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1. nommcm REPUBLIC - REVIEW UNDER EXTENDED ARRANGENEXT, AND 
PURCHASE TRANSAaICN - BUFFER STOCK FINb&CZNG FACILITY - 
INTFXNATIOEAL suem AGREEMENT- 

T h e  Execu t ive  D i r e c t o r s  c o n s i d e r e d  a s t a f f  p a p e r  and proposed d e c i s i o n  
oil a review under t h e  ex tended  arrangement  for  t h e  Dominican Republ ic  
(EES/83/155, 1/28/83)  t o g e t h e r  w i t h  a r e q u e s t  from t h e  Dominican Repub l i c  
for a pu rchase  e q u i v a l e n t  t o  SUR 12.643 m i l l i o n  under  t h e  d e c i s i o n  on t h e  
b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y  (EBS/83/157,  7/28/83;  and Sup. 1, 8/22/83) .  

Mr. Kafka made t h e  fo l lowing  statement: 

My Dominican a u t h o r i t i e s  are g r a t e f u l  f o r  t h e  s t a f f ' s  r e p o r t  
which they  cons i d e r  a b a s i c a l l y  correct  record of recent economic 
e v e n t s .  They also a g r e e  w i t h  what  t h e y  c o n s i d e r  t h e  m a i n  conclu-  
S L O l i ,  namely t h a t  s u b s t a n t i a l  ad jus tmen t  has t a k e n  p l a c e  s i n c e  
t h e  i n c e p t i o n  of t h e  program. A c t u a l l y ,  two p o i n t s  merit s p e c i a l  
emphasis.  I n  t h e  f i r s t  p l a c e ,  c o n s i d e i a b l e  ad jus tment  had 
a l r e a d y  t a k e n  place durizig t h e  second h a l f  of 1982. Furthermore,  
under t h e  program t h e  Dominican Repub l i c  has  no t  o n l y  m e t  a l l  
p e r f  o rmance c r i t e r i a  w i thou t  e x c e p t  i o n ,  bu t  a c t u a l l y  overpe  rf ormed 
i n  r e s p e c t  of f i v e  o u t  of t h e  s i x  performance c l a u s e s  o r ,  i f  
one wi shes  t o  exc lude  t h e  c e i l i n g s  r ega rd ing  a d d i t i o n n l  f o r e i g n  
d e b t ,  on fou r  o u t  of f i v e  performance c l a u s e s .  Moreover, pe r fo r -  
mance has  been v a s t l y  s u p e r i o r  t h a n  programmed w i t h  r e s p e c t  t o  
t h e  c u r r e n t  account  of t h e  ba l ance  of payments: t h e  p r o j e c t e d  
d e f i c i t  f o r  1983 i s  l e s s  t h a n  two t h i r d s  of t he  one which was 
programmed, i t  is i n  f a c t  less  t h a n  t h r e e  f o u r t h s  of t h e  d e f i c i t  
f o r e s e e n  f o r  1985, t h e  l a s t  y e a r  of t h e  program and less t h a n  
one t h i r d  of t h e  d e f i c i t  r e g i s t e r e d  ir ,  1982. C a p i t a l  i n f l o w s  
have so f a r  been below program d e s p i t e  some l end ing  n o t  expected 
i n i t i a l l y ,  but  i t  i s  l e g i t i m a t e  t o  expec t  t h e  d e l a y  t o  be o-Jercome 
s h o r t l y .  I n  t h i s  connec t ion ,  my a u t h o r i t i e s  wish  p a r t i c u l a r l y  
t o  thank  Mr. Dale f o r  h i s  unceas ing  e f € o r t  t o  produce a compromise. 
I n  any c a s e ,  the d e l a y  i s  i n  no way dependent  upon a c t i o n  by t h e  
Dominican a u t h o r i t i e s ;  t h e  l a t t e r  have ,  moreover,  i n d i c a t e d  t h a t  
a l l  necessa ry  measures wouJd be t a k e n  t o  compensate f o r  any 
d e f i c i e n c i e s  i n  c a p i t a l  i n f l o w s .  In t h i s  c o n t e x t ,  t h e  Sugar  
Counc i l  h a s  a l r e a d y  achieved  c o s t  r e d u c t i o n s  as w e l l  a s  s u g a r  
s a l e s  s u b j e c t  t o  advances e q u a l  t o  t h e  r eco rd  l e v e l  o f  U S $ 4 2  m i l -  
l i o n  r e e l i z e d  i n  1982, i . e . ,  US$6 m i l l i o n  more t h a n  t h e  amount 
t a r g e t e d ,  as mentioned i n  f o o t n o t e  1 of page 13, and Venezuelz 
w i l l  supp ly  approximate ly  U S $ 1 4  m i l l i o n  of o i l  import: credi ' , s  f o r  
t h e  l a s t  €our  months of 1983. Government sav ings  a r e  now pro- 
j e c t e d  t o  be s l i g h t l y  below what was progrmmed;  t h e  i n c r e a s e  
in c e n t r a l  g o v e r r a e n t  revenues  was w e l l  beyond z x p e c t a t i o n ,  and ,  
i n  f a c t ,  p r a c t i c a l l y  up t o  t h e  l e v e l  expec ted  a r i g i n a l l y  t o  be 
reached  o n l y  i n  1984, wh i l e  t h e r e  w a s  a n  unexpected i n c r e a s e  i n  
e x p e n d i t u r e s ,  t h e  overa l -1  p u b l i c  s e c t o r  d e f i c i t  i s  expec ted  to 
be as programmed, i f  t h e  r e s i d u a l  d e f i c i t  i s  r e a l i z e d .  F inancing  
o f  the d e f i c i t ,  p r e c i s e l y  f o r  the r easons  a l r e a d y  mentioned 
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r e g a r d i n g  t h e  d e l a y  in t h e  a v a i l a b i l i t y  o f  c a p i t a l  tnflows, h a s  
s o  Ear  had t o  r e l y  on domest ic  s o u r c e s  t o  a larger e x t e n t  than 
expec ted .  Th i s  i n  t u r n  was r e f l e c t e d  i n  a larger  share of domestic 
bank c red i t  expans ion  t o  t h e  p u b l i c  s e c t o r  and a e o r r e s p n d i n g l y  
lower  one t o  t h e  p r i v a t e  s e c t o r ,  and  t o  a larger i n c r e a s e  th2R 
programmed i n  c e n t r a l  bank f o r e i g n  l i a b i l i t i e s ;  t h i s  increase 
r e f l e c t s  d e f e r r e d  a m o r t i z a t i o n  payments under  the r e f i cmnc ing  
a r r angemen t s .  F ixed  c a p i t a l  f o r m a t i o n  was s l i g h t l y  below expec- 
t a t i o n .  Pr iva te  s e c t o r  s a v i n g s  have i n c r e a s e d  beyond e x p e c t a t i o n  
and have more than  made up f o r  t h e  s l i g h t  s h o r t f a l l  i n  p u b l i c  
s e c t o r  s a v i n g s  but  n o t  f o r  t h e  s h o r t f a l l  i n  f o r e i g n  c a p i t a l  
i n f low.  

I s h o u l d  also ment ion  t h a t  t h e r e  have been, as the staEf 
shows ve ry  c l e a r l y ,  f a r - r e a c h l n g  advances i n  u n i f y i n g  t h e  exchange 
r a t e  system, which w i l l  c o n t i n u e  a s  programmed. And t h e r e  have 
been e q u a l l y  impor t an t  advances i n  making t h e  i n t e r e s t  r a t e  
respond t o  economic f o r c e s .  It is a l s o  noteworthy t h a t  d e s p i t e  
a r e d u c t i o n  i n  e x p l i c i t  and  i m p l i c i t  s u b s i d i e s ,  t h e  r a t e  oE 
i n f l a t i o n  as measured by t h e  consumer p r i ce  index  h a s  r e n a i n e d  
as l o w  as i n  t h e  p a s t  two y e a r s ,  p robab ly  t h e  lowest  i n  L a t i n  
America and t h e  Car ibbean .  Another  p o i n t  which needs t o  be 

- mentioned is  t h a t  bonds i s s u e d  t o  f i n a n c e  t h e  hous ing  program 
r e f l e c t  e s s e n t i a l l y  advances o n  a d d i t i o n a l  revenues expec ted ,  
p a r t i c u l a r l y  from t h e  new sales t a x  which w i l l  s t a r t  t o  be 
c o l l e c t e d  i n  Janua ry .  A l l  t h i s  was achieved  d e s p i t e  t h e  ex t r eme ly  
un favorab le  world market c o n d i t i o n s  f a c i n g  t h e  Dominican Repub l i c  
r e f l e c t e d  i n  a f u r t h e r  d e t e r i o r a t i o n  i n  t h e  terms of t r a d e  t h i s  
year .  

I have i n s i s t e d  on t h e s e  c o r r e c t i o n s  o f  emphasis because  
t h e y  ind ica te  t h e  care and d e d i c a t i o n  w i t h  which t h e  Dominican 
a u t h o r i t i e s  are p r e p a r e d  t o  proceed  t o  e n f o r c e  t h e i r  ad jus tmen t  
program. For t h e s e  r e a s o n s ,  my a u t h o r i t i e s  f e e l  t h a t  d i f f i c u l t i e s  
t h a t  any coun t ry  might e x p e r i e n c e  i n  c a r r y i n g  ou t  a program a re  
n o t  l i k e l y ,  i n  t h i s  case, t o  pose  any  danger  t o  i t s  s u c c e s s .  
They f e e l  t h a t  t h e i r  r e c o r d  e n t i t l e s  t h e m  t o  be c r e d i t e d  w i t h  
s u f f i c i e n t  d e t e r m i n a t i o n  t o  t a k e  any measures t h a t  may become 
n e c e s s a r y  s o  t h a t  t h e r e  i s  not  only r e a s o n a b l e  a s s u r a n c e  but: a 
f a i r  c e r t a i n t y  t h a t  t h e  program w i l l  c o n t i n u e  t o  5:. s u c c e s s f u l l y  
c a r r i e d  out .  

I have  n o t h i n g  t o  add  t o  t h e  s t a f f ' s  e x c e l l e n t  pape r  on t h e  
u s e  of Fund r e s o u r c e s  under t h e  b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y ,  
which is a c l e a r - c u t  c a s e .  

F i n a l l y ,  I would l i k e  t~ add t h a t  t h e  f o r m u l a t i o n  of t h e  
medium-terrr i nves tmen t  program i s  p roceed ing .  The a u t h o r i t i e s  
a r e  mere ly  w a i t i n g  f o r  t h e  comple t ion  and d i s c u s s i o n  of t h e  
economic r e p o r t  of t h e  World Bank t o  p u t  t h e  program i n t o  i t s  
f i n a l  shape .  They a re  e a g e r  t o  do t h i s  as q u i c k l y  *is p o s s i b l e .  
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iYr. Eth r e c a l l e d  t h a t ,  when t h e  r e q u e s t  f o r  a n  ex tended  ar rangement  
f o r  t h e  Dantn icnn  Republ ic  had been d i s c u s s e d  by t h e  Board ea r l i e r  i n  
the year, he had expres sed  a number cE c o n c e r n s  r e g a r d i n g  t h e  s t r u c t u r a l  
ad4ustment elements of t h e  program and had i n d i c a t e d  t h a t  i t  might be  
better s u i t e d  t o  a me-yea r  or two-year s tand-by arrangement .  S i n c e  t k e n ,  
the authorities had made good p r o g r e s s  ;n r e d u c i n g  t h e  p u b l i c  s e c t o r  
deficit, i n  p a r t  because af t h e i r  s u c c e s s  w i t h  more e f f i c i e n t  t a x  adminis-  
t r a t i o n .  Rowever, he wa5 t r o u b l e d  by t h e  f a c t  t h a t  c s r r e n t  e x p e n d i t u r e  
was ratntriag above programmed l e v e l s  w h i l e  inves tment  spending  had f a l l e n  
short of targets. He looked forward t o  improvements i n  t h e  o v e r a l l  f i s c a l .  
p o s i t i o n  af t h e  p u b l i c  s e c t o r  as the t ax  system was reo rgan ized  and 
s t r e n g t h e n e d ,  and  h e  hoped t h a t  t h e  a u t h o r i t i e s  would ma in ta in  t h e i r  
commitment to r educ ing  dependence m t r a d e  taxes.  

He sha red  t h e  concern of t h e  s t a f f  t h a t  t h e  t a x  c r e d i t  c e r t i f i c a t e s  
i s sued  on beha l f  of t h e  National Housing I n s t i t u t e  might s i g n i f i c a n t l y  
d i m i n i s h  government revenue i n  1984 and beyond, Mr. E r b  cont inued .  I n  
t h e  c i r c u m s t a n c e s ,  t h e  a u t h o r i t i e s  shou ld  c a r e f u l l y  monitor  t h e  i s s u a n c e  
of t h e  c e r t i f i c a i e s  and t h e i r  e f f e c t s  on f u t u r e  revenues.  Also ,  t h e  good 
efEorts  of t h e  a t t h o r i t i e s  t o  r educe  t h e  d e f i c i t  of t h e  p u b l i c  s e c t o r  
e n t e r p r i s e r - a n d  p a r t i c u l a r l y  o f  t h e  s u g a r  company--should be cont inued .  
T n  t h e  a r e a  o f  monetary p o l i c y ,  w h i l e  t h e  i n t e re s t  ra te  s t r u c t u r e  appeared  
t o  be s a t l s f a c t o r y  i n  r e l a t i o n  bo th  t o  domest ic  i n f l a t i o n  and t o  i n t e r -  - 

n a t i o n a l  i n t e re s t  r a t e s ,  con t inued  mon i to r ing  of t h e  i n t e r e s t  r a t e  s t r u c -  
t u r e  would be impor tan t .  

On t h e  e x t e r n a l  s i d e ,  M r .  E r b  s a i d ,  h e  sha red  t h e  a u t h o r i t i e s '  
d i sappoin tment  in t h e  l e v e l  of f o r e i g n  c a p i t a l  i n f l o w s  du r ing  1983, and 
he  commended t h e i r  i n t e n t i o n  t o  t a k e  compensat ing domest ic  measures  i f  
necessctry t o  e n s u r e  t h a t  program t a r g e t s  were a t t a i n e d ;  i n  t h a t  r e g a r 3 ,  
a c t i o n  might be necessa ry  soone r  r a t h e r  t h a n  l a t e r .  With respect t o  
e f f o r t s  t o  ad j u s t  t h e  e f f e c t i v e  exchange r a t e ,  t h e  a u t h o r i t i e s  s h o u l d  
move promptly toward a u n i f i c a t i o n  of t h e  r a t e ,  which i n  h i s  view w a s  a 
necessa ry  p r e c o n d i t i o n  f o r  t h e  s u c c e s s f u l  d i v e r s i f i c a t i o n  and medium- 
term s t r e n g t h e n i n g  of t h e  domest ic  economy. Developments o n  t h e  excharzge 
r . . te s i d e  would weigh h e a v i l y  i n  h i s  assessment of t h e  second and t h i r d  
year of t h e  program. 

The Dominican Republ ic  a u t h o r i t i e s  shou ld  be commended f o r  n e a r l y  
h a l v i n g  o u t s t a n d i n g  payments a r r e a r s  i n  t h e  f i r s t  s i x  months of t h e  
program, Mr. E r b  commented. Be hoped t h a t  t h e  r e d u c t i o n s  would be con t i -  
nued, and t h a t  t h e  a u t h o r i t i e s  would r e d o u b l e  t h e i r  e f f o r t s  t o  reduce  
d e l a y s  i n  payi-ng o f f  l e t te rs  o f  c r e d i t '  He was encouraged t o  n o t e  t na t  
t h e  r e s c h e d u l i n g  agreement w i t h  comn16rcial banks had been n e a r l y  concluded.  

While s h a r i n g  t h e  a u t h o r i t i e s '  s a t i s f a c t i o n  w i t h  accomplishments  t o  
d a t e ,  he remained d i s a p p o i n t e d  i n  t h e  rev iew,  which he had hoped would 
p r o v i d e  a c l e a r e r  d i r e c t i o n  f o r  s t r u c t u r a l  a d j u s t m e n t ,  M r .  E r b  s a i d .  
While t h e  demand mailagement e l emen t s  of the program seemed t o  be satis- 
f a c t o r y ,  t h e  s t r u c t u r a l  ad jus tment  component--including a d j u s t m e n t s  I n  
t h e  exchange r a t e  regime--was no t  adsqua te .  A more d e t a i l e d  s t r u c t u r a l  



a d j u s t m e n t  program would need t o  be p u t  i n  place as t h e  b a s i s  for t h e  
second  and t h i r d  y e a r  of the extended arrangement anti he expected the 
World Bank t o  c o l l a b o r a t e  a c t i v e l y  i n  t h e  formlation of the  strueturd. 
a d j u s t m e n t  s t r a t e g y .  Given the types of investment problem6 facing the 
Dominican Repub l i c ,  t h e  e x p e r t i s e  and  financ€ng of t h e  Vorld Bank Should  
be  b rough t  more p rominen t ly  i n t o  t h e  p i c t u r e .  

M r .  S u r a i s r y  s t a t e d  t h a t  he  was i n  general agreement; wfth the analys is  
i n  t h e  staff  p a p e r s  and c o u l d  support the ,proposed decisions.  
by t h e  Dominican Repub l i c  f o r  a p u r c h a s e  under the  b u f f e r  s t a c k  f i n a n c f n g  
f a c i l i t y  f u l l y  s t a t i s f i e d  t h e  r e q u i r e m e n t s  of t h e  r e l e v a n t  decis ions;  i n  
p a r t i c u l a r ,  t h e  recent per formance  of t h e  authorities under the extended  
ar rangement  provided  conv inc ing  e v i d e n c e  of t h e i r  c o o p e r a t i o n  w i t h  tke 
Fund. 

The request 

With r e s p e c t  t o  t h e  ex tended  ar rangement  i t s e l f ,  Mr. Suraisty 
co i l s ide red  t h a t  t h e  a u t h o r i t i e s  s h o u l d  be commended €or  the progress they 
had made i n  t a c k l i n g  t h e  imbalances  i n  t h e  economy. I n f l a t t o n  had been 
reduced ,  t h e  f i s c a l  acd  e x t e r n a l  a c c o u n t s  had improved s i g n i f i c a n t l y ,  and 
a r r e a r s  were be ing  e l i m i n a t e d  a s  schedu led .  A l l  t h e  per formance  c r i t e r i a  
had t h u s  far  been m e t ,  and  t h e  program €or t h e  f i r s t  year seemed t o  be on 
t r a c k .  N a n e t h e l e s s ,  t h e  economic s i t u a t i o n  remained d i f f i c u l t .  In 
p a r t i c u l a r ,  i t  was n o t  c l e a r  whether  t h e  a u t h o r i t i e s  would be ab1e t o  
s e c u r e  t h e  e x t e r n a l  f i n a n c i n g  n e c e s s a r y  € o r  t h e  program's  s u c c e s s ;  hence ,  
t h e r e  was no room t o  re lax  t h e  ad jus tmen t  e € f o r t .  

On t h e  f i s c a l  s i d e ,  much had been done t o  i n c r e a s e  revenues ,  
MP. S u r a i s r y  observed .  The a u t h o r i t i e s  s h c u l d ,  however, c o n t i n u e  t h e  
p r o c e s s  of s t r e n g t h e n i n g  tax  a d m i n i s t r a t i o n  and improving tax c o l l e c t i o n ;  
t h e  i n t r o d u c t i o n  of a g e n e r a l  sa les  t a x  cou ld  boos t  revenues  f u r t h e r ,  and 
e v e r y  e f f o r t  should be made t o  implement such a t a x  by the end of t h e  
yea r .  It would a l s o  be impor t an t  t o  m a i n t a i n  s t r i c t  c o n t r o l  ave r  c u r r e n t  
e x p e n d i t u r e s ,  which were a t  p r e s e n t  running  above budget. I n  t h a t  r ega rd ,  
t h e r e  might  be scope f o r  f u r t h e r  s t r e a m l i n i n g  of t h e  o p e r a t i o n s  of t h e  
p u b l i c  s e c t o r  e n t e r p r i s e s ,  and he a g r e e d  w i t h  t h e  s t a f f  t h a t  t h e  a u t h o r  
i t i e s  s h o u l d  wi.thhold f u r t h e r  t r a n s f e r s  t o  t h e  housing c o n s t r u c t i o n  
program i f  t h e  agreed  f i ; c a l  t a r g e t s  were not met. 

On t h e  e x t e r n a l  s i d e ,  t h e  be t t e r - rhan -expec ted  improvement i n  t h e  
o v e ; a l l  b a l a n c e  of payments p o s i t i o n  w a s  encouraging ,  d e s p i t e  t h e  
u n c e r t a i n t i e s  s u r r o u n d i n g  t h e  l e v e l  of e x t e r n a l  f i n a n c i n g ,  Mr. S u r a i s r y  
commented. H e  was happy t o  n o t e  t h a t  t h e  a u t h o r i t i e s  were p repa red  t o  
t a k e  compensa t ing  domes t i c  measures i f  t h e r e  were s h o r t f a l l s  i n  e x t e r n a l  
a s s i s t a n c e .  A l s o ,  t h e  s h i f t  i n  t r a n s a c t i o n s  from t h e  o f f i c i a l  t o  t h e  
p a r a l l e l  market appeared  t o  be go ing  smooth ly ,  and t h e  d u a l  r a t e  sys t em 
w a s  s e r v i n g  a u s e f u l  pu rpose  as a t r a n s i t i o n a l  measure; however, he 
encouraged  t h e  a u t h o r i t i e s  t o  move t o  a u n i f i e d  exchange r a t e  as soon a s  
p o s s i b l e .  F i n a l l y ,  he  s h a r e d  Mr. E r b ' s  conce rn  abou t  t h e  l a c k  of de ta i l .  
i n  t h e  s t a f f  paper  o n  t h e  s t r u c t u r a l  measures  t h a t  had been o r  would be 
adop ted  t o  s t i m u l a t e  s a v i n g s ,  i n v e s t m e n t ,  and growth o v e r  t h e  program 
p e r i o d .  
s t a f f  p r e p a r e d  t h e  program f o r  t h e  second year .  

H e  hoped t h a t  such  measures  would be covered i n  f u l l  when the 
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Mr. Grosche agreed  t h a t  t h e  Dominican Republ ic  had made s u b s t a n t i a l  
progress ixl fmplementing the program: a l l  performance c r i t e r i a  had been 
observed, and the adjustment of t h e  economy had been remarkable. Never- 
theless ,  caris i d e r i n g  the severe i n t e r n a l  and e x t e r n a l  imbalances t h a t  
the cuvntry ha8 been f a c i n g  when t h e  program had become e f f e c t i v e ,  t h e r e  
remised much t o  be done t o  put t h e  economy on  a sound f o o t i n g .  

E x t e r n a l  f i nanc iug  problems were be ing  a l l e v i a t e d  through t h e  res t ruc-  
tunring of foreign d e b t ,  M r .  Grosche observed.  However, t h e r e  were r easons  
for worrying t h a t  f i n a n c i n g  might n o t  be s u f f i c i e n t  t o  permi t  achievement  
af t h e  program's  ba l ance  of payments o b j e c t i v e  i n  1983. He t h e r e f o r e  
atrached g r e a t  importance t u  t h e  a u t h o r i t i e s '  r e a d i n e s s  t o  t a k e  compensat ing 
pol%izy'measures i f  s u f f l c i e n t  f i n a n c i n g  cou ld  riot be secured .  On t h e  
f i sca l  s l d e ,  he weicomod t h e  major  s t r e n g t h e n i n g  of t a x  a d m i n i s t r a t i o n ,  
which was r e f l e c t e d  i n  a s t r o n g e r t h a n - e x p e c t e d  performance of revenues.  
N e v e r t h e l e s s ,  he had no ted  wi th  some conse rn  t h a t  c u r r e n t  spending  was 
runnfng above budget p r o j e c t i o n s ,  and t h a t  i t  was u n l i k e l y  t h a t  a c u r r e n t  
aecourtt surplus would be ach ieved  as planned.  The Government was a p p a r e n t l y  
prepared to c u t  back on c a p i t a l  expendi . tu res ,  p a r t i c u l a r l y  on  t h o s e  
r e l a t i n g  t o  hous ing  c o n s t r u c t i o n ,  i n  o r d e r  t o  meet t h e  t a r g e t ;  bu t  a 
s t r o n g e r  emphasis on l i m i t i n g  c u r r e n t  expendi t u r e s  wight  be c a l l e d  fo;.. 

