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DONINICA - STRUCTURAL ADJUSTMENT SUppOAr PROGRAM
 
THIRD AMENDMENT TO
 

PROGRAM ASSISTANCE APPROVAL DOCUMENT
 
August, 1989
 

(Program go. 538-0141.04)
 
(Grant So. 538-604D)
 

I. Rec&ImSMndation:
 

That the RDO/C Miusion Director approve the third
 
amendment to the Program Assistance Approval Document (?AAD)

for the Dominisc Structural Adjustment Support Program and

thereby authorize an additional $1.400,000 is Economic Support

Funds for the Government of the Commonwealth of Dominica (GOCD).
 

This swendment revises the conditiouality presented In
 
the original (September 1987) PAAD, and adds $1,400,000 in
 
Economic Support Funds for 
the Government of the Commonwealth
 
of Dominica, 
for a program total of 14.542,900. The funds will
 
be obligated In August of 1989, and will be provided 
as a 	cash

transfer grant, to be disbursed In one tranche, as soon as the
 
conditions precedent are 
met. The assistance, however, vil
 
not be disbursed prior 
to January 1, 1990 (halfway through the
 
Dominica fiscal year), 
thereby allowing plausible full-year

projections for the fiscal performance conditions precedent 
to
 
disbursement. Local currencies associated with the program

vill be used for general budget support. The Grantee will be

the Government of the Commonwealth of Dominica, as repxesented

by the Ministry of Finance.
 

11. Background and Rationale:
 

A. 	 Introduction:
 

This third amendment to the Dominic& Program

Assistance Approval Document (PAAD) is needed to 
execute the
 
following changes:
 

1. 	 To increase the authorized level of funding under the
 
program by 1,400,000 to $4,542,900,
 

2. 	 To establish conditionality for the third tranche of
 
the multi-year series of contributions to the
 
structural adjustment program, and
 

3. 	 To update information provided in the original PAAD,
 
and prior amendments, including fiscal 
and balance of 
payments data and the narrative on economic 
performance. 

A chronology prov!!ed on the next 
page 	as Table 1 
shows the dates of 
previous PAAD ameodmeats, and disbursements
 
of funds "tnder the Domnlica Struc:ural AdJust2ent Support 
Prog aa. 
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TABLE I
 
DOMINICA


STRUCTURAL ADJUSTMENT SUPPORT PROGIAM
 
CHR6NOLOGT
 

1. 	 ProSram Authorizatto,
 
Approval Document
 
(proposed level vws
 
$4.500,000. but
only $1,500,00C available) 


2. 	 PAAD Amendment No. I 
(increased authorized level
 
by $1.02,900, to a
 
total of t2.542,900, and
revised conditionality) 


3. 	 PAAD Amendment No. 2
 
(increased authorized level
 
by $600,000, to 
a total of$3,142.900) 


4. 	 PAAD Amendment No. 3
 
(increases authorized level
 
by $l,400,000, 
to a total of

$4.542,900, and 
revises
 
conditionality) 


5. 	 Proposed PAAD Amendment No. 4
 
(to increase authorized level
 
by $557,000, 
to a total of
55,099,900) 


Authorized 
 Disbursed
 

September 1987 
 'January 1988
 
'lot trancbe"
 

September 1988 
 July 1989
 

-2nd tranche"
 

June 1989 
 July1 989
 
2d trnche"
 

August 1989 
 1/
 

'3rd tranche"
 

FY 1990 
 11 

-4th tranche"
 

L/ 	 Upon fulfillment of conditions precedent 
to disbursement
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This PAAD Amendment provides Information that
supplemeotary to the original NAAD and 	
i"s
 

its prior two

amendments. The additional 'information given below ts keyed to
 
the relevant sections of the original PAAD.
 

S. 	 Background:
 

The original program objective stated In the

September 1987 FAAD. 
to "support a multidonor structural
 
adjustment program" In Dominica, remains valid today. 
 Dominica
 
has just completed the third year of its three-year

macroeconomic program agreed 
to under the auspices of a 'Tight

Consultative Group' 
or TCG. The TCG's purpose In to. provide

coordinated concessional structural adjustment support to
Dominica 
from 	the INF, World Bank and other donors. The United
States pledged a contribution of 14.5 million to 
the effort, to
be granted as ESF cash transfers of *1.5 million each year for
the three years of the program. (The reader is referred to the
 
original PAAD and its 
two prior amendments for more detail on
 
the specifics of the three-year TCG program.)
 

