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PROGRAM ASSISTANCE 'TO DOMINICA
(538-0113)

I. Summary and Recommendations

A, Recommendat.ion

The staff of the AID Regicnal Development Office/Caribbean
recomnends that the Mission Director authorize a $2 million Cash
Transfer Grant to the Covernment of the Commonwealth of Dominica
(GOCD), utilizing FY 1983 supplemental FEconomic Support  Funds
(ESF).,  Funds will be fuarniched in three tranches. The initial
tranche of $1 million will be disbursed as soon as Conditions
Precedent to First Disbursement are met, Th@ remaining $1 willion
will bhe furnished in two tranches of $500,000 each as soon as
Conditions Precedent to Second and Third Dluuursements are met,
Satisfaction of thezge wtwo Conditione Precedent will be qvhj@ct to
(a) satisfactory implementation of tre  Jocal  currency  poodian
through which the local currency equivalent ¢f the ’33“ Transfer
will support the counnry ¢ public sector investinent program and (b)
continued compliance with the auidelines of the Extended Fund
Facility (EFF) agreement with the International Monetary Fund (IMF).

B. Grantee

The Grantee will be the Government of the Commonwealth of
Dominica, acting through the Ministry of Finance,

C. Program Summary

The goal of the program assistance is  economic
stabilization. The Cash Transfer, which responds to a direct
request from Dominica's Prime Minister (PM) Charles and an appeal
rade by the IMF and World Bank at last May's ad hoc Caribbean Group
meeting in Cartagena, Colombia, will support the economic reforms
that the GOCD has undertaken with the encouragement of an
$11 million EFF agreement with the IMF., These reforms, which are a
model for the rest of the Eastern Caribbean less developed countries
(LDCs), 1include fiscal constraints and increased reliance on the
private sector and free market forces. The major purpose of the
program is to eliminate the government's FY 1983/84 capital account
and balaice of payments deficits. While the country has made
progress under the adjustment program, output has not achieved
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anticipated levels, and additional time and support are needed for
the adjustment program to work.

Upon disbursement of the ; . ta the  GOCD,
Dominica will deposit the local currencv equivalent to the $2.0
million grant into a special account. Ihis account will finance
selected, previcusly unfunded aotivities | the government’'s FY
1983/84 capital a hudget th ‘ poen drawn up with the
assistance of the Worid Hauk, endor sed Caribbean Group and
praised by the 2 isted Inter-Agency W Mission for itg
soundness. The local  cucrency
predram  will activity  in  the
productive sector

rr

The activiries
that:  Dominica
infrastructure,
especially its
vital social iy

th

sector
L COnomy

Therefore,
agricultur dl s 10 ; ‘ , 3
in  rura'  areas, and  economic vnirasuLJ\tuku
diversification, togethor wl,h the  concentration
infrastructural improvements in  rural areas, will help curb
migration to urhan centers.

RDO/C and the GOCD have agreed that the Cash Transfer will
be a one time undertaking in resr Lo a unique  situation,
Dominica is the only Rastern 6 country that has an EFF
agreement with the IMF and has undertaker appropriate self-help
measures. A.I.D. does not anti~ipate the provision of program
assistance to Dominica in the Ffuture because improvement in the
country's finances ccoupled with continued other donor support is
expected. In addition, A.1.D would expect similar conditions to
those in Dominica to exist in other countries before non-project
assistance would he considered for other LDCs in the Eastern
Caribbean,

The proposed AlD program assistance, in addition to having
a positive impact on economic development, supports U.S. foreign
policy objectives in Dominica and the rest of the FRastern
Caribbean. The present qovermnent of Dominica was elected in 1980
in the wake of political and economic chaos. Hurricane David in
August 1979 demolished a major part of the island's productive
capacity, housing and social infrastructure, A year later Hurricane
Allen, although less scvere than David, seriousl undermined
rehabilitation in agriculture, most notably the critical banana
industry. Economic collapse was accompanied by political upheaval.
Two unsuccessful attempts were made by opposition elements to take
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over the country by force. U.S. and other Western donor
rehabilitation assistance, however, was instrumental in facilitating
the recovery of the economy.

PM Charles won in a free election with an urgent nationail
agenda against which she is still being measured critically by the
electorate. Her agenda calls for increasing the private sector role
in development and openly seeks a partnership with private
enterprise in creating new employment and rebuilding the island's
devastated productive base. Continued demonstration of progress is
vitally necessary, not only to support a friendly, democratic, free
enterprise-oriented country but to promote patterns of development
for small island states that lead to increased self-reliance and
self-sustained growth.

The Caribbean Basin Economic Recovery Act, more commonly
referred to as the Caribbean Basin Initiative (CBI), was recently
enacted by the U.S. Congress at the President's initiative. The
Cash Transfer's stimulating effect orn the private productive sector,
as well as the favorable investment climate induced by the
government's economic reforms and the IMF EFF agreement, will
facilitate Dominica's taking advantage of the Act's benefits. The
proposed program also will enable Dominica to import from the U.S.
productive sector inputs worth $2.0 million, the size of the Cash
Transfer. This provision, in addition to facilitating imports from
the U.S., will support the country's private productive sector.

D. Conditions and Covenants

1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement under this Grant of
$1,000,000, or to the issuance by A.I.D. of documentation pursuant
to which disbursement will be made, the Grantee will, except as the

Parties may otherwise agree in writing, furnish to A.I.D., in form
and substance satisfactory to A.I.D.:

(a) An opinion from the Attorney General of the
Grantee stating that this Agreement has been duly authorized and/or
ratified by, and executed on behalf of, the Grantee, and that it
constitutes a valid and legally binding obligation of the Grantee in
accordance with all of its terms.

(b) A statement representing and warranting that the
named person or persons have the authority to act as the
representative or representatives of the Grantee together with a
specimen signature of each person certified as to its authenticity.
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{c) Evidence that a special and separate local
currency account has been established in Dominica into which the
East Caribbean (EC) dollar egivalent of the Cash Transfer Grant will
be deposited.

(d) A list of public sector development activities,
contained in the FY83/84 official budget of the Government of
Dominica, to be supported by the Grant and estimated amounts to be
allocated to each activity.

(e) Evidence that the Grantee is in substantial
compliance with targets established under the International Mcnetary
Fund Extended Fund Facility.

(f) An official letter in which the Grantee agrees to
(1) import from the United States goods, from those import
categories previously approved by A.I.D and furnished to the
Government of the Commonwealth of Dominica, in an amount at least
equivalent to the Crant over a one year period from disbursement;
(2) monitor such imports and keep A.I.D informed as to progress; and
(3) certify and document in form and substance acceptable to A.I.D
the value of imports actually made from approved categories during a
one year period from the disbursement of the Grant.

2. Conditions Precedent to Disbursement of Second Tranche

Prior to the disbursement of the second tranche of
2500,000 or to the issuance by A.1.D. of Ascumenkabion pursuant bo
which sueh dishuresement will be made, the Cranktee will, oveept as
the parties may otherwise agree in writing, furnish to A.1.D.,
evidence that as of December 31, 1983, the Grantee is in substantial
compliance with its Extended Fund Facility Agreement with the
International Monetary Fund and that the local currency aspects of
the Program are proceeding satisfactorily.

3. Condition Precedent to Disbursment of Third Tranche

Prior to the disbursement of the third tranche of
$500,000, or to the issuance by A.I.D. of documentation pursuant to
which such disbursement will be made, the Grantee will, except as
the parties may otherwise agree in writing, furnish to A.I.D., in
form and substance satisfactory to A.I.D. evidence that as of March
31, 1984, the Grantee is in substantial compliance with its Extended
Fund Facility Agreement with the International Monetary Fund and

that the local currency aspects of the Program are proceeding
satisfactorily.



4, Covenants

(a) The Grantee will maintain financial records, in
accordance with generally accepted accounting principles, to assure
compliance with this Agreement, such reccrds to be maintained for at
least three years after the date of disbursement hereunder and to be
made available upon request for examination at any reasonable time
by authorized representatives of A.I.D.

(b) The Grantee, using the highest lawful rate of
exchange existing on the date of the local currency deposit, will
immediately upon disbursement of the Grant deposit the local
currency into the previously established special and separate
account in Dominica, in the equivalent amount of the Grant proceeds,
which special account shall, except as A.I.D. may otherwise agree in
writing, be established ard used by the Government of Dominica to
support their activities in public sector investment as mutually
agreed to by A.I.D. and the Grantee.

(c) The Grantee, unless A.I.D. agrees otherwise in
writing, will furnish to A.I.D. four quarterly reports on the
funding status of the public sector investment activities in a
format acceptable to A.I.D. The first report will be due three
months after initial disbursement with subsequent ones submitted at
ensuing three month intervals,

(d) The Grantee covenants to collaborate with the
United States Government on ways of expanding trade opportunities.

(e) Grantee covenants that it will give appropriate
publicity to the Grant and activities funded thereunder as the
program to which the United States has contributed.

(f) The Grantee covenants to exert its best efforts
to have the particular donor agency involved, cover the required
government local currency costs of its respective projects.

(g) The Grantee shall carry out the Program or cause
it be carried out with due diligence and efficiency, in conformity
with sound technical, financial and management practices, and in
conformity with those documents, plans, specifications, contracts,
schedules or other arrangements, and with any modifications therein,
approved by A.I.D. pursuant to this agreement.

(h) The Grantee covenants to provide qualified and
experienced management for, and train such staff as may be
appropriate for the maintenance and operation of the Program, and, as



applicable for continuing activities, cause the Program to be
operated and maintained in such manner as to assure the continuing
and successful achievement of the purposes of the Program.

(i) The Grantee covenants to make best efforts to
restrain in fiscal vyears 1984/85 and beyond (1) recurrent

expenditures and (2) borrowing from the domestic commercial banking
system,

(3) The Grantee covenants to meet at regular
intervals with A.I.D. in order to consult concerning the
effectiveness of the activities undertaken through the Agreement.



II. Analysis of Economic Conditions

A, Setting

With a population of 74,000, Dominica is perhaps the least
developed of all the Eastern Caribbean states. In contrast to other
states in the region who have had modest success in diversifying
their economic base, Dominica still relies heavily on banana
exports, and subsistence agriculture is of greater importance to the
economy than in other Fastern Caribbean states., Tourism activity in
the country 1is sharply 1limited by the lack of beaches. The
country's rugged topography and adverse climatic conditions together
with its is'and geography produce high economic infrastructural
costs. Dominica's human resource base is thin, although {he sound
economic policies employed by the PM Charles' government are helping
to stem emigration. 1In the past, the most talented individuals
frequently have emigrated. The country's per capita GDP of a little
over $800 per year is among the lowest in the region, and the
unemployment rate, variously estimated between 12 and 15 percent, is
high.

1, Agriculture

Agriculture 1is by far the most important sector,
accounting for over 30 percent of GDP and employing 25 percent of
the labor force. Almost 8,000 small farmers with average land
holdings of less than three acres produce most of the agricultural
output. Bananas, for which a guaranteed market exists in the United
Kingdom, account for roughly 50 percent of exports, while coconuts
and their by-products contribute 6 percent. Bananas also are the
single largest source of income for most families in Dominica.

The country's heavy reliance on bananas suggests the

need for agricultural diversification. Foreign assistance,
attracted by the country's sound economic policies, is enabling the
country to pursue diversification efforts. With the help of

external donors, the country 1is pursuing the development of
commodities other than bananas, including limes and patchouli (EDF),
coconuts (CIDA), and tree crops including coffee (U.K.). The
country is planning to conduct a pilot cadastral survey, while
integrated rural community development schemes are planned for
several estates. Also, the «country's extension services and
agricultural research activities are being strengthened with A.I.D
assistance.
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2.  Manufacturing

T>c man “accur'ng  osector  is omail; menufecturing,
orimarily zgrioctarasly besed, contributes roughly 9 eiccat of
(GRITH Manutan.urx-j ac-ivi<y nas been corstrained by high economic
infraomre Tk al costs, Most ent (LPI_;P” ar. privzte mnd
oA wied,  including  agro-processing plants ana fectories  in
ﬁfg?“f, jerettes, garments, rum and soft dllnkb. he most dynamic
operat’on is the FWOdULLUﬂ! 7 zoap, primarily from coconuts. In
the past, lime —i-~ oroduct.on also was significant; however, Ruses

fime Juice 2ios s abions after Hurricane David. The goverruent
nas  entabl.st W conpany to take over the lime Juice
QUeLEiICns ., A8 =& *he new company becoine self-sufficient, the

GOCD will zornidar divestiture of its activities to the private
sector.

As for the future, several)l factors augur well for
manufacturing. Dominica is favored by adequate hydroelectric power,
abundant fresh water, low cost labor, and offers generous fiscal
incentives for industrial development. with foreign technical
assistance including A.I.D's Project Development Assistance Program
(PDAP), the GOCD 1is working to attract foreign and domestic
entrepreneurs to natural resource-based ventures such as fruit
processing, fresh water exports, forestry,logging and sawmilling, as
well as enclave manufacturing. Infrastructural improvements also
are being made that will impact favorably on manufacturing. The
World Bank at the urging of A.I.D has organized a consortium of
donors that will be providing up to $40 million in assistance for
road rehabilitation; the disrepair of the country's road system has
been a major impediment to private sector activity, including
manufacturing. Under the program, work is to begin this year on the
A.I.D0-financed $9.6 million road rehabilitation project which will
upgrade the link between the country's airport at Melville Hall and
Roseau the capital. In addition, a small airstrip has been
constructed at Canefield near Roseau, and the port has been
rehabilitated following severe hurricane damage.

Buoyed by the ©private sector policies of the
government of PM Charles and the infrastructural improvements, 18
small manufacturing concerns had been started by the end of 1981;
the concerns, 15 of which are 1local, provide employment for 250
persons. Eight additional concerns, furnishing employment for 100
persons, have been started over the past 18 months. Moreover, the
investment search activities conducted under the A.I.D. PDAP project
will encourage more such investments in the future.
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3. Tourism

Tourism 1is of less importance, accounting for four
percent of GDP and 15 percent of foreign exchange earnings.
Hurricanes and adverse publicity caused arrivals to decline almost
35 percent below tLhe 1978-30 period. Even at their peak in 1978,
arrivals were less thuan 10 percent of those in Barbados.
Large~scale, traditional tourism development is hindered by a lack
of beaches, relatively limited accessibility by air, and deficient
facilities. Moreover, the Fort Young Hotel, at one time the largest
and best hotel on the island, was destroyed by Hurricane bDavid. The
new Canefield airstrip is nhelping to bring day-trip tourists from
Martinique, but the economic impact is limited.

