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1. DOMINICAN REPUBLIC - REVIEW UNDER EXTENDED ARRANGEMZNT, ANI) 
PURCHASE TRANSACTION - BUFFER STOCX IFINSLNCZNG FACILITY - 
INTERNATIONAL SUGAR A G R E W N T  - 
The E x e c u t i v e  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  

on a review under t h e  ex tended  arrangement  f o r  t h e  Dominican Republ ic  
(EBS/83/155, 7/28/83)  t o g e t h e r  w i t h  a r e q u e s t  f r m  t h e  Dominican R e p u b l i c  
f o r  a purchase  e q u i v a l e n t  t o  SDR 12.643 m i l l i o n  under t h e  d e c i s i c n  on t h e  
b u f f e r  s tock  f i n a n c i n g  f a c i l i t y  (EBS/85/157, 7 / 2 8 / 8 3 ;  and Sup. 1, 8/22/83) .  

M r .  Kafka made the f o l l o w i n g  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 t h e y  c o n s i d e r  a b a s i c a l l y  correct record  of r e c e n t  economic 
e v e n t s .  They a l s o  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  main conclu- 
siotl, namely t h a t  s u b s t a n t i a l  ad jus tment  h a s  t a k e n  p l a c e  since 
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 ,  t w o  p o i n t s  merit s p e c i a l  
emphasis. In t h e  f i r s t  p lace ,  c o n s i d e c a b l e  ad jus tment  had 1 

a l r e a d y  t a k e n  p l a c e  d u r i n g  t h e  second h a l f  of 1982. Furthermore,  
under t h e  program t h e  Dominican R e p u b l i c  h a s  n o t  o n l y  met a l l  
performance c r i t e r i a  w i t h o u t  e x c e p t i o n ,  but  a c t u a l l y  overperformed 
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 wishes  t o  exc lude  t h e  c e i l i n g s  r e g a r d i n g  a d d i t i o n a l  f o r e i g n  
d e b t ,  on f o u r  o u t  of f i v e  performance c l a u s e s .  Moreover, p e r f o r -  
mance h a s  been v a s t l y  s u p e r t 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 lancp  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 h e  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 E 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. Capi ta 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 e n d i n g  n o t  expec ted  
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  e x p e c t  t h e  d e l a y  t o  be o-<erc,ome 
s h o r t l y .  I n  t h i s  c o n n e c t i o n ,  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  M r .  Dale  €or  h i s  unceas ing  e f f o r t  t o  produce a compromise. 
I n  any case, t h e  d e l a y  is in 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  n e c e s s a r y  measures would 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 .  I n  t h i s  c o n t e x t ,  t h e  Sugar  
C o u n c i l  has  a l r e a d y  achieved  cost: r c 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 e c o r d  l e v e l  o f  U S $ 4 2  m i l -  
l i o n  r 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 in f o o t n o t e  1 of page 13,  and Venezuelr, 
w i l l  s u p p l y  approximate ly  US$14 m i l l i o n  of o i l  import  c r e d i L s  f o r  
t h e  l a s t  f o u r  months of 1983. Government s a v i n g s  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 progrcmmed; t h e  increase 
in c e n t r a l  goveryaent  revenues  was w e l l  beyond e 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  c r i g i n a l l y  t o  be 
reached  on ly  i n  1984, w h i l e  t h e r e  was a n  unexpected i n c r e a s e  i n  
e j . p e n d i t u r e s ,  t h e  o v e r a l l  p u b l i c  s e c t o r  d e f i c k t  i s  expec ted  t o  
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  t h e  d e f i c i t ,  prec i se ly  € o r  t h e  r e a s o n s  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  i n  t h e  a v a i l a b i l i t y  o f  c a p i t a l  i n f l o w s ,  h a s  
s o  f a r  had t o  r e l y  on d o m e s t i c  s o u r c e s  t o  a l a r g e r  e x t e n t  than 
expec ted .  T h i s  i n  t u r n  was r e f l e c t e d  i n  a l a r g e r  share of domestic 
bank c r e d i t  e x p a n s i o n  t o  t h e  p u b l i c  s e c t o r  and a c o r r e s ? o 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 l a r g e r  increase than 
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 
re f lec ts  d e f e r r e d  a m o r t i z a t i o n  payments under t h e  r e f i n a n c i n g  
ar rangements .  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 .  P r i v a t e  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  ion 
and have more t h a n  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  shortfall in f o r e i g n  c a p i t a l  
i n f l o w .  

I s h o u l d  a l s o  mention t h a t  t h e r e  have been, as t h e  s t a f f  
shows v e r y  c l e a r l y ,  f a r - r e a c h i n g  advances i n  u n i f y i n g  t h e  exchange 
r a t e  s y s t e n ,  which w i l l  c o n t i n u e  as  programmed. And t h e r e  have 
been e q u a l l y  i m p o r t a n 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 i s  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  ra te  of 
i n f l a t i o n  as measured by t h e  consumer p r i c e  i n d e x  h a s  remained 
as l o w  as in t h e  p a s t  two years, p r o b a b l y  t h e  lowest  i n  L a t i n  
America and t h e  Caribbean.  Another  p o i n t  which needs t o  be 
mentioned i s  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 on 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  b e  
c o l l e c t e d  i n  J a n u a r y .  A l l  t h i s  was achieved  d e s p i t e  t h e  e x t r e m e l y  
u n f a v o r a b l e  world market c o n d i t i o n s  f a c i n g  t h e  Doninican R e p u b 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 3f 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  of emphasis because  
t h e y  i n d i c a t e  t h e  c a r e  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  a r e  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 j u s  tment 
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 c o u n t r y  might e x p e r i e n c e  i n  c a r r y i n g  out: a program a r e  
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  success. 
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 o n l y  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  55: s u c c e s s f u l l y  
c a r r i e d  o u t .  

I have n o t h i n g  t o  add t o  t h e  s t a f f ' s  exce1I.ent p a p e 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 tock.  f i n a n c i n g  f a c i l i t y ,  
which i s  a clear-cut case. 

F i n a l l y ,  I would l i k e  tq add t h a t  t h e  f o r m u l a t i o n  of t h e  
medium-tern! inves tment  program is  proceeding .  The a u t h o r i t i e s  
are m e r e l y  w a i t i n g  f o r  t h e  c o m p l e t i o n  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  the 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  .as p o s s i b l e .  



- 5 -  

Xr. Erb r e c a i l e d  t h a t ,  when t h e  r e q u e s t  f o r  a n  extended  ar rangement  
for  t h e  Damtalcan Repub l i c  had been discussed by t h e  Board ea r l i e r  i n  
the year, k had expres sed  a number cf concerns r e g a r d i n g  t h e  s t r u c t u r a l  
adjustment elenents of t h e  program and had i n d i c a t e d  t h a t  i t  might  be  
betcec s u i t e d  t o  a one-year o r  two-year s tand-by  arrangement .  S i n c e  t h e n ,  
t h n  autharLt:€es had made good p r o g r e s s  i n  r e d u c i n g  t h e  p u b t i c  s e c t o r  
d e f i c i t ,  En p a r t  because  of t h e i r  success w i t h  more e f f i c i e n t  t a x  adminis-  
t ra t fon .  However, h e  was t r o u b l e d  by t h e  f a c t  t h a t  c u r r e n t  e x p e n d i t u r e  
was n t n n i n g  nbava programmed l e v e l s  w h i l e  i nves tmen t  spend ing  had f a l l e n  
short of t a r g e t s .  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  of t h e  p u b l i c  s e c t o r  as the t ax  sys t em was r e o r g a n i z e d  and 
strengthened, and h e  hclped t h a t  t h e  a u t h o r i t i e s  would m a i n t a i n  t h e i r  
commitment t o  r educ ing  dependence on t r a d e  taxes. 