Funding constraints altered the schedule of

disbursements of 
the U.S. assistance, as shown in Table 
1. By

aid FY 1989, only slightly more than $2.5 million in ESF had
been obligated for Dominica. 
 In late FY 1989, however, a total

of $2 million in additional ESF was allocated for Dominica.
 
The first $600,000, obligated in June of 1989, was viewed as
completing the commitment of $1.5 million mae for FY 1988, and
for that reason was provided without conditionality over and
 
above that attached to 
the FY 1988 ESF monies. This $600,000

was disbursed simultaneously with the FY 1988 
ESF in July of

1989, cuce the relevant conditions precedent were 
met.
 

The second part of 
the FT 1989 portion of ESF for

Dominica, 
the subject of this PKAD amendment, carries with it

conditionality relating 
to the objectives of Dominica's

macroeconomic program. 
 The specific conditions will be

detailed 
in a later section of this amendment. At this time,

RDO/C has requested an additional $557,000 
in ESF for Dominica,

to extend the program into 
FY 1990 and to bring its total to
 
$5.1 million.
 

C. 	 Economic Performance To Date Under Dominica's
 
Structurul Adjustment Proran:
 

The three-year period covered by the TCG-GOCD
 
structural adjustment program formally ended in June of 
1989.

At that time, review of economic performance over the period

shoved many signs of 
success. 
 The goal of 4 percent real GDPgrowth during the period 1986-1988 was surpassed - averaging
6.4 percent a year. 
 The central government deficit fell from

15 percent 
of GDP to seven percent in 1988. Open uneaployment

fell from an estimated 18 percent to an esticated 10 percent.
Table 2 (an amended version of Table 1 of the original PAAD)
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TABLE 2
 
(AMRDo TABLE I F= ORIGIN", PAADI 

D0 IMICA: ICoONIC INDICATOS UMM TCG MOMC 

PSO IMI'I ACTUALJPIOJ. 

losS is$$ I11 1It 1, 19,90 1961 IVU 11s 

(Anual Percentage CLaages) 

G-- et coestast prices 1.1 6.8 4.6 4.5 4.0 4.0 6.6 5.6 2.8Inflation (GOP deflator) 8.3 6.2 4.5 4.0 3.5 3.6 4.1 2.9 4.1Exports (03- million) 11.2 55.2 4.1 16.1 11.2 6.4 10.6 15.6 -10.0leport (M58611110o 2.5 -2.6 13.0 10.6 12.4 .S5 19.2 31.6 30.0 

(Percent of GDP)

UALANCU Of ]PAYME3 
Current eccoust deficit
 

before grasta -20.7 -3.4 -6.9 
 -6.4 -9.6 -6.4 -7.5 -15.3 -20.0
arter grants -5.0 4.2 0.7 0.0 -1.0 0.6
 

External debt 
 47.9 47.1 51.0 51.2 53.3 41.3
 
Debt service as pct. of
 
exports& Merv. priy. trasf. 7.31.4 9.4 U.9 7.1 6.5 

CENTRAL GVEINDlT OPERATIONS 
Current revenue 
 29.3 28.8 30.2 28.5 28.4 28.3 39.3 44.6 43.6

Current expenditure 
 28.3 26.4 21.Z 2-5.0 24.2 23.5 34.6 35.6 40.7Current bela ce 
 1.0 2.4 4.0 2.5 4.2 4.8 4.8 6.0 3.0Capital exp. a met lending 15.9 9.T 12.5 14.9 14.9 14.3 21.9 21.9 25.6 
Overall belance: 

before grants -14.9 -7.3 -3.5 -11.4 -0.? -1.5 -11.3 -11.5 -20.5
after grants -2.2 -i.9 -0.4 -4.1 -2.6 -2.0 -1.2 -2.9 -9.8
External grants 12.7 5.4 8.1 7.3 6.1 7.5 10.1 3.6 10.7 

External coocessionary loeas

(net. LOcI. IPIF SA3) 1.6 2.7 4.4 6.7 3.7 2.9 5.7 3.5 5.7*oaconcessionsry financing 0.4 -0.8 -4.0 -2.6 -1.1 -0.8 -4.5 -6.6 4.1 

SOLRCN:t!?rAFND MI O FINinitnY J 11CE
 

I1/ Tc:G/SA? Pro-gras beginnib July 1. 1986 

/
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gives more 
detail about progress against the quantitative
targets of the Dominican economic program.
I 

It Is certainly true that much of Dominica's
positive economic performance reflects favorable commodity

prices (particularly bananas) during 
the period. As much or
more credit can be given to 
a much improved economic policy

environment, as the Dominica program included measures to
restrain 
the growth of public expenditure, especially of the
recurrent budget, and to promote exports and 
tourism. The GOCD
raised tariffs on utilities and took steps 
toward their
privazization. 
A comprehensive fiscal reform 
also assisted in
strengthiiing the 
Dominica macroeconomy. to
Donor projects
Improve infrastructure also provided an 
Impetus to Srowth.
 

