RPPROZIMATCLY RD PESO3 20.3 MILLION
IN SUBLOANS EFTHER DICHURGED OR UNDER REVIEW, 52.7 PERCENT IS
IN CUPPORT OF AGROINDUSTRIAL FROJECTS FOR EXPORT, 2.7 PERCENT
IS IN SUPPORT OF AGROINDUSTRIAL PROJECTS FOR LOGAL CONSUMPTION,
AND 45.1 PERCENT tS IN SUPPORT OF HCN-AGROINDUSTRIAL EXFORT
PROJECTS.

2, PRODUCTIVE [INFRAGTRUCTURE FUND:

A) ALL OF THE RD PESOS 0.0 MILLICH PROGRAMED
UNDER THIS ACTIVITY WAS DISBURSED RAPIDLY, THESE FUNDS VMERE
DESPERATELY NLEDED 1O ACCELERATE ONGOING GODR INVESTHENTS
FINANCED BY INTERHATIONAL LENDHNG INSTITUTIONS MHERE LACK OF
LOCAL CURRCHCY COUNTFRPART HAD RESULTEL 1N WORK STOPAGES OF
CRITICAL PROJICTS WHICH WOULD FACILITATE EXPANSION OF PRIVATE

UNCLASSIFIED
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0 1616007 SEP 83
fF8RMERRALSY SANTG DCHINGO
10 SECSTATE W&SHDC IRMEUIATE 3632

UNCELAS SECTION 86 OF 07 SANTO DOMINGO 7440
"AIDAC

A. GENERAL: THE A2D1T10:AL FUNC3 TO BE MADE AVAILAELE
UND(R THIS &RELOPENT.WILL BE DICBURZED IN ACCCRTANCE WITH THE
FY 85 COSS FND TEL CHB1 £SSU1STALAE LTRATEGY QJTLIMIED CN PAGES
14-15 OF TEE OR1Ctkar Pral. TRECE AQJETICIHAL FESTURCES WILL
FURTHER ASSICT Thi DOMINICSY REPUGOIT 1N CAFRYINE OUT NKEIP
RECOVERY FRIG-ALI UM yo B IR L1501 PEELEALFS el E0SIL TENANTS
OF A GERSTRATIT (CO:EYy LMD o 7700 Bafrd ] EOunf. Inf 7Y &%
€05 STRATLLY 15 NEZiunls 150 A (CL. 1T TEe[S RS A

AN

FULDAHERTLL &--0" Trad 3 AN Gl AR
EEVELCFRILT C8 Tv i L3 H-C-. [SEAR [V U
HELPIL. TRE FoTLil oo YRV IL SE2TCRY 19 Uil
FCO A SICRIFIS ML ST F8C1 1083% Ti02P1 ul1gi 7

EXFCRT-ORIEN LU ! S A B & LTINS I Tuf
CREATIQN CF A ELTIET it [ F .:24, 15 %ri
MISSICH S h <o {2 2hsryt gt b FGY W Cilr TRWSTFER
DILCUSSED G FalBS 1830 € Tel Carflmml wuil 17 STHILL VALID
(N-RIDITIGH, Tuf COLENALTS I Lot Wt TR0 0,010 LGN
AGREERENT CCrLli @t ThE wor G 100 GL S3IL7A LESC0LIs Ll
STILL APPLY.