Like previous  speakers, Mr. Grosche s a i d ,  h e  was t r o b b l e d  about  t h e  
way i n  which the  housing c o n s t r u c t i o n  program was be ing  f inanced .  I n s o f a r  
as i t  was f inancgd thsovgh t h e  i s s u a n c e  of t a x  c r e d i t  c e r t i f i c a t e s ,  s i z a b l e  
claims on revenueti cou ld  be c r e a t e d  i n  1984 and bGyond. 
suppor t ed  t h e  s t a f f ' s  view t h a t  t h e  hous ing  c o n s t r u c t i o n  prcgram shou ld  
be k e p t  under  c l o s e  review t o  e n s u r e  t h a t  t h e  f i s c a l  t a r g e t s  were achieved .  
Tbe a u t h o r i t i e s '  argument t h a t  t h e  y i e l d  of t h e  c e r t i f i c a t e s  should  be 
sufficient t o  prevenc: them from be ing  redeemed q u i c k l y  had some merit, 
c o n s i d e r i n g  t h e  r e l a t i v e l y  low i n f l a t i o n  r a t e  a t  p r e s e n t ;  bu t  problems 
c o u l d  arise i f  i n f l a t i o n  were t o  a c c e l e r a t e .  F i n a l l y ,  t h e  r eques t  of 
t h e  Dominican Republ ic  €or  a pu rchase  under  t h e  b u f f e r  s t o c k  f i n a n c i n g  
f a c i l i t y  was c l e a r  c u t ,  and h e  cou ld  s u p p o r t  t h e  proposed dec i s ion .  

He s t r o n g l y  

M r .  Casey observed  t h a t  t h e  ecocamic s i t u a t i o n  i n  t h e  Dominican 
Republ ic  aFpeared t o  have improved somewhat i n  t h e  p a s t  y e a r ,  d e s p i t e  t h e  
problems faced  by t h e  a u t h o r i t i e s  i n  t h e  e x t e r n a l  s e c t o r .  Even wi th  
lower-than-expected c a p i t a l  i n f l o w s ,  t h e  c u r r e n t  account  ba lance  of 
payments d e f i c i t  was expec ted  t o  improve by around U S $ l O O  m i l l i o n  through 
lower impor t s  and s e r v i c e  payments. The r e d u c t i o n  i n  t h e  d e f i c i t  of t h e  
n o n f i n a n c i a l  p u b l i c  s e c t o r  demonst ra ted  t h e  a u t h o r i t i e s '  commitment t o  
t-k- ad jus tmen t  p rocess .  If t h e r e  were any doub t s  about  t h e  success o f  
t h e  program, t h e y  l a y  Ln t h e  u n c e r t a i n t y  su r round ixg  t h e  l e v e l  of f o r e i g n  
f i n a n c i n g  f o r  t h e  remainder  of t h e  program p e r i o d .  In t h a t  r ega rd ,  he  
welcomed t h e  r e a d i n e s s  of t h e  a u t h o r i t i e s  t o  t a k e  compensat ing ad jus tment  
uieasures i f  t h e  l e v e l  of e x t e r n a l  f i n a n c i n g  shou ld  t u r n  o u t  t o  be lower 
f h a n  envisaged .  He was a l s o  encouraged by Mr. Kafka's s t a t emen t  t h a t  t h e  
d e l a y s  i n  c a p i t a l  i n f lows  would be overcome s h o r t l y ;  i n  t h a t  c o n t e x t ,  he  
unders tood  t h a t  t h e  commercial  banks nad ag reed  t o  a r e f i n a n c i n g  package 



EBN/83/121 - 8 / 2 4 / 8 3  - 8 -  

and t h a t  some agreement had been reached  with respect Eo the r e f i n a n c i n g  
of t h e  USS60.8 m i l l i o n  export f i n a n c i n g  to the Sta t e  Sugar  Gvrapang 
(CEA) i n  c o n j u n c t i o n  with t h e  World Bank coflrtaincing agreementI 

On t h e  f i s c a l  s i d e ,  M r .  Casey c o n t i n u e d ,  the authorities should be 
commended f o r  t h e  ad jus tmen t  t o  d a t e ,  and  p a r t i c u l a r l y  for  t h e  improvement; 
i n  revenues.  Rowever, l i k e  a t h e r s ,  h e  remained concerned about t h e  
a b i l i t y  of t h e  a u t h o r i t i e s  t o  c o n t r o l  c u r r e n t  expenditures. The f i r s t  
f o u r  months of 1983 showed a s u b s t a n t i a l  i n c r e a s e  Erom t h e  mute period i n  
1982 in t h e  pu rchase  0:' goods and s e r v i c e s ,  and  i n  t r a n s f e r s  eo the 
p r i v a t e  s e c t o r  and t o  p u b l i c  s ec to r :  e n t e r p r i s e s .  
comple t e ly  c o r r e c t e d  t h e  serious d f f f i c u l t i e s  i n  the  state enterprises 
a l t h o u g h  i t s  e f f o r t s  seeme6 t o  he i n  t h e  right d i r e c t i o n l  He wonckered 
whether  t h e  E l e c t r i c 1  t y  Corpora t ion  s h o u l d  n o t  perhaps  be c o n s i d e r i n g  
i n c r e a s i n g  cha rges  a t  a n  e a r l y  o p p o r t u n i t y  i n  o r d e r  t o  cove r  o p e r a r f n g  
expenses .  Also, he had  q u e s t i o n s  about  t h e  a p p r o p r i a t e n e c s  0% the  new t a x  
c red i t  c e r t i f i c a t e s  earmarked f o r  t h e  N a t i o n a l  Housing T n s t i t u t e ,  e s p e c i a l l y  
s i n c e  t h e r e  were u n c e r t a i n t i e s  ab',ut when those certificates might be  used  
t o  reduce tax l i a b i l i t i e s .  The system c o u l d  conce ivab ly  lead t o  a n  "over- 
hang" and make t h e  $o rmula t ion  of €€sea l  p o l i c y  more d i f f i c u l t  in f u t u r e .  

The Governmeat: had no t  

Commenting on t h e  external s i d e ,  M r .  Casey noted that t h e  improved 
c u r r e n t  account  seemed t o  be s u f f i c i e n t  t o  o f f s e t  t h e  lower- than-expected 
capi ta l  inflows. Bes ides ,  as  mentioned by Mr. Kafka, capi t31 inflows 
shou ld  Tncrease  w i t h  agrement on the commercial bank r e f i n a n c i n g  package. 
On a n o t h e r  matter, he  observed  t h a t  the per formance  c r i t e r i o n  r e l a t i n g  t o  
e x t e r n a l  a r r e a r s  might n o t  be f u l l y  comprehensive,  s i n c e  i t  seemed t o  
a p p l y  o n l y  t o  t h e  i n d e b t e d n e s s  of t h e  c e n t r a l  bank. F i n a l l y ,  he welcomed 
t h e  measures t a k e n  t o  s h i f t  more t r a n s a c t i o n s  t o  t h e  p a r a l l e 1  exchange 
market .  It  had been p o i n t e d  o u t  d u r i n g  t h e  d i s c u s s i o n  of t h e  Dominican 
R e p u b l i c ' s  r e q u e s t  f o r  a n  ex tended  ar rangement  t h a t  t h e  link t o  t h e  U.S. 
d o l l a r  would be d i f f i c u l t  t o  break;  n e v e r t h e l e s s ,  a n  e a r l y  u n i f i c a t i o n  of  
t h e  exchange r a t e  would be i n  t h e  b e s t  i n t e r e s t  of t h e  Dominican Repub l i c  
i n  t h e  long  run. I n  any c a s e ,  a p ruden t  approach  seemed t o  be c a l l e d  f o r ,  
p a r t l y  because of t h e  h i g h  d e b t  service o b l i g a t i o n s  t h a t  were l i k e l y  t o  
f a l l  due i n  1985 and beyond. I n  conc lus ion ,  he  co*i ld  s u p p o r t  t h e  proposed  
d e c i s i o n s .  

M r .  T a y l o r  observed  t h a t  he had no d i E f i c u l t y  w i t h  t h e  proposed 
d e c i s i o n  f o r  a purchase  under  t h e  b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y .  With 
respect t o  t h e  ex tended  ar rangement ,  t h e  a c t i o n  t a k e n  by t h e  Dominicau 
F e o u b l i c  a u t h o r i t i e s  t o  ad j u s t  t h e  domes t i c  economy was welcome, a l though  
h i s  o w n  a u t h o r i t i e s  con t inued  t o  have strong doub t s  about  whether  t h e  
case was w e l l  s u i t e d  t o  a n  ex tended  aLrangement.  Those doubts  concerned 
b o t h  t h e  need f o r  ex tended  Fund s u p p o r t  and t h e  scope  of ad jus tmen t  
env i saged  under  t h e  program. 

The Dominican Repub l i c  had f aced  s e v e r e  e x t e r n a l  problems d u r i n g  
1982 ,  bu t  i t s  p o s i t i o n  a t  p r e s e n t  looked  f a r  more s t a b l e ,  and t h e  p ro jec -  
tions i n  t h e  review p a p e r  s u g g e s t e d  t h a t  t h e  current '  s i t u a t i o n  was f a i r l y  
s u s t a i n a b l e ,  M r .  T a y l o r  con t inued .  Fo r  example, t h e  p u b l i c  s e c t o r  d e f i c i t  
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was p r o j e c t e d  t o  remain modest a t  a round 3 . 7  percent of G D P ,  and the  
c u r r e i t  account  d e f i c i t  was expec ted  t o  f a l l  below 2 p e r c e n t  of GIlP fn 
1983- Moreover, i f  the r e s c h e d a l i n g  w a s  successful., t h e  debt  service 
r a t i o  vas p r o j e c t e d  t o  f a l l  below 30 percent ,  a t  least  u n t i l  1985. fn 
t h e  circumstances, i t  was n o t  a l tczge ther  c lear  t h a t  t h e  Dminicaru Republ i c  
w a s  suf€ering a serious payments imbalance of t h e  sart required fat: 8: 

drawing under t h e  ex tended  Fund f a c i l i t y .  The q u e s t i o n  could be ra i sed  
o f  whe the r  i t  would be n e c e s s a r y  f o r  t h e  a u t h o r i t i e s  to  draw the f u l l  
amount of Fund credi t  e n v i s a g e d  under  t h e  prograa, a& whether the  member 
m i g h t  not use t h e  Fund’s approva l  of i t s  p o l i c i e s  main ly  to g a i n  g r e a t e r  
a c c e s s  t o  commercial  c r e d i t .  I t  w a s  p o s s i b l e  t h a t  Fund suppor t  might be 
needed more l a te r  i f  t h e  i n c r e a s e d  d e b t  s e r v i c e  r a t i o  cou ld  not  be 
smoothed out through r e s c h e d u l i n g ;  with t h a t  p o s s i b r l i t y  i n  mind, the 
a u t h o r i t i e s  shou ld  pe rhaps  g i v e  s e r i o u s  coils i d e r a t i o n  t a  f i ~ t i a g  drawings 
under t h e  extended arrangement  a t  p r e s e n t .  

With r e g a r d  t o  t h e  scope of ad jus tmen t  i n  t h e  Dominican Repub l i c ,  
Mr. T a y l o r  s a i d  t h a t  he had found l i t t l e  i n d i c a t i o n  of s p e c i f i c  policies 
des igned  t o  remedy t h e  s t r u c t u r a l  weaknesses  of t h e  economy, even though 
t h e  g u i d e l i n e s  of t h e  ex tended  Fund f a c i l i t y  c a l l e d  f o r  comprehensive 
s t r u c t u r a l  ad jus tment  p o l i c i e s .  L i k e  o t h e r s ,  he b e l i e v e d  t h a t  i t  was 
impor t an t  f o r  extended ar rangements  t o  c o n t a i n  a c lear  d e l i n e a t i o n  of the 
s t r u c t u r a l  ad jus tment  be ing  pursued throughout  the  three-year  p e r i o d ,  n o t  
o n l y  f o r  t h e  b e n e f i t  of t h e  economy concerned  but a l s o  t o  ma in ta in  t h e  
c r e d i b i l i t y  of the Fund as a n  i n s t i t u t i o n  t h a t  was d e d i c a t e d  t o  economic 
adjuszment .  In t h e  case  of t h e  Dominican Repub l i c ,  i t  was r e g r e t t a b l e  
t h a t  t h e  ad jus tmen t  o b j e c t i v e s  and s t r a t e g y  f o r  pu r su ing  them were n o t  
y e t  c l e a r l y  drawn f o r  t h e  second and  t h i r d  y e a r s  of t h e  a r r angeEen t ;  i t  
was a l s o  d i s a p p o i n t i n g  t h a t  t h e  d i sbur semen t  of a nonpro jec t  l o a n  from 
t h e  World Bank was a p p a r e n t l y  no longe r  con templa t ed  f o r  1983. He would 
a p p r e c i a t e  hea r ing  from Mr. Kafka o r  Lhe s t a f f  abou t  t h e  l i k e l i h o o d  of 
any s t r u c t u r a l  ad jus tment  l o a n s  from t h e  World Bank. On ba lance ,  w h i l e  
h i s  a u t h o r i t i e s  con t inued  t o  have doub t s  about  t t e  s u i t a b i l i t y  of an 
extended  arrangement  €or  t h e  Dominican Repub l i c  and would have  p r e f e r r e d  
a shor t - t e rm s t a b i l i z a t i o n  p rogran ,  t hey  cou ld  go a long  w i t h  t h e  proposed 
d e c i s i o n .  

Turn ing  t o  t h e  program i t s e l € ,  M r .  T a y l o r  agreed  w i t h  o t h e r s  t h a t  
the a u t h o r i t i e s  had made commendable p r o g r e s s  toward meet ing  t h e  f i s c a l  
t a r g e t s ,  a l t h o u g h  he was d i s a p p o i n t e d  a t  t h e  i n c r e a s e  i n  c u r r e n t  expen- 
d i t u r e s ,  e s p e c f a l l y  s i n c e  t h e  p r o j e c t  i o n s  €or  government revenues  i n  1983 
had been r e v i s e d  downward. I n  t h a t  r e g a r d ,  h e  q u e r i e d  t h e  o b s e r v a t i o n  i n  
t h e  s t a f f  pape r  t h a t  t h e  c u r r e n t  l eve l  of tax c o l l e c t i o n  w a s  r e l a t i v e l y  
“buoyant .  “ 

On t h e  supply s i d e ,  l i t t l e  had been s a i d  i n  t h e  s t a f f  p a p e r s  about  
t h e  p r i c e  c o n t r o l s  u a i n t a i n e d  by t h e  P r i c e  S t a b i l i z a t i o n  I n s t i t u t e ,  
a l t h o u g h  he  assumed t h a t  t h e  c o n t r o l s  remained i n  f o r c e  a t  c u r r e n t  l e v e l s ,  
Mr. Tay lo r  con t inued .  H e  had a l s o  found l i t t l e  d i s c u s s i o n  of s u b s i d i e s ,  
and wondered whet t -sr  t h e  s t a f f  c o n s i d e r e d  t h e  t a r i f f  rates cha rges  by t h e  
p u b l L c  s e c t o r  t o  be adequate .  
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Wlth respect to  the e x t e r n a l  s i d e  of the  C C O C ~ O I J ~ Y ~  h e  welcomed t h e  
projected fnIp'Wt;m@n~ in t h e  current :  account; d e d i c i t  t o  about 1.9 p e r  
ce%t aE GDP i n  1983 as a result of declining impor t s  and lower interest  
rates overseas a8 w e l l  as of h i g h e r  revewe from tourism, W l r .  Taylor 
sgtd* Following t h e  expected r e s c h e d u k l a g  o f  commercial bank Loans ~ t h e  
country waufd con tLme  to  r e l y  h e a v i l y  on official. o r g a n i z a t i o n s  f o r  the 
bu lk  of its e x t e r n a l  f i n a n c i n g  requirements. 
t i ve  migh t  be expec ted  t o  help cover t h a t  need,  but he would be i n t e r e s t e d  
i n  h c a t l n g  whether any efforts were being made t a  encourage  p r i v a t e  
i nves tment - -par t  i c d a  r ly d i  r ec t p r i v a t e  i n v e s  tme n t  --as a s us ta i n a b l e  
al ternative t o  o f f i c i a l  s o u r c e s  of f i n a n c e .  The a c t i o n  befng taken t o  
r e g u l a r i z e  t h e  d e b t  p o s i t i o n  w i t h  the commercial banks was welcome, and 
he noted from t h e  s ta f f  paper t h a t  the a u t h o r € t i e s  were a l s o  c o n s i d e r i n g  
an approach to t h e  P a r i s  Club. H e  would a p p r e c i a t e  h e a r i n g  fram t h e  
staff  or Mr. Kaflca some i n d i c a t i o n  of how much o f f i c i a l  debt might be 
i n v o l v e d  i n  such  a r e s c h e d u l i n g  p r o c e s s .  The p r o g r e s s  made i n  r e d u c i n g  
payments arrears was also welcome, and t h e  o b j e c t i v e  of r educ ing  them by 
115$100 m i l l i o n  by t h e  end of t h e  y e a r  seemed a c h i e v a b l e .  Finally, t h e  
absence  of a t i m e t a b l e  € o r  u n i f i c a t i o n  of t h e  exchange rate was d i s a p p o i n t -  
i n g .  The improvement i n  t h e  c u r r e n t  accoun t  d e f i c i t  r a i s e d  t h e  q u e s t i o n  
02 whether t h e  c o n t i n u a t i o n  of m u l t i p l e  c u r r e n c y  measures  could  be j u s t i -  
f Fed, and h i s  a u t h o r i t i e s  a t t a c h e d  impor t ance  t o  t h e  e l i m i n a t i o n  of t h o s e  
p r a c t i c e s  b e f o r e  t h e  c o n c l u s i o n  of t h e  ex tended  ar rangement .  - 

The Caribbean Bas in  f n i t f a -  

M r .  de Vries observed  th2.t  the  Dominican Republ ic  a u t h o r i t i e s  had 
ach ieved  some s u c c e s s  i n  t h e i r  e f f o r t s  toward S t a b i l i z a t i o n  d u r i n g  t h e  
f i r s t  year of t h e  program. However, a n  ex tended  arrangement r e q u i r e d  a 
s t r u c t u r a l ,  medium-%ern component as w e l l ,  and he ag reed  w i t h  o t h e r s  t h a t  
p r o g r e s s  i n  t h a t  a r e a  was somewhat dLsappo in t ing .  

He hoped t h a t  t h e  v a r i o u s  measures a l r e a d y  adopted  by t h e  a u t h o r i t i e s  
would have  p o s f t i v e  e f f e c t s . ,  M r .  de Vries c o n t i n u e d ;  in p a r t i c u l a r ,  i t  
would be h e l p f u l  if a r r e a r s  cou ld  be c l e a r e d  up s h o r t l y .  As he  unders tood  
i t ,  t h e r e  were some US$450 m i l l i o n  i n  arrears t h a t  woula he rescheduled  w i t h  
t h e  banks; however, a n o t h e r  US$250  m i l l i o n  would have t o  be r e p a i d  d u r i n g  
the program p e r i o d .  

Like o t h e r s ,  he  was concerned t h a t  t h e  a u t h o r i t i e s  had not y e t  been 
able t o  c l a r i f y  t h e i r  medium-term and longer - te rm ad jus tmen t  s t r a t e g y ,  
Pfr. de Vries remarked. For  s t r u c t u r a l  ad jus tmen t  t o  t a k e  place over  t h e  
medium t e r m ,  i t  was impor t an t  t h a t  a c t i o n  s h o u l d  begin  a t  a n  e a r l y  s t a g e  
and, w h i l e  some s t a b i l i z a t i o n  had t a k e n  p l a c e  i n  t h e  f i r s t  y e a r  of t h e  
program, a c l e a r  s t r a t e g y  had n o t  y e t  been o u t l i n e d  f o r  t h e  l a t e r  y e a r s .  
I t  was encourag ing  t o  ' n o t e  from M r .  Kafka ' s  s ta teme'at  t h a t  t h e  a u t h o r i t i e s  
had o n l y  been a w a i t i n g  an  a s ses smen t  by t h e  World Bank of t h e  inves tmen t  
program b e f o r e  embarking on such  a s t r a t e g y ;  however, he was somewhat 
concerned  by t h e  argument t h a t  t h e i r  r e c o r d  showed t h e i r  d e t e r m i n a t i o n  t o  
t a k e  any measures " t h a t  may become n e c e s s a r y . .  .." I n  h i s  v iew,  a n  a c t i v e  
r a t h e r  than a r e a c t i v e  s t r a t e g y  w a s  r e q u i r e d  if t h e  ex tended  arrangement 
w a s  t o  be s u c c e s s f u l .  
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Ht.  D Q ~ O S O  s t a t e d  t h a t  h e  was i n  broad agreement with t h e  s t a f f  
app ra i sa l  and could  support t h e  proposed decisions r e g a r d i n g  t h e  rev iew 
of t h e  extended arrangement  and t h e  use  of: Fund r e s o u r c e s  under t h e  b u f f e r  
stock f i n a n c f n g  f a c i l i t y .  
l a te  1982 by t h e  Dominican Repub l i c  a u t h o r i t i e s  t o  deal. wi th  a s e v e r e  
d e t e r i o r a t i o n  i n  t h e  p u b l i c  s e c t o r  f i n a n c e s  and i n c r e a s i n g  d i f f i c u l t i e s  
i n  t h e  ba l ance  of payments p o s i t i o n .  A comprehensive set of measures  Ln 
t h e  f i s c a l ,  monetary,  and e x t e r n a l  f i e l d s  had been des igned  and success-  
f u l l y  implemented through t h e  f i r s t  h a l f  of 1983. - 

The program under  rev iew had been framed i n  

With r e s p e c t  t o  f i s c a l  p o l i c y ,  t h e  program aimed a t  s h a r p l y  r educ ing  
t h e  p u b l i c  s e c t o r  d e f i c i t  th rough measures  adapted  on both  t h e  revenue  
and e x p e n d i t u r e  s i d e s ,  Mr. Donoso observed .  I n  t h a t  c o n t e x t ,  p r o g r e s s  
a l r e a d y  made toward t h e  implementa t ion  of t a x  measures and improved 
management; of t h e  p u b l i c  e n t e r p r i s e s  shou ld  be underscored because they  
r e f l e c t e d  t h e  commitment of t h e  a u t h o r i t i e s  t o  a d j u s t  promptly.  