Despite the many and noteworthy successes of the
Dominica structural adjustment program 
so far (please see
original PAAD and its 
two prior amendments for the details),
more york needs to be done to keep the 
country on 
its path of
strong economic growth. 
Measures to maintain 
fiscal
discipline, further spur export development and 
diversify
agricultural production are 
still of high priority. Moreover,

Dominica's infrastructural development 
program has many
important unfinished projects. 
 For these 
reasons, assistance
 
to Dominitca's 
structural adjustment program by 
the TSG
membership will continue beyond the 
original three-year

timeframe.
 

III. Prognosis for the Dominican Economy During 
1989 and
 

1990
 

A. National Income and 
Production:
 

The GOCD anticipates achieving

rate a real GDP growth
of at least 4 percent in 1989. 
 As In the previous year,
tourism Is anticipated 
to be a leading sector in 
terms of
growth, with an projected expansion in 
excess of 10 percent in
real terms. GOCD analysts expect that 
the agriculture sector
will see a less favorable year in 
1989, as both Lanana pricesand output are expected 
to fall. Agroprocessing and
manufacturing 
are projected to see moderate growth, 
as are
 
construction and 
banking.
 

Outside observers, on the other hand, 
predict
that growth viii 
slow in 1989, and that growth rates will besignificantly lover 
until at least 1992. Despite the GOCD
optimism, GDP growth 
is more likely to moderate to a level of2.5 to 3.0 percent in real terms. This scenario Is based onthe expectation that the U.K. banana market 
is saturated, andthat overall exports will be lower than In recent years until1992 or later. The 
IMF 4oubts if the value of banana exports
will ever recover to levels seen over the past few yearm.
Renewed growth in both exports and GDP will depend on the
country's success 
in d versiffing agriculture. 
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Because the high levels of growth of 
the past few
 years are not likely to be repeated soon, the external abd 
fiscal balances are expected tp worsen over nearthe term.
 
Even so, the more pessimistic observers of the Dominican
 
economy are not alarmed at 
the prospects.
 

The level of inflation, measured by the GDP deflator,
 
is expected to be about 4 percent in 1989. about 
the same as
 
was experienced in 1988.
 

D. External Sector
 

The current year has 
proven one of greater

difficulty for the Dominican economy. 
Banana tonnage Is
 
already off sharply from the over-70.000 ton level of 1988.
 
Banana prices are 
nov lower than in previous years, another
 
blow to an 
economy for which this crop constitutes about 70
 
percent of exports. The impact is compounded by the fact that
"green- prices In London are off, 
combined with a 
rise in the
 
value 
of the U.S. dollar. The strengthening of the dollar has
 
the effect of lowering the ECS price to farmers, since the
 
fruit is sold in sterling. A ton of bananas 
thus yields fever
 
EC dollars than it did a year ago.
 

Preliminary data from the International Monetary

Fund, reflecting that institution's pessimistic outlook for 
the
 
banana sector, project that exports in 1989 will be about $5
 
million dollars less than last 
year. This will contribute to a
 
worsening of the current account deficit from an 
estimated
 
$18.3 million in 1988 to 
$27.9 million in 1989.
 

With continued rising imports, the current
 
account balance Is expected to worsen sharply in 
the next two
 
or three years. While the Government estimates the drop in
 
bananas 
to be only about htlf as large as that projected by the
 
International Monetary Fund, 
the situation will still be quite

unfavorable compared to the 
past three years. Nonetheless, the
 
projection is that even 
with reduced grant support, the overall
 
balance of payments can sustain a modest surplus during this
 
period.
 

On the capital 
account for 1989, for example,

official grants and 
public sector borroving, plus a higher

level of direct investment than has prevailed in years past,

will contribute to an estimated $5.7 
million dollar balance of
 
payn~ants surplus. 
 This will translate into a strengthening of
 
Domivica's international reserve position within the Eastern
 
Caribbean Commercial Bank. Balance of 
payments projections for
 
Dominica appear as Table 3.
 