R e  s h a r e d  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 z a t e s  
t s s t e d  on beha l f  of t h e  N a t i o n a l  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 h i s h  government revenue i n  1984 and beyond, Mr. E r b  cont inued .  In 
t h e  c i r cums tances ,  t h e  a u t h o r i t i e s  s h o u l d  c a r e f u l l y  moni tor  t h e  i s s u a n c e  
o f  the 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 
e f f o r t s  of t h e  a G t h o r i t i e s  t o  r educe  t h e  d e E i c i t  of t h e  p u b l i c  s e c t o r  
en te rp r i se s - - and  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 con t inued .  
T n  t h e  a r e a  of monetary p o l i c y ,  w h i l e  t h e  i n t e r e s t  r a t e  s t r u c t u r e  appeared  
t o  be s a t i s f a c t o r y  i n  r e l a t i o n  b o t h  t o  domes t i c  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 r e s t  r a t e s ,  con t inued  m o n i t o r i n g  o €  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 t an t .  

On t h e  e x t e r n a l  s i d e ,  Mr. 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  i n  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  d u r i n g  1983, and 
h e  commended t h e i r  i n t e n t i o n  t o  take compensat ing domest ic  measures  i f  
n e c e s s d r y  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 d ,  
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 r e s p e c t  t o  
e € f o r t s  t o  a d 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  ra te ,  which i n  h i s  vlew was 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  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- 
t e r m  s t r e n g t h e n i n g  o f  t h e  domes t i c  economy. Developments o n  t h e  exchapge 
r..te s i d e  would weigh h e a v i l y  i n  h i s  a s ses smen t  of t h e  second and t h i r d  
year of t h e  program. 

The rJominican Repub l i c  a u t h o r i t i e s  s h o u l d  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 arrears  i n  t h e  f i r s t  s i x  months of t h e  
program, Mr. E r b  commented. H e  hoped t h a t  t h e  r e d u c t i o n s  would be c o n 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  pay ing  o f f  l e t te rs  of  c r e d i t .  H e  w a s  encouraged t o  n o t e  t r l a t  
t h e  r e s c h e d u l i n g  agreement  w i t h  comnlercial  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  r ev iew,  which he had  hoped would 
p r o v i d e  a c learer  d i r e c t i c 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 .  
W h i l e  t h e  demand mailagement e l emen t s  of t h e  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 ad  j u s  tments  i n  
t h e  exchange r a t e  regime--was no t  adequa 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  to  be put in p l a c e  as t h e  basis € o r  t h e  
s e c o n d  and t h i r d  y e a r  of t h e  ex tended  arrangement and Re 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  the Eormulatien af the structural 
a d j u s t m e n t  s t r a t e g y .  Given t h e  t y p e s  of investment problems facing the 
Dominican R e p u b l i c ,  She e x p e r t i s e  and financing of the World Bank should 
be b r o u g h t  more p r o m i n e n t l y  i n t o  the picture. 

M r .  Sura- lsry s t a t e d  t h a t  h e  was in general agreement wlth t h e  ewalyais 
i n  t h e  s t a f f  p a p e r s  and c o u l d  s u p p o r t  t h e  proposed dec is ions .  
by the Dominicsn R e p u b l i c  f o r  a p u r c h a a e  under the buffer s t o c k  f i n a s c k a g  
f a c i l i t y  f u l l y  s t a t i s f t 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  d e c i s i o n s ;  i n  
p a r t  i c u l a r ,  t h e  recent per formance  of t h e  a u t h o r i t i e s  under the extended. 
a r rangement  provided  c o n v i n c i n g  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  the 
Fund. 

The r e q u e s t  

Wi th  r e s p e c t  t o  t h e  ex tended  ar rangement  i t s e l f ,  Mr. Stttaisry 
c o a 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  should be commended for  the  progress thgr 
had made i n  c a c k l i n g  t h e  imbalances  i n  t h e  economy. I n f l a t i o n  had been 
rNduced, t h e  f i s c a l  a d  e x t e r n a l  a c c a u n t s  had improved s i g n i f i c a n t l y ,  and 
i i r r e a r c  vere b e i n g  e l i m i n a t e d  a s  s c h e d u l e d .  A l l  the performance  c r i t e r i a  
had t h u s  f a r  been met, a n d  t h e  program f o r  t h e  f i r s t  y e a r  seemed to  be on 
t r a c k .  N o 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 ea r  whether  t h e  a u t h o r i t i e s  wo-uld be able  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  f 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  r e l a x  t b e  a d j u s t m e n t  e f 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 ,  
ML. 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 ,  hawever, 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  t ax  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  tax  c o u l d  boos t  revenues f u r t h e r ,  and 
e v e r y  e f f o r t  s h o u l d  be made t o  implement such  a t a x  by t h e  end of t h e  
y e a r .  I t  would a l s o  be i m p o r t a n t  t o  m a i n t a i n  s t r i c t  c o n t r o l  over  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 e g a r d ,  
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 f 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  the 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  w i t h h o l d  f u r t h e r  t r a n s f e r s  t o  t h e  hous ing  c o n s t r u c t i o n  
program i f  t h e  a g r e e d  € i ; ca 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  b e t t e r - t h a n - e x p e c t e d  improvement i n  t h e  
ove;al1 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 f s r y  
commented. He 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 r e p a r e d  t o  
t a k e  compensat ing domest ic  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 .  Also, 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 a p p e a r e d  t o  be g o i n g  smooth ly ,  and  t h e  d u a l  r a t e  system 
was s e r v i n g  a u s e f u l  p u r p o s e  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 ra te  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  c o n c e r n  about  t h e  lack of  d e t a i l  
i n  t h e  staff paper on  t h e  s t r u c t u r a l  measures  t h a t  had been o r  would be 
a d o p t e d  to 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 .  
staff p r e p a r e d  the program f o r  t h e  second y e a r .  

H e  hoped that such  measures  would be c o v e r e d  i n  full when the 
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Nr. Crasche 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 i n  Emplementing t h e  program: a l l  performance c r i t e r i a  had been 
observed, and t h e  ad jus tment  of t h e  economy had been remarkable .  Never- 
rheless,  c a a s i d e r i n g  t h e  severe i n t e r n a l  and e x t e r n a l  imbalances t h a t  
t h e  c o u n t r y  had 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  
remained much t o  be done t o  p u t  t he  economy on  a sound f o o t i n g .  

External dinancfrtg problems were be ing  a l l e v i a t e d  through t h e  r e s t r u c -  
turing of f o r e i g n  d e b t ,  Mr. Grosche observed.  However, t h e r e  were reasons  
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  b a l a n c e  of payments o b j e c t i v e  i n  1983. He t h e r e f o r e  
a t t a c h e d  g r e a t  Frnportance 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 
p a l i c y  measures if s u f f i c i e n t  f i n a n c i n g  could  not  be  secured .  On t h e  
f i s c a l  s f d e ,  fie welcomed 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 ,  'ne had n o t e d  w i t h  some concern  t h a t  c u r r e n t  spending  was 
running  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  
account: s u r p l u s  would be a c h i e v e d  as p lanned .  The Government was apparent ly  
p r e p a r e d  t o  cut back o n  c a p i t a l  e x p e n d i t u r e s ,  p a r t i c u l a r l y  on  t h o s e  
re la t ing  t o  housing 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  wi.ght be c a l l e d  foy. 

L i k e  previous  s p e a k e r s ,  Mr. Grosche s a i d ,  h e  was troclbled about  t h e  
way i n  which the housing c o n s t r u c t i o n  program was being  f i n a n c e d .  I n s o f a r  
as it was f i n a n c e d  through 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  
c l a i m s  o n  revenues c o u l d  be c r e a t e d  i n  1984 and bLyond. 
suppor ted  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 s h o u l d  
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 .  
The a u t h o r f 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 
s u f f i c i e n t  t o  p r e v e n t  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 ;  but  problems 
c o u l d  arise if i n f l a t i o n  were t o  accelerate.  F i n a l l y ,  t h e  r e q u e s t  of 
t h e  Dominican Republ ic  f o r  a p u r c h a s e  under  t h e  b u f f e r  s t o c k  f i n a n c i n g  
facilitry was clear  c u t ,  and h e  c o u l d  s u p p o r t  t h e  proposed d e c f s i o n .  