On t h e  e x t e r n a l  s i d e ,  a n  i n c r e a s e d  number of t r a n s a c t i o n s  had been 
t r a n s f e r r e d  t o  the p a r a l l e l  f o r e i g n  exchange market ,  t h u s  a l lowing  a 
l a r g e r t h a n - p r o j e c t e d  r e d u c t i o n  i n  t h e  c u r r e n t  account  d e f i c i t  and of f -  
s o t t i n g  in p a r t  t h e  lower l e v e l  of a v a i l a b l e  f o r e i g n  f i n a n c i n g ,  Mr. Donoso 
commented. The s h i f t  was a p a r t i c u l a r l y  welcome development i n  view of 
t h e  c o n t i n u i n g  u n c e r t a i n t y  about  t h e  p r o s p e c t i v e  flow of e x t e r n a l  f i n a n c i n g .  
I n  . h a t  r ega rd ,  a c t i o n  had a l r e a d y  been  t aken  t o  reduce l i q u i d i t y  i n  t h e  
f i n a n c i a l  system and ,  t o g e t h e r  w i th  t h e  sa le  of s t a b i l i z a t i o n  bonds by 
t h e  C e n t r a l  Bank, had made a welcome c o n t r i b u t i o n  t o  reducing  p r e s s u r e s  
Dn t h e  ba lance  of payments. Moreover, h e  was encouraged by Mr. Kafka’s  
i n d i c a t i o n  t h a t  s h o r t  f a l l s  i n  e x t e r n a l  f i n a n c i n g  might be overcome soon, 
hence e l i m i n a t i n g  what i n  h i s  view was t h e  main o b s t a c l e  t o  t h e  s u c c e s s f u l  
implementa t ion  of t h e  program. 

Not o n l y  had t h e  a u t h o r i t i e s  m e t  a l l  t h e  performance c r i t e r i a  t h u s  f a r  
under  t h e  program, they  had gone even  f u r t h e r  i n  implementing c o r r e c t i v e  
measures i n  a l l  t h o s e  a r e a s  i n  which e v e n t u a l  d e p a r t u r e s  from t h e  t a r g e t  
might  emerge, M r .  Donoso s a i d .  T h e i r  f u l l  commitment t o  t h e  o b j e c t i v e s  
of  t h e  program had allowed f o r  t h e  s i z a b l e  ad jus tmen t  a l r e a d y  made and 
w a s  a c l ea r  s i g n  t h a t  f u r t h e r  p r o g r e s s  cou ld  be ach’eved, F i n a l l y ,  h e  
c o u l d  suppor t  t h e  r e q u e s t  f o r  a pu rchase  unde r  t h e  b u f f e r  s t o c k  f i n a n c i n g  
f a c i l i t y ,  which met a l l  t h e  r equ i r emen t s  of t h e  r e l e v a n t  d e c i s i o n .  

M r .  F e i t o ,  e x p r e s s i c g  h i s  suppor t  f o r  t h e  proposed d e c i s i o n s ,  ag reed  
wi th  o t h e r s  t h s t  s ign:  & c a n t  p r o g r e s s  had been made i n  t h e  € i r s t  yea r  of 
t h e  program, r e s u l t i n g  i n  a s u b s t a n t i a l  ad jus tmen t  o f  t h e  economy. A l l  
q u a n t i t a t i v e  performance c r i t e r i a  had been met o r  bettered--some by an 
ample margin--and t h e  macroeconomic r e s u l t s  t h u s  f a r  i n  1983 were h i g h l y  
s a t i s f a c t o r y .  

The a u t h o r i t i e s  shou ld  be s t r o n g l y  commended f o r  t h e i r  d e t e r m i n a t i o n  
t o  implement t h e  F i n a n c i a l  program and a c h i e v e  t h e  needed ad jus tment , 
Mr. F e i t o  commented. T h e i r  e f f o r t s  i n  t h e  f i s c a l  a r e a  were p a r t i c u l a r l y  
notewor thy:  a major s t r e n g t h e n i n g  of t a x  admin i s t r a t i . on ,  i n i t i a t e d  i n  
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1 9 8 2 ,  had r e s u d t e d  i n  a s t r o n g  per formance  of rcveilues and a c o r , s i d e r a b l e  
r e d u c t i o n  in t h e  d e f i c i t  of t h e  n o n f i n a n c i a l  pu't7!(: ?,ecLor. Furtk:?:  t a  
measures  were bein: r*il i n  p l a c e ,  i i l c lud ing  a 5C pc::cent i n c r s a s c  i n  t h e  
excise tax on c igare t tes  ana a lesser i n c r e a s e  i n  t h e  excise t a x  on l i q u o r .  
On t h e  e x p e n d i t u r e  side,  d e l a y s  i _ ~  the  tmplementa t ion  of t h e  p u b l i c  Fnves t -  
Dent program had r e s u l t e d  i n  l e s s - t h a n - p r o j e c t e d  inves tmen t  spending .  The 
s h o r t - t e r m  e f f e c t s  of t h a t  d e l a y  might  have  been bene f i c i a l .  t o  t h e  a d j u s t -  
ment: f f f o r t ;  however, h e  hoped t h a t  t h e  d i f f i c u l t i e s  encountered  i n  some 
of t h e  p r o j e c t s  f i n a n c e d  by t h e  Wo;ld Bank and o t n e r  i n t e r n a t i o n a l  i n s t i t u -  
t i o n s  c o u l d  be r e s o l v e d  q u i c k l y ,  The f i n a n c i a l  per formance  of t h e  major  
p u b l i c  s e c t o r  e n t e r p r i s e s  had  improved c o n s i d e r a b l y ,  and  t h e  domest€c  
f i n a n c i n g  r equ i r emen t s  of  t h o s e  e n t e r p r i s e s  f o r  1983 were expec ted  t o  be 
I n  llne wi th  program p r o j e c t i o n s .  N e  welcomed t h e  a u t h o r i t i e s '  i n d i c a t i o n  
that they  would  make f u r t h e r  r educ t  i o n s  i n  c e n t r a l  government e x p e n d i t u r e s  
i f  any ove r runs  occur red .  

Wi th  r e g a r d  t o  t h e  e x t e r n a l  s e c t o r  of t h e  economy, M r .  F e i t o  cons id-  
e r e d  t h e  improvement a t t a i n e d  i n  t h e  o v e r a l l  ba l ance  of paymects and  t h e  
r e d u c t i o n  i n  e x t e r n a l  payments  arrears t o  be encouraging .  However, the 
u n c e r t a i n t y  su r round ing  t h e  a v a i l a b i l i t y  of f o r e i g n  f i n a n c i n g  f o r  1983 
had a l r e a d y  begun t o  have an a d v e r s e  e f f e c t  cn t h e  b a l a n c e  of payments ,  
making t h e  ad jus tment  e f f o r t  more d i f f i c u l t  and  t e s t i n g  t h e  d e t e r m i n a t i o n  
and  a b i l i t y  of t h e  a u t h o r i t i e s  t o  c a r r y  o u t  t h e  s t a b i l i z a t i o n  program. 
A s  noted  by t h e  s t a f f ,  s h o r t f a l l s  i n  f o r e i g n  f i n a n c i n g  had a l r e a d y  caused  
reduced i m p o r t s  of goods and services,  and had r e s u l t e d  in a l a rge r - than -  
p r o j e c t e d  r e d u c t i o n  i n  t h e  c u r r e n t  accoun t  d e f i c i t  and a g rea t e r - than -  
envisaged  c u t  i n  t h e  s t a n d a r d  of ! iVing of t h e  popu la t ion .  The r e f i n a n c i n g  
package w i t h  t h e  commercial  banks was an e s s e n t i a l  e lement  of t h e  s t a b i l i -  
z a t i o n  p r o c e s s ,  and  agreement  on t h a t  package had a p p a r e n t l y  a l r e a d y  been  
reached.  None the le s s ,  t h e r e  remained u n c e r t a i n t i e s  about  t h e  magnitude 
of c a p i t a l  i n f l o w s  i n  t h e  p e r i o d  ahead.  H e  noted Mr. Kafka's encourag ing  
i n d i c a t i o n  t h a t  t h e  a u t h o r i t i e s  i n t e n d e d  t o  t a k e  compensat ing p o l i c y  
a c t i o n  i f  c a l l e d  f o r  by f u r t h e r  s h o r t C a l l s  i n  c a p i t a l  i n f lows ;  h e  hoped 
t h a t  t h e  expec ted  c a p i t a l  i n f l o w s  would m a t e r i a l i z e  s o  t h a t  t h e  mix of  
ad  j u s  tment and f i n a n c i n g  would not  be unduly  unbalanced.  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Western Hemisphere Department 
e x p l a i n e d  t h a t  t h e  s t r u c t u r a l  ad jus tmen t  component of  t h e  program had no t  
been c l e a r l y  d e l i n e a t e d  i n  t h e  rev iew mainly because  t h e  World Bank's 
a s ses smen t  o f  t h e  p u b l i c  inves tment  program had not y e t  been completed.  
The s t a f f  of t h e  World Rank P-;?r_-ted t o  d i s c u s s  i t s  r e p o r t  w i th  t h e  
Dominican Repub l i c  a u t h o r i t i e s  e a r l y  ir. September ,  and a c o n s u l t a t i v e  
donor  group meet ing  would t a k e  p l a c e  a t  t h e  beginn:ng of December; a t  
t h a t  t i m e  t h e  Fund s t a f f  would have  a b e t t e r  basis on which t o  e x p l o r e  i n  
g r e a t e r  d e t a i l  t h e  a p p r o p r i a t e  s t r u c t u r a l  e lements  t o  be i n c o r p o r a t e d  i n  
t h e  second y e a r  of t h e  program. World Bank involvement  i n  the Cominicari 
R e p u b l i c  had been i n c r e a s i n g ;  f o r  example,  t h e  Bank was rev iewing  t h e  
s i t u a t i o n  of t h e  s t a t e  s u g a r  company--the CEA--with a n  eye  t o  p roceed ing  
w i t h  d i sbur semen t s  of a l o a n  approved i n  1978. Fur thermore ,  t h e  1978 
p r o p o s a l  f o r  a c o f i n a n c i n g  ar rangement  t h a t  had been  p a r t  of t h e  o r i g i n a l l y  



proposed l o a n  had been r e v i v e d  i n  c o n n e c t i o n  wi th  t h e  r e f i n a n c i n g  a r r ange -  
ments b e i n g  worked ou t  w i t h  t h e  commercial  banks. The World Bsnk was 
a l so  n e a r i n g  agreement w i t h  t h e  E l e c t r i c i t y  Corpora t ion  on c e r t a i n  l o a n s  
t o  t h a t  e n t i t y .  The p o s s i b i l i t y  of a s t r u c t u r a l  adjustment  l o a n  w a s  s t i l l  
I.nder c o n s l d e r a t i o n ;  f u r t h e r  p r o g r e s s  would depend on t h e  comple t ion  o f  
r.he Bank's review of t h e  p u b l i c  i nves tmen t  program. 

With r e g a r d  t o  q u e s t i o n s  on t a r i E f s  i n  t h e  gominican Repub l i c ,  t h e  
s t a f f  r e p r e s e n t a t i v e  noted t h a t  t a r i f f s  o i  t he  E l e c t r i c i t y  C o r p o r a t i o n  
had been r a i s e d  a number of times, most r e c e n t l y  over a p e r i o d  of 
15-18 months ended May 1982. On t h e  b a s i s  of t h a t  s u b s t a n t i a l  ra te  
increase,  i t  had been p z o j e c t e d  t h a t  t h e  f i n a n c e s  of t h e  E l e c t r i c i t y  
C o r p o r a t i o n  would show a s h a r p  tu rna round  i n  c u r r e n t  o p e r a t i o n s  from 
1.982 t o  1983, 2nd t h a t  t u rna round  had  i n  f a c t  begun. However, ;LS p o i n t e d  
o u t  i n  t h e  s t a f f  pape r ,  t h e  Corporation had run  i n t o  some d i f f i c u l t i e s  
as a r e s u l t  of weather  c o n d i t i o n s  t h a t  had i n c r e a s e d  e l e c t r i c i t y  consump- 
t i o n  w h i l e  r educ ing  t h e  a v a i l a b i l i t y  of h y d r o e l e c t r i c  ?ower. The 
Vorld Bank w a s  r ev iewing  t h e  o p e r a t i o n s  of t h e  E l e c t r i c i t y  Corpora t ion ,  
i s  w e l l  as t h e  need f o r  t a r i f f  a d j u s t m e n t s ,  and was c o n s i d e r i n g  v a r i o u s  
inves tmen t s  t h a t  might h e l p  t o  r educe  t he  c o s t  of o p e r a t i o n .  The Fund 
would c o n t i n u e  t o  be i n  c l o s e  c o n t a c t  w i t h  t h e  World Bank s t a f f  on t h o s e  
mat t e r s . 

A number of D i r e c t o r s  had commented on t h e  tncrease i n  c u r r e n t  
e x p e n d i t u r e s  i n  t h e  Dominicar, R e p u b l i c ,  t h e  s t a f f  r e p r e s e n t a t i v e  r e c a l l e d .  
;lie e x p l a n a t i o n  of t h a t  increase--which had not been r e f e r r e d  t o  i n  t h e  
s t a f f  paper--concerned a s t a t i s t i c a l  b r e a k  i n  t h e  series r e l a t e d  t o  a 
change i n  c e r t a i n  a c c o u n t i n g  p r a c t i c e s  by t h e  new A d m i n i s t r a t i o n .  I n  t h e  
p a s t ,  f a i r l y  large amounts of c u r r e n t  cxpe r id i tu re s  had been i n c l u d e d  i n  
t h e  c a p i t a l  o u t l a y s  f o r  v a r i o u s  inves tmen t  p r o j e c t s ;  t h e  new o f f i c i a l s  i n  
the M i n i s t r y  o f  P l a n n i n g  had d e c i d e d  t o  change t h a t  p r a c t i c e  so  t h a t ,  t o  
some e x t e n t ,  t h e  i n c r e a s e  i n  c u r r e n t  e x p e n d i t u r e s  was o v e r s t a t e d .  

I n  r e sponse  t o  a q u e s t i o n  by Mr. T a y l o r  on t h e  e f f o r t s  of t h e  a u t h o r  
i t i e s  t o  encourage d i r e c t  f o r e i g n  inves tmen t ,  t h e  s t a f f  r e p r e s e n t a t i v e  
observed t h a t  m o d i f i c a t i o n s  t o  t h e  l e g i s l a t i o n  governing f o r e i g n  d i r e c t  
i nves tmen t  had r e c e n t l y  been  enac ted .  Those m o d i f i c a t t o n s  shou ld  e l i m i n a t e  
some of t h e  o b s t a c l e s  t o  f o r e i g n  d i r e c t  i nves tmen t  t h a t  had been posed by 
t h e  p r e v i o u s  code,  which had, f o r  example, made i t  d i f f i c u l t  f o r  f i r m s  
o p e r a t i n g  i n  t h e  c o u n t r y  t o  a p p l y  t h e i r  r e t a i n e d  e a r n i n g s  t o  inves tmen t  
i n  act  CvFties o t h e r  t h a n  t h o s e  they had t r s d i t i o n a l l y  pursued. 

With r e g a r d  t o  t h e  amounts t h a t  n i g h t  be invo lved  i n  a P a r i s  Club 
r e s c h e d t - l i n g  O E  d e b t  t o  o f f i c i a l  c r e d i t o r s ,  t h e  s t a f f  r e p r e v e n t a t i v e  
remarked t h a t ,  wh i l e  t h e  f i g u r e s  were t e n t a t i v e ,  i t  was appa ren t  t h a t  
some $60 m i l l i o n  i n  a m o r t i z a t i o n  and i n t z r e s t  gayments might be pu t  
forwerd f o r  c o n s i d e r a t i o n  by t h e  Par is  Club. F i n a l l y ,  w i t h  r e g a r d  t o  
Mr. T a y l o r ' s  t e c h n i c a l  q u e s t i o n  conce rn ing  t h e  a p p a r e n t  i n c o n s i s t e n c y  
betw2en t h e  C i g t , e s  i n  T a b l e  7 of t h e  s t a f f  pape r  and t h e  s t a t e m e n t  by 
t h e  s t a f f  t h a t  revenues were "buoyant ,"  he no ted  t h a t  revenue c o l l e c t i o n s  
had begun t o  i n c r e a s e  s h a r p l y  i n  September 1982 as t h e  new A d m i n i s t r a t i o n  
had moved t o  improve tax a d m i n i s t r a t i o n .  The con t inued  s t r c n g t h  of 
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r e v e n u e s  cou ld  be s e e n  from Table  1 2  of t h e  p a p e r ,  which showed t h a t  
r e v e n u e s  had i n c r e a s e d  by more t h a n  one t h i r d  between Janua ry -Apr i l  1982 
and January-Apr il 19 83 .  

M r .  Kafka s t a t e d  t h a t ,  i n  h i s  v i ew,  q u i t e  f a r - r e a c h i n g  s t r u c t u r a l  
a d j u s t m e n t  had t a k e n  p l a c e  i n  t h e  Dominican Repub l i c ,  p a r t i c u l a r l y  in 
resp2ct of t h e  exchange r a t e  u n i f i c a t i o n .  
p a r i t y  between t h e  peso and t h e  U.S. d o l l a r ,  u n i f f c a t i o n  was a d i f f i c u l t  
p r o c e s s ;  however, t h e  a u t h o r i t i e s  had p r o g r e s s e d  a s  r 'apidly a s  c o u l d  be 
r e a s o n a b l y  e x p e c t e d ,  and t h e r e  was e v e r y  i n t e n t i o n  on t h e i r  p a r t  t o  
c o n t i n u e  toward t h e  g o a l  of u n i f i c a t i o n .  I n  o t h e r  areas of s t r u c t u r a l  
a d j u s t m e n t ,  t h e  d e l a y  i n  f o r m u l a t i n g  a medium-term i n v e s t m e d  program in 
c o n j u n c t i o n  w l t h  t h e  World Bank had no t  been t h e  f a u l t  of the  a u t h o r i t i e s  
of t h e  Dominican Republ ic .  It was t o  be hoped, however, t h a t  t h e  i n v e s t -  
ment program would soon be d i s c u s s e d  and approved so t h a t  t h e  medium-term 
ad jus tmen t  s t r a t e g y  cou ld  be fo rmula t ed .  

Given the  long  h i s t o r y  o f  

On a more g e n e r a l  matter, M r .  K a f k a  s a i d  t h a t  he had noted  of l a t e  
t h a t  c e r t a i n  of h i s  c o l l e a g u e s  Lad a t endency  t o  stress p r i m a r i l y  t h e  
d a n g e r s  t o  t h e  imp lemen ta t ion  of a program, dange r s  which of c o u r s e  
always e x i s t e d .  Certain o t h e r  D i r e c t o r s ,  n o t i n g  t h a t  t h e  implementa t ion  
o f  a program was p r o g r e s s i n g  w e l l ,  sometimes ques t ioned  whether  t h e  
program had been n e c e s s a r y  i n  t h e  f i r s t  p l a c e .  It was an i l l u s i o n  t o  
b e l i e v e  tha t f i n a n c i n g  from t h e  - p r i v a t e  banks would be forthcoming w i t h o u t  
s t r o n g  f i n a n c i a l  s u p p o r t  by t h e  Fund and  o t h e r  o f f i c i a l  e n t i t i e s  f o r  a 
c o u n t r y ' s  ad jus tmen t  program; i n d e e d ,  t h e  e x i s t e n c e  of a r e l a t i v e l y  long- 
term program l i k e  an ex tended  ar rangement  w i t h  t h e  Fund was o f t e n  a 
n e c e s s a r y  p r e c o n d i t i o n  f o r  commercial bank f i n a n c i n g .  

The E x e c u t i v e  Board t h e n  adop ted  t h e  f o l l o w i n g  d e c i s i o n s :  

Review Under Extended Arranaenent  

The Fund and t h e  Dominican Republ ic  have completed t h e  
r ev iew contempla ted  i n  pa rag raph  4 ( c )  of t h e  extended arrangement 
f o r  t h e  Dominican Republ ic  and i n  pa rag raph  3 of t h e  l e t t e r  of 
.January 1 4 ,  1983, a t t a c h e d  t h e r e t o .  No nev  u n d e r s t a n d i n g s  are 
n e c e s s a r y  r e g a r d i n g  c i r cums tances  i n  which pu rchases  may be made 
by t h e  Dominican Repub l i c  u n t i l  J a n u a r y  2 0 ,  1984. 

' 
D e c i s i o n  No. 7 4 9 3 - ( 8 3 / 1 2 1 ) ,  adopted  

August 2 4 ,  1983 

Purchase  T r a n s a c t i o n  - Buf fe r  S tock  F inanc ing  F a c i l i t y  - 
I n t e r n a t i o n a l  Sugar Agreement 

1. The Fund h a s  r e c e i v e d  a r e q u e s t  by t h e  Government 
of t h e  Dorcinican Repub l i c  f o r  a pu rchase  o f  t h e  e q u i v a l e n t  
of SDR 12.643 m i l l i o n  under t he  d e c i s i o n  on Buf fe r  S tock  
Financing F a c i l i t y :  The Problem of S t a b i l i z a t i o n  of P r i c e s  
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of Pr imary Products ( D e c i s i o n  No. 2772-(69/47),  adopted 
J u n e  25, 1969, a s  amended by D e c i s i o n  No. 4913- (75 /207) ,  
adop ted  December 2 4 ,  19751, and  t h e  d e c i s i o n  on Buffe: S tock  
F i n a n c i n g  F ac i 1 i t y  : 
( D e c i s i o n  No. 5597-(77/171),  adopted  December 16 ,  1977.) 

19 7 7 I n  t erca t i o  n a l  S uga r Agreement 

2. The Fund de te rmines  t h a t  t h i s  pu rchase  would be i n  
confo rmi ty  wi th  t h e  Dec i s ions ,  n o t e s  t h e  r e p r e s e n t a t i o n s  of 
t h e  Dominican Repub l i c ,  waives  t h e  l i m i t a t i o n  i n  Ar t ic le  V ,  
S e c t i o n  3 (b )  (iii) , and approves  t h e  pu rchase  i n  accordance  
w i t h  t h e  r s q u e s t .  

D e c i s i o n  No. 7494-(83/121), adopted 
August 2 4 ,  1983 

2. GRENADA - 1983 ARTICLE IV CONSULTATION, AND REQUEST FOR 
EXTENDED ARRANGEMENT 

The Execu t ive  D i r e c t o r s  c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o r  t h e  1983 
A r t i c l e  I V  c o n s u l t a t i o n  w i t h  Grenada t o g e t h e r  w i t h  a r e q u e s t  for an 
extended arrangement  e q u i v a l e n t  t o  SDR 13.5 m i l l i o n  (EBS/83/164, 8/9/83). 
They also had b e f o r e  them a r e p o r t  on r e c e n t  economic developments i n  

- Grenada (SM/83/182, 8/11/83). 

Mr. Casey made the  fo l lowing  s t a t e m e n t :  

It i s  now a lmost  t h r e e  y e a r s  s i n c e  Grenada f i r s t  r eques t ed  
a n  extended arrangement .  N e g o t i a t i o n s  have been conducted i n  
good f a i t h  by bo th  s i d e s  several  times s i n c e  then  but  f o r  v a r i o u s  
r easons  they  were not  s u c c e s s f u l .  

En May 1981, a one-year s tand-by arrangement--76 p e r c e n t  
of q u o t w - w a s  approved a s  a compromise. A l l  pu rchases  were 
made except  t h e  Last one because  unde r s t and ings  were not  reached 
o n  c e i l i n g s  cove r ing  t h e  l a s t  few months of t h e  arrangement .  It  
is impor tan t  t o  note, however, t h a t  i n  the event these c e i l i n g s  
vere adhered t o ,  and t h e  stand-by ar rangement  helped cons ide rab ly  
i n  s t a b i l i z i n g  t h e  economy. 

Grenada t h e n  commenced n e g o t i a t i o n s  f o r  a follow-on stand-by 
arrangement--though t h e i r  p r e f e r e n c e  was s t i l l  f o r  an ex tended  
arrangement-but agreement c o u l d  no t  be reached a t  t h a t  time. 
The p r e s e n t l y  proposed ar rangement  must, of c o u r s e ,  b e  judged on 
i t s  own merits, which a r e  c o n s i d e r a b l e .  I n  a d d i t i o n ,  t h e  proposed 
ex tended  arrangement  shou ld  be seen  as the  s u c c e s s f u l  cu lmina t ion  
of a d i f f i c u l t ,  though p r o d u c t i v e  d i a l o g u e  t h a t  has  con t inued  f o r  
s e v e r a l  y e a r s .  