B. Fiscal Accounts
 

In 1989, as in previous years, U.S. balance of
 
payments support for DominIca will 
be Just.fied on the grounds

of needed budget support, 
rather than due to a balance of 

21 
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TABLE 3
(Aaenv4 Table 2)


DoAlalce Ulaone of Parmeats Ill 
0I8 KHlliosj 

Prl.-. -ProJectloas-----1984 1985 1937 iuN s? 19 19 9it" 3 t"21S 
-CURXD'T ACCOUlrY 5ALAJIC -18.5 -20.6 -4.6 -T.3 -33.3 -27.3 -is.5 -24.7 -20.9 

(before great&)Trde Ualasco -30.2 -28.7 -12.3 -16.4 -32.6 -43.5 -48.6Exports. f.o.b. -41.4 -46.225.6 28.5 43.4 41.0 55.6 50.4 46.4 41.6 49.4Dporta. e.l.f. -55.8 -5T.2 -55.7 -16.4 -67.6 -33.3Travel (met) -34.4 -34.0 -95.68.5 7.3 7.5laterest Pajr'mts (et) 
5.5 9.1 9.9 10.5 11.? 13.0-2.0 -2.0 -2.0 -1.8 -2.1
-1.9 -1.9 -2.3 -2.4Otber services (eat) -1.1 -3.7 -4.5 -3.7 -2.6 -1.0 0.0
-1.5 -0.5Private Transfers (set) 6.3 6.5 7.64.7 4.4 9.2 13.3 12. 14.7 

CAPITAL ACCOUVT 24.7 19.7 9.7 16.6 18-1 33.6 
 32.0 25.9 21.9
Official grants /2/ 11.0 35.6 1.6 11.4 8.9 12.8 11.4 8.6 5.6Public sector borrowing /2/ 4.8 4.1
4.5 3.9 7.3 8.8 7.4
Comaerciol Uanhs 9.4 6.43.0 -0.8 -2.3 -12.1 -9.9 5.0 3.0 
 1.0 0.0
Direct investment 
 2.3 3.0 6.8 8.6 6.9 7.0 1.3
1.0 10.0
 
Short-te-A %'apiLal
(incl. errors a oeiuionuJ) 3.6 -2.6 -6.9SDU ALLOCATION 5.4 5.0 0.0 0.0 0.0 -0.1O.U 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0
 

OVERALL sitS 08 DEFICIT(-) 6.Z -0.9 5.1 R.? 0.4 5.7 1.2
2.5 1.0 
rI .MAC.G -G.- 0.9 -5.1 -8.7 -5.7 -1.2
-O.I -2.5Change in off. reserves /3//4/ -G.1 2.7 -4.2 -R.I 2.0 -3.4 

-I.0
 
Change in fur. assets 0.2 -0.3 -0.3 

-0.1 0.0 0.0 
-0.2 -U.1 -0.6 -0.3
NeL crclJL frue IMF /5/ -0.3 

-0 3 -0.3
-I.S -0.6 -Z.1 -1.3
-0.4 -2.0 -0.9 -0.7 

SOCE: 7M1' ,.D GOVERalIPMT OF DOMINICA . 
/I/ Based on partial date rrm Go ve.rntaL of DosniAca. There are no cuaplete
oftivial bajanee of paryents statistics.
/2/ .yund 1285 sources of official grueALo and con;eauional borrowlgh.avt. not yet been fully identLirier. IMF tables alLcreJ to rflcvt AID g:sftb13 >,hbu- in the fiscal tables. 3A/C. Mon-AAlD-grt sc-narso 
3 I ol abuwn bere./3/ R-.ftrs Lo change ,n D0sinics'a impul,.d share its intcrnmtio-,al 

srev holdriot by VCCa. Thess arc nuL fr-ely -aslable to Dosinica./4/ *'C- in reserve" daL furLog- orficial 
 198S-87 are dji.orLed as Lher,'su! l' u fmJcrreporting or Luirsnsy in ;irculatio in 1985-36.n whie'h Dainica's ijputrd %h.are uf EC"TI inLern'Lijunnl re.erves 
i. bLsca.

/S/ Twlud,'.s actual and projeL-td ,:.,bsr..e. .nL under tht. IMF
Str.-tural Adustzcnt Facility. 