B.  Performance

puring the 197%-80 period, the economy suffered sharp
reverses as Hurricanes David, Frederic and Allen devastated the
economy. Two successive banana crops were virtually lost; rougii'y
80 percent of the coconut trees were damaged; the electrical system,
including hydro-electric facilities and transmission lines, was
disrupted; port installations were damaged severely; the main hotel
was destroyed and other hotel facilities damaged; businesses closed;
13 percent of all housing structures were destroyed and a large
percentage of others damaged. In addition, a new civil servants'
pay package was negotiated by the previous administration which
included pay increases ranging from 50 to 120 percent and the
payment of arrears. While the pay increases were the first since
1973 and reflected basically adijustments to increases in the cost of
living cver the period, the increased wage bill was a significant
burden on govermment financing, especially in light of the hurricane
damage. Moreover, the negotiations on the new civil servants pay
package created significant labor and political turmoil, especially
since the previous administration was unable to fulfill its promise
teo pay the arrears,

Supported by an IMF EFF agreement, the Dominica economy
since 1980 has made remarkable progress, although more time and
effort is required to achieve a complete turnaround. Primarily
responsible are the private sector-oriented policies of PM Charles’
government, which helped induce (a) a partial recovery in banana
production and (b) higher output in the manufacturing and tourist
sectors, together with rehabilitation of the infrastructure,
including housing, hydroelectric plants and transmission lines, 'he
port, and sea erosion defenses. The country, however, continues to
encounter some economic difficulties, including the increased oil
import bill resulting from the OPEC price increases of 1979--80, the
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depreciation of thz pound sterling against the U.5. dollar
(Dominica's currency is tied to the U.S. dollar and banana <Xports
are priced in terms of the pound sterling), the recession in North
America and Western Europe and the long recovery period for tree
crops required in the wake of hurricane damage.

With A.I.D and other donor assist nce, real GDP rebounded
£-arply in 1981 rising 8 percent in real terms after having declined
4 percent over the previous two years, and in 1982 Dominica

‘eved a real growth rate of 3.2 percent. Nunethelegs, by yearend

'y real GDP still had not attained pre-hurricane levels,
...0rding to preliminary indications, real output should increase by
5 percent this year, unless constrained by fiscal and balance of
payments difficulties and/or natural disasters. Recent windstorm
damage may have rendered the estimate overly optimistic.

Banana export earnings of $10 million in 1982 were still
lower in real terms than prior to the hurricanes. The industry
experienced some difficulties, most of which were beyond the
country's control. Physical exports of bananas; rising only
slightly, were 20 percent below pre~hurricane levels. The industry
also as hard hic by a further 15 percent depreciation of the pound
sterling against the U.S. dollar, after a 20 percent fall the year
before. On the other hand, the "green market" price--the price
received on the British market--rose by approximately 20 percent.

The banana industry made a remarkable comeback in 1981;
physical exports of the commodity more than tripled. An outbreak of
leaf spot disease in 1979 had caused severe damage to the crop. 1In
that same year, the crop was devastated by Hurricanes David and
Frederic. The following year Hurricane Allen struck. Consequently,
banana exports, which totaled 37 thousand tons in 1978, fell to 16
thousand tons in 1979 and then to 8.2 thousand in 1980. Foreign
exchange receipts from bananas also fell precipitously, declining
from $9.2 million in 1978 to $3.0 million in 1980. In 1981, in
spite of the depreciation of the pound sterling, the crop produced
$9.1 million in foreign exchange receipts, an increase that would
not have been possible without U.K. and U.S. disaster assistance.
On the whole, developments augur well for this year's banana crop,
including (a) a 21 percent increase in physical exports of the
commodity through the first five months of this year over the
comparable period last year and (b) record high "green market"
prices. However, some backsliding in production gains is now taking
place because of recent windstorm damage.

Output in the manufacturing and tourist sectors has
advanced over the past two years. In 1981, manufacturing output
increased roughly 13 percent and last year the sector also improved.
Soap and related exports have been increasing rapidly in importance,
accounting for a little under 40 percent of total merchandise
exports in 1982. However, that percentage is expected to decline
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with (a) resuscitation of the banana industry and (b) the revival cf
the soap industry in Jamaica, currently a significant market for
Dominican soap. The increased soap exports have more than offset
significant Jeclines in the output of coconut meal, copra and
coconut oils. Az for tourism, although arrivals are down by 31
percent cver ithe first three months of this year, arrivals were up
17 percent last year. Tourism output also was up the year before
when arrivals rose 4.3 percent. Nonetheless, tourism has yet to
regain the vitality shown earlier; arrivals remain below levels
achieved prior to the hurricane damage.

C. Public Finances

The govermment of PM Fugenia Charles has made remarkable
progress in getting its public finances back on a sound footing,
although difficulties persist. The recurrent fiscal account deficit
was reduced from $9.2 million 1in fiscal year 1979/80, roughly 18
percent of GDP, to $1.3 million in fiscal year 1982/83,
approximately 1.7 percent of GCDP. Recurrent expenditures were
actually lower in fiscal year 1982/83 than in fiscal year 1980/81,
owing to adjustment measures undertaken by the PM Charles'
government in accordance with the IMF EFF agreement,

As for fiscal year 1983/84, an unfinanced fiscal account
deficit of $2.1 million is projected. The recurrent fiscal account
deficit is estimated at $100,000 or 0.1 percent of GDP. Capital
eXxpenditures are projected by the IMF at $16.8 million; with funding
for capital expenditures of only $14.8 million lined up including
(a) foreign grants and loans of $12.7 miliion, (b) anticipated
financing from commercial banks of $1.8 miilion, and (c¢) $300,000 in
net borrowing from the IMF, the country is expecting a deficit on
the capital account of $2.0 million. The financing from commercial
banks does not represent any new borrowing; rather it represents
drawdowns on deposits in the banking system related to loans by the
QOPEC Special Fund (OSF) and Venezuela. Both the World Bank and the
IMF at the ad hoc meeting of the Caribbean Group in May at
Cartagena, Colombia appealed to donors for assistance in financing
the capital deficit, citing the country's onerous, yet faithfully
adhered to, self help measures.

BEven if additional assistance is forthcoming over the near
term, structural difficulties will persist over the medium and long
term. While some cut back in the size of the civil service has
already taken place, the civil service is still very large for the
country's narrow resource base. To rectify this dJdifficulty,
additional curbs on public sector employment will have to be
introduced. Introducing such curbs now or even over the next couple
of years, however, may contribute to political instability for a
country that, in addition to being a close ally of the U.S., has
generally employed sound economic policies.
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DOMINICA: CENTRAL GOVERNMENT OPERATIONS
(MILLION US$)

1980/81 1981/82 1982/83 1983/84

Estimate Budget
Domestic revenue 17.8 21.0 21.4 24.8
Direct tax 5.5 5.9 6.4 7.1
Indirect tax 10.3 12.3 12.3 14.6
Nontax revenue 2.0 2.8 2.7 3.1
Current expenditure 24.1 23.0 22.7 24.9
Salaries 13.4 14.1 13.2 14.3
Of which: back pay (2.2) (2.2) (—=) (—-)
Retirement benefits 1.0 1.3 1.6 1.2
Interest 1.6 1.4 1.8 2.5
Transfers to the State Enterprises 2.3 - — ——
Other Transfers 1.9 1.9 2.0 2.2
Goods and services 3.7 4.3 4.1 4,7
Current balance (before grants) ~6.3 -2.0 -1.3 -0.1
Capital expenditure 8.3 8.5 10.2 16.8
Overall deficit (before grants
and concessionary loans) -14.7 -10.5 -11.5 -16.8
Foreign grants and loans 10.9 3.9 10.6 12.7
Budgetary grants 4.5 0.8 0.3 .o
Capital grants 5.4 3.7 4.7 8.7
Concessionary loans (net) 0.9 1.4 5.5 4.0

Financing requirement -3.8 -4.6 -0.9 4.2
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1980/81 1981/82 1982/83 1983/84
ESTIMATE BUDGET
Financing 3.8 4.6 0.9 4.2
IMF 3.5 3.1 3.1 0.3
ECCA 0.7 - - -
Foreign assets -0.7 0.0 -0.2 -
Domestic banks 0.3 1.6 -1.1 1.8
Foreign banks - - -
Other domestic 0.6 -0.1 -0.9 -
Unf inanced - — — 2.1
(As percent of GDP)
Domestic revenue 29.5 30.5 28.0 29.3
Current expenditure 39.9 33.4 29.7 29.4
Current account deficit -10.5 -2.9 -1.7 -0.1
Capital expenditure 13.8 12.4 13.3 19.9
Overall deficit (before grants
and concessionary loans) -24.3 -15.3 -15.0 -19.9
Foreign grants and concessionary
loans (net) 17.8 8.4 13.9 15.0
Financing requirement 6.3 6.8 1.1 4.9

Source: Dominica's Ministry of Finance, Trade and Industry.
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D. Balance of Payments

Even though the country has made significant strides in
ctrengthening the balance of payments, difficulties remain. For
instance. an unfinanced balance of payments gap of $2 millicn is now
projected for this fiscal year, a gap the Cash Transfer will
eliminate. At the time of the IMF review of the economy earlier
this year, the deficit had been estimated at $5 million. Additional
fiscal austerity, however, helped in reducing the deficit; taxes
were increased and expenditures cut. In a small, open economy like
Dominica's, balance of payments problems tend to be direct
outgrowths of fiscal deficits. Fiscal deficits, which result from
excessive government consumption, produce import increases, and this
tranclates directly into balance of payments problems,

Reconstruction requirement.s and lower agricultural
production induced by hurricanes in 1979 and 1980 had caused a
significant deterioration in the country's payment position.
According to the IMF, the current account deficit increased from
$6.9 million in 1978 or 15.6 percent of GDP to $32.5 million in
1980, 55.7 percent of GDP. During this period, significant external
capital inflows, including generous amounts of foreign assistance,
financed the deficits.

Since 1980, substantial improvements have been made. By
1982, the current account éGeficit had been lowered to $13.3 million,
18 percent of GDP. Over the 1980-82 period, imports actually
declined more than 10 percent. Imports of crude materials, fuels
and lubricants declined as well as those of beverages and tobacco.
The declines, in part, can be attributed to the government's
austerity program. On the other hand, led by a more than tripling
of banana exports to $10 million, domestic exports more than
doubled, reaching $24 million.

Moreover, continued improvements in the country's current
account position are expected in FY 1983/84; the current account
deficit will fall to $11.1 million or 13 percent of GDP. Imports
will continue to be restrained. Manufactured goods and fuel and
lubricants imports will show little, if any, growth. Food imports
also will be limited; the country policy of food import-substitution
is commencing to show progress, As for exports, some modest
increases are anticipated. 1In spite of recent windstorm damage,
banana export proceeds will rise; the "green market" price is at
record high levels. On the other hand, some payment difficulties
will arise in FY 1983/84 from a fall-off in capital inflows. Net
capital receipts will decline from 1982 levels by more than $4
million, including a $3 million drop in public sector borrowing and
a decline in net receipts under the IMF EFF agreement from
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$3.3 million to $300,000. The decline in capital receipts means
that the assistance to be furnished under this Cash Transfer is
required to sustain the country's modest public sector program.

As for the future, increased export earnings are
anticipated. While banana production will be held back over the
next several months because of the windstorm damage, increased
external assistance will be having a positive impact on the
commodity over the next several years. Moreover, the production and
marketing of bananas and other agricultural commodities such as
coconuts and grapefruit will be influenced positively by
implementation of the IBRD-coordinated road reconstruction program,
The road program also should have a positive impact on
manufacturing. In addition, manufacturing production will continue
to be supported by the PDAP investor search efforts. The increased
agricaltural and manufacturing export earnings will permit an
expansion of imports of productive sector inputs, and this, in turn,
will have a positive impact on economic growth. On the other hand,
the country will be facing some debt-service difficulties as past
borrowings become due. On balance, however, even with these
debt-servicing difficulties, RDO/C believes that  continued
improvement in the country's balance of payments position is likely.



DOMINICA: BALANCE OF PAYMENTS

(MILLION US$)

1978 1979 1980 1981 1982 1983 1983/84
Current account balance -6.9 -14.7 -32.5 -21.6 -13.3 -15.0 ~-11.1
Trade balance ~12.8 -30.0 -43.5 -20.6 -23.0 -23.9 ~19.8
Exports, f.o.b. (15.9) (9.4) (S$.7) (19.1) (24.5) (26.3) {28.7)
Imports, c.i.f. (-28.5 (-39.4) (=53.2) {-49.7) (-47.5) {-50.2) {—48.5)
Services (net) 2.1 1.6 2.0 2.8 2.7 1.6 1.9
Private transfers (net) 3.6 6.8 6.3 5.8 7.0 7.3 6.8
Insurance receipts -— 6.9 2.7 0.4 — — —
Capital (including
official grants) 7.3 11.2 32.7 16.1 10.2 11.8 8.8
Official transfers (net) 5.6 20.6 17.2 9.1 6.0 7.0 6.6
Public sector borrowing (net) 1.1 0.7 1.4 5.0 7.1 5.8 4.0
Other carital (netj 0.6 -10.1 14.1 2.0 -2.8 -1.0 -1.8
SDR allocation — 8.3 0.3 0.3 — —
Overall balance 0.4 -3.2 0.5 -5.2 -3.0 -3.2 -2.3
Financing -0.4 3.2 -0.5 5.2 3.0 2.2 0.3
Net IMF position —_ 2.9 -0.3 4.6 3.3 2.3 G.3
Net foreign assets (increase -) -0.4 0.3 -0.2 0.6 -0.3 -0.1 —
Unfinanced — — — — - 1.0 2.0
{In percent > GDP)
Trade balance -28.4 -66.9 -74.6 -47.2 -31.5 -29.9 -22.5
Current account balance -~15.6 -32.8 -55.7 -33.3 -18.2 -17.5 -12.¢

Sources: Dominica's Ministry of Finance and IMF staff estimates.

i

-9'[..