B. USES GF LOCEL CURFENGY CLLNTFERS RTEL D
FOR THE ULE GF T @ 10Uk, SUAREICy COUNTER®, "7 #O0LC.LD FCR TEE
DOLS. &1 Bl LBG. radl WISaE5 VELL F05 wicl LE FOLT <0 TGN THE
LCCAL CURRENGY “LLIR THE R™Ini¥ini wilepe. REWERT]
DAYS AFTER Thi JILCWFIErand 8 et 50,7 & NILLICY, YHI 50O1°S
LOCAL CUFIENTY COSWTER20 AT = (L L CEFUSITES in A JHICIAL
ACCOUNTY 1% Y€ CE Eole iUs Toi Ylis 260D 16 V58] ThE
PROGRAN. THE CELIRAL Ba'e Will 1672 7'0 140 TECI%T %L
SECRETARILT CF The P2E7-1800¢ 2180 07 110 285511 OF aLL
FROCEECS ALY WILL A2J158 21D 7dI5 COUNTEAPATT vILL B
PROGGRAMED JC!NTLY €7 Twf (O30 4D 410 FC2 HiG= FR!'ORITY PRIVATE
SECTOR CELELZ-IFNT "g3s. ZIP viILL CCLA0:inaTL TAE GODR
PUERHING 1040 FFOLFL™ias SCTIVITIES. FFaC3 1D V=28 DISCLATEMENT
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TRADE BALANCE
EXPORTS
IMPORTS

ANNEX )
OOMINICAH REPUBLIC

BALANCE OF PAYMENTS

(MILLIONS OF DR PESOS)

1901 1982
2631 -489.6
1,188.0. 761.7
1,481 1,281.3

.

(PROJECTED)
1983

-458.0
192.0
1,250.0

UNCLASSIFIED

SANTO 01440 07 OF O 167116l 1§12 11439 &IDG
(PEIROLIUM T T T YL N T Y )
NET ERVICLS -338.2 15,1 -120.0
TOURIZH 8.8 1901 2%7.0
INTERCST -293.1 -uS41 -189.3
OTHCH - -120.6  -t2.2 -90.9
BALANCE OF GOGES AND SERVICES -$58.9 6408 -$25.0
UNREQUITED TRANSFER 133.0 205.0 215.0
CURRLHT £CCOUNT BALANCE -405.9  -441.% T -310.0
CEPLTAL nECOURT 2447 10.0 23.2
NCT PRIVATE Chl1TAL 6.3 124 -89
FORCIGH INVESTEINT 1.4 -1.¢ 2.0
LCaNS -33.% -46.4 -46.%
OTHERS 18.1 -13.6 14.6
NET OFFICIAL CAPITAL 188.4 228.4 208.1
LRRORS AND OMISSIONS -14.? 2.1 2.4
OVERALL B&LANCE 146.% 1.0 8.2
(NINUS EQUALS ILCRERSE)
BUACKEN
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ACTION MEMORANDUM FOR THE ADMINISTRATOR b

SEP 2 7 1932
THRU : ES
. ‘"

THRU : AA/PPC, John Bolton {VJ

{

AA/LAC, Otto J. Reic§%07 5“‘

SUBJECT: Program Assistance Apnroval Document (PAAD)‘- Dominican Republic

FROM

: To authorize a $41.0 million loan from the Economic Support Fund
(ESF) Supplemental to the Government of the Dominican Republic (GODR).

Backdrapnd: In recent years the Dominican economy has veen adversely affected
by three major events which have precipitated the current severe foreign
exchange and fiscal crisis. They are: (1) Hurricane David in late 1979 that
caused extensive damage to the country's infrastructure; (2) the 1979 doubling
of world oil prices that raised the import bill of petroleum products from 29
percent of total export earnings in 1978 to 42 percent in 1981; and (3) the
world economic recession of 1981~1982 that has caused serious deterioration in
the Dominican economy primarily due to depressed international prices for its
major exports.

In response to a desperate economic situation, the newly-elected government of
President Jorge Blanco, who assumed office in August 1982, immediately
formulated both short- and long-term strategies aimed at economic recovery.
These strategies are consistent with recommendations presented to the GODR by
the World Bank in June 1982 calling for a narrowing of the central government's
fiscal deficit, a spurring of the sagging Dominican private sector, and
promotion of non-traditional exports to improve the country's foreigmn exchange
position. Nevertheless, it will take time for these remedial actions to have a
significant positive impact and, in the short run, there is concern that
current difficulties could steadily impose worsening economic hardships on the
Dominican people and cause severe structural damages to the economy.