Best Available Copy
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payments shortfall. (The balance of payments 
is expected to
show a small surplus, as noted above.) 
 The GOCD Is unable, in

the short tern, to generate sufficient Internal resources 
to
 
carry out an Infraatructure'improvement program of the

aagnitu.de to achieve real GDP grovt 
 rates In excess of 4
 
percent annually. 
 Domestic resource mobilization must be
uupplemented by external trants and loans 
to achieve the
 
necessary Investment in productive Infrastructure. A corollary

to this is that Dominica ust make oure 
that scarce public

sector resources are directed Into Investment and m#intenance
 
of physical Infrastructure to 
the maximum extent possible,

while operating expenditures are kept lean.
 

Table 4A on the following page shows that in
their current fiscal year. excluding grants, the GOCD will face
 
a larger deficit than the year before 
(ECS55 million in 1989/90

as compared to an estimated EC$31 million in 1988/89), in large

part due to an 
increased level of capital expenditure (ECS69.l

million in 1989/90 rather than EC$39.1 million the 
previous

fiscal year). RDO/C support to the public investment budget

(added in Table 4B) reduces the 
overall deficit in the 1989/90

fiscal year from ECS26.5 million to EC$18.3 million. With
 
concesslooal financing of ECS 
15.3 million expected to be
 
available to Dominica ,!uring the 1989/1990 fiscal year, 
the
 
RDO/C contribution reduces 
the need for nonconcessional
 
borrowing to 
only ECS3 million.
 

For this scenario to materialize, the GOCD mus.

strictly supervise Its current 
expenditure, particularly the
 
wage bill, and must continue Its progress In 
putting parastatal

finances in 
order (including privatization). The targets

proposed under this 
year's ESF program fox control 
of the wage
 
bill are the following:
 

1. Efforts to keep the 
wage bill constant in real
 
terms, but in no case exceed growth of 
three percent

in real 
terms. The present forecast of 8 percent
 
growth in 
the wage bill, given expected inflation of
 
about 4 
percent, means that additional effort will be
 
required by the GOCD in this 
area.
 

2. Maintaining the 
wage bill at a level less than or
 
equal to 
57 percent of current expenditure.
 
Projections for 1989/90 show 
that the GOCD will
 
exactly meet this target.
 

3. Maintaining the wage 
bill at a level less than or
 
equal to 
50 percent of current revenue. Projections

for 1989/90 show that this 
ratio will rise to nearly

52 percent, 
meaning that the Government must exercise
 
extreme prudence.to meet its targets.
 

4. Increasing the budget 
for road maintenance by at
 
least 10 percent !n nominal terms, to insure that
 
investments in road construction yield their maximum
 
benefit.
 

http:prudence.to
http:aagnitu.de
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Even with the difficulty the GOCD may face in
 
1989190 to meet its fiscal targets, the projection is for the
 
government to achieve a current account surplus equal to about 
2 percent of anticipated GDP. 'The fiscal situation, while not
 
alarming at present, is clearly less buoyant than it has been 
for the past two years.
 

C. The June Fiscal Reform:
 

In her June 1989 budget address, Prime Minister
 

Charles announced a fiscal reform to be implemented in January
 
of 1990 aimed at simplifying the tax system and providing
 
greater Inceptive for private sector investment. The fiscal
 
data given In the afore-cited tables incorporate the income
 
loss estimated to result from the reform, expected to be about
 
EC$14 million on an aunual basis.
 

The fiscal measures were designed to encourage
 

investment by eising the corporate income tax. In this regard,
 
the corporate tax rate will be cut by 5 percentage points to 30
 
percent. The distribution of corporate bonus shares will be
 
made tax free. The hotel occupancy tax will be lowered from
 
ten to five percent, and the bar and restaurant tax will be
 
replaced with the regular three percect income tax. Income
 
from interest and savings deposits will be exempt from income
 
tax, a measure designed to attract deposits from Dominican
 
depositors overseas, as yell as other nonresident depositors.
 

Adjustments will also be made to the personal
 
income tax, both to simplify Its administration and to create
 
greater incentive to productive activity. The top marginal
 
rate will be lowered from 45 to 40 percent, and the other
 
brackets will also have their associated rates reduced by five
 
percentage points. The income brackets will be widened. About
 
850 taxpayers will be removed from the tax rolls through
 
raising the tax threshold from ECS9,000 to EC$12,000.
 

Both the purpose and content of these measures
 
respond to the objective of the GOCD economic program, and of
 
conditionality under the multi-year ESF program, to encourage
 
private sector investment, saving and creation of employment.
 