-17-

. Government's Economic Adjustment Program

The government of Prime Minister Charles has made
remarkable strides in straightening out the country's economic
affairs. PM Charles' first step was to sever the automatic link
that had existed between inflation and civil servants' wage
increases. PM Charles' government agreed to pay arrears to civil
servants, totalling almost $4 million; the arrears had resulted from
the pay accord negotiated hy the previous government. In return,
the Civil Servants' Association ag 2ed to settle for 10 percent wage
increases annually during the 1982-84 period. The inability of the
previous government to solve the arrearage issue had contributed to
its loss of power,

To support the GOCD economic adjustment. program,

PM Charles' government negotiated in 1981 a three-year, $11 million
EFF agreement with the IMF, The core of the EFF agreement, a
portion of whose proceeds was used to finance the civil servants'
salary arrearages, was fiscal prudence. The agreement. placed limits
on the govermnment's overall budget deficit and sought to reduce the
country's recurrent fiscal account deficit from 18 percent of GDP to
near Ppalance or surplus. If the government were to dJenerate a
fiscal recurrent account surplus, it could begin to make
contributions to the public sector investment program. The
agreement also sought to limit funding of the government's budget
deficit by domestic commercial banks; such funding can "crowd out”
private sector activity by reducing liquidity in the banking
system. Dominica has been adhering to the EFF agreement, meeting
all the targets,

On the revenue side, the government has (a) controlled
more rigidly tax assessments and collections; (b) limited tax and
duty concessions;(c) administered more tightly fiscal incentives and
(d) imposed new tax measures including (1) increasing import and/or
consumption duties on gasoline, liquor, lubricating oils, motor
vehicles, and soft drinks, (2) hiking airport landing fees, company
and motor vehicle licenses, company registration fees, and postal
rates, and (3) placing a one percent tax on the sales of foreign
exchange and a 10 percent surcharge on international phone calls.
As for exenditures, constraints have been placed on non-wage current
outlays such as travel authorizations. In addition, government
employees leaving the civil service are not being replaced.

In the past, a significant structural difficulty in the
public finances has been the transfers by the Dominican treasury to
the public enterprises. The transfers have beer eliminated. In
several instances, user charges and fees were increased to make the
operations more self-sustainable as in the case of the Housing
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Development Corporation and the Port Authority. Other efficiencies
also have been introduced through consolidation of various
government entities. For instance, the Forest Industries
Development. Corporation will come under private sector control
through a merger with a private sector organization.

Management of the public sector investment proaram also
1s improving. Projects have been prioritized, and the Economic
Development. Unit has heen established in the Prime Minister's Office
to assist in implementation,

In addition to these fiscal measures, the government has
introduced other reforms. PM. Charles has placed the Industrial
vavelopment Corporation under the Jeadership of the private sector
and actively sought increased foreign and domestic private sector
investment., Prior to PM, Chacles' government, most businessmen in
Dominica found the prevailing atmosphere to be distinctly
anti-business, This related to the social, political, and
industrial unrest under previous governments, Government attitudes
were either unclear or perceived to bhe hostile, and an underlying
lack of confidence in the economic management capacity of the
government existed. The strong leadership and sound economic
policies of the current government have produced a dramatic
improvement in the investment climate in Dominica and revitalized
the commitment of the private sector to Dominica's development and
the sector's key role in the process. Moreover, the Prime Minister
and the government are working c¢losely with the A.I.D-financed
invesment promotion program (PDAP) to attract additional private
sector activity.

F. The Current Economic Dilerma

Earlier in 1983, Dominica and the IMF, which has
indicated its readiness to conclude a Stand-By Arrangement with the
country in FY 1984/85, were negotiating the third and final year of
the current EFF. At the time of the IMF review, a major issue
blocking an agreement, which had to be reached if Dominica were to
make the final drawdown of $2 million, was the projected size of the
overall fiscal deficit. The deficit had been estimated at $5.8
million, including a recurrent deficit of $1.6 million and a capital
deficit of $4.2 million. RDO/C engaged in policy dialogue with the
GOCD, indicating that the proposed Cash Transfer program was
contingent on resolution of the impasse. Because of, in part, the
leverage provided by this proposed program, Dominica and the IMF
have gsince reached an agreement. Dominica all but eliminated the
projected fiscal recurrent account deficit and reduced the size of
the capital deficit to $2 million.
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The IMF, in consultation with Dominica's Ministry of
Finance, concluded that eliminating the proijected recurrent fiscal
account deficit of $1.6 million through reduced spending was not
feasible. Contractual obligations (a) with the civil servants on
the third annual 10 percent wage increment, (b) on interest due, and
(c) on road maintenance called for gpending increases of $2.9
million. When these increases were factored out, proposed
expenditure levels for this fiscal year represented a decline in
real terms. Consequently, the government is implementing new tax
measures that would bring the fiscal recurrent account position into
balance, rather than expenditure cuts. These measures include a tax
on the operations of the External Trade Bureau which imports sugar
and rice, an increase in the consumption tax on fuel, a hike in the
tax on purchases of foreign exchange from 1 to 1.5 percent, a
hospital levy, a reorganization of the consumption duty, and a 1
percent tax on interest paid by the government-owned National
Commercial Bank--a tax that the island's other commercial banks
already must pay. The government also is considering a freeze on
wages in the public enterprises,

While these tax increases will probably not have
significant negative economic impact, further increases would cause
RDO/C concern. The increases put domestic revenue as a percent of
GDP at almost 30 percent, a level that is one of the highest in all
the Fastern Caribbean. RDO/C believes that further increases may
actually reduce the tax in-take.

Initially, capital expenditures this fiscal year in the
public sector investment program had heen projected by the IMF at
$17.2 million. This translated into a capital account deficit of
$4.2 million, given that identified sources of financing totaled hut
$13.0 million. To lessen the size of the projected capital deficit,
the government reduced capital expenditures to $16.8 million. In
addition, the government will draw down $1.8 million in deposits in
the commercial banking system related to OSF and Venezuelan loans.
Any new borrowing from the banking system, however, would be
worrisome in that it would limit monies available for bank lending
to the private sector. The reduction in capital expenditure
together with the financing from the domestic banking system has
reduced the projected capital account deficit to $2 million, the
size of the proposed Cash Transfer, from $4.2 million.

G. Internal Financial Analysis

On balance, this economic support program will have a
favorable impact on the Dominican economy. According to monetary
theory, increases in the money supply when the economy is operating
at less than full employment will produce output increases rather
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than higher prices, which is the anticipated effect of the Cash
Transfer on the Dominican economy.

Under the program, U.S dollars will be disbursed to
the Federal Reserve Bank of New York, the correspondent bank in the
U.S. for the East Caribbean Currency Authority (ECCA). ECCA* is
the Jjoint monetary authority for Dominica and the other OECS
states. FECCA will deposit in Dominica the local currency equivalent
in a special, local currency account established at the National
Commercial Bank, a government-owned financial intermediary. The
funds in tne local currency account will be used to support
investment activities in the public sector investment program that
have been mutually agreed upon by the GOCD and AID.

The local currency deposit will expand the money
supply. In addition, since the funds on deposit will not be drawn
down immediately, they can be lent by the NCB as soon as received
and made available to finance imports. The ability to finance
imports resullts because convertibility is guaranteed. The monies
are fully convertible because of ECCA's "cover ratio" provision.
Under the provision, BCCA must hold foreign assets(e.q. U.S.
dollars) eguivalent to 60 percent of deposit liabilities. In
effect, the monetary system established under ECCA can be likened to
a modified gold standard. Given the extensive import requirements
of Dominica's economy, the funds on deposit will be used for
imports, and hence no build up of international reserves is
anticipated. Because the funds on deposit will be used for imports,
the money supply will fall roughly by the same amount that it had
initially risen. In sum, since the support program does not produce
lasting increases in the money supply, inflationary pressures will
not be created. In any event, the country's high unemployment rate,
estimated at between 12 and 15 percent, will have a restraining
effect on price increases.

The net effect of the program is to make available to
the Dominican economy additional real resources (via imports)
equivalent to the Cash Transfer. This, in itself, is deflationary.
Under the program, local currency will support investments in the
public sector investment program, including productive sector
activity and rehabilitation of vital economic and social
infrastructure. Without the program's proceeds, these critically

*The requisite legislation has been drawn up to transform ECCA into a
central bank.
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important activities could not go forward. In addition, monies will
be attributed for imports of capital and intermediate goods on the
part of the productive sectors; the availability of such goods has a
positive impact on the productive pctential of the economy.
Consequently, the program will enhance the economy's productive
capacity and thereby limit inflation.
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III. Program Description

A. Objectives

The goal of the Cash Transfer 1is economic
stabilization. The Cash Transfer will support the GOCD's
extraordinary efforts to rationalize its economy through economic
policy reforms consistent with IMF, IBRD, and AID recommendations,
The major purpose of the program is to eliminate the GOCD's
projected FY 1983/84 capital account deficit. The program also will
eliminate the balance of payments gap that is a direct outgrowth of
the fiscal deficit. In addition to supporting the IMF policy
reforms under the EFF agreement, the GOCD will be asked to exert
best efforts to (1) have donors cover 1local currency costs
associated with their projects, (2) restrain recurrent expenditures
and borrowing from domestic commercial banks and (3) collaborate
with the U.S. on ways of expanding trade.

B. Inputs and Outputs

$2.0 million will be granted to the GOCD. The
monies wiil be disbursed to the U.S. correspondent bank for ECCA, in
this instance the Federal Reserve Bank of New York, and ECCA will
provide the £.C. dollar equivalent to Dominica. The E.C dollars
will be used to establish a capital budget support fund. This local
currency fund will be managed by the GOCD and finance selected,
previously unfunded public sector development activities in its
FY83/84 budget. The dJdevelopment activities to be funded will
represent only a portion of those proposed in the GOCD capital
budget.

The Cash Transfer has been designed to promote
productive sector activity through the activities to be financed
with local currency. Two other aspects of the grant will reinforce
this. First, the GOCD, because it will not have to resort to local
commercial bank borrowing to fund the activities, will not be
removing scarce credit from the banking system that will remain
available for productive sector borrowing. Second, the goods
Dominica will be importing from the U.S. are restricted to those
that tend to stimulate productive sgector activity.

The prodgram grant through facilitation of productive
sector activity will support the private sector; in Dominica almost
all productive activity is in the hands of the private sector.
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The major emphasis of the local currency program will be on farm
households in the private sector. Assistance will be furnished to
the farm households to facilitate production of crops, other than
bananas. The local currency program will also support improvements
in infrastructure--poth economic and social. Economic
infrastructural improvements will help not only the farm households,
but alsc the country's neophyte private menufacturing concerns.
Enhancement. of the social infrastructure will assist Dominica to
overcome a major constraint to private sector activity, a very thin
human resource base.

The GOCD's economic policy reforms, together with
this Cash Transfer and the major IBRD-coordinated road program, are
helping to establish an environment in which the private sector can
thrive. It is now up to the private sector to respond.

The proposed program assistance will be provided on
a dgrant rather than Jloan basis, The country's debt-servicing
capacity is under great strain., The Caribbean Development Bank
(CDB) has declared a noratorium on any further lending to the
country; Dominica is not able to service a CDB port improvement
loan. The country's external debt has tripled over the past several
years; the debt-service ratio has risen from 4 percent in 1981 to
11.6 percent this year. Moreover, further increases are anticipated
in the near future as past borrowing comes due. The country also,
along with St. Vincent, is the least developed of all the Eastern
Caribbean states.

C. Exceptional Case

The Cash Transfer will be a one time undertaking, a fact
that has been discussed and agreed to by PM Charles. The Grant is
in response to a unigque situation; Dominica has undertaken
appropriate self-help measures and is the only Eastern Caribbean
country that has an EFF agreement with the IMF. Moreover, the
mission would expect similar conditions to exist before program
assistance would be considered for other OECS states,

RDO/C believes that Dominica will not require AID-funded
program support in the future because of anticipated improvement in
the country's financial position and continued aid from other
donors. The IMF is considering a follow-on program to its current
EFF agreement with the country. The follow-on program, which would
take the form of a Standby Agreement, would, at least, permit the
roll-over of funds secured under the current IMF program. Moreover,
any new agreement would, in all 1likelihood, include restraints on
civil servants' wage increases. PM Charles is calling for wage
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restraints for fiscal year 1984/8%5; the previous civil servant pay
package locked the government into pay increases amounting to

$1.1 million for fiscal year 1983/84. In addition, increased tax
revenues will be generated in the future for several reasons,
including (a) the increased economic activity that will result from
the implementation of the multi-donor road reconstruction program,
(b) the antic.pated rebound in banana exports towards pre-hurricane
levels, (c) promelional efforts undertaken to spur manufacturing
activity and (d) the support provided to productive sector activity
under this Cash Transfer program.

On the other hand, as indicated above, some debt-servicing
problems are in the offing, In addition, while we expect banana
production to approach pre-hurricane levels, some backsliding in
production gains is expected over the next several months because of
recent windstorm damage.

o Public Sector Tnvesment Program

From an overall development strateqy perspective,
Dominica's public sector investment program is considered sound.
The World Bank helped draw up the program which has been endorsed by
the Caribbean Group. The program, for which the World Bank and the
IMF appealed at the Cartagena Caribbean Group meeting to donors for
assistance, also has drawn ©vpraise from the A.I.D-assisted
Inter-Agency Resident Mission. The program responds to World Bank
recommendations that Dominica (a) provide support for productive
sector infrastructure, (b) pursue efforts to diversify its economy
especially its agricultural base and (c) continue rehabilitation of
vital social infrastructure destroyed by the recent hurFicanes.

Dominica is making infrastructure investments designed to
stimulate productive sector activity as a means to achieve economic
growth and stability. The most important element of its economic
infrastructure effort is the $40 million IBRD-coordinated road
program involving five donors to which AID has committed $9.6
million.

The investment program is spurring agricultural
diversification as a means of increasing food self sufficiency and
reducing dependence on bananas. The agricultural diversification
program will promote productive sector activity in rural areas,
thereby mitigating migration to the capital city Roseau.

In addition, the government's investment program calls for
the continued rehabilitation of the country's social infrastructure
following the hurricane damage; support for social infrastructure
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will enhance the human capital resource base. Moreover, the support
tc social infrastructure will be concentrated in rural areas, a
factor thalt also will limit migration to urban centers.