The new administration will not only have to face the country's economic
difficulties and undertake a series of difficult and far-reaching measures,
but will also have to convince the Dominicans that its economic problems are
being addressed effectively, that short-term austerity measures will pay off
in the longer term, and that sacrifices will be shared equitably within the
society. This is an extremely difficult task for the new government, and the
reaction of the country is unknown. Nevertheless, the GODR has demonstrated
that it is determined to confront the current economic crisis. In addition to
its announcement and implementation of a series of economic reforms, the GODR
is in the process of negotiating an IMF agreement. It is anticipated that
this agreement will be reached by the end of the calendar year. It is against
this backdrop that the U.S. offers assistance to ease the strain of the
austerity measures the GODR is committed to take and to provide immediate
balance-of-payments support.

Piscussion: The attached PAAD proposes to provide a $41.0 million loan from

ESF to the GODR through a cash transfer to the Dominican Central Bank. The
cash transfer approach is considered the most appropriate because of the
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immediate need for disbursement of dollars to provide balance-~of-payments
support and, specifically, to respond to demands for foreign exchange by the
private sector. Foreign exchange will be made available from the loan subject
to a covenant that in the succeeding twelve months the GODR will allocate at
least an equivalent amount of foreign exchange to the private sector for the
importation of raw materials, and intermediate and capital goods from the
United States.

Within approximately a month of disbursement of the loan, the local currency
generated from the program will be deposited in a special account in the
Central Bank for uses agreed to by the GODR and the U.S. under the assistance
program. The GODR has identified three areas of financing which respond to
high priority private sector development needs. Although specific allocations
of local currency generations will be subject to further negotiations between
the GODR and the Mission, and subsequent presentation to A.I.D./W for
approval, GODR plans and priorities include the following: (1) capitalization
of a credit facility within the Central Bank to increase the volume of credit
to the private sector for expansion of agribusinesses and export activities
($25.0 million); (2) capitalization of a productive infrastructure fund to
accelerate on-going GODR investments financed by AID, the IDB and the IBRD
where lack of local currency counterpart has resulted in work stoppage of
projects deemed critical to expanded private sector productivity ($10.0
million); and (3) private sector training and technical assistance, and
financial support for private voluntary organizations ($6.0 million).

The LAC Bureau's Development Assistance Executive Committee (DAEC) reviewed
the PAAD and recommended approval on September 24, 1982, subject to certain
revisions. Principal revisions are: (1) the inclusion of a covenant and side
letter indicating that the CBI funds, including local currency generated,
should not be used in a manner which will cause serious injury to the
production, marketing or pricing of U.S. agricultural commodities or
products; (2) the inclusion of a requirement that a least 80 percent of the
credit funds be directed at small and medium export and agribusiness
activities; (3) institutionalization of measures within the GODR to ensure
that special emphasis be placed upon lending to cooperatives, including
setting aside a portion of funds for feasibility studies which will identify
cooperative projects for financing under this program; (4) an increase in
assistance for private voluntary organizations; and (5) the inclusion of a
general covenant that mutual agreement between the GODR and A.I.D. is to be
reached on the programming of all local currency generated under the cash
transfer.

ification to : Since funds were appropriated by the U.S. Congress
for the Dominican Republic in the Caribbean Basin Initiative FY 1982
Supplemental, no further notification of Congress is required.

Recaommendation: That you sign the attached PAAD facesheet authorizing $41.0
million for the Dominican Republic.