He s t r o n g l y  

M r .  Casey observed  t h a t  t h e  ecor,omic 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 f a c e d  by t h e  a u t h o r i t l e s  i n  t h e  e x t e r n a l  s e c t o r .  Even w i t h  
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  b a l a n c e  of 
payments d e f i c i t  w a s  e x p e c t e d  t o  improve by around U S $ l O O  m i l l i o n  through 
lower impor ts  and service 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  
t1.t.. adjus tment  p r o c e s s .  I f  t h e r e  were any d o u b t s  about  t h e  success of 
the program, t h e y  l a y  i n  t h e  u n c e r t a i n t y  s u r r o u n d i n g  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 .  I n  t h a t  r e g a r d ,  h e  
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  s h o u l d  t u r n  out  t o  be lower 
l h a n  envisaged .  He was a l s o  encour'aged by Mr. K a f k a ' s  s t a t e m e n t  t h a t  t h e  
d e l a y s  i n  c a p i t a l  Fnflows would be overcome s h o r t l y ;  i n  t h a t  c o n t e x t ,  h e  
unders tood  t h a t  t h e  commercial  banks had a g r e e d  t o  a r e f i n a n c i n g  package 
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a n d  t h a t  sow agreement had been reached with  respect eo the  keEiaancing 
o f  Lhe USS60.8 million e x p o r t  f f t t a n c i w  loan to the S t a t e  Sugar  Canpony 
(CEA) i n  c o n j u n c t i o n  with t h e  World Bank co€imrrc%ng agreement. 

On t h e  f i s c a l  side,  Mr. Casey continued, the a u t h o d t l e s  shatzld be 
commended for  t h e  a d j u s t m e n t  t o  date, and p a r t i c u l a r l y  Eat t h e  improvement 
t n  revenues. However, l i k e  others, 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  control c u r r e n t  expenditures, The first 
f o u r  months of 1983 showed a s u b s t a n t i a l  Increase from t h e  same period i n  
1982 i n  t h e  p u r c h a s e  of goods and services, and i n  transfers t o  the 
p r i v a t e  s e c t o r  and t o  publ i c  sec tor  e n t e r p r i s e s ,  
c o m p l e t e l y  c o r r e c t e d  t h e  serious d l f f  i c u l t i e s  in the s t a t e  e n t e r p r i s e g ,  
a l t h o u g h  i t s  e f f o r t s  seeme& t o  be in the right directioa. He wondered 
whether  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  s h o u l d  n o t  p e r h a p s  be c o n s i d e r i n g  
i n c r e a s i n g  c h a r g e s  a t  a n  e a r l y  o p p o r t a n i t y  i n  order t o  cover operating 
expenses .  Also, h e  h a d  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 r s  of t h e  new tax 
c r e d i t  cer t iEicates  earmarked f o r  t h e  Na t iona l  Housing T n s t t 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 c e r t i f i c a t e s  might be used 
t o  reduce t a x  l i a b i l i t i e s .  The system c o u l d  conceivably lead to a n  *'over- 
hang" and make t h e  f a r m u l a t i o n  of f i s c a l  p o l i c y  more d i f f i c u l t  i n  f u t u r e .  

The Government had not 

Commenting on t h e  e x t e r n a l  s i d e ,  Mr. Casey noted t h a t  t h e  improved 
c u r r e n t  account  seemed t o  be s c f f i c i e n t  t o  o f f s e t  t h e  lower-than-expected 
c a p i t a l  FnTlows. B e s i d e s ,  as mentioned by Mr. Kefka, capit31 i n f l o w s  

On a n o t h e r  matter, h e  observed  t h a t  the performance 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 .  arrears might not be fully comprehensive,  since it seemed to 
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 ,  h e  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 l  exchange 
market .  I t  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  l i n k  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 j c a t i o n  of 
the  exchange r a t e  would be i n  the b e s t  i n t e r e s t  of t h e  Dominican Republ ic  
i n  t h e  long run.  I n  any c a s e ,  a p r u d e n t  approach seemed t o  b e  c e 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  s e r v i c e  o b l i g a t i o n s  t h a t  were likely t o  
f a l l  dtie i n  1985 and beyond. In c o n c l u s i o n ,  he  co-i ld  s u p p o r t  t h e  proposed  
d e c i s i o n s .  

- s h o u l d  i n c r e a s e  w i t h  a g r e m e n t  on t h e  commercial  bank r e f i n a n c i n g  package. 

Mr, Taylor observed t h a t  he had no d i f 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 p u r c h a s e  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 tecded  ar rangement ,  t h e  a c t i o n  t a k e n  by t h e  Dominicaii 
EeuublFc a u t h o r i t i e s  t o  ad j u s t  t h e  domest ic  economy w a s  welcome, a l though 
h i s  own a u t h o r i t i e s  c o n t i n u e d  t o  have s t r o n g  d o u b 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  a i r a n g e m e n t .  Those doubts  concerned 
b o t h  t h e  need € o r  ex tended  Fund suppor t  and t h e  s c o p e  of a d j u s t m e n t  
e n v i s a g e d  under  t h e  program. 

The Dominican Republ ic  had f a c e d  s e v e r e  e x t e r n a l  problems d u r i n g  
1982, but  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 ,  a n d  the p r o j e c -  
t i o n s  i n  t h e  review p a p e r  suggested t h a t  t h e  c u r r e n t  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 .  Taylor  c o n t i n u e d .  For  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  around 3 . 7  percent crf GDP, and the 
c u r r e i t  accoiint d e E i c i t  was e x p e c t e d  t o  f a 1 1  below 2 percent of  GDP in 
1983. Moreover,  i f  t h e  r e s c h e d b l i n g  was s u c c e s s f u l ,  the  d e b t  service 
ratio was p r o j e c t e d  t o  fall below 3 0  p e r c e n t ,  a t  l ea s t  u n t i l  1985. I n  
t h e  circumstances, i t  was n o t  a l t o g e t h e r  c lear  t h a t  t h e  Dominican Republ ic  
w a  s u f f e r i n g  a s e r i o u s  payments imbalance of t h e  sort  required for a 
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 ised 
of whether  i t  w o d d  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 t h e  f u l l .  
amount of Fund c r e d i t  e n v i s a g e d  under  t h e  program, and whether  the  member 
n t g h t  not use  the Fund's a p p r o v a l  of i t s  p o l i c i e s  mainly t o  gain g r e a t e r  
access t o  commercial  c r e d i t .  It  was p o s s i b l e  t h a t  Fund s u p p o r t  might h e  
needed more l a t e r  i f  t h e  i n c r e a s e d  debt  service r a t i o  could not be 
smoathed o u t  through r e s c h e d u l i n g ;  w i t h  t h a t  p o s o i b i l i t y  i n  mtnd, t h e  
a u t h o r l t i e s  s h o u l d  p e r h a p s  g i v e  s e r i o u s  c o n s i d e r a t i o n  t o  l imit ing drawings 
under t h e  extended arrangement  a t  p r e s e n t .  