IV. Program Description:
 

A. Conditions and Covenants:
 

The conditionality associated with the additional $1.4
 

million grant was defined as part of the original three-year
 
ESF program, and remals valid today. Table 5 on the next
 

pages summarizes the quancitative conditions and covenants
 
contained in the three prior ESF disbursements, and reports on
 

progress by the GOCD in =eeting the quantitative targets of tae
 
program.
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RDO/C has negotiated the folloving
taken as conditions precedent measures to be
to disbursement of the 81.4
millio 
 IniSF assistance authlortzed
amendment. under this PA.ADThese measures are key to 
Dominica meeting its
fiscal targets during the current fiscal year, and
implication, by
for carrying forward a level of investment in
productive infrastructure to 
maintain growth rates at 
the
targeted level.
 

(1) Evidence that 
the COCD baa impleaented wage and
salary cost-containment 
measures based
Grantee's response on the
to 
the findings and recommendations
of the Organization, Nethods and Manpower technical
asastance team.
 

(1i) Evidence that 
the COCD has increased the
national budget 
for road and
maintenance by at 
infrastructure
 

least 10 percent In nominel 
terms
between its Fiscal Year 1988/89 and 1989/90.
 
(111) Evidence that 
the GOCD Is making satisfactory
progress 
toward attaining its targets for wage and
salary expenditures. 
 [See covenant 
(i) below.)
 
(iv) Evidence that 
the COCD is making satisfactory
progress 
toward attaining its 
targets for public
sector savings, 
as measured by the
recurrent balance on
account 
in the
accounts revenue ani expenditure
of the Government of Dominica. 
 (See Covenant
ii below.) 

(v) Evidence that 
the Grantee Is 
making satisfactory
progress toward privacizIng 
the Water Authority.
 
The following covenants will be included 
In the
ESF Program Agreemenc:
 

(i) The GOCD shall make every effort
public sector wage to keep the
bill constant In 
real terms, and at
ataimum will restrict increases in
wage bill to the public sector
no more 
than three percent per year in
real terms 
between Fiscal Tears 1988/89 and 1989/90.
The rantee vill further covenant
will be made that every effort
to reduce civil 
service wage
payments and maintain and salary
a level not to
of recurrent exceed 50 percent
revenue 
in Fiscal Year 
1989/90.
will The GOCD
further covenant to 
make every effort to
that civil service wages ensure

and salaries will
57 percent of not exceed
current 
expenditure In Fiscal Year
1989/90. 
 The COCD will 
 further covenant to
A.I.D., provide to
at t:he request 
of
demonstrating the 
A.I.D., expenditure data
progress 
that the Grantee is
toward attaIz!ng :he making


targets 
for wage and salary

expenditures.
 



(ii) 
 Tbe COCD shall make every effort to contribute
to 
public sector savings by taking actions necessary

to produce a surplus tn the recurrent account 
of the
Government budget equal 
to at least 11 percent of
 
current revenue 
in Fiscal Year 1989/90.
 

(1i1) The GOCD shall provide to A..D., prior 
to

January 1, 1990 
a report on measures 
taken or planned

by the Grantee during Fiscal Year 1989/90 to 
remove
fiscal, regulatory, or 
other disincentives 
to private

investment 
In Dominica.
 

(iv) The GOCD shall provide to A.I.D., prior to
 
January 1, 1990, 
an implementation timetable for
further privatization of 
state-ovned enterprises.
 

(v) 
 The GOCD shall increase the 
amount budgeted for
 
road and infrastructjre maintenance by 
at least 10
percent in nomical 
terms each year betveen its Fiscal

Year 1988189, 1989/90 and 1990/91.
 

(Progress against quantified macroeconomic
targets will be evaluated in 
January of 1990, vhen half-year
actual data are 
available, and 
refined projections of full-year

performance can 
be made.)
 

An additional covenant vill provide 
for periodic
meetings betveen the 
GOCD and 
AID to review economic
performance, with macroeconomic data to be provided
basis to on a timely
AID by the GOCO. The 
ESF Program Agreement will also
include the 
standard conditions and 
covenants relating 
to the
separate dollar account, 
the local currency account, accounting
and 
reporting, specimen signatures, opinion of counsel, and 
so
 
on.
 

B. Program Elements:
 

The uses of 
ESF dollars, and associated local
currencies, will 
follow the scheme described in original
PAAD. The reader is re erred to 
the 


that documect for the
details. 
 The same justifications for grant 
funding and for
providing the 
assistance 
as a cash transfer 
are still valid.
The same reporting requireaents will be 
retained for the
 
additional assistance.
 