For FY 1983/84, capital expenditures of $16.8 million in
the public sector irvestment program sre estimated. These
expenditures, which are less than COCD projections, are estimates by
the IMF of the level of public sector investment activity that the
GOCD can reasonably implement over this fiscal year. This level,
which already reapresents less than 35 percent of the amounts
initially requested by the government ministries, is, according to
the IMF, the minimum required te sustain modest economic growth.
While the level of capital expenditures projected for this fiscal
year represents an almost 60 percent increase over a year earlier,
the increase relates ezclusivelyv to the IBRD-coordinated major road
reconstruction program whose financial requirements are to be met
entirely by the external donor cowmunity. In fact, if the road
expenditures were factored cut, proijected capital expenditures would
be down from last fiscal year. The road expenditures for FY 1983/84
are primarily for mobilization and, hence, shculd not impede the
country's ability to implement other activities in the capital
budget, including those associated with the Cash Transfer. The
proposed level of capital expenditures translates into a fiscal
capital account deficit of $2 million, a deficit that will be closed
by the Cash Transfer.

The GOCD, in congultation with RDO/C, has drawn up a
prioritized list of public sector activities to be financed by the
EC$5.4 million that will be made available by the $2.0 million Cash
Transfer. The criteria used in selecting these activities include a
number of elements. The primary emphasis of the activities must be
on promotion of productive sector. Within this emphasis,

agricultural diversification will Fre pursued and essential
facilitative economi.c infrastructure supported. Social
infrastructure also will not be entirely neglected . However, the
social infrastructural activities must either contribute to
rehabilitation efforts, promote the expansion of the human resource
base, or help limit migration from rural areas. A secondary, but no
less important criteria, is that the activities must be consistent
with the government's economic recovery program, In all cases, the
activities must he included in the government's approved FY 1983/84
budget. Furthermore, the activities must be short-term in nature in
order to enhance the likelihood of their completion during the
1983/84  fiscal year. RDO/C, however, recognizes that some
activities may not be fully implemented this fiscal year because of
delays in authorizing this Program grant. In general, the emphasis
on activities supportive of the productive sector will tend to
strengthen the government's future financial position through
expanding the tax base.
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The activities selected will directly support the
priorities established by the Ministries of Finance, Agriculture,
Education, Health, Communication and Works, and Home Affairs.
Approximately 60 percent of the funding will support activities
promoting agricultural diversification. Another 20 percent will
represent support to essential economic infrastructure. The
remainder will permit rehabilitation of vital social infrastructure
as well as enhancement of the human resource base. The finalization
of a mutually approved list will be Condition Precendent to First
Disbursement. However, the following represents an illustrative
list of what the government will be financing:

Agriculture Diversification

Land Development and Settlement
Coconut Restoration and Expansion
Plant Propagation and Distribution
survey Bauipment and Building Repairs
Training for Surveyors

Forestry Woodwork Training Center
Plant Nursery (Botanical Gardens)
Silviculture

Livestock Disease Control

Provision of Animal Housing and Fencing for Small Livestock
Farm Records

Water Resources Development

Economic Infrastructure

Water Supply/Morne Ratchet

Equipment. for Melville Hall Airport
Equipment for Canefield Airstrip

Point Michel--Soufriere~Scotts Head Road

Social Infrastructure

Furniture for Schools

Refurbishing Portsmouth Secondary School
Renovation of Dominica Grammar School
Electricity for Schools

Vector Control Program

Grand Bay Bealth Center
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Furniture and Equipment for Pospitals and Clinics
Emergency Housing
Self~Help Projects

Dominica will make use of the facilities provided by the
Inter-Agency Resident Mission (IARM) to help remove any unforseen
constraints that may arise in implementing the public sector
investment program. Consultancy services already have been provided
by the IARM to examine implementation difficulties that have arisen
on four projects in the public sector investment program, and
additional assistance in this area will be available if needed in
the future. Dominica also has requested the IARM to examine customs
arrangements in order to increase the country's tax base through
greater collections of import duties.

E. Conditionality and Economic Policies

For the most part, the GOCD already employs sound economic
policies. Tha GOCD does not make extensive use of administered
pricing or utilize exchange controls., In addition, the workings of
ECCA prevent the country from printing money to finance government
expenditures. Also, the most important economic constraint has been
removed; the government's fiscal reforms, encouraged by an IMF EFF
agreement, have sharply improved the overall investment climate.
The Cash Transfer program, through (a) providing important fiscal
and balance of payments assistance and (b) facilitating productive
sector activity, will support the government's economic recovery
program,

Earlier this year, Dominica and the IMF were negotiating
the third and final year of the EFF agreement. RDO/C policy
dialogue was instrumental in helping the two parties resolve
differences and reach an agreement. The Mission indicated that the
proposed program assistance was contingent upon Dominica's success
in negotiating an accord. To reach an agreement, the country all
but eliminated its projected recurrent fiscal account deficit and
reduced capital expenditures,

The proposed Cash Transfer is to be provided in tranches,
and this will have a positive impact on economic management,
Drawings will be contingent on continued compliance with the IMF EFF
agreement, as well as success in implementing the local currency
program.

In addition to other selection criteria, the activities in
the public sector investment program to be supported by this Cash
Transfer will be carefully selected to secure maximum policy
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leverage. The plant propagation, livestock and coconut restoration
activities  will support the CGOCD goal of  agricultural
diversification and open up alternatives for marginal banana lands
and inefficient bhanana farmers for engagement in more productive
functions. Another activity will provide infrastructure, including
access roads, water etc., to assist 300 farmers to settle on 500
acres of presently underutilized land; underutilized lands have been
an impediment to diversification. While the above illustrative
development activities support AID priorities, others activities
have already been rejected because their merits were considered
questionable. Support to Dominica's Agricultural Marketing Beard
was rejected hecause of its competition with private enterprise. A
request to support the establishment of a fisheries office was also
denied because of fiscal recurcent cost implications. The dialogue
process that led the GOCD to prioritize the activities will have a
lasting benefit beyond the scope of the Cash Transfer.

F. Cash Transfer versus Commodity Lmport Program (CIP)

In designing the program, the Mission weighed the merits
of a Cash Transfer versus a CIP and the experience with both in
other countries in the Caribbean Basin and elsewhere. Based on an
analysis of the advantages and disadvantages of bhoth approaches, the
Mission concluded that the Cash Transfer mechanism was the best
means to achieve the objectives of this $2.0 million program. The
procedures and controls required to implement a CIP would impose a
degree of public sector intervention and control over the allocation
and use of foreign exchange which would be contrary to both
Dominica's and the USG's policy of relying on the market mechanism.
The Cash Transfer approach will also require less staff time to
administer, both on the part of Dominica and the Mission. The
GOCD's manpower base 1s already stretched to the limit, and a heavy
demand exists on limited Mission staff to design and implement the
rapidly expanding RDO/C assistance program.

G. Monitoring

The government will covenant to provide RDO/C with four
quarterly reports. The first report will be due three months after
initial disbursement, with subsegquent ones submitted at ensuing
three month intervals., The reports will indicate all activities
being supported from the special local currency account and the pace
of drawdown for each., Since the local currency will be the property
of the GOCD, extensive RDO/C monitoring, as conducted under AID
project assistance, is inappropriate and not envisaged.
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While extensive A.I.,D. mwonitoring is not anticipated,
controls will be established by the GOCD to facilitate
implementation of the investment activities supported under the
local currency program. For all the investment activities, the
responsible Ministry will be required to submit to the country's
Economic Development Unit an implementation work program together
with a schedule of drawdowns nrior to initial release of funds. 1In
the case of activities of under EC$150,000, after submission of a
satisfactory work program and drawdown schedule, funds will be
transferred from the local currency account to the general current
account from which payments will be made upon receipt of requisite
vouchers. For activities exceeding EC$150,000, advances will be
made in the form of tranches. These advances, which are under the
control of the Accountant General, must be accounted for with
evidence of payment orior to provision of any further advances.

H. Caribbean Basin Initiabiy

The program grant will assist the country in taking
advantage of the CBI. Under the CBI, duty-free status will be
accorded by the U.S. for 12 years to nearly all Dominican exports.
The support furnished by the Cash Transfer to the productive sector
will facilitate Dominica's production of exports. In addition, the
GOCD's policy reforms, supported by the IMF EFF agreement and the
proposed Cash Transfer, are contributing to a favorable investment
climate which is consistent with the objectives of the CBI.

I. Dbominican Imports from the U.S.

While the Caribbean Common Market (CARICOM) Common
External Tariff means that Dominica, a CARICOM state, does give
preference to imports from other CARICOM states, Dominica does not
discriminate against U.S. imports vis-a~-vis imports from non-CARICOM
countries. In fact, Dominican imports from the U.S. have been
increasing rapidly. They now total at least $13.2 million annually
or more than 25 percent of total imports, up from under $2 million
or roughly 10 percent of total imports in 1975.

The proposed program will help Dominica import from the
U.S. productive sector imputs worth $2 million, the size of the Cash
Transfer. Dominica wxll monitor such imports and certify and
document that they were indeed imported during the period of one
year following the disbursement of the grant. Monitoring will be
undertaken by the Ministry of Finance, who will examine bills of
lading and certified vouchers of U.S. suppliers.
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As part of the overall CBI emphasis, the GOCD and the U.S.
will be seeking ways to increase trade. The U.,S. Mission in
Barbados will be sending its commercial attache to Dominica to
engage in dialogue with hoth the GOCD and the country's private
sector in an effort to promote U.S. exports to the country. 1In
addition, those local currency development activities that largely
represent procurement of foreign goods will be rejected unless the
anticipated origin is the U.S.

J. Negotiating Status

In preparing this ESF Program grant, close collaboration
has existed between A.I.D., the Government of Dominica, especially
its Ministry of Finance and Econcmic Development Unit, and the IMF.
Upon approval by A.I.D./W of the PID on July 1, 1983, RDO/C
commnenced final preparation of  PAAD, In accordance with
redelegation of authority 133.3 and AID/W guidance, the PAAD will be
authorized by the Mission, RDO/C intends to sign the Project Grant
Agreement, which will be negotiated with the GOCD, and obligate FY
1983 ESF supplemental funds on September 30, 1983. The proposed
obligation date will facilitate budget planning for the GOCD, whose
fiscal year commenced on July 1, 1983,

09/07/83



ANNEX A

" DOMINICA: IMF Targets under the Dominica EFF

Summary of Financial Program for FY 1983/84

1. Principal assumptions

(a) Growth in real GDP of 5-1/2 per cent in 1983 and 7 per
cent in 1984.

(b) An average annual increase in the consumer price index
of 6 per cent and the GDP deflator of 4 per cent in 1983-84.

2. Targets

(a) Central governument operations are projected to show a
current account deficit of EC$50.2 million in 1983/84 and an overall
deficit (before grants and foreign concessionary loans) of ECS$43.5
million (19 per cent of GDP). The overall deficit is projected to be
almost entirely financed by grants and concessionary loans.

(b) The current account deficit of the balance of paymentcs
is projected at US$14 million (18 per cent of GDP) in 1983; the current
account deficit is expected to be reduced to the equivalent of 16 per
cent of GDP in 1984.

3. Major elements of the program

(a) Revenue measures

The program provides for a tax package (estiwated to yield
EC$2.9 million) containing the following measures, all cf which tzke
effect as of July 1, 1983:

(1) Introduction of customs tariff on imports of the
External Trgde Bureau~-mainly sugar and rice--(ECS$0.2 million).
- (i1) Increase in the foreign exchange tax from 1 per cent

to 1.5 per cent (ECS0.6 million).

(111) Imposition of hospital fees and charges (EC$0.5 mil-
lion).

(iv) 1Increase in consumption duties on fuels (EC$0.5 mil-
lion).

(v) Extension of the bank deposits levy to the National
Commercial Bank (EC$0.3 million).

(vi) Transfer of profite of the External Trade Bureau
(EC$0.8 million).



(b) Expenditure measures

(i) Limiting current spending of the Central Government
to EC$67.2 million representing an increase of EC$5.9 million
(9.6 per cent) over the estimated level of 1982/83.

(11) Central government capital expenditures in 1983/84
have been programed at ECS43.3 million. The main sources of
finance for these expenditures are (a) foreign project grants of
EC$23.6 million; (b) foreign budgetary grants of EC$3.5 million;
(c) foreign concessionary loans in an amount of EC$10.7 million;
and (d) drawdowns of EC$5 million from balance of payments loans
received in 1982 but now on deposit at commercial banks.

(c) Public enterprises

(i) A reorganization plan for the banana industry is to
be initiated in 1983/84. The plan involves a phased transfer of
boxing plant operations from the Dominica Banana Growers' Associa-—
tion (DBGA) to the private banana growers and the establishment of
a small institution to concentrate exclusively on marketing activ-
ities.

(11) Port charges will be increased by 17-1/2 per cent
effective July 1, 1983.

(111) Water rates will be increased by 10 per cent effec-
tive July 1, 1983.

(d) Other policies

(1) The wage guldeline for 1983/84 is an increase of
10 per cent, the size of the wage adjustment for central government
workers that takes effect on January 1, 1984.

(11) The existing restrictions on commercial banks'
credit expansion for the purchase of metor cars and consumer dur-
~ables are to remain. Also, no increase in bank credit to the
Central Government (except the drawdown of earmarked deposits
referred to above) is programed in 1983/84.