Wi th  r e g a r d  t o  t h e  scope  of a d j u s t m e n t  i n  t h e  Dominican R e p u b l i c ,  
Mr. T a y l o r  s a i d  t h a t  h e  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  p o l i c i e s  
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  e x t e n d e d  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 j u s  tment p o l i c i e s .  L i k e  o t h e r s ,  h e  b e l i e v e d  t h a t  i t  was 
i m p o r t a n t  f o r  extended ar rangements  t o  c o n t a i n  a c l e a r  d e l i n e a t i o n  of t h e  
s t r u c t u r a l  ad jus tment  b e i n g  pursued throughout  t h e  three-year  p e r i o d ,  n o t  - 
o n l y  for t h e  b e n e f i t  of t h e  economy concerned but  a l s o  t o  m a i n t a i n  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 
ad jus tment .  Ln t h e  case of t h e  Dominican Republ ic ,  i t  was r e g r e t t a b l e  
t h a t  t h e  ad jus tn ien t  o b j e c t i v e s  and s t r a t e g y  f o r  p u r s u i n g  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 rangement ;  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 s b u r s e m e n t  of a n o n p r o j e c t  l o a n  from 
t h e  World Bank was a p p a r e n t l y  no l o n g e r  c o n t e m p l a t e d  f o r  1983. He would 
a p p r e c i a t e  h e a r i n g  f rom Mr. Kafka o r  t h e  s t a f f  about  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 b a l a n c e ,  w h i l e  
h i s  a u t h o r i t i e s  c o n t i n u e d  t o  have d o u b t s  about  tt-tr s u i t a b i l i t y  of  a n  
ex tended  arrangement  € o r  t h e  Dominican R e p u b l i c  and would have  p r e f e r r e d  
a s h o r t - t e r m  s t a b i l i z a t i o n  program, t h e y  c o u l d  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 f ,  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 w a s  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 i a l l y  s i n c e  t h e  p r o j e c t i o n s  f o r  government revenues i n  1983 
had been r e v i s e d  downward. In 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  p a p e r  t h a t  t h e  c u r r e n t  l e v e l  of t a x  c o l l e c t i o n  was r e l a t i v e l y  
"buoyant .  " 

On t h e  s u p p l y  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  m l n t a i n e d  by t h e  Pr ice  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  h e  a s s u m e d  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 eve l s ,  
Mr. T a y l o r  c o n t i n u e d .  He 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 whetl-er 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 c h a r g e s  by t h e  
p u b l t c  s e c t o r  to be adequate .  
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Wfth respect t o  t h e  e x t e r n a l  side of t h e  econamy, h e  welcomed t h e  
p r o j e c t e d  lrnp'ovement in the  c u r r e n t  a c c o u n t  d e f f c i t :  t o  about 1.9 per-  
cent af GDP In 1983 as a result of decl in ing  imports and lower interest 
rates overseas as well as of  h i g h e r  revenue f rom t o u r i s m ,  Mr. Taylor 
said* Fol lowing  t h e  e x p e c t e d  r e s c h e d u l i n g  a f  commercial  bank l o a n s ,  t h e  
cotmtry would c o n t i n u e  to  r e l y  heavily o n  o f f i c i a l  o r g a n i z a t i o n s  f o r  the 
bulk of its external f i n a n c i n g  r e q u i r e m e n t s .  
rive. might  be e x p e c t e d  t o  he lp  c o v e r  t h a t  need,  bu t  he would b e  interested 
i n  h e a r i n g  whether  any efforts were b e i n g  made t o  encourage p r i v a t e  
laves t m e n t - - p a r t i c u l a r l y  d i r e c t  p r iva te  Lnuestment--as a s u s t a i n a b l e  
alternative to  o f f i c i a l  s o u r c e s  oE f i n a n c e .  The a c t i o n  being t a k e n  t o  
regularize t h e  d e b t  p o s i t i o n  w i t h  t h e  commercial  banks w a s  welcome, and 
h e  noted from t h e  s t a f f  p a p e r  that  t h e  a u t h o r i t i e s  were a l s o  c o n s i d e r i n g  
an approach  t o  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  from t h e  
s t a f f  o r  Mr. Kafka some i n d i c a t i o n  of how much o f f i c i a l  d e b t  might  b e  
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  
paynaents arrears was a l s o  welcome, and t h e  o b j e c t i v e  of r e d u c i n g  them by 
USSJ.00 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 .  F i n a l l y ,  t h e  
absence of a timetable f o r  u n i f i c a t i o n  of t h e  exchange r a t e  w a s  d i s a p p o i n t -  
ing .  The improvement i n  t h e  c u r r e n t  a c c o u n 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 i e d ,  and h i s  a u t h o r i t i e s  a t t a c h e d  impor tance  t o  t h e  e l i m i n a t i o n  of t h o s e  

The Caribbean B a s i n  Irritia- 

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  e x t e n d e d  arrangement .  __ 

M r .  de  Vries observed  t h a t  t h e  Dominican Republ ic  a u t h o r i t i e s  had 
a c h i e v e d  some s u c c e s s  i n  t h e i r  efforts 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  y e a r  of t h e  program. Rowever, 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-term component as  w e l l ,  and  he a g r e e d  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  area w a s  somewhat d i s a p p o i n t i n g .  

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 i t i v e  e f f e c t s ,  Mr. de Vries c o n t i n u e d ;  i n  p a r t i c u l a r ,  i t  
would be h e l p f u l  i f  arrears c o u l d  be c l e a r e d  up s h o r t l y .  A s  h e  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  would be 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  durLng 
t h e  program p e r i o d .  

Like o t h e r s ,  h e  w a s  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 
a b l e  t o  c l a r i f y  t h e i r  mediuu-term and  longer - te rm adjus tment  s t r a t e g y ,  
M r .  de  Vries remarked. Fo r  s t r u c t u r a l  a d j u s t m e n t  t o  t a k e  p lace  o v e r  t h e  
medium term, i t  w a s  i m p o r t a n t  t h a t  a c t i o n  s h o u l d  b e g i n  a t  a n  e a r l y  s t a g e  
a n d ,  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 lace  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 encouraging  t o  ' n o t e  from Mr. Kafka's statemeiit 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  a n  a s s e s s m e n t  by t h e  World Bank of t h e  i n v e s t m e n 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  t h a n  a r e a c t i v e  strategy was req;ired i f  t h e  extended ar rangement  
was t o  be s u c c e s s f u l .  
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Pfr. Donoso s t a t e d  t h a t  h e  was i n  hroad agreement with t h e  s t a f t  
a p p r a i s a l  and could  s u p p o r t  t h e  proposed d e c i s i o n s  r e g a r d i n g  the review 
of the extended arrangement  and t h e  u s e  of Fund r e s o u r c e s  under  t h e  b c f f e r  
s t o c k  financing facility. 
late  1982 by t h e  Dominican R e p u b l i c  a u t h o r i t i e s  t o  d e a l  w i t h  a severe 
d@ti i?rforat iOn 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 lance  of payments p o s i t i o n ,  A comprehensive set of measures  i n  
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 i y  implemented through t h e  f i r s t  h a l f  oE 1983. 

The program under  review had been framed i r r  

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 e d u c i n g  
t h e  p u b l i c  s e c t o r  d e f k i t  th rough measures adopted ou 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  implementat 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  s h o u l d  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 E e r r e d  t o  t h e  p a r a l l e l  f o r e i g n  exchange market ,  thus  a l l o w i n g  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 -  
sotting i n  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 ,  M r .  Donoso 
commented. The s h i f t  was a p a r z 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  f low of e x t e r n a l  f i n a n c i n g .  
I n  h a t  r e g a r d ,  a c t i o n  had a l r e a d y  b e e n  t a k e n  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 t h  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 M r .  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 €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, t h e y  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, Mr. 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  a d j u s t m e n t  a l r e a d y  made and 
was a c l e a r  sign t h a t  f u r t h e r  p r o g r e s s  c o u l d  be achieved, F i n a l l y ,  h e  
c o u l d  s u p p o r t  t h e  r e q u e s t  f o r  a purchase  u n d e 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 m e t  a l l  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  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  s u p p o r t  f o r  t h e  proposed d e c i s i o n s ,  a g r e e d  
w i t h  o t h e r s  t h s t  s ign!"-cant  p r o g r e s s  had been made i n  t h e  f i r s t  year  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 tment  of t h e  economy. All 
q u a n t i t a t i v e  performance c r i t e r i a  had been m e t  a 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  s h o u l d  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  & i n a n c i a 1  program and a c 3 i e v e  t h e  needed a d j u s t m e n t ,  
M r .  F e i t o  commented. T h e i r  e f f o r t s  in 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  a d m i n i s t r a t i o n ,  i n i t i a t e d  i n  
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1982, had r e s u 2 t e d  i n  a s t r o n g  performance of reveiiues and  a c o r , s i d e c a b l z  
r e d u c t i o n  i n  the d e f i c i t  oE t h e  n o n f i n a n c i a l  pl1'11!c yect-or. Fcrthh-,x t m  
measures were bein; i -v t  ~ T L  p l a c e ,  i n c l u d i n g  a 50 p~::ct-.nt i n c r n a s e  i n  t h e  
excise t a x  on c i g a r e t t e s  ant: a 1esc;er i n c r e a s e  i n  Lhe 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  s i d e ,  d e l a y s  i n  t h e  implementa t ion  of t h e  p u b l i c  I n v e s t -  
ment program had r e s u l t e d  i n  less - than-pro  j e c t e d  inves tment  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 b e n e 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 
sf t h e  p r o j e c t s  f i n a n c e d  by t h e  Woild Bank and  o t h e r  i n t e r n a t i o n a l  i n s t i t u -  
tions could  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  performance of t h e  major 
p u b l i c  sector 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 e q u i r e m e n t s  of t h o s e  e n t e r p r i s e s  f o r  1983 were e x p e c t e d  t o  be 
i n  line w i t h  program p r o j e c t i o n s .  He welcomed t h e  a i i t h o r i t i e s '  i n d i c a t i o n  
t h a t  they  would make f u r t h e r  r e d u c 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 o v e r r u n s  o c c u r r e d .  