The amount of the additional grant 
is still well
below Domlnica's annual 
import requirement from 
the United
States. Therefore, Dominica is 
not expected to 
have difficulty
In importing at least $1.4 
million in comaodities froa 
the U.S.

under the additional grant.
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SEC.-ON 	7.2. A9 PCe*Wttat ives 

rot afl puepom. r*.evant to thisa Agreemeant# the Grantff will be 
representted by e~.# tndivi-a hold5ing or act.ig in :ht yosliti~n Of 
xYnineer of Finance, Goverrment of Lee Ccrworjealth of Domai~ca WWd 

tinn 	 theP.!.D. w1i be represon:ed by t * !r~iiv.ckia !h1dnqOrato 
po i tixa.of the A.!.D. Dir~ctors Regional Develoo%.3 Office for the 
Cazibbean, in bacbados, each of wahom, by writtt notie, Moy dinsignato 
additionA1 :epreocatt.ves. The rn.fes of the representatives Of the 
3ran.e, withs pecirien signatares, will be proviSed to A.!.o.0 wih may 
accept as duly withori?*d a.n injtru:-nt slned my$z ileonftati-va 
!plem~r.tAt~on of thi.s Agrerent, until recalpt of writtvfl notice of 

covVQcaion of their =ut-ority. 

IN W.77n.SS ;%-F1!EOF, the Cwrntmeath of Domini~ca a.-4 the*United 
States of Avericas each actirg thIr;7gh its cLly a,.:torizod 
rep~r6esotativeo have cajased this Areement to be signed in vs-wir namas 
and3 deliverel as o! t!*.e da:e and year firat !avewritten. 

0>2MIMTHfl OF' DOKMCA 	 *nIxT 3SAT-,S OP AMERXC 

By: X Ae&&By 

Tnitle: 	 Pris* iniste: vitle: Director, V~o/C 
and Knlstar of Finance 
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H. wary C. Ott
 

USAID
 
P 0 Box 302
 
Bridgetovn
 
IA RI ADOS
 

Dear Ms. oct
 

The gi.? antf agreement for Student .djusmen, ]1T jaccepcble to the Covernment of Duminica. The signed 
signature page is returned as requesced. 

Yours sincerely
 

C )W I Ll IAMS
 
AC. FINANCIAL. SECRETARY
 



August 28, 1989
 
I 

ACTION ME2OANM FOR THE DIRECTOR, RDO/C
 
FROM: 
 Mary C. Ott, PRM
 

SUBJECT: Dominica Structural Adjustment Support III.Amendment No. 3 to the Program Assistance Approval Docuant(PAAD) and Grant Agreement (538-0141.04) 

Action Re uested: 
 That you (1) authorize Amendment No. 3 to
the Dominlca Structural Adjustment PAAD, and in so doing,
approve an FY 1989 $1,400,000 Economic Support Funds 4rant forDominica; and, (2) sign the attached Grant Agreement for
Structural Adjustment Support III. 
Background: 
 The original program objective stated in the
September 1987 PAAD, to "support a multidonor structural
adjustment program" in Dominica, remains valid today. 
Dominica
has just completed the third year of its 
three-year

macroeconomic program agreed to under the auspices of a "Tight
Consultative Group" or TCG. 
The TCG's purpose is to providecoordinated concessional structural adjustment support to
Dominica from the WK?, 
 World Bank and other donors. The United
States pledged a contribution of $4.5 million to the effort, to
be granted as ESF cash transfers of $1.5 million each year for
the three years of the program.
 

Funding constraints altered the schedule of
disbursements of the U.S. assistance. 
By mid FY 1989, only
slightly more than $2.5 million in ESF had been obligated for
Dominica. In late FY 1989, however, a total of $2 million in
additional ESF was allocated for Dominica. 
 The first $600,000,
obligated in June of 1989, was 
viewed as completing the
commitment of $1.5 million made for FY 1988, and for that
 reason was 
provided without conditionality over and above that
attached to the FY 1988 ESF monies. 
 This $600,000 was
disbursed simultaneously with the FY 1988 ESF in July of 1989,
once the relevant conditions precedent were met.
 

The second part of the FY 1S89 portion ofESF for Dr.minica, the subject if this PAAD amendment, carries
with it conditionality relating to the objectives of Dominica'smacroeconomic program. 
 With authorization of this amendment,
a total of $4,542,900 will have been committed to Dominica.
RDO/C anticipates that, subject to funding availability

additional authorization and obligation amendments for $557,000
will be made in 
FY 1990 for a fourth tranche that will

eliminate the remaining project mortgage.
 