(e) Performance criteria

Cumulative quantitative limits on central government budget
financing defined as the sum of any SDR allocation, the net use of
foreign resources, net borrowing from ECCA, net use of foreign assets,
net borrowing from foreign commercial and net borrowing from domestic
sources (including drawdowns of the earmarked resources referred to
above) have been set as follows:

July 1, 1983 - September 30, 1983: ECS$2.2 million
October 1, 1983 - December 31, 1683: ECS$5.1 million
January 1, 1984 - March 31, 1984: EC$5.2 million.
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SUTIECT: FY 63 ESF PROGRAM ASSISTANCE FOR DOMINICA

REFERENCE: (Ay BRIDGETOWN 934Z€3 (B) FRIDGETOWN ©3711

1. ON JULY 1,.19€63 THE DAEC REVIEWED SUEJECT PROPOSAL
CONTAIMNED IN REFTEL (A), THE PKROPOSAL WAS APPROVED IN
PRINCIFAL FOR MISSION AUTHORIZATION, SUBJECT TO FOLLOWING
CCHRSITERATIONS

., THYE DABC REVIEWED THE IMPLICATIONS OF BALANCE OF
AYIENTS PROGRAM ASSISTANCE TO DOMINICA IN LIGHT OF
IG5UES RAISID BY EMBASSY IN REFTEL (B). NOTWILESTANDING
Thi HATURE OF THE NECATIVE PRECEDENT TrAT MIGHT BE S3T BY.
AEPROVING Gl on's SN 9mam e mos Nm ONEAOR TEE EASTERN
CARTBIEAN LDCS, PROGRAM APPROVAL IS BASED ON OBVIOUS EOP
PPCPLEMS OF DOMINICAN GOVERNMENT, POSITIVE AND FIRM

CTIONS TAXEN BY TBE DOMINICAN GOVERNMENT TO COMPLY #ITE
Iwn/Lyr AGREEMENTS, AND REGUEST ¥OR ASSISTANCE MADE BY
ITRD. WE SES TLIS NOT AS SETTING A FRECEDENT, BUT AS AN
EXCIPTION, AND WOULD EXPECT SIMILAR CONDITIONS TO EXIST
PEJORE NON-PROJECT ASSISTANCF COULD BE CONSIDERED FOR
GTEER LDCS IN TEE EASTERN CARIBBEAN,

_a»-.—,\

3, ANOTEER QUESTION OF PRECEDENCE WHICH WE THINK IS OF
FUNDAMINTAL IMPORTANCE IS #HETHER PROPCSZID 2SF PHOGRAM IS
ONE TIME, EXTHAORDINARY SUPPORT OR MLRE FIRST IN SERIAS
CF PxCGRAM LOANS., GIVEN BASIC RATIONALE ¥FOR ESF FROuURAM
ASSTSTANCE TO CBI BENEFICTARIES AND ACCLPTING RDO/C
BCONOMIC AMALYSIS AND COMCLUSIONS ON DOMINICA, WE AGREE
WITH MISSION'S OPINION THAT PROGRAM ASSISTANCE WILL NOT
FE NLCFSSARY IN THE YUTURE. WYX THINK THAT TEE GO SHOULD
BEE TULL DURING NEGOTIATIONS FOR ThHIS ESY GRANT ThAT WE DO
NCT ANTICIPATE A SACOND PROGRAM LOAN OR GHANT..

4, AID/W LAS FEEN FXPLORING FUNDING OPTIONS TO PROVIDE
¥SF¥ ¥OR PALANCE OF PAYMFNTS, NON~PROJECT ACTIVITIFS, WE
EXEECT POLJCY ISSUES TO Bk RESOLVED MOMENTARILY, WE DO
NOT EXFECT TO ¥z ABLE TO CFLIGATE DULS, 2.¢ MILLION IN FY
&3, FUT INTEND TC SPLIT~FUND WITR SXCOND MILLION BEING °
GELIGATRL IN EARLY FY &4. ‘

oz
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5. PBDO/C IS REQUESTED TO FXPLAIN IN ITS PAAD
JUSTIFICATION WHY CASF TRANSFER APPROAChL IS A MORE
AFFRUPRIATE APPFROACH THAN A COMMODITY IMPORT PHOGRAM.
€. ACCORDING TO REF A ~rARA 11, QUOTE = TC OITAIN ThE
FECGRAM ASSISTANCE, DOMINICA WILL HAVE TO ....”EACE AN
AGRRTMENT WITH TLE IMF ON TEE TEIRD YEAR OF THE E¥F
AGREEMENT = UNQUOTE., DOES THAT MEAN TFAT AGRE&MENT
FETWEEN GOD AND IMF ON THIRD YEAR OF EFF WILL EE A
CCNDITION PRECEDENT TO SIGNING OF FSYF GRANT ;OR OF
DISBURSEMENT;? - IF NOT A CP, WHAT SORT OF CONDITIONALITY
KE IMF IS PLANNED?

7 pDO/C SEQULD ALSO EXPLORE POSSIBILITIES FCR
CCNDITIONS ARBOVE/FEYOND, RUT COMPATIRLE WITH, IMF
AGRERMENTS AND CBI TO TAKW ADVANTAGE OF ADDED LEVERAGE
THIS PROGRAM MAY AFFORD., IF RDO/C DETERMINES THAT NO
SEZCIFIC CONDITIONS ARE REQUIRED, BEYOND TuOSY STATED IN
REF A, THE PAAT SHOULD INCIUDE A DISCUSSION COF TEE
RATIONALE ¥OR THIS DECISION. SFEE FARAGRAPhL 11 BELQW.

9. A MAJOR THRUST OF TRIS BALANCE OF PAYMENTS GRANT IS
7C SLOZE UP THE PURLIC SECTOR FINANCES AND TC USE TLk
LCCAL CURRENCY FOR DOMINICA’S PUBLIC SECTOR INVESTMENT
FEOGRAM., HOWZVER, REFTEL (A) EMPHBASIZES TEL IMPORTANCE
CF TLZ FRIVATE SECTOR IN DCG~INICA AKD Th: UNIQUS

CFFORTUNITIES ACCORDED THE PRIVATE SECTOR BY THE CURRENT

. GCVERNMENT OF LDUMINICA (GOD), TEE PAAD SLOULD SPECIFY

KOW TEIS GRAMT wWILL FACILITATE PRIVATE SECTOR GROWTE AS
W#lL AS HELP TG STRENGTHEM TLE GOOD RELATIONS WEHICE NOW
£XIST EETWEEN TEE PUBLIC AND PRIVATE SFCTCRS,

9. IN REGARD TO OQUR MUTUAL INTENTIOMNS/DISIRES THAT THE
ACTIVITIES F¥UNLED BY THE SPECIAL LOCAL CURRENCY ACCOUNT
BE SUPYORTIVE UF THE PKIVATE SECTOR, WE WISE TO POINT OUT
THAT AT LEAST T4W0 OF THE AGRICULTURAL DIVERSIVICATION
FRGORAMS PROPOSED FUR FUNDING IL PARA., 7 OF HEF, A ZX.G.,
FISH MARSETING AND STORAGX, AND PRAWN FARMIUG, IF
DCLE PY THE PUBLIC SECTOR, COULD ENCROACH ON AREAS EBEST
LEFT TO FRIVATE SECTORS., WE ARE CONFIDENT TEAT MISSION
WI[L ASSURE COMPATIBILITY THESE ACTIVITISNS WITH PRIVAT‘
FCTOR THRUST,

14, RLO/C SBEOULD ENSUHE‘THAT GRANT AGREEMENT CONTAINS
FROVISIONS TO MEET CURAENT RIQUIRED COMDITIONS FOR SUCH
ACTIVITIES., AT A MINIMUM, ASREEMENT SHOULD INCLUDE THE
FOLLOYWING: ‘

(A) A STATEMENT THAT TEE GOVERNMENT OF DOMINICA AGREES TO
Uy U.S. ¢0CDS, AS WELL AS TEE METHOD OF MONITORING AND
REPO RTI G SAMEv

172 ‘ ~ UNCLASSIFIED ., STATE 21g1e4
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"(2) A CONDITION THAT UPON DISRURSEMENT OF THE GRANT, THE

GCD ESTARLISE WITE AN APPROPRIATE DOMINICAN FINANCIAL
INSTITUTION A IPECIAL LOCAL CUPRLEMCY ACCOUNT IN AN AMOUNT
EQUAL TO THE GRANT PROCEEDS TO Bx USED FOR SUCH
ACTIVITIES AS MAY BE AGRLED UPON BETWEZEN THY PARTIES AND
LEICE IS CONSISTENT WITH OUR OVERALL ASSISTANCE STRATEGY
IN THE EASTERN CARIBBEAN IN GENERAL AND IN DOMINICA
SPECIFICALLY; AND . )

(C) A CONDITION TO FIRST DISBURSEMENT THAT A LOCAL
CURRENCY. UTILIZATION PLAN BE AGREEL TO BY BOTH PARTIFS
AND TEAT LOCAL CURRENCY BE ALLOCATED TO THE SPECIFIC
IFVELOPMENT AND INVESTMENT ACTIVITIES CONTAINED IN TiZ

PLAN.

BRSO TEE GAO hAS COMPLETED A REPORT TO A.I.D. CONCIRNING

o

L

ETCAEAMS OF THE TYPF PROPOSED IN REFTEL (4). MAJOR
CONCERNS RVLATED TO:

(4) TEEIR PERCEPTION OF A LACK OF LEMPEASIS ON OBTAINING
FCLICY CHANGE} .. =

(R) ‘THE PERCEIVED INSUFFICIENT INVOLVEMENT BY USAIDS 1IN
DIRECTING THE PROGRAM AND MANAGING LOCAL CURRENCTS

(c) THEIR PERCEPTION OF THE DESIRARILITY TO STRUCTURE
PROSRAM ASSISTANCE SO AS TO GAIN ADDITIONALITYT OF U.S.
IMFCRTSF AND ’ ’

(L) TEEIR VIEW OF TRE DESIRABILITY OF USING THE COMMODITY

IMEORT PHROGCRAM MELRANISH TC GAIN TRAT ADDITIONALITY.
Camww»LE;Jﬁ~1m~P Usyéud\%ﬁvﬁﬁhf‘

THFSE GAO CONCERMS AND AID/¥’S RESPONSES TO ThEM SEOULD
PE TAXEN INTO CONSIDERATION AS THE PAAD IS DEVELOPED.
FLFASE DETERMIME THE DAGREE 10 WELCE ThEY CAN BE
INTXGRATED INTC PROGRAM DESIGN WEILE MAINTAINING DESIRED
FRCGRAM IMPACT AHD DIRECTION, TEE GAQO RXPORT, AID/w’S
RESPONSES, AND A MODEL PRCJLCT AGREFMENT VWERE HANDCARRILD

BY KIM FINAN TO MISSION, SHULTZ .
BT : .
#0184 '
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B A A D € R T T IREEY 'J~.;4L5_*'-:.‘wn"z'w‘?:x‘ T PR

e o

=
=]
B ot




34 - (1) COUNTRY CHECKLIST

ANNEX C°
Page 1 of 12

The criteria listed in Part A are applicable generally to FAA funds, and
should be used irrespective of the program's funding source. In Part B a
distinction is made between the criteria applicable to Security Supporting
Assistance and the criteria applicable to Development Assistance, Selection of
the sppropriate criteria will depend on the funding source of the program,

A, GENERAL CRITERIA FOR COUNTRY

1.

FAA Sec. 481, Has it been determined

that the government of recipient
country has failed to take adequate
steps to prevent narcotics drugs and
other controlled substances (as defined
by the Comprehensive Drug Abuse
Prevention and Control Act of 1970)
produced or processed, in whole or

in part, in such country, or transported
through such/country, from being sold
illegally within the jurisdiction of
such country to U.S, Government
personnel or their dependents or

from entering the U.S. unlawfully?

FAA Sec. 620 (b). If assistance is to

a government, has the Secretary of
State determined that is not con-
trolled by the international
Communist movement?

FAA Sec, 620 (c)., If assistance is to a

government, is the government liable as
debtor or unconditional guarantor on any
debt to a U.S. citizen for goods or
services furnished or ordered where

(a) such citizen has exhausted avail-
able legal remedies and (b) the debt

is not denied or contested by such
government?

FAA Sec. 620(e) (1), If assistance is

to a government, has it (including
government agencies or subdivisions)
taken any action which has the effect

of nationalizing, expropriating, or
otherwise seizing ownership or control
of property of U.,S., citizens or entities

beneficially owned by them without taking
steps to discharge its obligations toward

guch citizens or entities?

No.

Dominica is not controlled
by the international
communist movement. The
country's Prime Minister
is a staunch supporter of
the United States.

No,

No.
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FAA Sec. 620(f), App. Sec. 108.

Is recipient country a communist country?
Will assistance be provided to the
Democratic Republic of Vietnam (North
Vietnam), South Vietnam, Cambodia,

or Laos?

FAA Sec. 620(1).Is recipient country
in any way involved in (a) subversion
of, or military aggression against,
the United States cr any country
receiving U.S. assistance, or (b)

the planning of such subversion or
aggression?

FAA Sec 620(j). Has the country
permitted, or falled to take

adequate measures to prevent, the
damage or destruction by mob action
of U.S. property?

FAA Sec. 620(1). If the country has
failed to institute the investment
guaranty program for the specific
risks of expropriation,
inconvertibility or confiscation,

has the AID Administrator

within the past year considered
denying assistance to such government
for this reason?

FAA Sec. 620 (0); Fishermen's Protec-
tive Act of 1967, as amended, Sec. 5
If country has seized, or imposed auy
penalty or sanction against, any U.S.
fishing activities in international
waters,

(a) has any deduction required by
Fishermen's Protective Act been made?

(b) has complete denial of assistance
been considered by AID Administrator?

FAA iec. 620(q); App. Sec. 504, (a) Is
the recipient country in default on
interest or principal of any AID loan to
that country? (b) Is country more than
one year in default on interest or
principal cn U.S. loan made pursuant to
program for which funds appropriated
under Approp. Act, unless debt was
earlier disputed, or appropriate steps

taken to cure default?

Dominica, the recipient
country,

No .

No.

Through no fault of the
country, an investuent
guarantee agreemeat with
the United States was
terminated recently Aas
part of a new U.&.
Treasury Department
policy initiative.

Dominica has neither
seized nor imposed any
penalty or sanction
azainst U.S. fishing
activities.

No.

is not communist.
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12,

13.

14.

15,

16,

-

FAA Sec. 620(s). What percentage of

country budget is for military expen-
ditures? How much of foreign exchange
resources spent on military equipment?
How much spent for the purchase of
sophisticated weapons systems? (Consid-
eration of these points is to be
coordinated with the Bureau for Program
and Policy Coordination, Regional
Coordinators and Military Assistanced
Staff (PPC/RC),

FAA Sec. 620(t). Has the country severed
diplomatic relations with the United
States? If so, have they been resumed
and have new bilateral assistance
agreements been negofiated and entered
into since such resumption?

FAA Sec. 620(u). What is the payment
status of the country's U,N. obliga-
tions? If the country is in arrears,
were such arrearages taken into account
by the AID Administrator in determining
the current AID Operational Year Budget?

FAA Sec. 620A; Has the country granted
sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism?

FAA Sec, 659, If (a) military base is
located in recipient country, and was
constructed or is being maintained or
operated with funds furnished by the
United States, and (b) U.S, personnel
carry out military operations from

such base, has the President determined
that the government of recipient country
has authorized regular access to U.S,
correspondents to such base?

FAA Sec. 669,. Has the country,

delivered or received nuclear
reprocessing enrichment equipment,
materials, or technology, without
specified arrangements or safeguards,
ete.?
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Dominica no longer
allocates any portion

of its budget for
military expenditures.

In fiscal year 1980/81,
military expenditures

had accounted for roughly
one percent of the
country's recurrent
budget.