With r e g a r d  t o  t h e  ex terna l .  s e c t o r  of t h e  economy, Mr. F e i t o  cons id-  
e r e d  t h e  improvement a t t a i n e d  in t h e  o v e r a l l  ba lance  of paymezts 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.  'dowevex, t h e  
u n c e r t a i n t y  s u r r o u n d i n g  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 a n  a d v e r s e  e f f e c t  cn t h e  balance 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 s e r v i c e s ,  and had r e s u l t e d  i n  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 l c i t  and a g r e a t e r - t h a n -  
envisaged  c u t  i n  t h e  s t a n d a r d  of ! i v i n g  of t h e  p o p u l a t i o n .  The r e f i n a n c i n g  
package w i t h  t h e  commercial  banks was a n  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.  N o n e t h e l e 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  nc ted  Mr. Kafka ' s  e n c o u r a g i n g  
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 f a l l s  i n  c a p i t a l  i n f l o w s ;  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  
a d  j u s  tment and f i n a n c i n g  would n o t  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  a d j u s t m e n t  component of t h e  program had not 
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 main ly  because t h e  World Bank's 
a s s e s s m e n 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 Bank ~-;;:..ted t o  d i s c u s s  i t s  r e p o r t  w i t h  t h e  
Dominican R e p u b l i c  a u t h o r i t i e s  e a r l y  i n  Septembzr ,  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  beginning  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  in 
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 Cominican 
R e p u b l i c  had been i n c r e a s i n g ;  f o r  example,  the 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  e y e  t o  p r o c e e d i n g  
w i t h  d i s b u r s e m e n t s  of a loan 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  
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proposed  i 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 out  w i t h  t h e  commercial. banks.  
a l s o  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  o €  a s t r u c t u r a l  ad jus tmen t  l o a n  w a s  s t i l l  
I-xler c o n s i 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 h e  Bank's  r ev iew of t h e  p u b l i c  investmen: program. 

The World Bank was 

With r e g a r d  t o  q u e s t i o n s  on t a r i f f s  i n  t h e  Dominican R e p u b l i c ,  t h e  
5 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 h e  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 t imes,  most r e c e n t l y  ovei a p e r i o d  cf 
s3-18 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  
i n c r e a s e ,  t t  had been p ;o jec ted  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 
1982 t o  1983, 2nd t h a t  tu rnaround had  i n  f ac t  begun. However, as p o i n t e d  
o u t  i n  t h e  s t a f f  pape r ,  t k e  C o r p o r a i i o n  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  tha 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  ?ewer. The 
Vor ld  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 ,  
E S  well 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 w a s  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 h e  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  o n  t h o s e  
ma t t e rs . 

A number of D i r e c t o r s  had commented o n  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  i n  t h e  Dominicar. Republi .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 .  
5ue e x p l a n a t i o n  of t h a t  increase--which had not been r e f c 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 reak  i n  t h e  ser ies  r e l a t e d  t o  a 
change i n  c e r t a i n  accoun t ing  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  
F a s t ,  f a i r l y  l a r g e  amounts of c u r r e n t  e x p e q d i t u r e s  had been i n c l u d e d  i n  
t he  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  
t h e  M i n i s t r y  of P lann ing  had dec ided  t o  c5ange t h a t  p r a c t i c e  s o  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  w a s  o v e r s t a t e d .  

In r e sponse  t o  a q u e s t i o n  by M r .  Tay lo 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  Lhe l e g i s l a t i o n  govern ing  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  enec ted .  Those m o d i f i c a t i 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  c o d e ,  which had ,  € 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  apply  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  activities o t h e r  t h a n  t h o s e  they  had t r a d i t i o n a l l y  pursued.  

With regard t o  t h e  amounts t h a t  inight be invo lved  i n  a P a r i s  C l u b  
r e s c h e d t - l i n g  OE 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 s 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 s r e s t  tjayments might be pu t  
forward  € o r  c o n s i d e r a t i o n  by t h e  P a r i s  Club. F i n a l l y ,  w i th  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  
between t h e  CFgdLes i n  Tab le  7 of t h e  s t a f f  p a p e 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  r e v e n x s  were "buoyant , "  h e  noted  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 t a x  a d m i n i s t r a t i o n .  The cont fnued  s t r e n g t h  of 
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r e v e n u e s  c o u l d  be s e e n  from Table  1 2  of t h e  paper ,  which showed t h a t  
I. evenues  had -increased by more t h a n  one t h i r d  be tween .January-April  1982 
and January-Apr il 19 83. 

M r .  Rafka s t a t e d  that, i n  his1 view,  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  Domfnican R e p u b l i c ,  p a - r t i c u l a r l y  i n  
r e s p c t  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 i 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 a p i d l y  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 every 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 .  In 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 inves tmeix  program i n  
c o n j u n c t i o n  w i t h  t h e  World Bank had n o t  been t h e  f a u l t  o f  t h e  a u t h o r i t i e s  
of t h e  Dominican Republ ic .  It was to 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  the  medium-term 
a d j u s t m e n t  s t r a t e g y  c o u l d  be f o r m u l a t e d .  

Given t h e  l o n g  h i s t o r y  o f  

On a more g e n e r a l  matter,  M r .  Kafka 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 e n d e n c y  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  implementa t ion  of a program, d a n g e r s  which of c o u r s e  
always e x i s t e d .  C e r t a i n  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 q u e s t i o n e d  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 a n  i l l u s i o n  t o  
b e l i e v e  t h a t  f i n a n c i n g  from t h e  p r i v a t e  banks would be for thcoming 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  a d j u s t m e n 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  a n  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  a d o p t e d  t h e  f o l l o w i n g  d e c i s i o n s :  

Review Under Extended Arrangenent  

The Fund and t h e  Dominican R e p u b l i c  have completed t h e  
review contempla ted  i n  p a r a g r a p h  4 ( c )  of t h e  extended arrangement  
for t h e  Dominican Republ ic  and i n  p a r a g r a p h  3 of t h e  l e t t e r  of 
J a n u a r y  1 4 ,  1983, a t t a c h e d  t h e r e t o .  No new 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 c u m s t a n c e s  i n  which p u r c h a s e s  may be made 
by t h e  Dominican Republ ic  u n t i l  J a n u a r y  2 0 ,  1984. 

D e c i s i o n  No. 7493-(83/121),  adopted 
August 24,  1983 

Purchase  T r a n s a c t i o n  - 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  - 
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 
o f  t h e  Dorcinican R e p u b l i c  f o r  a p u r c h a s e  of 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 h e  d e c i s i o n  on 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 :  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 Primary P r o d u c t s  ( D e c i s i o n  No. 2772-(69/47),  adopted 
J u n e  2 5 ,  1969, as amended by D e c i s i o n  No. 4913-(75/207), 
adopted  December 2 4 ,  1975) ,  and  t h e  d-ec is ion  on BufEez S t o c k  
F i n a n c i n g  F a c i l i t y :  
( D e c i s i o n  No. 5597-(77/171),  adopted  December 16, 1977. )  

1977 I n t e r c a t i o n a l  Sugar  Agreement 

2. The Fund d e t e r m i n e s  t h a t  t h i s  p u r c h a s e  would be i n  
conformi ty  w i t h  t h e  D e c i s i o n s ,  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 R e p u b 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  p u r c h a s e  i n  accordance 
with t h e  r a 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 I V  CONSULTATION, AND REqUEST FOR 
EXTENDED ARRANGEMENT 

The E x e c u t i v e  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  IV 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  f o r  an  
ex tended  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 / 8 3 ) .  
They a l s o  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) .  