D e s p i t e  un favorab le  developments  abroad, a h u r r i c a n e  i n  1980, 
and  a drought  i t ;  1982, t h e  economy grew by abou t  3 percen t  a yea r  
i n  real terms over t h e  l a s t  f o u r  y e a r s .  Growth w a 5  l a r g e l y  
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Fnvestment- led,  w i t h  t h e  emphasis  on  c o n s t r u c t i o n  and  i n f r a s t r u c -  
t u r e .  T h i s  y e a r  p u b l i c  s e c t o r  i nves tmen t  w i l l  slow down but 
t o u r i s m  is  expec ted  t o  o f E s e t  t h i s  t o  a l a r g e  e x t e n t .  The 
r e c o v e r y  i n  tourism, i s  noteworthy because  i t  i n d i c a t e s  t h a t  t h e  
e x c e p t i o n a l  n a t u r a l  a t t r a c t i o a s  of t h e  c o u n t r y  a r e  overcoming 
u n f a v o r a b l e  p u b l i c i t y  which i t s e l f  i s  beginning  t o  weaken. I t  
a l s o  i n d i c a t e s  t h a t  t h e  new a i rpor t -which ,  i n c i d e n t a l l y  w i l l  
s t i l l  b e  r e l a t i v e l y  small  by compar ison  w i t h  o t h e r s  i n  t h e  r e g i o n ,  
(see Appendix 1 ) - -wi l l  y i e l d  a s i z a b l e  i n t e r n a l  r a t e  of r e t u r n .  

The ra te  of i n f l a t i o n  has  d e c l i n e d  from around 2 0  p e r c e n t  a 
year i n  t h e  e a r l y  1980s t o  abou t  5-6 p e r c e n t  a t  t h e  p r e s e n t  t i m e .  
T h i s  good per formance  m i r r o r s  i n t e r n a t i o n a l  t r e n d s ,  of c o u r s e ,  
but  i n c r e a s e d  domest ic  food s u p p l i e s  and much more moderate  wage 
i n c r e a s e s  a l s o  he lped  s i g n i f i c a n t l y .  

The o v e r a l l  f i s c a l  d e f i c i t  was 7.5 p e r c e n t  of GDP i n  1979 
and grew t o  3 3  p e r c e n t  i n  1982, r e f l e c t i n g  burgeoning c a p i t a l  
o u t l a y s  e s p e c i a l l y  on t h e  a i r p o r t .  Up t o  1980 t h e  d e f i c i t s  were 
r e l a t i v e l y  e a s i l y  f i n a n c e d  by f o r e i g n  g r a n t s  and c o n c e s s i o n a l  
l o a n s ,  but more r e c e n t l y  t h e r e  h a s  been i n c r e a s i n g  r e l i a n c e  on 
f o r e i g n  commercial loans-mos t l y  s u p p l i e r s '  c r e d i t s  f o r  a i r p o r t  
equipment--and on the domest ic  banktng system. I t  shou ld  be 
no ted  t h a t  o v e r  t h e  l a r t  few y e a r s ,  t h e  c u r r e n t  f i s c a l  s i t u a t i o n  
improved c o n s i d e r a b l y ,  moving from a d e f i c i t  of 2 . 3  percer . t  of 
GDP in 1978 t o  a s u r p l u s  of  2.7 p e r c e n t  i n  1982. The non-. 
f i n a n c i a l  p u b l i c  e n t e r p r i s e s  a l s o  moved t o  a s u r p l u s  on t h e i r  
o p e r a t i o n s .  The a u t h o r i t i e s  were c l e a r l y  p l a y i n g  t h e i r  p a r t  i n  
m o b i l i z i n g  p u b l i c  secctor s a v i n g s  t o  c o n t r i b u t e  t o  t h e i r  ambi t ious  
p u b l i c  s e c t o r  i nves tmen t  program (PSLP). Un l ike  most o t h e r  
c o u n t r i e s  a t  a c r u c i a l  s t a g e  of  development ,  Grenada r e c e i v e d  no  
a s s t s t a n c e  from t h e  World Bank. The a i r p o r t  p r o j e c t  i s  now 
a lmost  completed.  The remain ing  c o s t  of some $15 m i l l i o n  is 
a l r e a d y  covered  by committed g r a n t s  and s u p p l i e r s '  c r e d i t s .  

The c u r r e n t  b a l a n c e  of payments d e f i c i t  widened from 7 per- 
c e n t  of GDP i n  1979 t o  3 3  p e r c e n t  Fn 1982. The growth i n  t h e  
d e f i c i t  l a r g e l y  r e f l e c t e d  developments  on t h e  f i s c a l  s i d e  a n d ,  
i n  much t h e  same way, was s e l f - f i n a n c i n g .  The problems were 
compounded, however, by d e t e r i o r a t i n g  terms oE t r a d e  and low 
f o r e i g n  demand, e s p e c i a l l y  i n  r e l a t i o n  t o  nutmeg and tourism.  
F i r e  damage i n  one of t h e  main h o t e l s  a lso a f f e c t e d  tourism.  
The b a l a n c e  of payments p o s i t i o n  would have been c o n s i d e r a b l y  
worse,  however, were i t  not f o r  an i m p r e s s i v e  growth i n  non- 
t r a d i t i o n a l  e x p o r t s ,  r e f l e c t i n g  t h e  s u c c e s s  of the Government 's  
s t r a t e g y  of d i v e r s i f i c a t i o n .  T o t a l  e x p o r t s ,  i n c l u d i n g  tour i sm,  
recovered  i n  e a r l y  1983. As t h e  b u l k  of e x t e r n a l  f i n a n c i n g  i s  
c o n c e s s i o n a r y ,  t h e  deb t  s e r v i c e  ratio--4.5 p e r c e n t  i n  1983--is 
manageable although i t  w i l l .  r ise  o v e r  t h e  medium t e r m  as g r a c e  
p e r i o d s  e x p i r e .  It is  expec ted  t o  peak a t  about 12.5 p e r c e n t  in 
1985/8 6 .  
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Between 1978 and 1981, t h e  l o c a l  commercial  banks were q u i t e  
l i q u i d .  Ou t s t and ing  c r e d i t  t o  t h e  p u b l i c  s e c t o r  d e c l i n e d ,  w h i l e  
c r e d i t  t o  t h e  p r i v a t e  s e c t o r  grew by abou t  12 pe rcen t  a yea r .  
S i n c e  t h e n ,  however, bank l i q u i d i t y  became ve ry  t i g h t  as t h e  
Government had no r e c o u r s e  but  t o  t a p  t h e  banks f o r  a d d i t i o n a l  
c r e d i t .  The l i q u i d i t y  r a t i o s  of  t h e  banks f e l l  t o  v e r y  low 
l e v e l s  a t  end 1982. The a u t h o r i t i e s  were aware of t h e  p o t e n t i a l  
dange r s  of t h i s  s i t u a t i o n  and s tood  ready  t o  t a k e  c o r r e c t i v e  
a c t i o n .  Market i n t e r e s t  rates moved upward and  a r e  now, o n  
a v e r a g e ,  c l o s e  t o  p o s i t i v e  i n  r e a l  terms. 

The proposed ad jus t inent  program is des igned  t o  reduce t h e  
i n t e r n a l  and e x t e r n a l  imbalances and lay t h e  b a s i s  € o r  s u s t a i n -  
a b l e  growth. Because t h e  o v e r a l l  f i s c a l  and c u r r e n t  ba l ance  of 
payinents d e f i c i t s  are  so large, r e f l e c t i n g  i n  p a r t  i nadequa te  
m u l t i l a t e r a l  a i d  to Grenada i n  the las t  several: years, c o r r e c t i o n  
r e q u i r e s  ad jus tmen t s  t h a t  can  t r u l y  be  termed s t r u c t u r a l  (see 
Appendix 1 1 ) .  I t  should  a l s o  be no ted  t h a t  t h e  proposed drawings 
are  much below t h e  e n l a r g e d  access l i m i t s  and are  evenly  phased 
d e s p i t e  t h e  f a c t  t h a t  Grenada 's  f i n a n c i n g  need is f ront - loaded .  

The overal l  f i s c a l  d e f i c i t  is programmed t o  f a l l  from 38 p e r  
c e n t  o€  GDP i n  1982/83 t o  16  p e r c e n t  i n  1985/86 .  Nonconcessionary 
f i n a n c i n g  i s  t o  fall from 11.5 p e r c e n t  of GDP i n  1982-/83 t o  
almost z e r o  i n  1985/86. In t h e  case of a member of t h e  East 
Car ibbean  Currency A u t h o r i t y  (ECCA), t h i s  i s  where t h e  main 
performance c r i t e r i o n  operates---monitored on a q u a r t e r l y  b a s i s .  
En a d d i t i o n ,  t h e  reserves of government-owned commercial banks 
have t o  be r e b u i l t .  There i s  a l s o  a r e s t r i c t i o n  on new commercial  
borrowing. The remain ing  per formance  tests r e l a t e  t o  consu l t a -  
t i o n s  w i t h  t h e  Fund, exchange and  t r a d e  r e s t r i c t i o n s ,  and a 
mid-term rev iew be.Eore t h e  1984 budget .  

P u b l i c  s e c t o r  s a v i n g s  a r e  programmed t o  t each  a lmost  6 per -  
c e n t  of GDP by t h e  end of t h e  period--a v e r y  high f i g u r e  by 
international s t a n d a r d s .  To t h i s  end,  a s u b s t a n t i a l  tax package 
was i n t roduced  in June. The annua l  increase i n  The c e n t r a l  
government wage b i l l  is t o  be h e l d  t o  5.5 pe rcen t  a y e a r  from 
Janua ry  1984 on. 

The PSLF will be i a r g e l y  c c n c e n t r a t e d  on i n f r a s t r u c t u r e .  
Over t h e  th ree -yea r  p e r i o d  oiitlays an  t h e  a i r p o r t  w i l l  ave rage  
only 15 p e r c e n t  of t o t a l  capital spending .  Thus, t h e  a i r p o r t  
p r o j e c t  w i l l  no l o n g e r  dominate  t h e  PSIP;  i n  f a c t ,  t h e  a g r i c u l -  
t u r a l  s e c t o r  w i l l  r e c e i v e  f a r  more a t t e n t i o n .  The World Bank 
has  g iven  a g e n e r a l  endorsement  t o  t h e  s e c t o r a l  inves tment  
p r i o r t t i e s  of Grenada. Although t h e  P S I P  i s  expec ted  t o  be 
f i n a n c e d  without any d i f f i c u l t y ,  m a i n l y  from g r a n t s  a n d  conces- 
s i o n a r y  loans, t h e  program i n c l u d e s  a contingency fund f o r  
unforeseen Local currency e x p e n d i t u r e s .  
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The e x t e r n a l  s i d e  w i l l  m i r r o r  t h e  f i s c a l  c o r r e c t i o n .  The 
c u r r e n t  b a l a n c e  of payments d e f i c i t  is  expec ted  t o  fall from 
33 p e r c e n t  of GDP i n  1982 t o  16.5 p e r c e n t  of GDP i n  1985/86. 
Improved a i r  a c c e s s  i s  expec ted  t o  i n c r e a s e  no t  o n l y  t o u r i s m  b u t  
p r i v a t e  s e c t o r  e x p o r t s  as  w e l l .  

The o v e r a l l  b a l a n c e  of payments w i l l  c o n t i n u e  t o  show a 
small  d e f i c i t ,  however. Th i s  i s  ma in ly  because e x t e r n a l  g r a n t s  
t o ,  and bor rowings  by, t h e  p u b l i c  s e c t o r  are  expec ted  t o  f a l l .  
I n  a d d i t i o n ,  domest ic  banks are expec ted  t o  reduce  t h e i r  f o r e i g n  
i n d e b t e d n e s s .  However, p r i v a t e  inves tmen t  i s  expec ted  t o  i n c r e a s e  
over  t h e  program p e r i o d  b u t  n o t  r a p i d l y  enough t o  o f f s e t  t h e  
o t h e r  t r e n d s .  
f inan'ced e x c l u s i v e l y  by Fund d rawings ,  
a r r e a r s  and none a re  env i saged .  The t r a d e  and payments sys t em 
is  a r e l a t i v e l y  l i b e r a l  one and  w i l l  become more s o  a t  t h e  
e a r l i e s t  p o s s i b l e  o p p o r t u n i t y .  

The o v e r a l l  b a l a n c e  of payments d e f i c i t s  w i l l  be 
There  a r e  no e x t e r n a l  

Because t h e  real  e f f e c t i v e  exchange ra te  a p p r e c i a t e d  markedly 
over  r h e  p a s t  two y e a r s ,  t h e  Government w i l l  c o n s u l t  w i th  t h e  
o t h e r  member governments  o f  t h e  East  Car ibbean  C e n t r a l  Bank 
(ECCB)--ro be e s t a b l i s h e d  i n  October  1984--on t h e  r e g i o n a l  
exchange r a t e  l e v e l  and sys t em a t  a n  ear ly  oDpor tuni ty .  

Monetary p o l i c y  aims a t  r e b u i l d i n g  t h e  l i q u i d i t y  of t h e  
banking sys t em and p r o v i d i n g  a d e q u a t e  c r e d i t  f o r  t h e  p r i v a t e  
s e c t o r .  T h i s  i m p l i e s  a r e d u c t i o n  i n  o u t s t a n d i n g  p u b l i c  s e c t o r  
d e b t  from t h e  banks and a r e d u c t i o n  i n  s p e c i a l  d e p o s i t  r e q u i r e -  
ments. S e l e c t i v e  c r e d i t  c o n t r o l s  w i l l  be used  as f a r  as p o s s i b l e  
t o  channe l  c r e d i t  towa:.d p r o d u c t i v e  pr ivate  sector a c t i v i t i e s .  
I n t e r e s t  ra tes  seem r e a s o n a b l e  a t  p r e s e n t  and t h e  a u t h o r l t i e s  
w i l l  r ev iew i n t e r e s t  rate p o l i c y  i n  c o n s u l t a t i o n  w i t h  t h e  o t h e r  
members of t h e  ECCB. 

I n  c o n c l u s i o n ,  t h i s  i s  a good q u a l i t y  program i n  which the  
main t a r g e t s  a r e  ambi t ious  but  a c h i e v a b l e .  The performance 
c r i t e r i a  and a d j u s t m e n t  measures a r e  c o n s i s t e n t  w i t h  t h e  t a r g e t s  
and are well t a i l o r e d  t o  t h e  economic c h a r a c t e r i s t i c s  of a small 
open economy t h a t  i s  a member of a c u r r e n c y  union. 

The a u t h o r i t i e s  of Grenada wish t o  e x p r e s s  t h e i r  g r a t i t u d e  
t o  t h e  s t a f f  f o r  t h e  excellent; manner i n  which they condiicted 
t h e  Ar t i c l e  LV c o n s u l t a t i o n  and t h e  n e g o t i a t i o n s  f o r  an ex tended  
arrangemeab. 

M r .  de Vries s t a t e d  t h a t  he had d i f f i c u l t y  w i t h  t h e  r e q u e s t e d  ex tended  
ar rangement  fn a l l  i t s  a s p e c t s :  t h e  c a s e  f o r  t h e  arrangement had n o t  beer. 
w e l l  made, and i t  had been p r e s e n t e d  t o  t h e  Board at a bad t i m e  and th rough  
a poor p rocedure .  
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With r e g a r d  t o  the problems of p rocedure ,  M r .  d e  V r i e s  observed  t h a t  
t h e r e  had been a long  de lay  s i n c e  t h e  p r e v i o u s  Article I V  c o n s u l t a t i o n  
w i t h  Grenada. Normally,  under  such  c i r c u m s t a n c e s ,  t h e  c o n s u l t a t i o n  would 
be h e l d  i n  advance of any r e q u e s t  f o r  a n  arrangement;  bu t  t h a t  p rocedure  
had n o t  been observed  i n  t h e  case of Grenada. Moreover, t h e  p r e s s u r e  For 
a q u i c k  d e c i s i o n  had come a t  a t i m e  when a number of s t a f f  members most 
c l o s e l y  concerned w i t h  Grenada had been a b s e n t  from Fund headquar t e r s .  
While t h e  Western Hemisphere Department  had made a n  admi r a b l s  e f f o r t  t o  
keep D i r e c t o r s  f u l l y  informed on t h e  case, t h e  h u r r i e d  procedure  had 
tended  t o  p u t  t h e  r e q u e s t  in a n  un favorab le  l i g h t  from t h e  v e r y  beginning.  

A4 t o  t h e  s u b s t a n c z  of t h e  program, Mr. d e  Vries remarked t h a t  h e  
s a w  no  major  ad jus tment  i n  t h e  budget  d e f i c i t ,  a p a r t  from the n a t u r a l  
r e d u c t i o n  t h a t  would a r i s e  from t h e  comple t ion  of t h e  a i r p o r t  p r o j e c t .  
Reduct ions  in o t h e r  m p e n d i t u r e s ,  exc lud ing  t h o s e  on t h e  a i r p o r t ,  would 
l e a d  t o  o n l y  a margina l  d e c l i n e  i n  t h e  ,budget d e f i c i t  from around 19.5 per- 
cent of GDP t o  16 p e r c e n t  of GDP,  a l eve l  t h a t ,  acco rd ing  t o  exper ience ,  
vas n o t  s u s t a i n a b l e  i n  the medium term. 

Commenting on monetary p o l i c y ,  Mr. de  Vries r e c a l l e d  t h e  i n d i c a t i o n  
by Mr. Casey t h a t  i n t e r e s t  r a t e s  were " c l o s e  t o  p o s i t i v e  i n  real  terms." 
The i rnp l r aa t ion  was t h a t  such rates remained n e g a t i v e ,  and he saw no 
ev idence  of t h e  i n t e n t i o n  t o  d e a l  w i th  t h e  con t inued  e x i s t e n c e  of n e g a t i v e  
rates.  - I n  t h e  area of wages, i t  was a p p a r e n t  t h a t ,  w h i l e  a r e d u c t i o n  was 
needed,  real wages would remain a t  t h e i r  c u r r e n t  l e v e l ,  even i f  t h e  c u r r e n t  
wage program was s u c c e s s f u l .  

Inves tmen t  was a n o t h e r  a r e a  t h a t  gave him d i f f i c u l t y ,  M r .  de  Vries 
con t inued ,  mainly because t h e  p r o p o s a l  t o  go ahead wi th  an extended 
arrangement  wi thou t  a c l e a r  assessment  of t h e  inves tment  program by t h e  
World Bank seemed t o  be a d e p a r t u r e  from Fund p o l i c y .  The ambi t ious  
p u b l i c  s e c t o r  inves tment  program w a s  expec ted  t o  remain a t  a lmost  25 p e r -  
cent of CDP, and  y e t  t h e  World Bank had made no c lear  pronouncement on 
t h e  matzer. Two y e a r s  p r e v i o u s l y ,  t h e  Managing D i r e c t o r  had informed t h e  
a u t h o r i t i e s  of Grenada t h a t  any  r e q u e s t  f o r  an extended arrangement  would 
r a i s e  concerns  among Execu t ive  D i r e c t o r s  abou t  t h e  inves tment  program. 
The Manag3ng D i r e c t o r  had s t a t e d  t h a t  " t h e  Board has c l e a r l y  i n d i c a t e d  on 
a nurnbec of occasions t h a t  t h e  Fund shou ld  n o t  engage i n  a n  extended Fund 
f a c i l i t y  w i t h , a  member when t h e r e  i s  a n  inves tmen t  program o r  a s i n g l e  
p r o j e c t  which would dominate an inves tment  program wi thou t  having a n  
i n d i c a t i o n  from t h e  World Bank t h a t  t h e  t h r u s t  of t h e  inves tment  program 
o r  i t s  p a r t i c u l a r  p r o j e c t s  a r e  a p p r o p r i a t e . "  
made a clear judgment on t h e  f e a s i b i l i t y  of t h e  v a r i o u s  a s p e c t s  of t h e  
inves tment  program, h e  found i t  d i f f i c u l t  t o  unde r s t and  t h e  r a t i o n a l e  f o r  
bringing t h e  r e q u e s t  f o r  an extended  ar rangement  b e f o r e  t h e  Board. 

As t h e  World Bank had not  

H i s  a t t i t u d e  toward Grenada ' s  r e q u e s t  w a s  a l s o  in f luenced  by t h e  
exchange ra te  of t h e  East Car ibbean  d o l l a r ,  which was s u b s t a n t i a l l y  
ove rva lued ,  Mr. de Vries s a t d .  H e  unde r s tood  of c o u r s e  t h a t  t h e  r a t e  
cou ld  be changed o n l y  by agreement of a l l  members  of t h e  ECCA and t h a t  
Grenada could  take no a c t i o n  by i t s e l f .  However, w i thou t  some act.ion, 
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RO s t r u c t u r a l  ad jus tmen t  w a s  p o s s i b l e .  Also,  Grenada main ta ined  a m u l t i p l e  
c u r r e n c y  prac t ice  and t h e  a u t h o r i t i e s  had g i v e n  no i n d i c a t i o n  t h a t  they 
were t a k i n g  c o n c r e t e  a c t i o n  t o  c o r r e c t  i t .  

On a r e l a t e d  matter, Mr, de Vries s a i d ,  h e  was c u r i o u s  about  t h e  
a u t h o r i t i e s '  optimism about a r e v i v a l  of t o u r i s m  Why shou ld  tourists 
select  a count ry  w i t h  a n  overva lued  c u r r e n c y  and t h e  remnants of "unfavor- 
a b l e  p u b l i c i t y " ?  Also, the number oE c r u i s e  s h i p s  t o  Grenada had f s l l e n  
d r a s t i c a l l y ,  and t h e y  were not l i k e l y  t o  i n c r e a s e  once t h e  a i r p o r t  was 
completed.  F i n a l l y ,  he noted  t h a t  i t  had Laken a long  time t o  pu t  a f i r e -  
damaged h o t e l  back i n t o  o p e r a t i o n ,  even though none of t h e  rooms had been 
damaged; such de lays  se rved  on ly  t o  reduce  conEidence in. t h e  p u b l i c  s e c t o r  
i nves tmen t p r ogr  am. 

The l a c k  of ad jus tment  i n  Grenada had been exp la ined  i n  p a r t  by 
Mr. Casey's s u g g e s t i o n  t h a t  a number of a r e a s  of t h e  economy r e q x i r e d  n o  
ad jus tmen t  and t h a t  ad jus tment  ef Eorts i n  o t h e r  a r e a s - - p a r t i c u l a r l y  w i t h  
r ega rd  t o  exchange r a t e  and monetary policy--were hampered by Grenada 's  
membership in t h e  ECCA, Mr. de  Vries cbse rved .  ffence, Grenada was l e f t  
w i t h  a large balance of payments need. r e s u l t i n g  f rom an ambi t ious  public 
sector inves tment  program, and t h e  r e q u e s t  f o r  an extended ar rangement ,  
if approved,  would i n v o l v e  t h e  Fund I n  t h e  f i n a n c i n g  of d e v e l o p w n t  a i d .  
Tha t  was  no t  t o  s a y  t h a t  Fund f i n a n c i n g  was i n a p p r o p r i a t e  when a coun t ry  
had a development program; and i t  was p o s s i b l e  t h a t  Fund a s s i s t a n c e  c o u l d  
r e s u l t  i n  inc reased  inves tment .  