Attachment: Dominican Republic PAAD

WAl
LAC/DR:%ke:rjw:9/27/82:X29484 Clearances:
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| CLASSIFICATION:

AID 11201 1. FAAD NO. —
(s-661 DEPARTMENT OF STATE 517-K-039
AGENCY FOR 2. COUNTRY
INTERNATIONAL DEVELOPMENT Dominican Republic
3. CATEGORY
PAAD. - PROGRAM ASSISTANCE
APPROVAL DOCUMENT Cash Transfer
4. DATE
September 17, 1982
%5. TO: 8. 0OY8 CHANGE NO.
M. Peter McPherson, Administrator 3. OVB INCREASE
. FROM:
Q TO BE TAKEN FROM!
Otto J. Reich, AA/LAC {3> A*"" Economic Support Funds (ESF)
>9. APPROVAL REQUESTED FOR CO‘MMITMENT OF: 10. APPROPRIATION ~ ALLOTMENT
$ 41,000,000
1. TYRE FUNDING 12. LOCAL CURRENCY ARRANGEMENMT 13. ESTIMATED DELIVERY PEfIOD | 14, TRAZSACTION ELIGIBILITY
DAT
[Xitoan [TJeraNT [JiInNForvaL [XjForMaL [ JNONE FY 83 Date of annroval
-|B. COMMODITIES FINANCED b
N/A
18 PERMITTED SOURCE 17. ESTIMATED 3OURCE -
U.S. only: u.s.: $41 ,000, 000
Limited F.W.: Irdustrialized Countries:
Free World: » Local:
Cosh: $41 , 000,000 Other:

18, SUMMARY DESCRIPTION

The program proposes to: a) provide immediate balance-of-payment relief to the
Dominican economy by provision of a $41 million cash transfer to the Central Bank;

b) utilize these funds to pay for imported inputs of necessar ¥.S. goods and services
for the private sector; c¢) provide, as counterpart funding, Lhe peso equivalent of

$41 million to be held in special accounts and aimed, with U.S. concurrence, at high
priority private sector development needs in three areas: (i) $25 million for financing
private sector export promotion and agribusiness projects; (ii) $6 million for training
programs and institurional strengthening of organizations involved in private sector
development; and (iii) $10 million to assist GODR investment in productive infrastructure
necessary for expansion of private sector activities.

The GODR will agree to allocate foreign exchange to the private sector for the importatior
of spare parts, capital goods and industrial and agricultural inputs from the U.S. in an
amount at least equivalent to the loan over a one-year period. Covenants will be included
in the loan agreement whilch will require, inter alia, (1) use of A.I.D. assistance in a
manner which will not cause injury, or the threat thereof, to the production, marketing,
or pricing of U.S. agricultural commodities or products; and (2) the implementation of the
provisions of Section 203(a) of the draft authorization markup for the FY 1982 supple-
mental which prescribes requirements relating to the use of funds. Details reearding the

19- cLEARARCE? ATE 20. ACTION (see continuation on next shee
REG/DPf%gt_Q}L ?Ti} APPROVED 7] ©ISAPRROVED

RES/eC [let. 7-1%9 C\ y ; M) 0/29/82
AA/TDC 'rw; (¢ q-29]gv N’wj&%

M/FM ‘L‘"’m wd’ - -§1 VAUTHORIZED SIGNATURE DATE

GC:CLvan0 Counselor to the Agency

ARA/ECP:CAllen /A (L. i e -
LAC/DR: TLoMysres Lotk 9-2% TITLE i
S CLASSIFICATION: )
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Continuation of Summary Description

The dollar loan will be repaid in 25 years with a 10-year grace period.
will be 2% during the grace period and 37 thereafter.

~ implementation of these covenants will be spelled out in a separate side letter.

The interest

A0
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be obligated until the IMF and GODR have reached agrececment or the targets for the second year
of their Extended Fund Facility (EFF) Agreement. Evidence that this agreement has been
reached should be submitted by the GODR, with the endorsement of the IMF. Upon approval by
AID/W, the Mission will then be authorized to obligate these funds.

The loan is for a 25-year term with a 10-year grace period. Interest is set at 2 percent
during the grace period and 3 percent thereafter. The implementing agency is the Technical
Secretariat of the Presidency.
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