M r .  Casey made t h e  f o l l o w i n g  s t a t e m e n t :  

It i s  now almost  t h r e e  y e a r s  s i n c e  Grenada f i r s t  r e q u e s t e d  
an  extended arrangement .  Nego t i a t l i o n s  have been conducted i n  
good f a i t h  by b o t h  s i d e s  several t imes s i n c e  t h e n  but  f o r  v a r i o u s  
r e a s o n s  t h e y  were n o t  s u c c e s s f u l .  

I n  May 1981, a one-year s tand-by arrangement--76 p e r c e n t  
of quota--was approved as a compromise. A l l  purchases  were 
made except  t h e  l a s t  one because  u n d e r s t a n d i n g s  were n o t  reached 
o n  c e i l i n g s  c o v e r i n g  t h e  l a s t  f e w  months of t h e  arrangement.  I t  
is impor tan t  to note, however, t h a t  i n  the event  t h e s e  c e i l i n g s  
were adhered t o ,  and t h e  stand-by ar rangement  he lped  c o n s i d e r a b l y  
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 fo l low-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  not  b e  reached a t  t h a t  time. 
The p r e s e n t l y  proposed arrangement  must,  of c o u r s e ,  be judged on 
i t s  own merits,  which a re  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 
e x t e n d e d  arrangement  s h o u l d  be s e e n  as t h e  s u c c e s s f u l  c u l m i n a t i o n  
o f  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  c o n t i n u e d  f o r  
s e v e r a l  y e a r s .  

Despite u n f a v o r a b l e  developments  abroad ,  a h u r r i c a n e  i n  1980, 
a n d  a drought  iii 1382, t h e  economy grew by about  3 p e r c e n t  a y e a r  
i n  r ea l  terms over t h e  last f o u r  y e a r s ,  Growth was l a r g e l y  
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Inves tment - 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 n v e s t m e n t  w i l l  s low down but  
t o u r i s m  is  e x p e c t e d  t o  o f f 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  in t o u r i s m  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 n s  of t h e  c o u n t r y  are 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  is 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  be. r e l a t i v e l y  smal l  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 ) - - w i l l  y i e l d  a s i z a b l e  i n t e r n a l  ra te  of r e t u r n .  

T h e  rate of i n f l a t i o n  h a s  d e c l i n e d  from around 20 p e r c e n t  a 
y e a r  i n  t h e  e a r l y  1980s t o  a b o u t  5-6 p e r c e n t  a t  t h e  p r e s e n t  t € m e .  
T h i s  good per formance  mfr rors  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 ,  
bu t  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  33 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 n 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 ,  b u t  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  o n  
f o r e i g n  commercial loans--os 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 t h e  domest ic  banking system. I t  should  b e  
n o t e d  t h a t  o v e r  t h e  l a F 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  p e r c e p t  of 
GDP i n  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 n o r  
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  s e ' c t o r  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  a m b i t i o u s  
p u b l i c  s e c t o r  i n v e s t m e n t  program (PSIP).  Unl 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 i s t a n c e  from t h e  World Back. 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  i n  1982. The growth i n  t h e  
d e f i c i r :  l a r g e l y  r e f l e c t e d  d e v e l o p n e n t s  on t h e  f i s c a l  s i d e  and ,  
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 of 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 tour i sm.  
F i r e  damage i n  one of t h e  main h o t e l s  also a f f e c t e d  tour i sm.  
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  n o t  f o r  a n  impressive growth Fn 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  exports, i n c l u d i n g  t o u r i s m ,  
r e c o v e r e d  i n  e a r l y  1983. A s  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  d e b t  s e r v i c e  rat io--4.5 p e r c e n t  i n  1983--Ls 
manageable a l t h o u g h  i t  w i l l  r i se  over t h e  medium term as  g r a c e  
periods e x p i r e .  It Ls e x p e c t e d  t o  peak a t  about  1 2 . 5  p e r c e n t  i n  
19 85/8 6. 



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 .  O u t s t a n d i n g  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 a b o u t  12 p e r c e n t  a y e a r .  
S i n c e  t h e n ,  however, bank l i q u i d i t y  became v e r y  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 fell 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  
d a n g e r s  of t h i s  s i t u a t i o n  and s t o o d  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 are  now, on 
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 a d j u s t m e n t  program is des igned  t o  reduce  t h e  
interna.1 and e x t e r n a l  imbalances and lay t h e  b a s i s  f o r  s u s t a i n -  
abLe 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  b a l a n c e  of 
payments d e f i c i t s  are so l a r g e ,  r e f l e c t i n g  in p a r t  i n a d e q u a t e  
m u l t i l a t e r a l  a i d  t o  Grenada i n  t h e  last  several: years,  c o r r e c t i o n  
r e q u i r e s  a d j u s t m e n t s  t h a t  c a n  t r u l y  .be termed s t r u c t u r a l  ( s e e  
Appendix 11). It s h o u l d  also be n o t e d  t h a t  t h e  proposed drawi,ngs 
a r e  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 o v e r a l l  f i s c a l  d e f i c i t  i s  programmed t o  f a l l  from 38 per- 
c e n t  o f  GDP i n  1982/83 t o  16 p e r c e n t  in-1985/86. Nonconcessionary 
fFnancing i s  t o  f a l l  from 11.5 p e r c e n t  of GDP in 1982/83 t o  
a lmost  z e r o  i n  1985/86. I n  t h e  c a s e  of a member of t h e  East  
Car ibbean  Currency A u t h o r i t y  CECCA), 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 .  
I n  s 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  is  a l s o  a r e s t r i c t i o n  on new commercial  
borrowing. The remain ing  performance tes t s  r e l a t e  t o  c o n s u 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 review be fo re  t h e  1984 budget .  

P u b l i c  s e c t o r  sav ings  a r e  programmed t o  reach  a lmost  6 p e t -  
cen t  of GCP by t h e  end of t h e  period--a v e r y  h igh  f i g u r e  by 
Lnternational s t a n d a r d s .  To this e n d ,  a s u b s t a n t i a l  tax package 
was i n t r o d u c e d  i n  J u n e .  llhe annual increase i n  t h e  central 
government wage b i l l  is t o  be h e l d  t o  5.5 p e r c e n t  a y e a s  from 
J a n u a r y  1984 on. 

The PSIP w i l l  be  l a r g e l y  c o n c e n t r a t e d  an i n f r a s t r u c t u r e .  
Over t h e  t h r e e - y e a r  p e r i o d  o u t l a y s  on t h e  a i r p o r t  w i l l  a v e r a g e  
o n l y  15 p e r c e n t  of t o t a l  c ap i t a l  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  Ear more a t b e n t i o n .  The World Bank 
h a s  given a g e n e r a l  endorsement t o  t h e  s e c t o r a l  i n v e s t m e n t  
p r i o r i t i e s  of Grenada. Although t h e  P S I P  is expec ted  t o  be 
financed w i t h o u t  any d i f f i c u l t y ,  m a i n l y  from grants and conces- 
sionary loans, t h e  program i n c l u d e s  a cont ingency  fund f o r  
unforeseen local c u r r e n c y  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  i s  expec ted  t o  f a l l  from 
3 3  p e r c e n t  of GDP i n  1982 to 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  on ly  tou r i sm bu 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 
s m a l l  def i c i t ,  however. Th i s  is  main ly  because  e x t e r n a l  g r a n t s  
t o ,  and borrowings 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 c 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  
ove r  t h e  program p e r i o d  bu 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 .  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 
f i n a n c e d  e x c l u s i v e l y  by Fund drawings ,  There  are  no e x t e r n a l  
a r r e a r s  and none a re  env i saged .  The t r a d e  and payments sys tem 
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 mote so  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 .  