To c l a r i f y  t h e  a p p r o p r i a t e n e s s  o r  i n a p p r o p r i a t e n e s s  of Fund f i n a n c i n g  
of development,  M r .  de  Vries went on ,  i t  was impor tan t  t o  remember t h a t  
t h e  bus ineas  of t h e  Fund was t o  f i n a n c e  t h e  consequences of  p r e v i a u s  
p o l i c y  mis t akes  whi le  t h o s e  m i s t a k e s  were being rec tFfFed  b;. t h e  a u t h o r  
i t i e s .  That  concep t  was g i v e n  p rac t i ca l  and o p e r a t i o n a l  s i g n i f i c a n c e  
under Ar t ic le  I of t h e  Articles of Agreement, which spoke of t h e  temporary 
use  of the Fund ' s  r e s o u r c e s .  The Fund was empowered t o  g i v e  assistance 
" t o  s h o r t e n  t h e  d u r a t i o n  and Lessen the degree of d i s e q u i l i b r i u m  i n  t h e  
i n t e r n a t i o n a l  ba l ances  o f  payments of i t s  members." The Fund was a b l e  
t o  provide r e s o u r c e s  t o  members because it had a v a i l a b l e  deposits of 
monetary r e s e r v e s  t h a t  members p u t  at the tnstitution's d i s p o s a l  on t h e  
unde r s t and ing  that they  would be used f o r  temporary balance of payments 
financing. The system was a l o g i c a l  o m  and shou ld  be followed. Unfor- 
t u n a t e l y ,  Grenada d i d  not  appear  to  be r e q u e s t i n g  a temporary use of 
Fund re sources ;  r a t h e r ,  t h e  money would be f i n a n c i n g  a n  inves tmeat  program. 
According t o  t h e  s t a f f ,  t h e  program was a good one and would s t r e n g t h e n  
Grenada ' s  economy; bur the Fund s t a f f  d i d  uot have t h e  e x p e r t i s e  t o  pass  
judgment on inves tment  programs and, even i f  i t  d i d ,  the jadgment was 
i r r e l e v a a t  because i t  was not the business of the  Fund t o  f i n a n c e  e i t h e r  
sovnd or  p ~ o r  inves tment  programs. 

H e  had r ece ived  no s p e c i f i c  i n s t r u c t i o n s  from any of h i s  a u t h o r i t i e s  
w i t h  respect t o  Grenada 's  r e q u e s t ,  Mr .  d e  Vries noted .  However, a l l  h i s  
a u t h o r i t i e s  expec ted  that :  he would apply Fund p o l i c i e s  i n  making a 
judgment about  any p a r t i c u l a r  program submi t t ed  t o  t h e  Execu t ive  Board. 



-- 21 - EAM/%3/121 - 8 / 2 4 / 8 3  

!%e w a s  w i l l i n g  t o  be convinced  t h a t  h i 5  a n a l y s i s  of t h e  s i t u a t i o n  i n  
Grenada was f a u l t y ,  but  he had t o  s a y  t h a t ,  even  i f  i t  was only  h a l f  
c o r r e c t ,  h e  would be o b l i g e d  t o  w i t h h o l d  h i s  suppor t  f o r  Grenada ' s  r e q u e s t .  

Mr, T a y l o r  s t a t e d  t h a t ,  l i k e  Mr. de  Vries, h e  was concerned about  
t h e  s h o r t  n o t i c e  t h a t  D i r e c t o r s  had been g i v e n  t o  d e a l  w i t h  Grenada ' s  
r e q u e s t .  The s t a f E  had i n d i c a t e d  t h a t  t h e r e  had been some t e c h n i c a l  
d i f f i c u l t i e s  i n  producing  t h e  paper  e a r l i e r  and  t h a t  t h e  a u t h o r i t i e s  were 
s e e k i n g  r a p i d  approva l  so  t h a t  t h e y  c o u l d  draw on t h e  Fund ' s  r e s o u r c e s  a t  
t h e  end of August; however, h e  w a s  n o t  convinced  t h a t  t h o s e  f a c t o r s  
j u s t i f i e d  t h e  h a s t e  w i t h  which Grenada ' s  r e q u e s t  had been brought  t o  t h e  
Executive Board. D i s c u s s i o n s  between Grenada and  t h e  Fund had been 
p roceed ing  for  a long t i m e ,  and he would have thought  t h a t  D i rec to r s  
sh0uI.d have been g iven  a l i t t l e  more time t o  rev iew t h e  somewhat cont ro-  
v e r s i a l  recommendations t h a t  had been  p u t  b e f o r e  them. He would a p p r e c i a t e  
a clearer e x p l a n a t i o n  of t h e  t i m i n g  problems from Mr. Casey o r  t h e  s t a f f .  

Turn ing  t o  the  s u b s t a n c e  of t h e  r e q u e s t ,  M r .  T a y l o r  s a i d  t h a t  h i s  
a u t h o r i t i e s  had ve ry  s t r o n g  doubts  about  t h e  a p p r o p r i a t e n e s s  of an  ex tended  
arrangement  i n  Grenada ' s  case. Those doub t s  concerned bo th  t h e  need f o r  
an  ex tended  arrangement  and  t h e  deg ree  of ad jus tmen t  proposed i n  t h e  
pape r ,  and t h e y  were v e r y  s imilar  t o  t h o s e  t h a t  had been pu t  forward by 
N r .  d e  Vries. I n  g e n e r a l ,  t h e  economy of  Grenada d i d  n o t  seem t o  be i n  
t h e  type  of s i t u a t i o n  t h a t  t h e  E x e c u t i v e  Board had dec ided  would b e -  
a p p r o p r i a t e  f o r  earended  suppor t .  The economy had been growing a t  a real  
ra te  of around 3 p e r c e n t  a year o v e r  t h e  p a s t  f o u r  y e a r s ,  and t h e  l a r g e  
ba lance  of paypents  d i f f i c u l t i e s  expe r i enced  i n  1982 and 1983 were n o t  so 
much t h e  r e s u l t  of s t r u c t u r a l  maladjus tments  o r  a n  i n h e r e n t l y  weak b a l a n c e  
of payments p o s i t i o n  as of t h e  b u i l d i n g  OF t h e  i n t e r n a t i o n a l  a i r p o r t .  
T h a t  judgment was borne  out  by t h e  b a l a n c e  of payments p r o j e c t i o n s  i n  
Tab le  4 of t h e  s t a f f  pape r ,  which showed ve ry  l i t t l e  improvement i n  t h e  
c u r r e n t  ba l ance  through 1986 a p a r t  from t h e  improvement t h a t  would be 
brought  about  because of t h e  comple t ion  o f  t h e  a i r p o r t  p r o j e c t .  H e  
r ecogn ized ,  o f  c o u r s e ,  t h a t  Grenada ' s  e x p o r t  performance had been a d v e r s e l y  
a f f e c t e d  by weather  c o n d i t i o n s  and  a d e t e r t o r a t i o n  i n  t h e  terms of t r a d e ,  
bu t  he was not convinced t h a t  t hose  d i f f i c u l t i e s  war ran ted  Fund suppor t  
of t h e  magnttude and d u r a t i o n  proposed.  

While he had found much : 3  commend i n  t h e  o b j e c t i v e s  and p o l i c y  
i n t e n t i o n s  o f  t h e  a u t h o r i t i e s ,  he  had  s e r i o u s  doubts  about  whether  t h e  
ad jus tmen t  envisaged  was s u E f i c i e n t  t o  w a r r a n t  t h e  approva l  of a n  extended 
arrangement  at t h e  p r e s e n t  s t a g e ,  M r .  Tay lo r  con t inued .  H e  ag reed  w i t h  
M r .  Casey t h a t  Fund c o n d i t i o n a l i t y  should  be des igned  t o  f i t  t h e  circum- 
s t a n c e s  of t h e  p a r t i c u l a r  economy concerned.  B u t  M r .  Casey a l s o  seemed 
t o  be s a y i n g  t h a t  Grenada was p reven ted  i n  some key a r e a s  from t a k i n g  
s t r u c t u r a l  a c t i o n  by i n s t i t u t i o n a l  f a c t o r s ,  w h i l e  i n  o ther  areas t h e  
s t r u c t u r a l  problems were mfnor ,  and t h a t  s t r u c t u r a l  a c t  i o n  t h e r e f a r e  
needed t o  be c o n c e n t r a t e d  on  f i s c a l  a c t i o n .  H e  h imse l f  d i d  n o t  f i n d  
t h a t  statement a convinc ing  b a s i s  f o r  ex tended  Fund f i n a n c i n g  because 
the Implied approach seemed Ear from t h e  comprehensive p o l i c y  approach 
l a i d  down i n  t h e  extended Fund f a c i l i t y  d e c i s i o n .  
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So f a r  as t h e  f i s c a l  s i t u a t i o n  was concerned ,  t h e  l a r g e  government 
budget  def  i c f t  in 1983 was s u b s t a n t i a l l y  a t t r i b u t a b l e  t o  t h e  c o n s t r u c t  i o n  
of t h e  i n t e r n a t i o n a l  a i r p o r t ,  which accoun ted  f o r  60 percenc of t h e  
p u b l i c  inves tment  program, Mr. T a y l o r  went on. 
t h e  a i r p o r t  p r o j e c t  would re l ieve  much of  t h e  p r e s s u r e  on t h e  budget ,  i t  
would s t i l l  be impor t an t  f o r  t h e  a u t h o r i t i e s  t o  keep c u r r e n t  e x p e n d i t u r e s  
connec ted  wi th  t le a i r p o r t  under  c o n t r o l ,  p a r t i c u l a r l y  i f  they  were t o  
f o l l o w  th rough  on t h e i r  i n t e n t i o n  t o  reduce  r e c o u r s e  - t o  nonconcess iona l  
f i n a n c i n g  over  t h e  next t h r e e  y e a r s .  

While t h e  cample t ion  of 

The commitment of t h e  a u t h o r i t i e s  t o  m a i n t a i n  r,ealistic p u b l i c  
u t i l i t y  t a r i f f s  was welcome, Mr. T a y l o r  s a i d .  
p o s s i b l e  f o r  t h e  n o n f i n a n c i a l  p u b l i c  s e c t o r  e n t e r p r i s e s  t o  become s e l f -  
f i n a n c i n g .  Moreover, t h e  a u t h o r i t i e s '  i n t e n t i o n  t o  hold down p u b l i c  
s e c t o r  wage c o s t s  was welcome, a l t h o u g h  t h e  e f f e c t s  of t h e  wage p o l i c y  
would n o t  become appa ren t  u n t i l  1984. On t h e  revenue  s i d e ,  h e  was p l e a s e d  
t o  n o t e  t h a t  a review of t h e  tax sys t em was contemplated.  

H e  hoped i t  would prove 

Commenting on t h e  supp ly  s i d e ,  Mr. Tay lo r  c o n s i d e r e d  t h e  a u t h o r i t i e s '  
i n t e n t i o n  t o  p l a c e  greater emphasis on measures  t o  promote inc reased  
e a r n i n g s  i n  a g r i c u l t u r e  and tour+m t o  be a p p r o p r i a t e .  The s t e p s  a l r e a d y  
t a k e n  t o  encourage pr ivate  i n i t i a t i v e  and t o  check t h e  expansion of t h e  
publLc s e c t o r  were welcome; i n  p a r t i c u l a r ,  t h e  r e v e r s a l  of t h e  import  
monopoly of t h e  s t a t e  t r a d i n g  c o r p o r a t i o n  arid t h e  i n t r o d u c t i o n  of a 
new inves tment  code were s t e p s  i n  t h e  r i g h t  d i r e c t i o n ,  However, i t  
was e q u a l l y  impor t an t  f o r  t h e  a u t h o r i t i e s  t o  b u i l d  up a n  a p p r o p r i a t e  
i n f r a s t r u c t u r e  and t o  improve t h e  e f f i c i e n c y  of farming.  What was no t  
c l e a r  from t h e  s t a f f  pape r s  was when t h e  p o l i c y  i n t e n t i o n s  of t h e  
authorities--commendable as they  were--would be t r a n s l a t e d  i n t o  h i g h e r  
e x p o r t  e a r n i n g s .  

G iven  t h e  impor tance  a t t a c h e d  by t h e  a u t h o r i t i e s  t o  a n  i n t e g r a t e d  
package of i n f r a s t r u c t u r a l  improvements i n  a g r i c u l t u r e  and tou r i sm,  
Mr. T a y l o r  added, h e  was c u r i o u s  about  t h e  l a c k  of a r e f e r e n c e  i n  t h e  
staff paper  tQ a c lear  endorsement  by t h e  World Bank of t h e  p u b l i c  s e c t o r  
i nves tmen t  program. The s t a f f  had i n d i c a t e d  t h a t ,  i n  September 1982, t h e  
World Bank had judged t h e  s e c t o r a l  composi t ion  of t h e  program t o  be gen- 
e r a l l y  a p p r o p r i a t e ,  bu t  t h a t  endorsement had s p e c i f i c a l l y  excluded t h e  
a i r p o r t  a n d ,  as h e  unders tood  i t ,  t h e  Bank had been unable  t o  s t a t e  s i n c e  
t h a t  t i m e  t h a t  t h e  a i r p o r t  p r o j e c t  w a s  economica l ly  j u s t i f i e d .  E l s e w h e r e  
i n  t h e  p a p e r ,  i t  w a s  no ted  t h a t  t h e  World Bank w a s  c o n s i d e r i n g  a l o a n  t o  
t h e  p r i v a t e  a g r i c u l t u r a l  s e c t o r  in t h e  n e a r  f u t u r e ,  bu t  even  t h a t  informa- 
t i o n  was somewhat ske tchy ;  and  h e  would a p p r e c i a t e  a c l e a r e r  r e p o r t  from 
t h e  s t a f f  o r  M r .  Casey on t h e  c u r r e n t  s t a n c e  of t h e  World Bank w i t h  r e g a r d  
t o  t h a t  l oan .  

On t h e  e x t e r n a l  s i d e ,  t h e  s h a r p  real a p p r e c i a t i o n  of t he  East 
Car ibbean  d o l l a r  must s u r e l y  have c o n t r i b u t e d  t o  t h e  d e c l i n e  of e x p o r t s  
of goods and services o v e r  t h e  p a s t  few years, Mr. Taylor s a i d .  Without 
a more r e a l i s t i c  exchange v a l u e  f o r  t h e  E a s t  Car ibbean  d o l l a r ,  even t h e  
fairly w e a k  and t e n t a t i v e  growth  p r o j e c t i o n s  f o r  exports and tou r i sm 
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might be o v e r o p t i m i s t i c .  H e  t h e r e f o r e  encouraged t h e  a u t h o r i t i e s  of 
Grenada t;o j o l n  o t h e r  members of  t h e  ECCA i n  a review of t h e  exchange 
rate l e v e l .  I f  such a rev iew d i d  n o t  l e a d  t o  a change i n  t h e  exchange 
r a t e ,  i t  would be c r u c i a l  f o r  t h e  a u t h o r i t i e s  of Grenada t o  hold down 
wage c o s t s  and o t h e r  c u r r e n t  e x p e n d i t u r e s  i f  t h e  o b j e c t i v e s  of t h e  program 
were, t o  be achieved .  

In sum, he  had s e r i o u s  doub t s  about  t h e  n a t u r e  of t h e  c o o p e r a t i o n  
w i t h ,  and  a s s i s t a n c e  from, t h e  Fund t h a t  was be ing  proposed, and h e  was 
concerned  t h a t  t h e r e  were l a r g e  gaps  i n  t h e  d e s i g n  of ad jus tment  po l i c i e s ,  
M r .  Taylor commented. The Grenada a u t h o r i t i e s  had commendable o b j e c t i v e s  
and goad i n t e n t i o n s  i n  s e v e r a l ,  though not a l l ,  p o l i c y  a r e a s ;  b u t  h i s  own 
a u t h o r i t i e s  had s t r o n g  doubts whether t h o s e  added up t o  t h e  s o r t  of com- 
p r e h e n s i v e  s t r u c t u r a l  ad jus tmen t  t h a t  an extended  arrangement shou ld  
enconpass .  I n  t h e  c i r cums tances ,  he  would have p r e f e r r e d  t o  s e e  a p r o p o s a l  
f o r  a one-year stand-by ar rangement ,  and h e  looked forward t o  the  explana- 
t i o n  by t h e  s t a f f  of why t h a t  approach had no t  been adopted. I t  was o n l y  
w i t h  t h e  v e r y  g r e a t e s t  r e l u c t a n c e  t h a t  he was able t o  go along w i t h  t h e  
proposed d e c i s i o n  f o r  an extended ar rangement .  

Mr. E r b  s t a t e d  t h a t ,  w h i l e  he d i d  nQt  b e l i e v e  t h a t  t h e  proposed 
program met t h e  r equ i r emen t s  of an extended  ar rangement ,  h i s  c r i t i c i s m  of 
i t  w a s  not meant t o  d e t r a c t  from t h e  e f f o r t s  of the Grenadian  a u t h o r i t i e s  
t o  b u i l d  a d i v e r s i f i e d  economic base.  I n  p a r t i c u l a r ,  t h e  a u t h o r i t i e s  
s h o u l d  be commended f o r  t h e  p r i o r i t y  t h a t  t hey  a t t a c h e d  t o  inves tment  and 
t o  t h e  need t o  improve Grenada's i n f r a s t r u c t u r e .  However, l i k e  any o t h e r  
c o u n t r y ,  Grenada had t h e  r e s p o n s i b i l i t y  of b r i n g i n g  i t s  o v e r a l l  inves tment  
e x p e n d i t u r e s  i n t o  line wi th  t h e  a v a i l a b l e  f i n a n c i a l  r e sources  provided  by 
domest ic  s a v i n g s  and f o r e i g n  sources  of c a p i t a l ,  and i t  was t h a t  o b l i g a t i o n  
t h a t  was a t  t h e  h e a r t  of h i s  d i f f i c u l t i e s  w i th  t h e  r e q u e s t .  

I t  w a s  apparent  t h a t  Fund r e s o u r c e s  would be i n a p p r o p r i a t e l y  used  
e s s e n t i a l l y  r o  s u b s t i t u t e  f o r  o t h e z  s o u r c e s  of f i n a n c i n g ,  Mr. Erb 
con t inued .  Moreover, t h e  s o r t s  of s t r u c t u r a l  ad jus tmen t s  t h a t  were con- 
s i s t e n t  w i t h  a n  extended arrangement were n a t  i n  ev idence  i n  Grenada. 
I t  might b e  that such s t r u c t u r a l  a d j u s t m e n t s  were not: needed, as had been 
sugges t ed  by Mr. Casey; however, i f  t h a t  uere so, t h e n  a one-year stand-by 
ar rangement  would be far  mote a p p r o p r i a t e  t h a n  a n  extended arrangement,  
Bzsed on h i s  a n a l y s i s  of the case, h e  had been g iven  t h e  a u t h o r i t y  by 
o f f i c i a l s  in the U . S .  T r e a s u r y  n o t  t o  s u p p o r t  Grenada's r e q u e s t  f o r  an 
extended arrangement.  

On specf f ic  elements of the  proposed program, Mr. E r b  said t h a t ,  l i k e  
Mr. d e  t 'rtes, h e  had  wondered whether  the ba lance  of? payments p o s i t i o n  a t  
t h e  end o& t h e  program was likely t o  be s u s t a i n a b l e ,  The c u r r e n t  account  
d e f i c i t  as a pe rcen tage  of GDP would remain  q u i t e  large;  Indeed, those 
cief icf ts  extended well. beyond the program, and  t h a t  l e d  him t o  wonder 
whether potent ia l  r e s o u r c e  flows a t  t h a t  t i m e  would be s u f f i c i e n t  t o  
f inance rhe d e f i c i t -  
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The expec ted  r e d u c t i o n  i n  t h e  o v e r a l l  f i s c a l  d e f i c i t  under the 
prl;,-r.m was s u b s t a n t i a l ,  Mr. Et-b c o n s i d e r e d ;  and t h e  p r o j e c t e d  i n c r e a s e  
i n  t h e  c w r e n t  ba l ance  was d e s i r a b l e ,  g i v e n  t h a t  t h e  low o v e r a l l  domes t i c  
s a v i n g s  r a c e  d i d  not p r o v i d e  s u f f i c i e n t  r e s o u r c e s  t o  f i n a n c e  t h e  type  of 
inves tmen t  e x p e n d i t u r e s  t h e  Government w a s  p l ann ing .  However, f o r  t h e  
most p a r t ,  the r e d u c t i o n  i n  t h e  o v e r a l l  d e f i c i t  was r e l a t e d  t o  the expec ted  
comple t ion  of t h e  a i r p o r t ,  which would reduce  t h e  magnitude of c a p i t a l  
e x p e n d i t u r e s  by a cons Lderable  amount a f t e r  1983/8+. - Other  c a p i t a l  expen- 
d i t u r e s ,  u n f o r t u n a t e l y ,  were expec ted  t o  i n c r e a s e  beyond t h e  f i r s t  year 
of the  program, i n  p a r t  o f f s e t t i n g  t h e  r e d u c t i o n  of e x p e n d i t u r e s  on  t h e  
a i r p o r t .  I n  s h o r t ,  i t  w a s  a p p a r e n t  t h a t  t h e  a u t h o r i t i e s  were p l a n n i n g  
t o  c o n t i n u e  a v e r y  a c t i v e  inves tmenr  program o v e r  the n e x t  t h r e e  y e a r s .  
Other  s o u r c e s  of f i n a n c i n g  would t h e r e f o r e  be needed, and he w a s  s u r p r i s e d  
tn t h a t  r e s p e c t  t h a t  t h e  s t a f f  had p a i d  s o  l i t t l e  a t t e n t i o n  t o  Grenada ' s  
need t o  i n c r e a s e  t h e  ra te  of domes t i c  p r i v a t e  s a v i n g s .  Perhaps  a l a r g e r  
Lncrease  i n  i n t e r e s t  rates t h a n  con templa t ed  under  t h e  program would be 
n e c e s s a r y  t o  encourage  g r e a t e r  p r i v a t e  s a v i n g s .  

L i k e  o t h e r  D i r e c t o r s ,  he  would have welcomed a more a c t i v e  World 
Bank involvement i n  t h e  program, Mr. Erb  commented. I t  was d i f f i c u l t  t o  
de te rmine  from t h e  s t a f f  p a p e r  t h e  r o l e  of t h e  World Bank and how it  
viewed Grenada ' s  i nves tmen t  program; i n d e e d ,  t h e  ve ry  s h o r t  cooimentary on 
page 6 of t h e  p a p e r  l e f t  him w i t h  more q u e s t i o n s  t h a n  con€ idence  i n  t h e  
program. Given t h a t  Grenada ' s  i nves tmen t  program was t h e  main cause  of 
b o t h  the goverrunent deficit and the external  d e f i c i t ,  it was surprising 
that t h e  World Bank had n o t  been mare a c t i v e l y  involved .  

- 

H e  a l s o  had problems w i t h  deve lopments  o n  t h e  exchange r a t e  s i d e ,  
Mr. Erb  remarked. It w a s  c lear  t h a t  Grenada ' s  membership i n  t h e  ECCA made 
i t  d i f f i c u l t  f o r  t h e  a u t h o r i t i e s  t o  e f f e c t  an ad jus tmen t  i n  t h e  o v e r a l l  
exchange r a t e ;  however, g i v e n  t h e  number of o t h e r  c o u n t r i e s  in t h e  r e g i o n  
t h a t  were a l s o  be ing  a f f e c t e d  by t h e  a p p r e c i a t i o n  of the  Car ibbean  d o l l a r ,  
much g r e a t e r  a t t e n t t o n  needed t o  be p l a c e d  oa r e a c h i n g  agreement w i t h i n  
t h e  ECCA o n  an  exchange ra te  ad jus tmen t .  I n  t h a t  r e g a r d ,  h e  suppor t ed  
t h o s e  who had q u e r i e d  whether  t h e  t o u r i s t  i n d u s t r y  i n  Grenada would 
r e c o v e r  as p r o j e c t e d ,  g i v e n  t h e  exchange ra te  s h i f t s  i n  o t h e r  c o u n t r i e s  
w i t h i n  t h e  region. The s h a r p  a p p r e c i a t i o n  of t h e  East Car ibbean  d o l l a r  
would make it d i f f i c u l t  €o r  Grenada ' s  e x p o r t s  and L o u r i s t  r e c e i p t s  t o  
respond as v l g o r o u s l y  as expec ted ,  

The a u t h o r i t i e s  of Grenada were r i g h t  t o  p l a c e  emphasis on t h e  
encouragement of p r l v a t e  sec tor  i n v e s t m e n t ,  Mr. Erb sa id .  The s u c c e s s  of 
t h e i r  e f f o r t s  would have a n  impor tan t  bea r ing  OR khe a t t a i n m e n t  oE t h e  
c u r r e n t  ~ C C O U R L  ad jus tments projected under t h e  program; if t h e r e  was any 
lag  i n  p r f v a t e  s e c t o r  Lnvestment o r  any shortfall i n  t h e  expec ted  inflow 
of foreign c a p i t a l ,  t h e  a u t h o r i t i e s  would e x p e r i e n c e  f i n a n c i n g  d i f f i c u l t i e s  
during t h e  course of the program. 