No.

Dominica is not in
arrears on its U.N.
obligations,

No,

The U,.S,., does not have
a military base in
Dominica.

No.

=,
—

et
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18,
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FAA Sec, 670 Has the country delivered

or received nuclear reprocessing,
equipment, material or technology?

Is the country not a "nuclear-weapon
state" as defined in Article IX(3) of
the Nuclear Non-Proliferation Treaty
and on which detonates a nuclear
explosive device?

FAA Sec, 901, Has the country denied

its citizens the right or opportunity
to emigrate?

B. FUNDING SOURCE CRITERIA FOR COUNTRY

1'

Security Supporting Assistance
Criteria

a, FAA Sec, 502B, Has “he Department

of State made findings which indicate
that the country has engaged in a con-
gistent pattern of gross violations of
internationally recognized human rights?
If so, is program in accordance with
policy of this Section?

b, FAA Sec, 531. Is the Assistance to

be furnished to a friendly country,
organization, or body eligible to
receive assistance.?

c., FAA Sec, 609, If commodities are

to be granted so that sale proceeds
will accrue to the recipient country
have Special Account (counterpart)
arrangements been made?

Development Assistance Country

Criteria

a. FAA Sec., 102(c), (d). Have

criteria been established, and
taken int¢ account, to assess
commitment and progress of country
in effectively involving the poor
in development, on such indexes as:
(1) small-farm labor intensive
agriculture, (2) reduced infant
mortality, (3) population growth
(4) equality of income distribu-
tion, and (%) unemployment.

Page 4 of 12

Dominica, which is not a
"nuclear-weapon state,”
does not deliver or
receive nuclear reprocess-
ing equipment, material

or technology.

No.

Department of State has
not made any findings
that indicate that
Dominica has engaged in
gross violations of
human rights.

Yes.

N/A. Program support
is to be furnished in
the form of a cash
transfer rather than
commodities.

N/A. Source of funding
is Economic Support Fund
(ESF).
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b. TFAA Sec. 115 Will country be
furnished, in same fiscal year,

either security supporting assis-
tance, or Middle East peace funds?

If 30, has the Congress specifically
authorized such funds, or is assis-
ance for population programs,
humanitarian aid through international
organizations, or regional programs?

c. FAA Sec. 116, Can it be demonstrated
that contemplated assistance will
directly tenefit the needy? If not, has
the Department of State made findings
which indicate that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights?

d. FAA Sec. 201(b)(5),(7)&(8); Sec. 208

211(a)(4),{7). Describe extent to which

country is:

(1) Making appropriate efforts to incresase
food production and improve means for
food storage and distribution.

(2) Creating & favorable climate for
foreign and domestic private
enterprise and investment.

(%) Increasing the public's role in the
developmental process,

(4) (a) Allocating available budgetary
regsources to development.

(b) Diverting such resources for un-
necessary military expenditure &nd
intervention in affairs of other
free and independent nations.

(5) Making economic, social, and political
reforms such as tax collection improve-
ments and changes in land tenure
arrangements, and making progress toward
rﬁspect for the rule of law, {reedom:
dquxpreﬁsion and_of the press, and
fecognizing the g@bortanca«of indfvi--

§%% freedom, initiative, and private
efterprise. !

|

e
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(6) Otherwise responding to the vital
economic, political, and social con-
cerns of its people, and demonstrating
a clear determination to take effective
self-help measures.

e. FAA Sec., 201(b), 211(a). Is the country
among the 20 countries in which development
assistance loans may be made in this fiscal
year, or among the 40 in which development
assistance grants (other than for self-

help projects) may be made?

Page 6 of 12



3A(2) - NONPROJECT ASSISTANCE CHLCKLIST

The criteria listed in Part A are applicable generally to FAA funds, and

should be used irrespective of the program's funding source.

In Part B a

distinction is made between the criteria applicable to Security Supporting

Assistance and the criteria applicable to Development Assistance.

Selection

of the appropriate criteria will depend on the funding source for the program.

A. GENERAL CRITERIA FOR NONPKOJECT ASSISTANCE

l.

App. Unnumbered; FAA Sec. 653(b)

(a) Describe how Committees on Appro-
priations of Senate and House have been
or will be notified concerning the non-
project asslistance;

(b) 1is assistance within (Operational Year
Budget) country or internatioual organ=-
ization allocation reported to the
Congress (or not more than $1 million

over that figure plus 10%.

FAA. Sec. 61l(a)(2; 1f further legis-
lative action i1s required within
recipient country, what is basls for
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of
the assistance?

FAA Sec. 209, 619 1Is assistance more
efficiently and effectively given
through regional or multilateral
organizatious? 1If so why 1s assistance
not so given? Information and con-
clusion whether assistance will
encourage reglonal development
programs. 1f assistance 1s for newly
independent country, is it furnished
through multilateral organizations or
in accordance with multilateral plans to
the maxlmum extent appropriate?

FAA Sec. 601(a); (and Sec. 201(f) for
development loans). Information aund
conclusions whether asgsistance will
encourage efforts of the country to:
(a) increase the flow of iriternational
trade; (b) foster private initiative
and competition; (c) encourage develop-
ment and use of cooperatives, credit
unions, and savings and loan associa-
tions; (d) discourage monopolistic

Congressional notifica-
tion will be transmitted.

Source of funding will
come from KDO/C's fiscal
year 1982/83 supplemental
ESF allocation.

N/A.

To achieve desired
impact, the bilateral
mode 1s preferred, al-
though the program
complements strongly
other denor programs.

The program will have

a positive impact on
international trade and
private initiatlve and
competition.

s
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practices; (e) improve technical
efficiency of industry, agriculture,
and commerce; and (f) strengthen free
labor unions.

FAA Sec, 60L(b)., Information nnd

conclusion on how assistance wilil
encourage U.S. private trade and in-
vestment abroad in foreign assistance
programs (including use of private
trade channels and the services

of U.S. private enterprise).

FAA. Sec. 612(b); Secé36(h).

Describe steps taken to assure that
to the maximum extent possible, che
country is contributing local
currencies to meet the cost of con-
tractual and other services, and
foreign currencies owned by the
United States are utiilized to meet
the cost of contractual and other
gervices,

FAA Sec, 612(d). Does the United
States own excess foreign currency
and, 1if so, what srrangements have
been made for its release?

B. FUNDING CRITERIA FOR NONPROECT ASSISTANCE

L.

Nonproject Criteria for Security
Supporting Assistance

a. FAA Sec., 531,

tance support promote economic or
poliitical stability? TIs the country

among the L2 countries in which Support-

ing Assistance may be provided in this
fiscal year?

How will this assis-

Page 8 of 12

The program will have
positive impact on
Dominica's growth pros-
pects, which in turn

will encourage (a)U.S.
private trade and invest-
ment abroad and (b) pri-
vate U.5, participation
in foreign assistance
programs.

Local currency

equivalent will help fund
Dominica's required
counterpart contributions
on other donor projects.

No.

The program wiil promote
economic and political
stability through (a)
supporting investment
activities with a produc~-
tive sector orientation
in Dominica's public
sector investment pro-
gram and (b) making
available foreign exchange
for critically needed
productive sector imports.
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Nonproject Criteria for Development
Assistance

8. FAA Sec, 102(c); Sec. III; Sec, 281a,
Extent to which activity will (1)
effectively involve the poor in develop-
ment, by extending access to economy at
local level, increasing labor-intensive
production, spreading investment out from
cities to small towns and rural areas; and
(2) help develop cooperatives, assist
rural and urban poor to help themselves
toward better life, and otherwise encourage
democratic private and local government
institutions?

b, FAA Sec. 103, 1034, 104, 105, 106,
107. Is assistance being made available:
ffﬁblude only applicable paragraph--

e.2. 8, b, etc,--which corresponds to
sources of funds used. If more than

one fund source is used for assistance
include relevant paragraph for each

fund source.

(1) [103] for agriculture, rural develop~
ment or nutrition; if so, extent to
which activity is specifically designed
to increase productivity and income of
rural poor; AlOBA] if for agricultural
research, is fully account taken of
needs of small fermers,

(2) [104] for population planning or
health; if so, extent to which activity
extends low-cost, integrated delivery
gystems to provide health and family
planning services, especially to rural
areas and poor; extent to which assis-
tance gives attention to interrelation-
ship between (A) population growth and
development and overall improvement
in living standards in developing
countries. Is activity designed to
build motivation for small families in
programs, such as education in and out
of school, maternal and child health
services, agriculture production,
rural development and assistance
to urban poor?

Page 9 of 12

N/A. Source of funding
is ESF,
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(3) [105] for education, public adminis-
tration, or human resources development
if so, extent to which activity
strengthens nonformal education, makes
formal education more relevant,
especially for rural families and urban
poor, or strengthens management
capability of institutions enabling the
poor to participate in development;

(4) [106] for technical assistance, energy,
research, reconstruction, and selected
development problems; is so, extent
activity is:

(a) to help alleviate energy problem;

(b) reconstruction after natural or
manmade disaster;

(c) for special development problem,
and to enable proper utilization of
earlier U.S, infrastructure, etc.,
assistance;

(d) for programs of urban development,
especially small labor-intensive
enterprises, marketing systems, and
financial or other institutions to help
urban poor participate in economic and
social development.

(5) [107) by grants for coordinated pri-
vete effort to develop and disseminate
intermediate technologies appropriate
for developing countries.

c. FAA Sec, 207; Sec. 113, Extent to which
assistance reflects appropriate emphasis on:
(1) encouraging development of democratic
economic, political, and social institutions;
(2) self-help in meeting the country's food
needs; (3) improving availability of trained
worker-power in the cuntry; (4) programs
designed to meet the country’'s health needs;
(5) other important areas of economic,
political, and social development, including
industry; free labor unions, cooperatives, and
Voluntary Agencies; transportation and
communication; planning and public adminis-
tration; urban development, and modernization
of existing laws; or (6) integrating women
into the recipient country's national economy.

Page 10 of 12
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d. FAA Sec. 281(b). Describe extent

to which program recognized the
particular needs, desires, and capacities
of the people of the country; utilizes
the country's intellectual resources to
encourage institutional development;

and supports civil education and training
in skills required for effective partici-
pation in governmental and political
proceses essential to self-government,

e. FAA Sec. 201(b)(2)-(4) and -(8)

Sec. 201(e); Sec. 211{a)(1)-(3) and -(8).

Does the activity give reasonable promise
of contributing to the development of
economic resources, or to the increase of
productive capscities and self-sustaining
economic¢ growth; or of educational or

other institutions directed toward social
progress? Is it related to and consistent
with other development activities, and will
it contribute to realizsble long-range
objectives?

f. TFAA Sec. 201(b)(6); Sec. 211(a)(5)(6)
Information and conclusion on possible
effects of the assistance on U.3. economy,
with special reference to areas of sub-
atantial labor surplus, and extent to which
U.S. commodities and assistance are fur-
nished in a manner consistent with improving
or safeguarding the U.S5. balance-of-
payments position,

Nonproject Criteria for Development

Assistance (Loans only)

a. FAA Sec. 201(v)(1). Inforation and

conclusion on availability of financing
from other free-world sources, including
private sources within the United States.

b. FAA Sec. 201(b)(2); 201(d). Informa-

tion and conclsuion on (1) capacity of

the country to repay the loan, including
reasonablenesas of repayment prospects, and
(2) reasonableness and legality (under laws
of country and United States) or lending
and relending terms of the loan.

Page 11 of 12

N/A. Source of funding
is an BESF grant.
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c. TFAA Sec. 201(e). Tr loan ia not made
pursuant to a multilateral nlan, and the
amount of the loan exceeds $100,000, has
country submitted to AID an application
for such funds together with assurances
to indicat~s that funds will be used in an
economically and technically sound
manner?

d. FAA Sec. 202(a). Total amount of
money under loan which is going directly
to private enterprise, is going fto inter-
mediate credit institutions or other
horrowers for use by private enterprice,
is being used to finance imporfs rom -
private sources, or is ntherwise being
used to finance procurements {rom private

sources?
Additional Criteria for Alliance for N/A,Dominica is a
Progress Caribbhean state,

[Note: Alliance for Progress assis-
tance should add the following two
items to a nonproject checklist.

a. FAA Sec. 251(b)(1)-(8). Does
assistance take into account principles
of the Act of Rogota and Charter of
Punta del Este; and to what extent will
the activity contribute to the economic
or political intepration of Latin
America?

b. FAA Sec. 251(b)(R); 251(h). For loans
has there been taken intn account the
effort made by recipient nation to repa-
triate capital invested in other countries
by their own citizens? TIa loan consistent
with the findings and recommendantions of
the Inter-American Committee for the
Alliance for Progress (now "CEPCIES,"

the Permanent Executive Committee of the
OAS) in its annual review of national
development activities? ;




ANNEX D

A

TOE N

‘./f e LETTER NO. 1
7"'-‘5«'3.'.‘».'.".}‘7 e

Rel. No I"}B/’]% MINIGTRY OF FTINANCIE..
GOVERNMENT HEADQUARTE RS,
KENNEDY AVENUE.
ROSEAU,
COMMONWEALTH OF GOMITICA.

WEST INDIES.
1983-09-07

H. E. Mlan Bish
Ambassaxior

U.S. Bnbasoy
Bridectown
BAPRA

Your Ixcelilency,

T have the honoar an behalf of the Goverreont: of the Comurnmalth
of Dominica Lo muke a formal request for balincee of paymrmits surport

grant from the United States of America.

During, the past months, discussions have taken place belwecn WBATD
and officers Irom our Ministry of Finance and Eeonomic Development Unit

on the form and level of wosistance required.

We arc satisfiad with the conclusions arrived at during those dis-

cussians,

Ve are also satisficd thal the assictance souphl will heln ©o
strengthon the balimce of pigineails ind the production structure of the

ecoLomy.

Tne rolative amphasio riven 1o sectors in this request for assistance
reflects the strulery of povernmenl to pencrate Narther developeet in
agTiculture wxd dindustoy and to provide the plyrieal and social infre-
structore in ougport of Lhrese produclive scctors. This siralery, toretber
vith appropriate fiscal policy meanwres Lakien in cansullalion vath the
Intermatianal Fonetary Fand will conta-ibuate dirvectly to refuctian of the

level of imports and Lo incicese in the level of cxports.