Because t h e  r e a l  e f f e c t i v e  exchange ra te  a p p r e c i a t e d  markedly 
ove r  t 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  wi th  t h e  
o t h e r  member governments  of t h e  Eas t  Car ibbean  C e n t r a l  Bank 
(ECC3)--to 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  e a r l y  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 tem 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  pr ivate  
s e c t o ' r .  T h i s  impLies 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 a 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  p r i v a t e  s e c t o r  ac t iv i t ies .  
I n t e r e s t  r a t e s  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 i t i e s  
w i l l  review i n t e r e s t  ra te  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. 

In c o n c l u s i o n ,  t h i s  i s  a good q u a l l t y  program I n  which the  
w i n  t a r g e t s  a r e  ambi t ious  but  a c h i e v a b l e .  T h e  performance 
c r i t e r i a  and a d j u s t m e n t  measures  a re  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 a re  w e l l  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 oE 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  e x c e l l e n t  manner i n  which they  condac ted  
t h e  A r t i c l e  IV 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  
ar rangement  . 

Mr. de V r i e - ,  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  extended 
ar rangement  i n  all i t s  aspects: t h e  case f o r  t h e  arrangement  had n o t  been 
w e l l  made, and i t  had been p r e s e n t e d  t o  the Board a t  a bad t i m e  and th rough  
a poor procedure .  
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With r e g a r d  t o  t h e  problems of p r o c e d u r e ,  Mr. de  Vries observed  t h a t  
t h e r e  had been 3 long d e l a y  s ince  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  
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 
b e  h e l d  i n  advance of any r e q u e s t  f o r  an arrangement;  but  t h a t  p r o c e d u r e  
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  f o r  
a q u i c k  d e c i s i o n  had come ai: a time 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 h e a d q u a r t e r s .  
While t h e  Western Hemisphere Department  had made a n  admirable  e f E 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  i n  a n  u n f a v o r a b l e  l i g h t  from t h e  v e r y  beginning .  

A3 t o  t h e  subs tancv  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 t h e  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  i n  o t h e r  e x p e n d i t u r e s ,  e x c l u d i n g  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-  
c e n t  of GDP t o  16 p e r c e n t  of GDP, a l eve l  t h a t ,  a c c o r d i n g  t o  e x p e r i e n c e ,  
was n o t  sustainab1.e in t h e  medium t e r m .  

Commenting on monetary p o l i c y ,  Mr. d e  Vries recal led 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  ra tes  were " c l o s e  t o  p o s i t i v e  i n  real terms." 
T h e  FmplLcation was t h a t  such  rates remained n e g a t i v e ,  and he saw no 

- evidence  af  t h e  i n t e n t i o n  t o  d e a l  wi th  t h e  c o n t i n u e d  e x i s t e n c e  of n e g a t i v e  
rates.  I n  t h e  a r e a  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,  r ea l  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 .  

I n v e s t m e n 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 ,  Mr. de  Vries 
c o n t i n u e d ,  mainly because t h e  p r o p o s a l  t o  go ahead w i t h  an extended 
ar rangement  w i t h o u 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 per- 
c e n t  of GDP, and y e t  t h e  World Bank had made no c l e a r  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  € o r  an extended arrangement  would 
ra ise  concerns  among E x e c u t i v e  D i r e c t o r s  about  t h e  inves tment  program. 
The Managing D i r e c t o r  had s t a t e d  t h a t  " t h e  Board h a s  c l e a r l y  i n d i c a t e d  on 
a number of occasions t h a t  t h e  Fund s h o u l d  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  i n v e s t m e n t  program o r  a s i n g l e  
p r o j e c t  which would dominate a n  inves tment  program w i t h o u t  having an 
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 c lear  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  u n d e r s t a n d  t h e  r a t t o n a l e  f o r  
b r i n g i n g  t h e  request f o r  an extended ar rangement  b e f o r e  t h e  Board. 

A s  t h e  World Bank had not  

H i s  a t t i t u d e  toward G r e n a d a ' s  r e q u e s t  was a l s o  i n f l u e n c e d  by t h e  

He u n d e r s t o o d  of c o u r s e  t h a t  t h e  r a t e  
exchange ra te  of t h e  E a s t  Caribbean d o l l a r ,  which w a s  s u b t a n t i a l l y  
o v e r v a l u e d ,  M r .  de Vr ies  s a i d .  
could  be changed on ly  by agreement of a l l  m e m b e r s  of t h e  ECCA and t h a t  
Grenada c o u l d  take no a c t i o n  by i t s e l f .  However, w i t h o u t  some a c t i o n ,  
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no s t r u c t u r a l  a d j u s t m e n 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  practice 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- d e  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 tour i sm.  Why s h o u l d  t o u r i s t s  
se lec t  a c o u n t r y  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 l t y " ?  A l s o ,  t h e  number of c r u i s e  s h i p s  t o  Grenada had  f a l l e n  
d r a s t i c a l l y ,  and t h e y  were n o t  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  w a s  
completed.  F i n a l l y ,  he n o t e d  t h a t  i t  had caken a long t i m e  t o  p u 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 d e l a y s  s e r v e d  o n l y  t o  r e d u c e  c o n f i d e n c e  i n  t h e  p u b l i c  s e c t o r  
i nves tment program. 

The l a c k  of a d j u s t m e n t  i n  Grenada had been e x p l a i n e d  i n  p a r t  by 
M r .  C a s e y ' s  s u g g e s t i o n  t h a t  a number of areas of t h e  economy r e q i l i r e d  no 
adjustment, and t h a t  a d j u s t m e n t  e f f o r t s  i n  o t h e r  a r e a s - - p a r t i c u l a r l y  with 
r e g a r d  t o  exchange r a t e  and monetary policy--were hampered by Grenada ' s  
membership i n  t h e  ECCA, M r .  de  Vrles observed .  Hence, Grenada was l e f t  
w i t h  a l a r g e  b a l a n c e  of payments need r e s u l t i n g  from an  a m b i t i o u s  p u b l i c  
s e c t o r  inves tment  program, and t h e  r e q u e s t  f o r  a n  extended ar rangement ,  
i f  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 development a i d .  
T h a t  was n o 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 c o u n t r y  
had a development program; and i t  w a s  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  i n c r e a s e d  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  o f  Fund f i n a n c i n g  
of development,  Mr. d e  Vries went on, i t  was i m p o r t a n t  t o  remember t h a t  
t h e  b u s i n e s s  of t h e  Fund was t o  f i n a n c e  t h e  consequences af p r e v i o u s  
p o l i c y  m i s t a k e s  while t h o s e  m i s t a k e s  were b e i n g  r e c t i f i e d  b;r t h e  au thor -  
i t ies .  That  c o n c e p t  was g i v e n  p r a c t i c a 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 i c l e  I of t h e  Ar t ic les  of Agreement, which spoke of t h e  temporary 
u s e  of t h e  Fund's r e s o u r c e s .  The Fund was empowered t o  g i v e  a s s t s t a n c e  
"to s h o r t e n  the d u r a t i o n  and l essen t h e  degree of disequilibrium i n  t h e  
i n t e r n a t i o n a l  ba lances  of  payments of i t s  members." The Fund w a s  a b l e  
t o  p r o v i d e  r e s o u r c e s  t o  members because  i t  1ia.d a v a i l a b l e  d e p o s i t s  of 
monetary reserves t h a t  members put  a t  t h e  i n s t i t u t i o n ' s  d i s p o s a l  on t h e  
u n d e r s t a n d i n g  t h a t  t h e y  would b e  u s e d  f o r  temporary ba lance  of payments 
f i n a n c i n g -  The sys tem was a l o g i c a l  one and s h o u l d  be Eollowed. Unfor- 
t u n a t e l y ,  Grenada d i d  not  a p p e a r  t o  be r e q u e s t i n g  a temporary use of 
Fund r e s o u r c e s ;  r a t h e r ,  t h e  money would be f i n a n c i n g  an  inves tment  program. 
According t o  the s t a f f ,  t h e  program w a s  a good one and would s t r e n g t h e n  
Grenada's economy; but  t h e  Fund s t a f f  did n o t  have t h e  e x p e r t i s e  t o  p a s s  
judgment on Lnvestment program a n d ,  even i f  i t  d i d ,  t h e  judgment was 
i r r e l e v a n t  because  i t  was not t h e  b u s i n e s s  of t h e  Fund t o  f i n a n c e  e i t h e r  
sound o r  poor inves tment  programs, 