Turning to procedura l  i s s u e s ,  Mr. Erb noted  that, because of t h e  
delay of more t h a n  t w o  years s i n c e  t h e  previous Article IV c o n s u l t a t i o n  
with Grenada, I t  would have been p r e f e r a b l e  to h a v e  h e l d  an Art ic le  I V  
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c o n s u l t a t i o n  d i s c u s s i o n  p r i o r  t o  t h e  dLscussion of t h e  ex tended  a r r ange -  
ment. His c h a i r  had long h e l d  t h e  g e n e r a l  view t h a t ,  e s p e c i a l l y  when 
t h e  gap  between Ar t ic le  I V  c o n s u l t a t i o n s  was g r e a t ,  t h e  C o n s u l t a t i o n  
s h o u l d  be he ld  b e f o r e  a proposed program was brought  t o  t h e  Board; and  
such an approach was even more impor t an t  i n  Grenada ' s  case because  t h e  
Fund had ear l ier  committed r e s o u r c e s  t o  Grenada under  a stand-by a r r ange -  
ment t h a t  had n o t  been completed.  I n  Lhat r e g a r d ,  he was s u r p r i s e d  t h a t  
t h e  s t a f f  rclper had no t  g i v e n  a more d e t a i l e d  e x p l a n a t i o n  of why t h e  
p r e v i o u s  program had not been concluded  as expec ted ,  p a r t i c u l a r l y  s i n c e  
t h e  l i k e l y  n a t u r a l  r e a c t i o n  t o  t h e  appea rance  of o f a i l e d  program w a s  a 
s k e p t i c a l  a t t i t u d e  toward any  new program. Also,  h e  agreed  w i t h  
Mr. d e  Vries t h a t  t h e  w a i v e r  of t h e  four-week rule between t h e  c i r c d a t i o n  
of pape r s  and  t h e  Board d i s c u s s i o n  had made assessment  of t h e  program 
p a r t i c u l a r l y  d i f f i c u l t  . 

Mr. Grosche cons ide red  t h a t  any ex tended  arrangement  should  m e e t  two 
b a s i c  c o n d i t i o n s :  f i r s t ,  i t  s h o u l d  e n s u r e  t h a t  s t e a d y  p r o g r e s s  w a s  be ing  
made toward a s u s t a i n a b l e  external p o s i t i o n ;  and ,  second,  t h e  economic 
s t r a t e g y  suppor t ed  by t h e  Fund ' s  r e s o u r c e s  s h o u l d  be adequa te  t o  r e s o l v e  
t h e  member's problems. H e  h2d s e r i o u s  doubts t h a t  t he  program proposed 
i n  connec t ion  w i t h  Grenada 's  request f o r  a three-year  extended ar rangement  
m e t  t h o s e  two c o n d i t i o n s .  

A s  f o r  t h e  a p p r o p r i a t e n e s s s  of t h e  economic s t r a t e g y ,  Mr.. Grosche 
noted that the Government 's  development e f f o r t s  were c o n c e n t r a t e d  on a 
massive inves tment  program, a m o u n t i n g ' t o  2 4  p e r c e n t  of GDP each  y e a r  o v e r  
t h e  program per iod .  Whi,le l a r g e  p u b l i c  inves tment  programs were n o t  
n e c e s s a r i l y  a cause  € o r  concern ,  i t  was c r u c i a l  t h a t  t h e  invest loenr  
p r o j e c t s  shou ld  be a p p r o p r i a t e  t o  t h e  par t icu lar  needs of t h e  c o u n t r y -  
I n  making t h a t  assessment ,  the Fund r e l i e d  t o  a g r e a t  e x t e n t  on  t h e  
e x p e r t i s e  of t h e  World Bank; he was t h e r e f o r e  concerned by t h e  World 
Bark's s t a t e m e n t  t h a t  i t  had not  been  in a p o s i t i o n  t o  judge t h e  economic 
o r  f i n a n c i a l  merits of Grenada ' s  i nves tmen t  program. I n  the c i r cums tances ,  
he  wondered how t h e  Fund cou ld  be s a t i s f i e d  that t h e  member had p r s s e n t e d  
a program t h a t  was adequa te  E O K  t h e  s o l u t i o n  of i t s  problems. 

The c o n d i t i o n s  s e t  f o r t h  i n  pa rag raph  2 ( b )  of the dec i s ion  on  t h e  
ex tended  Fund f a c i l i t y  had a l so  n o t  been m e t ,  Mr. Grosche con t inued ,  
because the ad jus tmen t  p a t h  had not  been c l e a r l y  d e l i n e a t e d  o v e r  t h e  
th ree -yea r  p e r i o d ,  The p r o j e c t e d  r e d u c t i o n  i n  t h e  c u r r e n t  accoun t  d e f i c i t  
from 2 6 - 7  p e r c e n t  of GDP t o  16.5 p e r c e n t  of GDP over t h e  program p e r i o d  
seemed s u f f i c i e n t ;  however, much of t h a t  r e d u c t i o n  w a s  r e l a t e d  to t h e  
comple t ion  o f  t h e  a i r p o r t :  p r o j e c t .  In absolute  terms, t h e  current accoun t  
d e f i c i t  would i n  f a c t  be i n c r e a s i n g  s u b s t a n t i a l l y  and would fall by o n l y  
a minor amount i n  r e l a t i o n  t o  GDP. I n  tha t :  l i g h t ,  i t  was noL clear t h a t  
a drawing of 300 p e r c e n t  of q u o t a  was j u s t i f i e d .  

T h e  main pu rpase  of Grenada ' s  ad jus tmen t  program w d s  t h e  f i n a n c i n g  
o f  a balance of pzyments d e f i c i t  c r e a t e d  l a r g e l y  by an ambitious i nves tmen t  
program, t h e  merits of which had not been s u f f i c i e n t l y  e v a l u a t e d ,  Mr. Grosche. 
remarked. What made t h e  env i saged  ad jus tmen t  even more q u e s t i o n a b l e  was 
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t h e  rather o p t i m i s t i c  f o r e c a s t  f o r  a n  u p t u r n  i n  tou r i sm,  The s t a f f  i t s e l f  
had  u n d e r l i n e d  t h e  u n c e r t a i n t i e s  of t h e  p r o j e c t i o n s ,  and a more c a u t i o u s  
view might t h u s  have been more real is t ic .  I n  c o n c l u s i o n ,  whi Ie  h i s  i n i t i a l  
p r e f e r e n c e  was t o  a b s t a i n  from t a k i n g  a p o s i t i o n  on Grenada ' s  r e q u e s t ,  h e  
wocLl'ld reserve h i s  d e c i s i o n  u n t i l  he had h e a r d  t h e  views of o t h e r  D i r e c t o r s  
and  t h e  r e s p o n s e s  of t h e  s t a f f .  

M r .  Gomel s t a t e d  t h a t  he  c o u l d  s u p p o r t  Grenada ' s  r e q u e s t  f o r  a 
extendled a r rangement ,  d e s p i t e  some r e s e r v a t i o n s  abou t  c e r t a i n  f e a t u r e s  
of t h e  program. The need f o r  an ex tended  ar rangement  e x i s t e d ;  i ndeed ,  
t h e  a n a l y s i s  o f f e r e d  by t h e  s t a f f  showed t h a t  t h e r e  was a s u f f i c i e n t l y  
s t r o n g  case f o r  t h e  use  o f  Fund r e s o u r c e s .  The imbalances i n  t h e  p u b l i c  
f fnauces and external accoun t s  had r eached  d i s t u r b i n g  p r o p o r t i o n s .  
I m p o r t a n t  inves tment  p r o j e c t s  remained t o  be implemented i n  v a r i o u s  areas 
of i n f r a s t r u c t u r e  and  p r o d u c t i v e  a c t i v i t y  i n  o r d e r  t o  s u s t a i n  domes t i c  
o u t p u t  growth i n  t h e  medium term, and  t h e  p u b l i c  inves tment  program t h a t  
t h e  a u t h o r i t i e s  had unde r t aken  seemed t o  be d i r e c t e d  toward t h a t  g o a l .  
S t i l l ,  t h e  medium-term p o l i c y  framework w a s  not c lear  from t h e  s t a f f  pape r ;  
moreover,  t h e  a u t h o r i t i e s '  r e l i a n c e  on t h e  b e n e f i c i a l  e x t e r n a l  econon ies  
of t h e  l a r g e  a i r p o r t  p r o j e c t  c u r r e n t l y  n e a r i n g  comple t ion  seemed somewhat 
ove rp layed .  P o s i t i v e  s p i l l o v e r  e f f e c t s  were c e r t a i n l y  t o  be a n t i c i p a t e d  
in t h e  areas of t ou r i sm and a g r i c u l t u r a l  and manufac tur ing  e x p o r t s .  
However, t h e  magnitude o f  t h e  o u t l a y s  i n v o l v e d  i n  t h e  a i r p o r t  were l a r g e  
and, even though they had been ma in ly  cove red  by g r a n t s  and c o n c e s s i o n a l  
l o a n s ,  h e  had some doubts  about  t h e  a p p r o p r i a t e n e s s  of t h e  a u t h o r i t i e s '  
development ar.2 r e s o u r c e  a l l o c a t i o n  p r i o r i t i e s .  The h e s i t a n c y  of t h e  
World Bank t o  assess t h e  merits of t h e  a i r p o r t  p r o j e c t  and t h e  inves tmen t  
program i n  g e n e r a l  s e n r e d  on ly  t o  i n c r e a s e  t h o s e  doub t s ,  and he would 
a p p r e c i a t e  f u r t h e r  e l a b o r a t i o n  by t h e  s t a f f  on  t h e  Bank's a t t i t u d e  toward 
Grenada ' s  i nves tmen t  program. On t h e  o t h e r  hand, he welcomed Mr. Casey ' s  
s t a t e m e n t  t h a t ,  over  t h e  p e r i o d  of t h e  ex tended  a r r angemen t ,  a i r p o r t - r e l a t e d  
outlays would a v e r a g e  on ly  15 p e r c e n t  of p u b l i c  s e c t o r  c a p i t a l  spend ing ,  
w h i l e  a much l a r g e r  emphasis would be p l a c e d  on a g r i c u l t u r a l  i n f r a s t r u c t u r e  
fa widen and d i v e r s i f y  Grenada ' s  p r o d u c t i v e  base.  

On t h e  f i s c a l  s i d e ,  Grenada ' s  p r o g r e s s  t h u s  fa r  toward meet ing  t h e  
program t a r g e t s  seemed reasonab ly  good, M r .  Gomel noted. P u b l i c  s e c t o r  
savings had t u r n e d  p o s i t i v e  i n  1982 and  were p r o j e c t e d  t o  r i s e  c o n s i d e r a b l y  
over t h e  t h r e e - y e a r  p e r i o d  of t h e  program. C a p i t a l  e x p e n d i t u r e s ,  which 
had risen s h a r p l y  i n  1981/82, were expec ted  t o  t a p e r  o f f  i n  t h e  f o l l o w i n g  
y e a r s .  However, c u r r e n t  spending  s h o u l d  be c u r t a i l e d  more f o r c e f u l l y  
t h a n  was c u r r e n t l y  p lanned .  Its p r o j e c t e d  r ise  as a pe rcen tage  of GDP,  
d e s p i t e  a t i g h t  s a l a r y  p o l i c y ,  w a s  n o t  a welcome development. F i n a l l y ,  
h e  a t t a c h e d  c o n s i d e r a b l e  impor tance  t o  t h e  rev iew c l a u s e  and t o  t h e  
m o n i t o r i n g  of p r o g r e s s  i n  a t t a i n i n g  t h e  program t a r g e t s  b e f o r e  t h z  second 
and  t h i r d  y e a r s  of t h e  a r rangement .  

Mr* Ramtoolah obse rved  t h a t  G r e n a d a ' s  economy had of l a t e  been 
a d v e r s e l y  a f f e c t e d  by a comblna t ion  of f a c t o r s .  The world r e c e s s i o n ,  
t o g e t h e r  w i t h  t h e  l a c k  of an adequa te  a i r p o r t ,  had impeded t h e  f u l l  growth 
of t h e  t o u r i s t  i n d u s t r y ;  i n d e e d ,  receipts from tourism--the second most 
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impor t an t  source of f o r e i g n  exchange i n  Grenada--had d e c l i n e d  by 23 per-  
c e n t  between 1981 and 1982. Moreover, a h u r r i c a n e  i n  1980 and a d rough t  
i n  1982 had s e v e r e l y  a f f e c r e d  a g r i c u l t u r a l  o u t p u t ,  and t h e  terms of 
trade had d e t e r i o r a t e d  Jecause  Grenada ' s  most impor tan t  cash  crop--cocoa-- 
had d e c l i n e d  i n  p r i c e  by 47 p e r  cent- between 1979 and 1982. N e v e r t h e l e s s ,  
r ea l  GDP had i n c r e a s e d  by a n  annua l  ave rage  r a t e  of 2.8 p e r c e n t  between 
1979 and 1981, t h e  l a t e s t  y e a r  f o r  which d a t a  was a v a i l a b l e .  Also,  t h e  
f i g h t  a g a i n s t  i n f l a t i o n  had been q u i t e  s u c c e s s f u l ;  from a n  average  ra te  
of 20 p e r c e n t  i n  1980/81, i n f l a t i o n  had d e c l i n t d  t o  5 i 5  p e r c e n t  between 
1982 and 1983, r e f l e c t i n g  lower i n c r e a s e s  i n  impor t  p r i c e s  because  of 
t h e  a p p r e c i a t i o n  of t h e  E a s t  Car ibbean  d o l l a r  a n d  a n  improvement i n  
domest ic  food s u p p l i e s .  

The p u b l i c  s e c t o r  d e f i c i t  had i n c r e a s e d  s h a r p l y  from 7 .5  p e r c e n t  of 
GDP i n  1979 t o  3 3  p e r c e n t  of GDP in 1982,  most ly  because of a d rama t i c  
i n c r e a s e  i r  ZapFtal  e x p e n d i t u r e s ,  M r .  Ramtoolah c o n t i t u e d .  The major  
p o r t i o n  of t h e  i n c r e a s e  i n  e x p e n d i t u r e s  was t i e d  t o  t h e  c o n s t r u c t i o n  of 
a new i n t e r n a t i o n a l  a i r p o r t ,  which shou ld  boos t  t h e  receipts  of t h e  
t o u r i s t  i n d u s t r y .  However, c u r r e n t  e x p e n d i t u r e  as a percentage  of GDP 
had f a l l e n  ove r  t h e  same p e r i o d  because  of r e s t r a i n t s  i n  t h e  growth of 
e x p e n d i t u r e  on o t h e r  goods and  s 2 r v i c e s .  

The developments he had d e p i c t e d  i n  t h e  r e a l  s e c t o r  had t r a n s l a t e d  
i n t o  a co r re spond ing  d s t e 2 i o r a t i o n  i n  t h e  e x t e r n a l  s e c t o r ,  M r .  Ramtoolah 
remarked. The c u r r e n t  account  d e f i c i t  had i n c r e a s e d  from 1 p e r c e n t  of 
GDP i n  1978 t o  3 3  p e r c e n t  of GDP i n  1982. Although t h e  d e f i c i t s  had 
l a r g e l y  been f inanced  by f o r e i g n  g r a n t s  o r  c o n c e s s i o n a l  l o a n s ,  t h e  l e v e l  
of e x t e r n a l  d e b t  had i n c r e a s e d  a p p r e c i a b l y  over  t h e  p a s t  f i v e  years .  
However, g i v e n  t h e  con e s s i o n a l  n a t u r e  of most of t h e  e x t e r n a l  l oans ,  
d e b t  s e r v i c i n g  had been low and was expec ted  t o  remain unchanged i n  1983. 
Faced by a d e t e r i o r a t F o n  i n  t h e  economy's i n t e r n a l  and e x t e r n a l  f i n a n c e s ,  
t h e  a u t h o r i t i e s  of Grenada had launched a major inves tment  program f o r  
t h e  three-year  p e r i o d  1983/84 through 1 9 8 5 / 8 4 ,  t o  be suppor ted  by Fund 
r e s o u r c e s  under a n  ex tended  ar rangement .  The a u t h o r i t i e s '  i n t e n t i o n  was 
t o  reduce t h e  o v e r a l l  f i s c a l  d e f i c i t  and t o  b r i n g  about  a n  i n c r e a s e  i n  
p u b l i c  s e c t o r  s a v i n g s  by a lmos t  3 p e r c e n t  of GDP over t h e  program p e r i o d  
w h i l e  reducing  t h e  u s e  of nonconcess iona l  f i n a n c i n g .  

The boos t  i n  inves tmen t  would touch a l l  s e c t o r s  of t h e  economy, 
i n c l u d i n g  a g r i c u l t u r e ,  c o n s t r u c t  i on ,  communications,  i n d u s t r y ,  and tou r i sm,  
Mr. Ramtoolah commerkted. A t  t h e  same t i m e ,  t h e  a u t h o r i t i e s  were s p a r i n g  
no e f f o r t s  t o  make t h e i r  program a s u c c e s s .  A new inves tment  code had 
been drawn up i n  A p r i l  1983, p r o v i d i n g  g u a r a n t e e s  and f i s c a l  i n c e n t i v e s  
t o  both l o c a l  and private f o r e i g n  inves tmen t .  The a u t h o r i t i e s  were a l s o  
g e a r i n g  t h e i r  p o l i c i e s  toward e n a b l i n g  t h e  p r i v a t e  s e c t o r  t o  p l a y  a n  
i n c r e a s i n g  r o l e  i n  t h e  economy. A l i b e r a l i z a t i o n  of import  p o l i c i e s  had 
been u n d e r t a k e n  as well;  f o r  example,  t h e  a u t h o r i t i e s  had dec ided  t o  
r e s t r i c t  t h e  o p e r a t i o n s  o f  t h e  import  monopoly, t h e  S t a t e  Trad ing  
Corpora t ion .  
c o u l d  s u p p o r t  Grenada ' s  r e q u e s t  f o r  a pu rchase  under  t h e  extended Fund 
f a c i l i t y .  

On t h e  b a s i s  of t h e  c o n s i d e r a t i o n s  he  had mentioned,  h e  
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Mr.  S u r a i s r y  c o n s i d e r e d  t h a t  t h e  a u t h o r i t i e s  of Grenada had made 
commendable e f f o r t s  o v e r  t h e  p a s t  t h r e e  y e a r s  ta l a y  t h e  f o u n d a t i o n  f o r  
s u s t a i n e d  and broad-based economic growth. An inves tmen t  program had been 
p u t  in p l a c e ,  and c o n s i d e r a b l e  f i s c a l  a d j u s t m e n t  had been ach ieved  w i t h  
t h e  h e l p  of a s u c c e s s f u l  s tand-by  ar rangement  w i t h  the Fund. 
growth  had been p o s i t i v e ,  and i n E l a t i o n  had been  reduced from 20 percent 
t o  5.5 p e r c e n t ,  w h i l e  wage i n c r e a s e s  had moderated.  The c e n t r a l  govern- 
ment budget  had moved i n t o  a s u r p l u s  o n  c u r r e n t  accoun t ,  and t h e  f i n a n c i a l  
p o s i t i o n  of t h e  p u b l i c  sector e n t e r p r i s e s  had been -markedly s t r e n g t h e n e d .  
Although f o r e i g n  borrowing had i n c r e a s e d  t o -  f i n a n c e  t h e  i n v e s  tment  program, 
t h e  d e b t  s e r v i c e  r a t i o  had remained manageable.  The encourag ing  develop- 
ments he had mentioned demonst ra ted  a f i r m  commitment by t h e  a u t h o r i t i e s  
t o  r e s t r u c t u r i n g  t h e  economy ove r  t h e  medium term and t o  c a u t i o u s  demand 
management p o l i c i e s  i n  t h e  s h o r t  run. The extended arrangement  recommended 
by t h e  s t a f f  for a p p r o v a l  s h o u l d  p r o v i d e  a n  a p p r o p r i a t e  framework f o r  
comple t ing  t h e  d i v e r s i f i c a t i o n  p r o c e s s  on t h e  one hand and f o r  r educ fng  
t h e  f i s c a l  and e x t e r n a l  imbalances  on t h e  o t h e r .  

Economic 

He was happy t o  no te  t h a t  t h e  p u b l i c  inves tment  program had r e c e n t l y  
been r e v i s e d  i n  l i n e  w i t h .  a v a i l a b l e  c o n c e s s i o n a l  f i n a n c i n g ,  most of which 
had a l r e a d y  been secu red ,  M r .  S u r a i s r y  con t inued .  While i n d i v i d u a l  
p r o j e c t s  i n  t h e  program had not been a s s e s s e d  by t h e  World Bank, i t  was 
encouraging  t o  n o t e  t h a t  t h e  Rank had endorsed  t h e  g e n e r a l  emphasis on 
a g r i c u l t u r e  and t o u r i s m  and  w a s  c u r r e n t l y  c o n s i d e r i n g  a l o a n  t o  t h e  a g r i -  
c u l t u r a l  s e c t o r .  The s u c c e s s  o f  Grenada ' s  development s t r a t e g y  would 
depend t o  a . c o n s i d e r a b l e  e x t e n t  on t h e  r e sponse  of t h e  p r i v a t e  s e c t o r  t o  
t h e  o p p o r t u n i t i e s  c r e a t e d  by t h e  new i n f r a s t r u c t u r e .  The r e c e n t  moves t o  
encourage  domest ic  and  f o r e i g n  i n v e s  tment--such as t h e  i n t r o d u c t i o n  of 
a r,ew inves tmen t  code--were t h u s  t i m e l y  and a p p r o p r i a t e .  

On t h e  f i s c a l  s i d e ,  Mr. S u r a i s r y  remarked,  con t inued  r e s t r a i n t  would 
be  e s s e n t i a l  i n  o r d e r  t o  ra i se  p u b l i c  s e c t o r  s a v i n g s  and reduce  t h e  over-  
a l l  d e f i c i t  t o  a more s u s t a i n a b l e  level.  h f i r m  s t a n d  on p u b l i c  s e c t o r  
wages was impor t an t  i f  c u r r e n t  o u t l a y s  were t o  be h e l d  down and i n t e r -  
n a t i o n a l  c o m p e t i t i v e n e s s  was t o  be ma in ta ined .  H e  hoped t h a t  t h e  anthor- 
i t i e s  would a l s o  e n s u r e  t h a t  t h e  major  p u b l i c  e n t e r p r i s e s  con t inued  t o  
be s e l f - s u f f i c i e n t  cind t h a t  t h e y  would a l l o w  t h o s e  e n t e r p r i s e s  t o  follow 
r e a l i s t i c  and f l e x i b l e  p r i c i n g  p o l i c i e s .  H e  cou ld  f u l l y  suppor t  t h e  
r e q u e s t  f o r  t e c h n i c a l  a s s i s t a n c e  i n  r e v i s i n g  Grenada ' s  t a x  s t r u c t u r e  s o  
as t o  make i t  p o s s i b l e  t o  remove t he  tax on  f o r e i g n  exchange t r a n s a c t i o n s  
a t  a n  e a r l y  date.  