The: slralery an outliard above 1o connintat with the overall pro-
-pame developod by my povertnrnl in consnlLabian with Lhe World Bonk
H 08

and the Tuleinational Manclaey TFund,




My government agrees to import fram the United States, goods
of approved calegories in an amount at least equivalent to the amount

requested, over a one ycar period.

We are satisfied that the conditions attaching to the aid
requested, as indicated during discussiaons with representatives of

your office, are acceptable.
dn early response {rom you would be very mach approciated.
With agcurances of my hiphest cstean.

Yours sincerely,

S

'y . .
) ; e ’ . //f/[ i //’
e /J C o ce E /k/,//’:»/_._,, e

/ e b

1 .- -
M, EUGFNTA CHARTES
PROME MINISTER.



Ref. No. I'28/198

s Excellency Milan Bish
fmbassador

U.S. Inbassy

Bridgetowm

RARBADCS

Your Excellency,

LETTER NO. 2

MINISTRY OF FINANCE,
GOVERNMENT HEADQUARTERS,

KENNEDY AVENUE.

ROSEAU,
COMMONWEALTH OF DOMINICA,

WEST INDIES.

1983-09-16

——————Further to my letter dated ?7th September, 1983, I have the honour,
| e "behalf of the Government of the Commanwealth of Domini ica, to meke

on

The above sum, if approved,

i Fﬁ‘_“’ hi ormjl ‘fermest for a grant in the sum of two million United States dollars
Ti (US $2,000,000) to assist in climinating the deficit on my povermment's
cnpltal accomt and for balance of payments support.

should be paid to the account of the

East Caribbear Currency Authority with the Federal Reserve Bank for crediv

Roseou, in an account deciemated

Fayments Account'.

|

g S in its eadvalent in East Caribbean Dollars
|

1

!

will be mpde from the above account to finmmce

, to the Account of the Govern-

lment of the Comnonwealth of Dominica with the National Commercial Banlz,

"Government of Dominica: U.S. Bolance of

¢ locol

[ - Withdrawals

| '

[~ cqots or United States import content: of sub-projects in the mublic scctor
- . 7,

= /‘i{ﬂ ctment activities previously approved by USAID for financing wnder the
} / ):.‘-,'-’

l R e 75 Ta VPO

! i

I confirym that my overnment has been  in compliance with the tormets

ablichrd under the International Monctary Fund Brtended Tl Facility

and thalt we have scatioficd all conditians

o arrexd to under that prorramic.




My government has already taken a rumber of self-help measures
in addition to and in canforurity with the EFT programme agreed Detiveen
ourselves and the Inbtermational Monetary Fund. We are caafident That
the assistance recuested will suwport significantly the self-hely

mezsures witlch we have already undertaken.

I trust that you will be able to respand favourably to our
request.

With assurances of my hiphest consideration.

Yours sincercly,

)

\q,a/ ,/% P S ;’/.‘ [/
(/u{/"/%{ A E ki

M.b FUGTNIL Gl

TRIME MINTSS: 4D

MR OF 191, iiCE

& TVETFISAT, AXIA LI,
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AGENCY FOR II RNATIONAL DEVELOPMENT
ADVICE uF PROGRAM CHANGE

Date:
CQOUNTRY ) : : Caribbean Regional
PROJECT TITLE : .Program.éupport for Dominica

PROJECT NUMEBER : 538-0113

FY 83 CP REFERENCE None

APPROPRIATION CATEGORY Economic Support Funds (ESF)

LIFE OF PRQJECT FUNDING : $2,000,000 (G)

INTENDED FY 83 OBLIGATION :  $2,000,000 (G)

This is to advise that A.I.D. intends to obligate $2,000,000 in
grant funds in FY 83 for program assistance to Dominica. This is a
" new project which was n?t included in the FY 83 Congressional
Presentation.

The financial requirements for the program are $2 million to cover
the immediate balance of payments needs of the Dominican economy.
The Government of Dominica will covenant to provide a corresponding
amount of local currency to help meet the credit requirements of its
productive sector investment program and to meet the local
requirements of donor assisted projects critical to the needs of the
private sector.

ANNEX: Activity Data Sheet

Annex

€
(// /) Page 1 of 2
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AGENCYFOHINTEHNATHJNALDEVELOPMENT

PROGRA'Y: Caribbean Reglonal

ACTIVITY DATA SHEET

CPRI.O8 (R 79)

TITLE
FUNDING SOUNCE PROPOSED OBLIGATION f/n rhousands of doflers)
Frogram Support for Dominica Economic Support Fundsa ° £y LIFE OF 2
~uu:eqn ppo ominlca | feonmomic Support Tands | 8 2,000 FROIECT (Aun) -7 070
538-0113 new [XX FRIOR REFERENCE INITIAL ESTIMATED FINAL ESTIMATED COMPLETION DATE
onant Kk Loan[] conTinuing ) None 0BLIGA FION OBLIGATION OF PROJECT
- FY 83 Fy 83 FY g3

Purpose: To provide critical balance of payments support nccded to
sustaln modest growth of the productive sectors and permit
continued economic recovery.

Background: Since independence In 1977, Dominica has struggled
with serious economic problems including multiple hurcricancs,
riging oil prlces and worldwide recession which have led to a £ 3
million balance-of-payments deficit. Supported by an Extended Fund
Facility with the International Monetary Fund (IMF/EFF), the
Covernment of Dominica (GOD) has recently made real stridea toward
econonlc stabllizatlon and growth. However the large fiscal debt
of Dominica threatens to halt the advances which have recently been
made in improving the country's productive sector investments. A
shortage.of resources for thls sector would prevent further
economic recovery. Consequently, the GOD with IMF support has
approached the U.S. government for ald {n support of {ts public
sector productive {nveatment programsg.

Project Degcription: The proposed $2 million program will take the
form of an fmmediate cash transfer to the Government of Dominica to
sddrens Ite Immediate balance-of-payments nceds. The GOD for its
‘part, to facllitate recovery, will establish local currency funds
of an equivalent total amount. These funds will be used to
continue the country's agricultural diveraiflcation cfforte and
the{r publlc sector invesiment programs. The Investment programs
will focus on those activities with a productive sector orlentation
and/or an infrastructure building component. Examples of program
activitlies include fish marketing and etorage, coconut
rehabilitation, feeder road construction and livestock disecase
control.

Additionaily, local currency funding may be used by the government
to provide its counterpart contribution for cructal
externally-financed infrastructure projects.

The program proposes as policy conditionalfty the eliminatlion of
the projected recurrent fiscal account dellcit of $1.6 million for
thig fiscal year, the [lnalizatlon of an ngrerment with the IMF on
the final EFF allotment, other donor amaistance in meeting the
GOD'a deficit, and the priorit{zation of investment projecte.

Relationship of Program to A.I.D. Strategy: The program would

support A.L.D.'s strategy for the English-gpeaking Eastern
Caribbean by stabilizing the finances of the public sector,
strengthening the Dominican balance-of-payments situation,
stimulating productive sectors through the provision of nceded
forelgn exchange for U.S. productive imports and local cost
financing. 1In summary, the program would promote the continued
stabllization and expansion of the economy of a country which 1) 1is
serving as a model of free enterprise development in the reglon, 2)
will then be mere able to teke sdvantage of the trade cohcesslong
to be offered under the Caribbean Basin Initliative,and 3) i3 a
strong ally of the United States.

Beneficlaries: The program ie designed to have broad $mpact on tke
productive gectors of Dominica. 1In doing so, It would mssure that
employment snd income-generating economic growth are-not delayed.

Host Country and Other Doncrg: The host country will be utilizing
fts public resources to implement the program and the projected
hencfltn derived thereln are consistent with the hoet country's
stated objectives. Other donors sre beling encouraged by the IMF to
provide the local currency as well as foreigan exchange portions of
projects being funded by their countries in order to eliminate the
balance-of-payments deficit and to contribute program ameistance
toward decrcasing the balance-of-payments deficit. The IMF is
fully supporting Dominica becasuse of the austerity measgures adopted

during recent years. - .o
Ma jor Outputs: All Years
Improved Economic Activity X

Life- of Project
(3000)

A.1.D.~Financed Inputs:

Program Assistance 2,000

2 40 z abed

U.S. FINANCING {ia thousends ef dollars)

PRINCIPAL CONTRACTORS OR AGENCIES

Obligstiom Exponditures

Uniiquidated

Through Sententer 30 1981

TO BE SELECTED

Extimated Flscul Yeur 1982 - -

)

Estimated Through Sepiombar J0, 1982 - -

Feaparad Fise gt ¥ aar 19 83

* 2,000 -

Futwre Yeor Obligstions

* Zstimoted Totel Cost

[

3 Xauuy



ANNEX F

) Page 1 of 8
Program Agreement Number: 538-0113

GRANT AGREEMENT
BETWEEN
THE GOVERNMENT OF THE COMMONWEALTH OF DOMINICA
AND
.THE GOVERNMENT OF THE UNITED'STATES OF AMERICA
ACTING THROUGH
THE AGENCY FOR INTERNATIONAL DEVELOPMENT
FOR
CASH TRANSFER
FOR THE

PUBLIC SECTOR INVESTMENT PROGRAM

DATE: September 30, 1983

APPROPRIATION:

~ BUDGET ALLOWANCE:

e
P
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GRANT AGREEMENT

BETWEEN THE
GQVERNMENT OF THE COMMONW%ALTH OF DOMINICA
AND THE
GOVERNMENT OF THE
UNITED STATES OF AMERICA
FOR

CASH TRANSFER FOR THE PUBLIC SECTOR INVESTMENT PROGRAM

AGREEMENT, dated the thirtieth of September, 1983, between the Govermment
of the Commonwealth of Dominica ("Grantee”) and the United States of America
acting through the Agency for International Development ("AID"), together
referred to as the "Parties”.

Whereas, the Govermment of the United Stétes, acting through AID, desires
to assist the Government of Dominica to eliminate its capital accounts deficit
and to assist in 1ts public sector investment program;

Now, therefore, the Parties hereto agree as follows:

ARTICLE 1. THE ASSISTANCE

AID agrees to grant to the Grant-e, under the terms of this Agreement, not
to exceed Two Million United States Doliars (U.S. $2,000,000) (the "Grant") to
assist in eliminating the Grantee's capital account deficit and for balance of
payments support. The program will support development activitlies in the
public sector investment program by encouraging the Grantee to furnish its own
local currency to stimulate productive sector activities and provide essential
economic and social infrastructure. The Grant shall be disbursed in three
tranches, subject to the conditions precedent set forth below. 1 .e activities
contemplated herein are amplified in the Program Description set forth at
Annex 1 of this Agreement.

ARTICLE II. CONDITIONS PRECEDENT TO DISBURSEMENT

Section 2.1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement under this Grant of $1,000,000, or to
the issuance. by A.I.D. of documentation pursuant to which such disbursement
will be made, the Grantee will, except as the Parties may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.:

(a) An opinion from the Attorney General of the Grantee stating that
thig Agreement has been duly authorized and/or ratified by, and executed on
behalf of, the Grantee, and that it constitutes a valid and legally binding
obligation of the Grantee in accordance with all of its terms.

(b) A statement representing and warranting that the named person or
persons have the authority to act ag the representative or representatives of
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the Grantee together with a specimen signature of each person certified as to
its authenticity. !

‘

(¢) Evidence that a special and séparate local currency account has
been established in Dominica into which the E.C. dollar equivalent of the Cash

Transfer Grant will be deposited.

(d) A list of public sector development activitles, contained in the
FY 83/84 officlal budget of the Government of Dominica, to be supported by the
Grant and the estimated amounts to be allocated to each activity.

(e) Evidence that the Grantee 1is in substantial compliance with
targets established under the International Monetary Fund Extended Fund
Facility.

(f) An official letter in which the Grantec agrees that (1) Dominica
will import from the United States goods, from those import categories
previously approved by A.I.D. and furnished to the Government of Dominica, in
an amount at least equivalent to the Grant over a one year period from the
date of first disbursement hereunder; (2) Grantee will monitor such imports
and keep A.I.D. informed as to progress; and (3) Grantee wili certify and
document, in form .and substance acceptable to A.I.D., the value of imports
actually made from approved categories during a one year period from the
disbursement of the Grant.

Section 2.2. Condition Precedent to Disbursement of Second Tranche

Prior to the disbursement of the second tranche of $500,000, or to
the issuance by A.I.D. of documentation pursuant to which such disbursement
will be made, the Grantee will, except as the parties may otherwise agree in
writing, furnish to A.I.D., evidence that as of December 31, 1983, the Grantee
is in substantial compliance with its Extended Fund Facility Agreement with
the International Monetary Fund and that the local currency aspects of the
Program are proceeding satisfactorily.

Section 2.3. Condition Precent to Disbursement of Third Tranche

Prior to the disbursement of the third tranche of $500,000, or to the
issuance by A.I.D. of documentation pursuant to which such disbursement will
be made, the Grantee will, except as the parties may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.
evidence that as of March 31, 1984, the Grantee is in substantial compliance
with its Extended Fund Facility Agreement with the International Monetary Fund
and that the local currency aspects of the Program are proceeding
satisfactorily. -

Section 2.4. Notification

When A.1.D. has determined that the conditions precedent to
disbursement specified in Section 2.1., 2.2. and 2.3. have been met, it will
promptly notify the Grantee.

Section 2.5. Terminal Date for Conditions Precedenf

If the conditions precedent set forth in Section 2.1l. have not been
met ninety (90) days from the date cf thia Agreement, or such later date as
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A.I1.D. may agree in writing, A.I.D., at its option, may terminate this
Agreement by written notice to the Grantee.

¢

ARTICLE IITI. DISBURSEMENT . *

4

Section 3.l. Deposit of Disbursed Funds

After satisfaction of the conditions precedent, at the written
request of the Grantee, A.I.D. will deposit the proceeds of the Grant in the
designated U.S. correspondent bank.

Section 3.2. Date of Disbursement

Disbursements by A.I.D. will be deemed to occur on the date(s) the
proceeds of the Grant are deposited in the bank or banks designated pursuant
to Section 3.1.

Section 3.3. Terminal Date for Requesting Disbursement

Except as A.I.D. may otherwise agree in writing, the terminal date
for requesting disbursement of the Grant proceeds shall be nine months from
the date of this Agreement.

ARTICLE IV. PURPOSES GF FUNDS

Section 4.1.

The Grantee agrees that the Grant funds will be used for purposes set
forth in Article I and will not be used for (1) financing military
requirements of any kind, including the procurement of commodities or services
for military purposes, or (2) luxury items or pesticides which are not
registered by the U.S. Environmental Protection Agency without restriction.