Discussion: 
 The Structural Adjustment Assistance Support
Program was structured as a multi-year effort by the GOCD to
improve the financial position of the public 
sector and
 
undertake an ambitious program of public investment, to spur
GDP growth at a sustainable level of at 
least 4 percent per
 

http:538-0141.04


annum in real terms.
 

This sendment to the program substan blly
incorporates the conditionalioy presented in the origin&.
(September 1987) PAAD, with some minor revisions to require
further progress in the areas of privatization and increased
budgeting for road maintenance. 
The amendment adds $1,400,000
in Economic Support Funds for the Government of the
Commonwealth of Dominica. 
The funds will be obligated in
August of 1989, and will be provided as a cash transfer grant,to be disbursed in one tranche, as soon as the conditions
precedent are met. 
 Local currencies associated with the
program will be used for general budget support. The Grantee
will be the Governmenc of the Commonwealth of Dominica, as
represented by the Ministry of Finance.
 

The Congressional Notification for the
Dominica FY 1989 ESF Program expired on June 29, 1989.
 

The conditionality associated with the
additional grant centers on continued adherence to quantitative
targets and policy actions that demonstrate the GOCD's fiscal
discipline. 
 Restraint on recurrent expenditures of the central
government, especially on the wage and salary component, will
ensure that adequate public sector resources flow into
construction of productive infrastructure, and that sufficient
credit is available for private sector borrowing.
 
Authorities: 
 Per 86 STATE 115593, FY 1987-88 Action Plan
Review cabTe, the RDO/C Mission Director may authorize and
obligate subprojects under the 538-0141 program, provided that
Washington is consulted on the conditionality portions of the
PAADs. 
The Mission requested AID/W concurrence with this
obligation in BRIDGETOWN 6172. 
 Per response, STATE 279832,
AID/W concurs with the conditionality proposed by the Mission.
 
Recommendation: 
 That you approve Amendment No. 3 to the PAAD
end that you sign the Grant Agreement, obligating an additional
$1,400,000 in Economic Support Funds for the Dominica
3tructural Adjustment Support Program.
 

APPROVED: 
 %4,% )t1dl-
DISAPPROVED:
 

DATE: 
 4' 

Clearances: CKeller, AC/PRM 
 draft 
 Date: 8/28/89
DChiriboga, C/PDO 
 draft 
 Date: 8/28189
RJohnson, RLA 
 draft Date: 8/7T1
JSanford, CONir 
 drart 
 Date: 8/30/89

LArostrong, DDIR 
 draft 
 Date: 7UM
 



AGN UNITED STATES OF AMERICA 
AGEIN' FOR INTERNATIONAL OEVELOft.cflRlEGIONAL
DIEVELOMIENT OlrllCi/CAR.I55gWAN 

~.. IAMBAOS0
 

RDO/C

duFAX
 

TRANSMITTAL
 

DATE: August 31. 1 9 

TO: 
 Mr. Gilbert Wminass
 

COMPANY/0FFICE SYMBOL: Minist,y of Finance. oi-ini€a 

FAX NUMBER: 448-5200 (Domnica). 

FROM: m ,yr art A 
OFFICE SYMBOL: _Program Off ice, FO/C Tel: 436-4950 X311 

FAX: 26-2275
MESSAGE: 
 Ae ust 1or9;0q this
receivtd concurrence from A/Vashiuguos o sign
the Structural Adjustment Suport A igreemen August. There ere nofurther changes to :e
in 

agreement lancuaae,
or so -the attached gopXy is t-he finalfax as soon as you cany changes or questions. Otherwise,acree-ent justfor s-2aur,fax back the leasesigned:-z-e 

signature page. 
 If you concur with the agreement as

signature via D*HL today. 

is, I will send the hard copies for
i oId appreciate it you could advise me by phone ien you
FAX the signed signature page. 
Again. we appreciate greatly your assistance in this
NMUErP. THIS tR lastOF PAGES V ITTAL SHT: Id minute rush 
to get this sicned.PAn/C 

is pleased to be ablethecomtmenr to lI;ve .; -3tgo gover--e-- toRDO/C FAX NUMBER - 809- 0,0's 

i -- 0 qs aree-e-:RDO/C OFFICE NUMBER - 809-436-4950: 