The immediate p r o s p e c t s  f o r  t h e  e x t e r n a l  s i d e  of t h e  economy were 
reasonab ly  encourag ing ,  w i t h  p r o j e c t i o n s  f o r  a n  i n c r e a s e  i n  expor t  p r i c e s  
and t o u r i s m ,  M r .  S u r a i s r y  observed .  However, t h e  p r o j e c t e d  i n c r e a s e  i n  
t h e  d e b t  service r a t i o  i n  t h e  p e r i o d  th rough  1985/86 u n d e r l i n e d  t h e  need  
f o r  c a u t  l o u s  borrowing p o l i c i e s  and c a r e f u l  moni tor ing  of o u t s  t and ing  d e b t .  
Moreover ,  t h e  r e c e n t  marked a p p r e c i a t i o n  of t h e  E a s t  Car ibbean  d o l l a r  had  
added t o  t h e  domest ic  ad jus tmen t  burden ,  and h e  looked t o w a r d  t o  t h e  f o r t h -  
coming rev iew o f  r e g i o n a l  exchange ra te  p o l i c i e s  by t h e  newly e s t a b l i s h e d  
E a s t  Ca r ibbean  C e n t r a l  Bank.  
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The Grenadian a u t h o r i t i e s  had made a good beginning  a t  implementing 
t h e i r  ad jus tmen t  s t r a t e g y ,  Mr. S u r a i s r y  cons ide red .  The p o l i c i e s  c u r r e n t l y  
i n  p l a c e  seemed well des igned  t o  meet t h e  o b j e c t i v e s  of a n  ex tended  a r r ange -  
ment and deserved  t h e  suppor t  of the Fund, H e  had of c o u r s e  t a k e n  n u t e  
of t h e  doubts  and r e s e r v a t i o n s  expres sed  by some of h i s  c o l l e a g u e s ,  and  
h e  would be l i s t e n i n g  w i t h  g r e a t  i n t e r e s t  t o  t h e  s t a f f ' s  r e p l i e s .  On t h e  
o t h e r  hand ,  t h e  p o s i t i v e  signs i n  Grenada ' s  economy cou ld  n o t  be ignored .  
T h e  a u t h o r i t F e s  had made good p r o g r e s s  toward s t a b i l i z a t i o n  unde r  t h e  1981 
stand-by program, and  t h e  promised  r ev iew of t h e  t a x  s t r u c t u r e  s h o u l d  make 
i t  p o s s i b l e  t o  e l i m i n a t e  t h e  remafning m u l t i p l e  cu r rency  p r a c t i c e .  It: w a s  
l i k e l y  t h a t  t h e  exchange ra te  would be r e v i s e d ,  and u s e f u l  s t e p s  t o  encourage  
p r i v a t e  s e c t o r  i n i t i a t i v e  had a l r e a d y  been  t a k e n  by t h e  a u t h o r i t i e s .  On 
balance,  t h e r e f o r e ,  h e  was p r e p a r e d  fib s u p p o r t  the proposed d e c i s i o n .  

Mr. Mtei. s a i d  t h a t  he t o o  wished  t o  r e c o r d  h i s  support: f o r  t h e  
proposed d e c i s i o n  and t o  comment on some of t h e  concerns  p u t  forward by 
h i s  c o l l e a g u e s "  I t  was c l e a r  t h a t  Grenada ' s  membership i n  t h e  ECCA made 
it imposs ib l e  f o r  the a u t h o r i t i e s  t o  take autonomous a c t i o n  r e g a r d i n g  t h e  
overva lued  cur rency .  Eowever, many o t h e r  cu r rency  union  members whose 
c u r r e n c i e s  were overva lued  had o b t a i n e d  a s s i s t a n c e  from t h e  Fund, and  i t  
would no t  be a p p r o p r i a t e  t o  t r e a t  Grenada any d i f f e r e n t l y .  

With r e g a r d  t o  t h e  s u g g e s t i o n  t h a t  t h e  Fund, i n  a g r e e i n g  t o  t h e  
extended ar rangement ,  would be f i n a n c i n g  development,  Mr. Mtei observed  
t h a t  t h e  Fund had n e g o t t a t e d  programs w i t h  a number of  member c o u n t r i e s  
t h a t  had c o n c u r r e n t l y  been u n d e r t a k i n g  l a r g e  development p r o j e c t s .  
P rov ided  t h a t  t h e  Fund was s a t i s f i e d  t h a t  t h t  Government was t a k i n g  
measures t o  r e d i r e c t  inves tment  funds  p r o p e r l y  i n  f u t u r e ,  t h e  u s e  of Fund 
resaurces s h o u l d  n o t  be denied .  I n  Grenada ' s  case, 80 p e r c e n t  of t h e  
e x p e n d i t u r e  on the a i r p o r t  p r o j e c t - w h i c h  had been f inanced  main ly  through 
g r a n t s  and long-term loans--had a l r e a d y  been s p e n t .  Hence. wh i l e  t h e  
p ro jec t :  was obv ious ly  a l a r g e  one, i t  had been f inanced  under  terms t h a t  
had appea red  a t t r a c t i v e  t o  t h e  a u t h o r i t i e s .  A s  some USS.56 m i l l i o n  had 
a l r e a d y  been s p e n t  on t h e  p r o j e c t ,  i t  would be u n f a i r  of t h e  Fund t o  
expect: Grenada not t o  complete  i t .  There  was no doubt t h a t  t h e  au thor -  
i t i e s  had made commendable e f f o r t s  t o  r e s t r u c t u r e  and d i v e r s i f y  t h e  
economy, and  h e  b e l i e v e d  t h a t  Fund r e s o u r c e s  shou ld  be used  t o  a s s i s t  i n  
f u r t h e r i n g  t h a t  e f f o r t  so t h a t  t h e  economy c o u l d  be placed on a sound 
f o o t i n g .  

On a n o t h e r  m a t l i r ,  Mr, Mtei remarked t h a t  the deb t  s e r v i c e  r a t i o  i n  
Grenada was c a l c u l a t e d  t o  be a t  o n l y  4.5 p e r c e n t ,  which was low by any  
s t a n d a r d .  He t h u s  found it odd t h a %  Grenada ' s  r e q u e s t  should  engender  
siich a s t r o n g  n e g a t i v e  r e a c t i o n  f rom some of h i s  c o l l e a g u e s ,  p a r t i c u l a r l y  
s i n c e  t h e  a u t h o r i t i e s  had committed themselves  t o  devo t ing  only  15 p e r c e n t  
of c q i t a l  o u t l a y s  t o  t h e  a i r p o r t  p r o j e c t  over  t h e  three-year  p e r i o d  of 
t h e  arrangement:. F i n a l l y ,  i n  r e sponse  io t h o s e  who had c r i t i c i z e d  t h e  
p rocedures  t h a t  h a d  been followed i n  b r i n g i n g  Grenada ' s  r e q u e s t  t o  t h e  
E x e c u t i v e  Board, he  recal led t h a t  t h e  w a i v e r  of t h e  four-week r u l e  had 
been r e q u e s t e d  and approved;  and even t h e  f u r t h e r  d e l a y  had been accep ted  
w i t h o u t  object :  ion. 
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Mr. cfe Vries r e p l i e d  t h a t  he had a c c e p t e d  t h e  proposed d e l a y s  i n  t h e  
c i r c u l a t f o n  of t h e  p a p e r s  on ly  because  he had not wished h i s  o p p o s i t i o n  
a l o n e  t o  prevent t h e  c u r r e n t  Board d i s c u s s i o n ;  however, he had s p e c i f F c a l k y  
r e s e r v e d  t h e  r i g h t  t o  v o i c e  his compla in t s  on t h e  matter of p rocedure ,  
whlch he had done. 

Mr, Kafka observed t h a t  a l l  s p e a k e r s  a p p a r e n t l y  f e l t  t h a t  t h e  Grenadian  
program w a s  p r o p e r l y  d i r e c t e d .  For  h i s  p a r t ,  he  cou ld  agree w i t h  t h e  s t a f f  
and M r .  Casey t h a t  t h e  program a l s o  had' impor t an t  and s u f f i c i e n t  s t r u c t u r a l  
ad jus tmen t  a s p e c t s .  
r e d i r e c t e d .  Moreover, Grenada had a l r e a d y  shown d e t e r m i n a t i o n  i n  success -  
f u l l y  a d j u s t i n g  i t s  s i t u a t i o n  in t h e  r e c e n t  p a s t .  
d o u b t s ,  he cou ld  s u p p o r t  t h e  program and t h e  proposed d e c i s i o n .  

I n  p a r t i c u l a r ,  i nves tmen t  was being a p p r o p r i a t e l y  

Hence, d e s p i t e  some 

WLth r e g a r d  t o  t h e  t i m i n g  of Grenada ' s  r e q u e s t ,  M r .  Kafka noted t h a t  
some of t h e  p r e s s u r e  f o r  waiv ing  t h e  four-week r u l e  stemmed from o t h e r  
Fund r u l e s  conce rn ing  t h e  d i sbur semen t  of borrowed funds ,  which c o u l d  
t a k e  p l a c e  on ly  a t  c e r t a i n  t imes .  
changing  t h e  d isbursement  r u l e s ,  e s p e c i a l l y  i f  t h a t  could  be done w i t h o u t  
e x c e s s i v e  f i n a n c i a l  Loss t o  t h e  Fund. 

It might  be  u s e f u l  t o  g i v e  though t  t o  

M r l  Abiad s a i d  t h a t ,  on t h e  b a s i s  of t h e  i n f o r m a t i o n  and a n a l y s i s  i n  
t h e  s t a f f  p a p e r ,  Grenada 's  program--in s u p p o r t  of which t h e  extended 
ar rangement  w i t h  t h e  Fund was- reques  ted--seemed reasonable  and ,  as noted  
by M r .  Casey, i t s  main t a r g e t s ,  w h i l e  a m b i t i o u s ,  seemed ach ievab le .  
Moreover,  he  endorsed Mr. Casey ' s  view t h a t  Fund c o n d i t i o n a l i t y  needed t o  
be t a i l o r e d  t o  t h e  s p e c i f i c  c i r cums tances  of t h e  economy i n  q u e s t i o n .  
H e ,  t o o ,  wished t o  r e c o r d  h i s  c h ' a i r ' s  s u p p o r t  for: t h e  proposed d e c i s i o n s .  

M r .  Nair r e c a l l e d  t h a t  d i s c u s s i o n s  on a p o s s i b l e  extended arrangement  
f o r  Grenada had begun some t h r e e  y e a r s  p r e v i o u s l y ,  a l though  t h e  n e g o t i a t i o n s  
had n o t  been f F n a l i z e d  d u r i n g  t h e  p e r i o d  f o r  v a r i o u s  reasons .  Now t h a t  a 
p r o p o s a l  f o r  a n  ex tended  arrangement  had been  brought  t o  t h e  Execu t ive  
Board, he  had t o  c o x l u d e  t h a t  t h e  b a s i c  groundwork had been completed 
and t h a t  some e f f o r t  had been made by Grenada t o  meet t h e  s t a n d a r d s  f o r  
a n  ex tended  arrdngement  w i t h  t h e  Fund. I n  t h e  c i r cums tances ,  h e  was 
w i l l i n g  t o  g i v e  t h e  coun t ry  t h e  b e n e f i t  of t h e  doubt  and t o  suppor t  t h e  
proposed d e c i s i o n "  

M r .  Zhang and Mr. Agah s t a t e d  t h a t  t hey  a l s o  could  suppor t  t h e  
program and  proposed d e c i s i o n .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Western Hemisphere Department 
obse rved  t h a t ,  i n  d e s i g n i n g  programs i n  East  Car ibbean  c o u n t r i e s ,  t h e  
s t a f f  had been ob l iged  t o  r e l y  h e a v i l y  on  f i s c a l  p o l i c i e s  because t h e r e  
w a s  so l i t t l e  scope  f o r  autonomous u s e  by i n d i v i d u a l  governments of 
exchange rate and monetary p o l i c i e s  as ad jus tmen t  t o o l s .  The problem of 
c o u r s e  was not l i m i t e d  t o  t h e  East Car ibbean  area; throughout  t h e  e n t i r e  
Car ibbean  r e g i o n ,  t h e r e  w a s  a s t r o n g  p r e f e r e n c e  f o r  f i x e d  exchange ra tes ,  
and t h e  s t a f f  had he ld  d i f f i c u l t  and p r o t r a c t e d  d i s c u s s i o n s  i n  c o n n e c t i o n  
w i t h  p r a c t t c a l l y  all programs i n  t h e  r e g i o n  on t h e  matter of a d j u s t i n g  
t h e  exchange rate o r  using i t  as a p o l i c y  t o o l .  
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In response t o  q u e s t i o n s  on the World Bank's reactLon t o  t h e  invest- 
ment program, t h e  staff r e p r e s e n t a t i v e  rcnarked  that. Grenada's desire far 
a new airport :  p r o j e c t  had become a p p a r e n t  some 15- years prev fmis ly ,  and 
a substantial e f f o r t  had been made during the mid-1970e toward f irmdng ttp 
a pro-ject  f o r  t h e  building Qf a new a i r p o r t  in a b e t t e r  location. The 
world  Bank had been imlolved  i n  pre  minary technical s t u d f e s  for that 
project and, i n  1978, had recommended that a new airp 
near the  capital, the  site on which the airport W B S - C  r e n t l y  being 
c o n s t r u c t e d .  Be fo re  approv ing  t h e  p r o j e c t ,  t h e  World Bank had demanded 
a f e a s i b i l i t y  stwdy tcr d e t e r n i n e  the o i m u m  l e n g t h  of the  runway; however, 
f o l l o w i n g  t h e  change of government i n  nada,  t h e  new Goverament had 
r e c e i v e d  so many commitments of grant a i d  that i t  had been able to go 
Eorward w i t h  a more ambi t ious  a i r p o r t  project than or2ginalIy envisaged 
because 1 . t  had been asgured t h a t  much of t h e  c o n s t r u c t i o n  work and materials 
would be f u r n i s h e d  by a free off charge.  On thac b a s i s ,  the work on t h e  
a i r T o t t  had begun, bur t h e  World Bank, because the f e a u t b i l i t y  s tudy  had. 
not been done, had been unable  t o  e n d o r s e  the program a t  t h a t  time and had 
felt c o n s t r a i n e d  t o  mafn ta in  i t s  pcmi t ion ,  even  though t h e  airport .  a t  
p r e s e n t  w a s  80 p e r c e n t  completed.  While t h e  Wbr3.d Bank had specifically 
r e s e r v e d  i t 5  endorsement of t h e  a i r p o r t  p r o j e c t ,  it cons ide red  t h a t  t h e  
remainder of t h e  investnrent program was broad ly  i n  l i n e  w-itrh t h e  country's 
d e v e l q m e n t  p r i o r i t i e s ,  and i t  was at tempting t o  begin a new pal i cy  

t h e  coun t ry  s h o r t l y  t o  f im up a n  a g r i c u l t u r a l  c r e d i t  p r o j e c t ,  which it 

t should be b u i l t  

. 

gue w i t h  Grenada. A p r o j e c t  i d e n t i f i c a t i o n  miss ion was set t o  vis i t .  

ped would be placed i n  t h e  Bank's l e n d i n g  program fo r  1984. 

S e v e r a l  D i r e c t o r s  had cons ide red  t h a t  t h e  p r o j e c t e d  ad jus tment  under 
gram would r e s u l t  mainly  from t h e  termination of t h e  airport 

h a t  t h e  expec ted  budget  d e f i c i t  of 16.5 p e r c e a t  of GDP a t  
e program p e r i o d  would s t i l l  be t o o  h igh  t.o be s u s t a i n a b l e ,  

t h e  staff r e p r e s e n t a t i v e  r e c a l l e d .  It  was true t h a t  t h e  comple t ion  of 
the a i r p o r t  p r o j e c t  would b r i n g  an end t o  some heavy expend i tu re  and 
would r e p r e s e n t  some r e d u c t i o n  i n  the budget d e f i c i t .  However, i n  t h e  
s t a f f ' s  view, t h e  ad jus tment  i n  Grenada was e s s e n t i a l l y  i n  the u s e  of 
nonconcess ioaa l  f i n a n c i n g .  Much of t h e  p u b l i c  inves tment  program Gould 
be f i n a n c e d  through committed a i d  flows from v a r i o u s  s o u r c e s ;  i ndeed ,  of 
the EC$278 m i l l i o n  of t h e  inves tment  pxogram, only EC$12 rni11Son was not  
committed o r  f i n a n c e d *  Hence, most of t h e  inves tment  would be s u s t a i n e d  
by the l e v e l  of pub1l.c s e c t o r  s av ings  and by a i d  f laws.  And the au thor -  
t t t e s  had under taken  t o  make no net r e c o u r s e  t o  nonconcess iona l  s o u r c e s  
o f  f i n a n c i n g  ove r  t h e  program pe r iod .  In t h e  c i r cums tances ,  an  assessment  
of t h e  s u s r a i n a b i l i t y  of t h e  budget d e f i c i t  was r e a l l y  a judgment about 
t h e  sustainabL1i.t-y of a i d  flows; and, i n  t h e  staff's view, such flows 
were more firmly committed f o r  Grenada t h a n  f o r  many o t h e r  c o u n t r i e s  f o r  
which th ree -yea r  programs had been d i s c u s s e d .  Seen i n  t h a t  l i g h t ,  t h e  
current accoun t  d e f i c i t  of t h e  balance of payments was essentially t h e  
c o u n t e r p a r t  of t h e  a i d  €lows. 
it shou ld  be remembered t h a t  t he  o v e r a l l  d e f i c i t  was def ined  t o  be the 
use of Fund r e s o u r c e s ;  and, t o  the e x t e n t  that t h e  authorities were not  
con templa t ing  borrowing from t h e  ECCA, a major element of t h e  program w a s  
a b u i l d u p  of t h e  c o u n t r y ' s  i n t e r n a t i o n a l  c r e d i t w o r t h i n e s s ,  i n  p a r t i c u l a r ,  
a b u i l d u p  of its own i n t e r n a t i o n a l  reserves. 

I n  judg ing  t h e  ba l ance  of payments p o s i t i o n ,  
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Given tha t  background, t h e  staff representative cantintled, he would 
argue sga2nst those wha f e l t  t h a t  the Puud's resources would be main ly  
used to finance development in Greneda. 
c%tcumscribed In their use and were d e d i c a t e d  l a r g e l y  t o  r e b w i l d i n g  t h e  

About one t h i r d  of the gross 
lendirrg under the program would come back t a  t h e  Fund d u r i n g  the  t h ree -yea r  

the form of r e p u r c h a s e s ,  and  that  c o u l d  be r ega rded  as a r o l l o v e r  
of d@bE but; not as an increase id devehpmeat financing. 
of the gross r e s o u r c e s  would be used to r e b u i l d  Eke foreign assets o€ t h e  
two government-owned commerc5al banks. In mst programs where a eounr ry  
had i t s  awn c e n t r a l  bank, there would be a. r e b u i l d i n g  of t h e  c o u n t r y ' s  
a m  off tc fa l  reserves; i n  Grenada ' s  case, because  of the f n s t f t u t i o n a l  
arrangements, the rebut1 g OQ o f f i c i a l  reserves i n  effect  showed up as 
a r e b u i l d d n g  6f t h e  f o r  asse ts  of t h e  government-owned baaks. F i n a l l y ,  
the  authorttfes had und t& use any available resources t h a t  
mfght: acermz t o  them fn t h e  East Car ibbean  Currency Autrhority during the 
pragram period.  I n  t h a t  s e n s e ,  t h e  program shou ld  be s e e n  as an under- 
writing of t h e  f i n a n c i a l  s t a b i l i t y  and medium-term f i n a n c i a l  v i a b i l i t y  
of t h e  country and not as t h e  f inanc ing ,  of an overambitioas development 
p r ogr an4 

The resources were- c l e a r l y  

rY'S reserve p o s i t i o n  In three ways. 

Another: t h i r d  

With r e g a r d  to- quest ions  wages, t h e  s t a f f  r e p r e s e n t a t f v e  observed 
e .finvestment p r o g r a  as lsrgely to be f inanced  through a i d  

flaws arrd domest ic  s a v i n g s ,  t h e  a u t h o r i t i e s  must be  committed t o  i n c r e a s i n g  
domes t i c  s a v i n g s  s u b s t a n t i a l l y  over  t h e  program p e r i o d .  The p r o j e c t e d  
6 p e r c e n t  s u r p l u s  tn p u b l i c  s e c t o r  s a v i n g s  was r e s p e c t a b l e  by any s t a n d a r d  
and involved ,a significant effort on t h e  p a r t  of the a u t h o r i t i e s ,  e s p e c i a l l y  
given the e x p e n d i t u r e  cammitments on  k n t e r e s t  payments and t h e  o p e r a t i n g  
c o s t s  of t h e  o r t  t h a t  would nee6  t o  be faced, The program e n v i s a g e d  
f a c i n g  those n d i t u r e  p r e s s u r e s  w h i l e  i n c r e a s i n g  savings f u r t h e r  th rough 
a very r e s t d c t i v e  wage po l i cy ;  t h e  a u t h o r i t i e s  were committed t o  r e d u c t i o n s  
i n  p u b l i c  s e c t o r  wages in real r e m s .  

Oa .the matter of i n t e r e s t  rates i n  Grenada, t h e  staff r e p r e s e n t a t i v e  
noted that  t h e  s t r u c t u r e  a t  present was f a r  less problematic than i t  had 
been a yea r  p r e v i o u s l y .  Indeed,  t h e  cr i t ic ism o n  i n t e r e s t  rates p r e s e n t e d  
in most c o n s u l t a t i o n s  w i t h  E a s t  CarFbbean c o u n t r i e s  wae probably no l o n g e r  
v a l i d  because ,  i t h  i n f l a t i o n  rates down t o  a l eve l  of 5-6 percent, d e p o s i t s  
rates were pa i v e  o r  v e r y  c l o s e  t o  p o s i t i v e  f o r  long-term d e p o s i t s ,  and 
landing rates i n  t h e  range of 9-12 p e r c e n t  were by no means out  of l i n e o  
Grenada's interest r a t e  s t ructure  was very similar  to t h a t  in o the r  E a s t  
Car ibbean  c o u n t r i e s ,  and t h e  d i € f e r e n t i a l  between interesr ra tes  i n  Grenada 
and i n t e r e s t  ra tes  ab road  had been l a r g e l y  e l i m i n a t e d .  While t h e  stilff 
agreed t h a r  there was a need t o  encourage  p r i v a t e  sector s a v i n g s  and 
foreign capita2 i n f l o w s  €n Grenada, it was clear t h a t  f i n a n c i a l  s a v i n g s  
i n  nos t Cartbbean coun t r t e s  were not p a r t i c u l a r l y  responsive t o  marginal 
changes i n  i n t e r e s t  ra tes ,  p a r t i c u l a r l y  deposit rates. Hence, w h i l e  a 
revlew & interest rates i n  t h e  East Car ibbean  r e g i o n  would be u s e f u l ,  he 
doubted t h a t  i t  would l e a d  t o  f u r t h e r  increases in rates .  
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With r e g a r d  t o  q u e s t i o n s  abou t  t h e  tourigm p r o j e c t i o n s  i n  t h e  program, 
the staf f r e p r e s e n t a t i v e  from the Western Hemisphere Departmerit remarked 
t h a t  Grenada c u r r e n t l y  accounted  for  less t h a n  one h a l f  of one percent:  of 
t o t a l  CarLbbean tourism.  Hence, t h e  a d d i t i o n  6f o n l y  one c h a r t e r  f l i g h t  
every  two weeks would make a s u b s t a n t i a l  d i f f e r e n c e  t o  Grenada 's  t o u r i s m  
p r o j e c t i o n s ,  and t h a t  c o u l d  be accomplished wi thout  d e a l i n g  w i t h  t h e  l a rger  
q u e s t i o n  of compe t i t i veness .  Of c o u r s e ,  i t  could  be concluded t h a t  t h e  
exchange rate had been moving i n  a n  u n d e s i r a b l e  d i r e c t i o n ,  but  i t  c o u l d  
n o t  be s a i d  t h a t  Grenada was n o t  c o m p e t i t i v e  i n  t ekms  of p r i c e s ;  f o r  
example, h o t e l  prices € o r  comparable f a c i l i t i e s  were l e s s  t h a n  one h a l f  
t h o s e  i n  o t h e r  c o u n t r i e s ,  i n c l u d i n g  ne ighbor ing  c o u n t r i e s .  The main 
problems of the  t o u r i s t  i n d u s t r y  i n  Grenada were r e l a t e d  t o  a i r  access 
t o  t h e  c o u n t r y  and t o  a r rangements  w i t h  t o u r  o p e r a t o r s  and h o t e l  cha ins .  
The Government was a t t e m p t i n g  t o  a d d r e s s  t h o s e  problems s p e c l f i c a l l y ,  and 
i t  was hoped that improvements would resul t  i n  the n o t  too d i s t a n t  f u t u r e .  