ARTICLE V. COVENANTS

Section 5.1. Records

The Grantee will maintain financial records, in accordance with
generally accepted accounting principles, to assure compliance with this
Agreement, such records to be maintained for at least three years after the
date of last disbursement hereunder and to be made available upon request for
examination at any reasonable time by authorized representatives of A.I.D.

Section 5.2. local Currency Special Account

The Grantee, using the nighest lawful rate of exchange existing on
the date of the local currency deposit, will immediately upon disbursement of
the Grant cause Eastern Caribbean Currency Authority or successor central bank
to deposit the local currency into the previously established special and
separate account in Dominica, ip the equivalent amount of the Granat proceeds,
which special account shall, except as A.I.D. may otherwise agree in writing,
be established and used by the Govermment of Dominica to support thelir
activities in public sector investment as mutually agreed to by A.I.D. and the
Grantee.
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Section 5.3. Reports ‘

The Grantee, unless A.l.D. agrees dtherwise in writing, will furnish
to A.I.D. four quarterly reports on the funding status of the public sector
investment activities in a format acceptable to A.I.D. The first report will
be due three months after initial disbursement with subsequent ones submitted
at ensuing three month intervals.

Section 5.4. Trade Promotion

The Grantee covenants to collaborate with the United States
Government on ways of expanding trade cpportunities.

Section 5.5. Publicity

The Grantee covenants that 1t will give appropriate publicity to the
Grant and activities funded thereunder as a program to which the United States

has contributed.

Section 5.6. Local Currency Costs of Activities

i
Grantee covenants to exert its best efforts to have the particular
donor agency involved cover the required government local currency costs of
its respective precjects.

Section 5.7. Consultation

The Grantee covenants to meet at regular intervals with A.I.D. in order to
consult concerning the effectiveness of the activities undertaken through the
Agreement.

Section 5.8. Execution of Program

(a) The Grantee shall carry out the Program or cause it to be
carried out with due diligence and efficiency, in conformity with sound
technical, financial, and management practices, and in conformity with those
documents, plaans, specifications, contracts, schedules or other arrangements,
and with any modifications therein, approved by A.I.D. pursuant to this
agreement; and

(b) Provide qualified and experienced management for, and train such
staff as may be appropriate for the maintenance and operation of the Program,
and, as applicable for continuing activities, cause the Program to be operated
and maintained in such manner-as to assure the continuing and successful
achievement of the purposes of the Program.

Section 5.9. Economic Policies

The Grantee covenants to make best efforts to restrain in fiscal
years 1984/85 and beyond (a) recurrent expenditures and (b) borrowing from the
domestic commercial banking system. .

ARTICLE VI. REFUNDS

(a) In the case of any disbursement which 18 not supported by valid
documentation in accordance with thig Agreement, or which is not made or used
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in accordance with this Agreement, A.I.D., notwithstanding the availability or
exercise of any other remedies under this Agreement, may require the Grantee
to refund the amount of such disbursement in U.S. Dollars to A.IL.D. within
aixty (60) days after receipt of a request therefor.

(b) If the failure of Grantee to comply with any of its obligations under
this Agreement has the result that the Grant is not used effectively in
accordance with this Agreement, A.I.D. may require the Grantee to refund all
or any part of the amount of the disbursements under this Agreement in U.S.
Dollars to A.I.D. within sixty days after receipt of a request therefor.

(¢) The right under subsection (a) or (b) to require a refund of a
disbursement will continue, notwithstanding any other provision of this
Agreement, for three years from the date of the last disbursement undec this
Agreement .

ARTICLE VII. MISCELLANEOUS

Section 7.1. Communications

The Grantee undertakes to provide to A.I.D. such infermation relating
to the economic and financial situation of Dominica as may be necessary. Any
notice, request, documents, or other communication submitted by either party
to the other under this Agreement will be in writing or by telegram or cable,
and will be deemed duly given or sent when delivered to such party at the
following address:

To Grantee: Financial Secretary
Ministry of Finance
Government Headquarters
Roseau
Commenwealth of Dominica

To A.I.D.: Mission Director, USAID-Barbados
Regional Development Office/Caribbean
P.0. Box 302
Bridgetown, Barbados

Telex USEMB BGI 2259 - WB
All such communications will be in English, unless the Parties
- otherwise agree in writing. Other addresses may be substituted for the above

"upon the giving of notice.

Section. 7.2. Representatives

For all purposes relevant to this Agreement, the Grantee will be
represented by the individuals holding or acting in the positions of Prime
Minister, Financial Secretary and Development Coordinator and A.I.D. will be
represented by the individual holding or acting in the position of the
Director of USAID-Barbados, Regional Development Office/Caribbean each of
whom, by written notice, may decignate additional representatives. The names
of tha representatives of the Grantee, with gpecimen signatures, will be
provided to A.I.D., which may accept as duly authorized an instrument signed
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by such representatives in implementation of* this Agfeement, until receipt of
written notice of revocation of thefr authority.
+

IN WITNESS WHEREOF, the Government of Dominica and the United States of
America, each acting through its duly authorized representatives, have caused
this Agreement to be signed in their names and delivered as of the date and
year first above written.

GOVERNMENT OF DOMINICA UNITED STATES OF AMERICA
By: By: v

Brian Alleyne Willizm B> Wheeler
Title: " Title: Mission Director

Acting Prime Minister



ANNEX T

PROGRAM DESCRIPTION

The US$2 million dollar program consists of a Cash Transfer to the
Govermment of Commonwealth of Dominica (GOCD). The grant funds will be
deposited in the U.S. correspondent bank for the Fast Caribbean Currency
Authority (ECCA) or successor central bank. ECCA or its successor will
transfer local currency in the equivalent of $2 willion into a special GOCD
account to be malntained at the National Commercial Bank, a Dominican
government-owned financial intermediary. The local currency in the special
account will support activities in the public sector program mutually agreed
upon by A.I.D. and the GOCD. Funds will be provided in three tranches of $i
million, $500,000 and $500,000 respectively.

The goal of the program assistance is economic stabilization. The Cash
Transfer will support the economic reforms that the GOCD has undertaken with
the encouragement of an $11 million Extended Fund Facility (EFF) agreement
with the Internaticnal Monetary Fund (IMF). These reforms include limits on
governnent spending, more efficient and effective tax measures, and reduced
government borrowing from the domestic commercial banking system, among other
measures. The major purpose of the program is to eliminate the government's
FY 1983/84 capital account and balance of payments deficits, while at the same
time sustaining its modest public sector investment program. While the
country has made advances under the adjustment program, output has not
rebounded as much as anticipated and additional time and support are needed
for the adjustment program to work.

The GOCD and AID agree that this Cash Transfer will be a one time
undertaking in response to a unique situation. Dominica is the only Eastern
Caribbean country that has an EFF agreement with the IMF and has undertaken
appropriate self-help measures. Expanded economic activity is projected for
future years as a resuit of increased private investment and external donor
asslistance. The expanded economic activity, coupled with continued fiscal
austerity and other donor support, is expected to enable the gcvernment to
meet 1ts recurrent budget requirements and maintain a satisfactory public
sector investment prcgram in the future.

The government's self-help measures and favorable investment climate are
fully consistent with the Caribbean Basin Economic Recovery Act, more commonly
referred to as the Caribbean Basin Initiative (CBI). The CBI was recently
enacted by the United States Congress at the President's initiative. The Cash
Transfer's stimulating effect on the productive sector will assist Dominica in
taking advantage of the opportunities presented by the Act's provisions.

The A.I.D. program assistance will have a positive impact on economic
development. The GOCD local currency special account will be used for
purposes mutually agreed upon between GOCD and AID to support the government's
FY 19Y83/84 public sector investment program. The primary emphasis of the
activities 1s on the promotion of the productive sector. Agricultural
diversification will be given priority as a means of reducing dependence on
bananas and increasing food self-sufficiency. Essential economic
infrastructure will be supported, and selected social infrastructural
activities will contribute to rehabilitatlion efforts, promote expansion of the
human resource base, and help curb migration from rural areas to urban
concentrations.
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The activities financed from the local currency special account must be
consistent with the GOCD's economic recovery program. In all cases, the
activities must be included in the government's approved FY 1983/84 budget.
Furthermore, the activities must be short~term in nature, subject to likely
completion during a one year period following initial disbursement, or
financial arrangements must be identified to allow for the activity's
continuation after the expenditure of the local currency associated with this
grant. :
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL DEVELOPMENT OFFICE/CARIBBEAN

i, P, O. BOX 302
Unhed States Of Americs BRIDGETOWN

agg" ‘:]E BARBADOS
b
L

September 30, 1983

The Honorable Brian Alleyne
Acting Prime Minister
Government. of Commonwealth of Dominica

Government Headquarters
Roseau
DOMINICA, W.I.

Dear Acting Prime Minister

SUBJECT: AID Grant No. 538-0113
Program Assistance to Dominica
Implementation letter No. 1
Conditions Precedent and Covenants

This letter sets forth the procedures for utilization of the
proceds of the Grant, and provides information to assist in implementing
the project in accordance with the Grant igreement. Nothing in this
letter, nor in any subsequent Implementation letter, should be construed
as modifying the Grant Agreement or any of its provisions. This letter
may be supplemented or modified by subsequent letters of implementation,
as necessary, to meet specific situations as they arise.

I. The Assistance - Article I

Article I and Annex I of the Grant Agreement contaln descriptions
of the Program. The Grant will be used exclusively to finance the
Program as described in Article I and as amplified in Annex I of the
Agreement.

II. Conditions Precedent to Initial Disbursement; Section 2.1

This section of the Grant Agreement outlines the conditions which
must be satisfied, in form and substance satisfactory to AID, prior to
the disbursement of Grant funds or the 1ssuance of commitment documents
under the Grant. When submitting documentation to satisfy the conditions
precedent, one original and three xerox or carbon copiles should be sent.
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A, Legal Opinion; Section 2.1 (a)

Section 2.1 (a) requires that the Government of Dominica
submit to AID evidence that the Agreement has beern authorized and is a
legally binding obligation of the Government of Dominica. To satisfy
this condition AID will require a statement, in writing, vo this effect
from the Attorney General of Dominica or other acceptable :ounsel.

B. Designation of Representatives; Secticn 2.1 (b)

To fulfill this condition, the highest legal officer of the
Government of Dominica should submit to AID over his signature the names
of the persons who will represent the Government of Dominica and who are
authorized to sign official correspondence. The following information
about each of the designated representatives should be contained in this
submisaion:

(a) the name and office or title of the person or persons
deslignated;

(b) a specimen signature of each person designated; and
(c) a statement that the person or persons named will have
the authority to act as his/her organization's

representatlve.

C. Local Currency Account; Section 2.1 (c)

To satisfy the commitment to establish immediately upon
disbursement of the Grant, the local currency account you should indicate
the number of the account and the manner in which the account will be
monitored. Your letter to Ambassador Bish of September 16 (Ref: F28/198)
has already indicated the specific location and name of the account.

D. Development Activities; Section 2.1 (d)

Section 2.1 (d) requires that the Government of Dominica
provide AID with a list of public sector development activities,
contained in the FY 83/84 official budget, to be financed by the local
currency account, and the estimated amounts to be allocated to each
actlvity. An official letter listing the activities and amounts along
with a statement that they are in the official budget is required.
Another statement should be included indtcating that all the activities
are short-term in nature, subject likely to completion during a one year
pericd following initial disbursement, or financial arrangements must be
identified to allow for the activity's continuation after the expenditure
of the local currency assoclated with this grant.
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E. IMF Compliance; Section 2.1 (e) .

Section 2.1 (e) requires that the Government of Dominica
present to AID evidence that the Government is in substantial compliance
with targets established under the International Monetary Fund Extended
Fund Facility Agreement. Sufficient information should be provided to
allow AID to make a determination of adherence to the Performance
Criteria established under the Extended Fund Facility Agreement. This
information should include, but not necessarily be limited to, (a) any
Special Drawing Rights Allocations; (b) net use of foreigr resources; (c)
net borrowing from the Eastern Caribbean Currency Authority or successor
central bank; (d) net use of foreiyn assets; (e) net borrowing from
foreign commercial banks; and (f) net borrowing from domestic sources.

F. Imports from the United States, Section 2.1 (f)

Section 2.1 (f) requires that the Government cf Dominica
provide AID with an official letter agreeing to (1) import from the
United States goods, from those import categories previously epproved by
AID and furnished to the Government of Dominica, In an amount at least
equivalent to the Grant over a one year period from the date of first
disbursement hereunder; (2) monitor such imports and keep Aid informed as
to progress; and (3) certify and document, in ferm and substance
acceptable to AL, the value of imports actually made from approved
categories during a one year period from the disbursement of the Grant.

In order to document the value of the imports, certified
information should be maintained in a specilal file regarding (1) the U.S.
source and origin of the goods; aud (2) that the goods actually entered
Dominica. We request that on a quarterly basls you submit to A.l.D. a
listing of imports from the U.S. and their value by categories
established on the list previously approved by A.I.D. (see atttachment to
this letter).

III. Conditions Precedent to Disbursement of the Second and Third
Tranches

Before disbursement of the second and third tranches of funding,
the Government of Dominica must furnish to AID evidence that as of
December 31, 1983, in the case of the second tranche and March 31, 1984,
in the case of the third tranche, that (a) the Government is in
substantial compliance with the Extended Fund Facility Agreement; and (b)
the local currency aspects of the Program are proceding satisfactorily.
In meeting requirement (a), refer to guidance presented in Section IIL.E.
of this letter. In meeting requirement (b), financial data sufficient to
determine the draw—-down rate for each activity should be presented. This
information may be presented in the regular quarterly report which the
Government of Dominica has covenanted to provide.
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1v. Covenants

I draw your attention to the Covenant sectlon of the Grant
Agreement (Article V). This section presents nine covenants which have
been agreed to by you. We will be working with you over the next
several months to clarify what exactly is required to comply with the
covenants and to develop a reporting format which meets the requirements
of Section 5.3 of the Grant Agreement.

My staff and I look forward to commencing implementation of this
program and to this end, we wiil be glad to answer any questions you may

have regarding satisfaction of the Conditions Precedent to Initial
Disbursement of the Grant.

Please sign one copy of this letter and return it as
acknowledgement of its receipt and concurrence with its contents.

Yours sincerely,

wiliiam B. wheeler \-\)
Director

Concurrence:

Date )