The Deputy D i r e c t o r  of t h e  Exchange and Trade  R e l a t i o n s  Department ,  
responding  t o  t h o s e  who f e l t  t h a t  a one-yeas stand-by arrangement  would 
havel  been more a p p r o p r i a t e  t h a n  a n  extended arrangement ,  r e c a l l e d  t h a t  
Grenada had been r e q u e s t i n g  a n  ex tended  arrangement  wi th  t h e  Fund f o r  a 
number of y,ears. The s t a f f  d u r l n g  t h a t  t i m e  had i n d i c a t e d  t h a t  i t  had a 
p r e f e r e n c e  f o r  a one-year stand-by arrangement  and ,  i n  making i t s  assess- 
ment,  the s t a f f  had been g d d e d  by t h e  summing u p  by t h e  Managing D i r e c t o r  
a t  t h e  conclusion-  of EBX/81/73 ( 4 / 2 8 / 8 1 )  on t h e  matter of Fund c o l l a b o r a t i o n  
w i t h  the  World Bank. 
c o u n t r i e s  d e s i r i n g  an ex tended  arrangement  wi th  t h e  Fund had an i nves tmen t  
program dominated by a v e r y  l a r g e  p r o j e c t ,  a p o s i t i v e  assessment  of t h e  
Investment  program by t h e  World Bank would be r equ i r ed  b e f o r e  a p r o p o s a l  
f o r  t h e  extended arrangement  could .  be submi t t ed  t o  t h e  Board. 

The Managing D i r e c t o r  had s t a t e d  t h a t ,  where small 

However, t h e  Deputy D i r e c t o r  c t i nued ,  c i rcumstances  i n  Grenada had 
changed as t h e  a i r p o r t  p r o j e c t  neared comple t ioa .  A s  c a l c u l a t e d ,  a t  
p r e s e n t ,  expend i tu re  on t h e  a i r p o r t  would c o n s t i t u t e  on ly  1 5  percent;  of 
t h e  Investment  program o v e r  t h e  three-year  p e r i o d  of the  arrangement  and 

Grenada's r e q u e s t  f o r  an extended arrangement  i n  terns of general p o l i c y  
on such arrangements  and i n  t h e  l i g h t  of p r o p o s a l s  t h a c  had been approved 
&or  o t h e r  members of t h e  Fund. The s t a f f  had based i t s  assessment  on  a 
number o f  c r i t e r i a ,  some o f  which had been mentioned by Execu t ive  D i r e c t o r s  
i n  t h e  cour se  of t h e  d i s c u s s i o n .  One requi rement  w a s  € o r  a s u f f i c i e n t  
m o b i l i z a t i o n  of r e s o u r c e s ,  and t h e  s t a f f  had concluded t h a t  t h e  p o l i c y  

i o n  for a 6 p e r c e n t  s u r p l u s  i n  p u b l i c  s e c t o r  s av ings ,  t o g e t h e r  w i t h  
prLox a c t i o n s ,  met t h a t  c r i t e r i o n .  I n  g e n e r a l ,  f i s c a l  p o l i c y  w a s  such  
that  the member's deb t  s e r v i c e  p o s i t i o n  would be k e p t  under c o n t r o l ;  d e b t  
s e r v i c e  would not be a problem because of t h e  commitment of t h e  a u t h o r i t i e s  
w i t h  respect t o  r e l i a n c e  on c o n c e s s i o n a l  f i n a n c i n g  du r ing  the  program 
p e r i o d .  Another c r i t e r i o n  on which the s taf f  had based i t s  assessment  was 
t h e  i n s i s t e n c e  on h red i ic t ion  i n  r e l i a n c e  on r e s t r i c t i o n s .  I n  t h e  case 
of Grenada, t h e  o n l y  r e s t r i c t i o n  t o  be removed w a s  t h e  m u l t i p l e  c u r r e n c y  
pract ice  referred to by M r .  d e  Vries and others. Grenada had agreed  t o  
make changes i n  t h a t  a r e a .  To be able t o  do s o  would requite revenue 

d t h e r e f o r e  n o t  be regarded  a s  dominant,  Hence, t h e  s t a f f  had reviewed 
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replacement measures ,  and t e c h n f c a l  atwlstance fram t h e  Fund directed 
toward E i n d h p ;  11ew s es af revenue would be helpful. An adtditPana1 

related t o  n e c e s s a r y  d e s i r e  and  p o l i t i c a l  support f o r  
Zing t h e  program. Thore was no ques.ti6,n of the  auORoritEes' 
ess t o  implement  t h e  program, and they  had t a k e n  s i g n i f i c a n t  

measures to raise reventre and increase saviags, incluci tng the recent 
a m i o n  to increase taxation, Hence, ou t h o s e  p o i n t s ,  the s t a f f  had been 
satisfied t h a t  fihe r e q u i r e m e n t s  f o r  an extended  arrangement had been m e t .  

There were twa important areas, where the s t a f f  con t inued  t o  hawe 
some difficulty,  the Deputy D i r e c t o r  s a i d .  F i r s t  was a concern  about  t h e  
a p p r o p r k a t e n e s s  of t h s  exchange ra te .  Grenada had agr.eed to a r e d u c t i o n  
i n  real wages o v e r  t h e  program p e r i o d ,  which shou ld  p r o v i d e  some r e l i e f  
on t h e  f i s c a l  side a n d  a i d  ccmtpe t i t i veness ;  m o r e m e r ,  s t a f f  had been 
p l e a s e d  t o  nbte that:  t h e  M i n i s t e r  06 F i n a n c e  had been able t u  s u b s c r i b e  
t o  p a r a g r a p h  16 of t h e  l e t t e r  of i n t e n t ,  which s t a t e d  t h a t  t h e  Government 
of Grenada would review w i t h  o t h e r  c o u n t r i e s  i n  the ECCA t h e  r e g i o n a l  
exchange rate l e v e l  a t  a h  e a r l y  o p p o r t u n i t y .  The re  was of c o u r s e  no 
a s s u r a n c e  t h a t  such 8 rev iew would l e a d  t o  e a r l y  a c t i o n  on t h e  exchange 
rate- T,he second area o c e r n  t o  t h e  s t a f f  was r e l a t e d  t o  i n t e r e s t  
rakes and the level  of p r  e s a v i n g s .  While some p r o g r e s s  had been 
made i n  t h e  p r e v i o u s  12 s ,  more c o u l d  be done. With t h o s e  t h o u g h t s  

he s t a f f  f e l t  t.hat- a c a u t i o u s  approach  was needed; hence ,  t h e  
t i o n  was f o r  300 p e r c e n t  o f  q u o t a  over  the t h ree -yea r  p e r i o d .  

T h e r e  was p r o v i s i o n  t h a t  s s i g n i f i c a n t  p a r t  of t h e  Fund's r e s o u r c e s  would 
be u s e d  t o  b u i l d  up t h e  f o r e i g n i e x c h a n g e  p o s i t i o n ;  and a review clause-- 
a l s o  as a per formance  clause--had been i n c o r p o r a t e d  t o  cover  1984. 

I n  r e s p o n s e  t o  q u e s t i o n s  on t h e  t i m i n g  of t h e  proposed ar rangement  
Fn r e l a t i o n  t o  t h e  Article IV c o n s u l t a t i o n  s c h e d u l e ,  t h e  Deputy D i r e c t o r  
of t h e  Exchange and  T r a d e  Relat icrns  Department  observed  t h a t ,  on t h e  
o c c a s i o n  of t h e  p r e v i o u s  Art ic le  I V  c o n s u l t a t i o n ,  a d e c i s i o n  had no t  been 
r eached  on whether  Grenada should be on t h e  12-month o r  t h e  24-month 

ness of an &tended  a r r angemen t ,  i t  had been dec ided  t o  p l a c e  t h e  member 
on a 24-month cycle. In t h e  e v e n t ,  a m i s s i o n  had been planned f o r  e a r l i e r  
t h a n  May 1983, bu t  d e l a y s  had o c c u r r e d  because  t h e  r e l e v a n t  s t a f f  had been 
d e e p l y  i n v o l v e d  Fn a n e g o t i a t i o n  w i t h  a n o t h e r  member in t h e  area. The 
May m i s s i o n  had been b r i e f e d  t o  conduct  t h e  c o n s u l t a t i o n  and a l s o  t o  beg in  
d i scu i s s ions  on a program, and t h e  s t a f f  had f e l t  that:  t h e  program contem- 
p l a t e d  was s u f f i c i e n t l y  d e t a i l e d  tha t  a follow-up m i s s i o n  would p robab ly  
be  r e q u i r e d .  The i d e a  had been t o  go ahead w i t h  t h e  c o n s u l t a t i o n  d i scus -  
s i o n  I n  t h e  E x e c u t i v e  Board and l a t e r  t o  conc lude  discussions on a program 
w i t h  Grenada. However, t h e  a u t h o r i t i e s  had been p repa red  t o  a c t  p rompt ly  
and n e g o t i a t i o n s  had moved forward r a p i d l y .  With n e g o t i a t i o n s  comple ted ,  
t h e  proposed  progzam had been s u b m i t t e d  t o  t h e  E x e c u t i v e  Board f o r  d i scus -  
sion a t  t h e  same t i m e  as d i s c u s s i o n  of t h e  Ar t ic le  IV c o n s u l t a t i o n .  

a t i o n  c y c l e .  Because of t h e  d i f f e r e n c e s  of view on t h e  a p p r o p r i a t e -  

Mr. de Vries no ted  t h a t  the discussion of t h e  proposed program had 
raFsed  s e r i o u s  q u e s t i o n s  among a number of h i s  c o l l e a g u e s ,  and h e  s ensed  
a strong p r e f e r e n c e  from some of t h e m  f o r  a one-year stand-by ar rangement  
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r a t h e r  t h a n  an extended arrangement.  
d i s c u s s i o n  in t h e  a f t e r n o o n ,  management might be persuaded t o  change t h e  
proposed  decfs ion as a compromise. The World Bank's p o s i t i o n  on Grenada's 
invesmerrt program was a t  p r e s e n t  u n c l e a r ,  a l t hough  t h e r e  were i n d i c a t i o n s  
t h a t  g r e a t e r  c l a r i f i c a t i o n  might be p o s s i b l e  i n  a few months. 
r a t e  of t h e  cu r rency  union  was so f a r  o u t  of l i n e  t h a t ,  a g a i n  i n  a short: 
t i m e ,  c o r r e c t i v e  a c t i o n  might have t o  be- taken.  H i s  p r e f e r e n c e  was t o  
appruach the a u t h o r i t i e s  of Grenada and t o  i n d i c a t e  t h a t ,  i n  terms of 
e x i s t i n g  Fund p o l i c y ,  t h e  program d i d  n 6 t  q u a l i f y  f o r  an extended a r r ange -  
ment a t  t h e  moment. 
engaged i n  a n  e f f o r t  t o  g a i n  members' agreement t o  a l a r g e  q u o t a  i n c r e a s e ,  
i t  shou ld  not suppor t  an ex tended  arrangement f o r  a program t h a t  d i d  not  
m e e t  t h e  i n s t i t u t i o n ' s  agreed  c r i t e r i a .  
member governments  pause about a c c e p t i n g  t h e  q u o t a  i n c r e a s e .  

Re wondered whether ,  d u r i n g  t h e  

The exchange 

H e  cons lde red  t h a t ,  a t  a time when t h e  Fund was 

Such a move might g i v e  some 

M r .  Casey s a i d ,  f i r s t ,  t h a t  h i s  own view of t h e  degree of suppor t  
f o r  a n  extended arrangement w i t h  Grenada was somewhat d i f f e r e n t  f r o m  t h a t  
of Mr. de Vries. Second, h e  wished  t o  make i t  c l e a r  t h a t  t h e  a u t h o r i t i e s  
of Grenada would not a c c e p t  a one-year stand-by arrangement as a s u b s t i t u t e  
f o r  t h e  extended arrangement.  

The Execu t ive  Board agreed t o  resume i t s  d i s c u s s i o n  i n  t h e  a f t e rnoon .  

DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The fo l lowing  d e c i s i o n s  were adopted  by t h e  Execu t ive  Board wi thou t  
the  p e r i o d  between EBM/83/120 (8/15/83) and EBM/83/121 (8 /24/83) .  

3 .  OPERATION OF FUND ACCOUNTS - AUTHORIZED SIGNATORIES 

1. On and a f t e r  August 15,  1983, t h e  fo l lowing  o f f i c i a l s  of 
t h e  I n t e r n a t i o n a l  Monetary Fund a r e  a u t h o r i z e d  t o  o p e r a t e  ( i )  t h e  
Fund ' s  No. 1, s e c u r i t i e s  and go ld  accoun t s  h e l d  i n  t h e  Genera l  
Resources  Account: of t h e  Genera l  Department;  ( i i )  the cash and 
inves tment  accounts  h e l d  i n  t h e  S p e c i a l  Disbursement Account of t h e  
Genera l  Department;  ( f i i )  t h e  cash  and inves tment  accounts  h e l d  i n  
t h e  Borrowed Resources  Suspense  Account i n  t h e  Genera l  Department; 
( i v )  t h e  cash  and inves tmen t  a c c o u n t s  h e l d  i n  t h e  T r u s t  Fund Account; 
and (v) t h e  cash and  inves tment  accoun t s  h e l d  i n  t h e  Supplementary 
F inanc ing  F a c i l i t y  Subs idy  Account,  as fo l lows :  

(a)  The Managing D i r e c t o r  t o g e t h e r  w i t h  t h e  Deputy Managing 
D i r e c t o r ,  o r  e i t h e r  of t h e m  t o g e t h e r  w i t h  any one of the  
o f f i c e r s  l i s t e d  under ( b )  o r  (e) below. 

(b) Any t w o  of t h e  f o l l o w i n g  s i g n a t o r i e s ,  o r  any one  of  them 
t o g e t h e r  w i t h  any one of t h e  s i g n a t o r i e s  l l s t e d  under 
(a> o r  ( c ) :  
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( 9 )  

The Treasurer 
The Deputy Treasurer 
The Senfar ACIV~SOP,  Treasurer's Department 
The Advisor, Treasurer's Department 
The Assistant Tzeasurers 

Treasurer for  the Financia1 
Relations Division 

The €hSef of the Accounts  and Financial 
Rep0 rt 6 Divis 

T h e  ChSef af: t h e  Admfnfstratiite Expenditures 
D i v i s i a n  

The Chief of the! Burrowed Resources and 
Investment Div i s ion  

The Chief of the Operations Division for 
General Resources  

The Chief of  the Operations Division f o r  SDRs 
and Administered Accounts 

( c )  Any one of t h e  signafiaries l i s t e d  under (a) o r  Cb) 
t o g e t h e r  w i t h  any one of t h e  following: 

( I )  The Assistant e €  of the Adminis t ra t ive 
E xp e n d i  t ur  e s Div i s i o  n 

( 2 )  The A s s i s t a n t  Chief  of t h e  Financial Relations 
D i v i s  i o n  
e A s s i s t a n t  Chief  o f  the Opera t ions  Div i s ion  
for General Resou-rces 

- 

c4 1 S e d o r  Operations O f f i c e r  - Borrowed 
esourccs and Inves tment  Division 

nior Operations Officers - Operations 
s i o n  f o r  G e n e r a l  Resources  

The Senior Opera t ions  O f f i c e r s  - Operations ( 6 )  

( 7 )  The Cashier 
Division f o r  SDRs and Adminis tered Accounts 

2. Any one of the signatories mentioned above shall be and 
herehy i s  a u t h o r i z e d  to o p e r a t e  t h e  Fund's  No, 2 Accounts. 

3. The f o r e g o i n g  o f f i c i a l s ,  i n  conformi ty  w i t h  t h i s  Dectsfon, 
are hereby authorized and empowered i n  t h e  name and an beha l f  of the 
Fund f o r  i t s  own account, o r  on behaZE of tlhe T r u s t  Fund i n  accotd-  
ance w i t h  S e c t i o n  111, Parag raph  I of t h e  fns r rumen t  annexed to 
Executive Board D e c i s i o n  No. 5069-(761'721, adopted May 5 ,  1976, or 
an beha l f  of t h e  Supplementary Financing Faeillty Subsidy Account 
i n  acco rdance  w i t h  S e c t i o n  11 o€ the Instrument con ta ined  i n  Executive 
Board D e c i s i o n  No. 6683-(80/1&4) G/TR, adopted  December 17, 1980, t o  
open and o p e r a t e  cash,  s e c u r i t i e s ,  and investment: accounts w i t h  such 
banks and other i n s t i t u t i o n s  as have been or s h a l l  be designated a6 
d e p o s i t o r i e s  of t he  Fund i n  acco rdance  w i t h  Art ic le  XIII, SecLion 2 ,  
of t h e  Ar t ic les  of Agreement of  t h e  Fund, and  with i n t e r n a t i o n a l  
f i n a n c i a l  institutions w l t h  which  inves tmen t s  may be placed; to ' 
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arrange €or the degoste i n  such acc-wants O €  g ~ f d  ~t currencies which 
shal l  be paid a t  pay&f,e. cii t h e  Fund end my o r  alX securlttes hekd 
by ot tu be delivered m t h e  Fund; to execute and deliyer 
til& such drafts, enQ~-~semer~ks, delivery orders, rterribfcst 

ts; t o  take any or a l l  suc& 
deem necessary O E  proper in order to effect deposits fa such aceursnts 
and wlthdrawah therefram; and to issue such orders, demands, and 
inst-m-ctdoas arid t o  take a l l  such otket  action as they shall deem 
necessa~y  or proper in order ts arrange for the safekeeping of such 
gold, currencies, and securities ). the ma€ntenance of such  accmmts, 
the wtthdrawal of any such gokd, currencLss aad securities therefrom, 
and the delivery af any such gorLd, misl;enol;es, or sac trees by any 
such deposLt5ry or other d n s t % t  

er action as they shall, 

4. This deci OE supersedes 33% fve Board Dee:ision 
Wow 7 1 X 7 - ( 8 2 / 6 8 ) ,  adopted Nay 7, 

Decision No. 7 4 9 5 - ( 8 3 / U 3 . ) ,  adopted 
Augrtst: 22, 1983 

4. LEONE - CBANGE IW REPRESENTkTXVE. R H E  FOR 
LEONEtW LEONE 

The Fund f i n d s ,  after coasulraffon w i t h  the  Sierra Leonean 
au tb r i .  rLes, t h a t  the  representative exchange ra te  for  t h e  Sierra 
Leone leolte mder aga ins t  the U . S .  d o l l a r  is the 

i n g  rates. The Centra l  Bank o€ 
SLelcra Leone will notify the  Fund of changea i n  the ra te  and w f 1 1  
ad,rtise of any change in t h e  d e f i n i t i o n  o f  the representatfve rate 
f o r  t h e  Sierra teanean leone. 

Decision No. 7496-(83/121) G/S, adopted 
hCLgast 18, I285 

5 .  URUGUAY - STAND-BY AKILANGEMENT - WAIVER OF PERFORMANCE CRITERIA 

1. Uruguay has consulted w i t h  e Fund in accordance w i t h  
paragraphs 12 and 11 sf t h e  stand-by arrangement f o r  Uruguay 
(EBS/83/43, Supplement 1, A p r i l  2 6 ,  1983) and paragraph 25 o f  the 
l e t t e r  dared February 1, 1983 from t h e  Min i s t e r  of Economy and 
Finance and t h e  P r e s i d e n t  of the Central Bank of Uruguay attached 
the re to .  

2. The cornmmication d a t e d  Aagust 17, I983 from t h e  Minister 
OE E c o n o q  and F i n a n c e  and t h e  P r e s i d e n t  of t he  Central i3ank of 
Uruguay shall be attached to t h e  stad-by arrangement f o r  Uruguay, 
and the l e t t e r  dated February 1, 1983, attached to the  stand-by 
arrangement, s h z l l  be read as oupp2emedted and modif ied by t h e  
letter o f  August- 3.7, 2983. 
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3 6  The Fund finds that in light: of e letter dated 
t 17, 1983 no additional understandings are naeessary 
rfilng the naaabservance of: the performance criteria re la t ing 

t~ the target €or the balance 05 payment the P i n t i t  ob the tlet 
astic: asset$ of the Central Ba 30, 2983 and that 
gwg may make purchases under a rrartgemen t . 

Decislx3.n No. 7497-($3/122J, adopted 
August 23, 1983 

fn response t o  a request  by the  Cooperation Council €or Arab 
States of the  Gulf (GCC) f o r  t e c h n g c a l  a s s i s t a n c e  the Executive 
Board approves the p r a p o s a l  s e t  forth i n  EBD/83/209 (8/10/83). 

Adopted August 23,  1983 

ASSISTANT TO EXECI-frrIVE DSRECTOR 

The Executive Roard approves  the appointment  s e t  f o r t h  i n  

p t e d  August: 1 7 ,  1983 

nutes of Executive Board Meetiag 8 3 / 4 7  a r e  appraved. 

Adopted August 1 7 ,  1983 

b. The minutes of Execative Board Meetings 8 3 / 4 8  through 83/51 
are approved. (EBD/83/2X3, 8/17/83) 

Adapted August 23, 1983 
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9, 

and 
Set 

EEWTIR BOARD TRAVEL 

Travel by Execurive Directors as set f6rth i n  EBAP/83/211 (8/15/83) 
EBAP/83/213 (8/16/83) and by an Advisor t o  an Executive Director as 
fo r th  In EBAP/83/215 (8/19/%3) is approved. 

APPROVED: February 17, 1984 

JOSEPH W. LANG, Jr. 
Acting Secretary 

. .  
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DATA ON SELECTED CARIBBEAN AIRPORTS 

A r e a  Population Runway L e n g t h  Runway Width 
(Sq. miles) (feet) ( feet)  

ANTIGUA 

ARUBA 

BAHAMAS 

CURACAO 

DOMINICAN 
REPUBLIC 

GU ADGOUPE 

JAMAICA 

MARTINIQUE 

PUERTO RICO 

ST. LUCIA 

TRINIDAD 

VENEZUELA 

BARBADOS 

GRENADA 

108 

70 

4,405 

2 10 

18,817 

530 

4,411 

1,100 

3,500 

2 38 

1,980 

352,140 

16 6 

13 3 

70,000 ’ 9,000 

66,000 8,997 

2L0,OOO 11,000 

155,000 11,187 

4,836,000 11,000 

3 27,000 11,499 

2,072,000 8,565 

325,000 10,827 

3,210,000 10,002 

120,000 9,000 

1,100,000 9,500 

12,361,000 11,483 

259,000 11,000 

12 0,000 5,250 (old? 
9,000 (new) 

150 

148 

150 

19 7 

19 7 

148 

150 

148 

2 00 

150 

150 

145 

150 

N.A. 

- 

Source: C a r i b b e a n  Tourism D e m a n d  Study (1980) - Steinenberger. 