He had r e c e i v e d  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  r e s p e c t  t o  Grenada ' s  r e q u e s t ,  Mr. d e  Vries noted .  tfowever, a l l  h i s  
a u t h o r i t i e s  expec ted  t h a t  he would apply Fund policies i n  making a 
judgment about  any p a r t i c u l a r  program s u b m i t t e d  t o  t h e  E x e c u t i v e  Board. 
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:.le w a s  w i l l i n g  t o  be convinced  t h a t  h i s  a n a l y s i s  of t h e  s i t u a t i o n  i n  
Grenadd 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 o n l y  h a l f  
c o r r e c t ,  he  would be o b l i g e d  t o  w i t h h o l d  h i s  s u p p o r 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 ,  like Mr. d e  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 given t o  d e a l  w i t h  G r e n a d a ' 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  p r o d u c i n g  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  a p p r o v a 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  was 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 G r e n a d a ' s  r e q u e s t  had been brought  t o  t h e  
E x e c u t i v e  Board. D i s c u s s i o n s  between Grenada and the Fund had been 
p r o c e e d i n g  f o r  a long time, and he would have thought  t h a t  D i r e c t o r s  
s h o u l d  have been g i v e n  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. H e  would a p p r e c i a t e  
a c l e a r e r  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 or  t h e  staff. 

Turning  t o  t h e  s u b s t a n c e  of t h e  r e q u e s t ,  Mr. 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 very  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 e x t e n d e d  
arrangement  in G r e n a d a ' s  case.. Those d o u b t s  concerned b o t h  t h e  need f o r  
an  extended arrangement  and t h e  degree  of ad jus tment  proposed i n  t h e  
p a p e r ,  and t h e y  were v e r y  s imi la r  t o  t h o s e  t h a t  had been put  forward by 
M 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 he  t y p e  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 d e c i d e d  would be 
a p p r o p r i a t e  f o r  excended s u p p o r t .  The economy had been growing a t  a r ea l  
r a t e  of around 3 p e r c e n t  a y e a r  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 payments d i f € i c u l t i e s  e x p e r i e n c e d  i n  1982 and 1983 were n o t  s o  
much t h e  r e s u l t  of s t r u c t u r a l  m a l a d j u s t m e n t s  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  o u t  by t h e  b a l a n c e  of paynents  p r o j e c t i o n s  i n  
T a b l e  4 o€ t h e  s t a f f  p a p e r ,  which showed very  l i t t l e  improvement i n  t h e  
c u r r e n t  b a l a n c e  through 1986 a p a r t  from t h e  improvement t h a t  would be 
brought  a b o u t  because of t h e  comple t ion  of t h e  a i r p o r t  p r o j e c t .  H e  
r e c o g n l z e d ,  o f  c o u r s e ,  that 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 i o r a t i o n  i n  t h e  terms of t rade,  
but he was not  convinced t h a t  t h o s e  d i E f i c u l t i e s  warran ted  Fund s u p p o r t  
of t h e  magnitude and d u r a t i o n  proposed.  

While he had found much ' 3  commend Fn t h e  objectives and p o l i c y  
L 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 ,  h e  had s e r i o u s  doubts  about  whether  t h e  
a d j u s t m e n t  envisaged  was s u f f i c i e n t  t o  w a r r a n t  t h e  a p p r o v a l  of a n  extended 
arrangement  a t  t h e  p r e s e n t  s t a g e ,  Mr. T a y l o r  cont inued .  H e  a g r e e d  w i t h  
Mr. Casey that Fund c o n d i t i o n a l i t y  should  be d e s i g n e d  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.  But M r .  Casey a l s o  seemed 
t o  be s a y i n g  t h a t  Grenada was p r e v e n t e d  i n  some key a r e a s  from taking 
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 ,  whi le  in o t h e r  areas t h e  
s t r u c t u r a l  problems were minor ,  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 l o n .  H e  h t m s e l f  d i d  n o t  f L n d  
that s t a t e m e n t  a convinc ing  b a s i s  € o r  extended Fund f i n a n c i n g  because 
the i m p l i e d  approach seemed Far f r o m  the comprehenstve p o l t c y  approach 
l a i d  down i n  the extended Fund f a c i l i t y  d e c i s i o n .  



E B M / ~ ~ /  121  - 8 / 2 4 / 8 3  - 22 - 

So f a r  as t h e  f i s c a l  s i t u a t i o n  was conce rned ,  t h e  l a r g e  government  
bu2ge t  d e f i c i t  i n  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 thc  i n t e r n a t i o n a l  a i r p o r t ,  whlch a c c o u n t e d  f o r  60 p e r c e n t  of t h e  
p u b l i c  inves tment  program, M r .  T a y l o r  went on. While t h e  c a m p l e t i o n  of 
t h e  a i r p o r t  p r o j e c t  would re l ieve much o f  t h e  p r e s s u r e  on t h e  budge t ,  i t  
would s t i l l  be importafi 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  w i t h  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  t hey  were t o  
follow t h r o u g h  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  n o n c o n c e s s i o n a l  
f i n a n c i n g  ove r  t h e  n e x t  t h r e e  years. 

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, M r .  T a y l o r  s a i d .  H e  hoped i t  would p r o v e  
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 se l f -  
f i n a n c i n g .  Moreover, the 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 a p p a r e n t  u n t i l  1984. On t h e  r evenue  s i d e ,  h e  w a s  p l e a s e d  
t o  n o t e  t h a t  a rev iew of t h e  tax s y s t e m  w a s  contempla ted .  

Commenting on t h e  s u p p l y  s i d e ,  Mr. T a y l o 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  place g r e a t e r  emphas is  on measures  t o  promote i n c r e a s e d  
earnings i n  a g r i c u l t u r e  and  tour4sm t o  be a p p r o p r i a t e .  The s teps  a l r e a d y  
t a k e n  t o  encourage  p r i v a t e  i n i t i a t i v e  and t o  check t h e  expans ion  of t h e  
p u b l l c  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  impor t  
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 i nves tmen t  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 equa l ly  i m p o r t a n 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 an  a p p r o p r i a t e  
F n f r a s t r i x t u r e  and  t o  improve t h e  e f f i c i e n c y  of fa rming .  What was n o t  
clear f rom t h e  s t a f f  p a p e 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  
authori t ies--commendable  as t h e y  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  abou t  t h e  lack of a r e f e r e n c e  i n  t h e  
s t a f €  p a p e r  t o  a c l e a r  endorsement  by the World Bank of t h e  p u b l i c  s e c t o r  
i n v e s t m e n 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 t  compos i 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 ,  but that endorsement  had s p e c i f i c a l l y  exc luded  t h e  
a i r p o r t  a n d ,  as h e  unde r s tood  i t ,  t h e  Bank had been unable  t o  s t a t e  since 
t h a t  t i m e  t h a t  th.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  
in the p a p e r ,  i t  w a s  n o t e d  t h a t  t h e  World Bank w a s  c o m 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  i n  the n e a r  f u t u r e ,  bu t  even  t h a t  informa- 
t i o n  was somewhat s k e t c h y ;  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  f rom 
t h e  s t a f f  o r  M r .  Casey o n  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  that l o a n .  

On t h e  e x t e r n a l  s ide,  t h e  s h a r p  real  a p p r e c i a t i o n  of t h e  E a s t  
Ca r 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 l n e  of e x p o r t s  
o f  goods and services o v e r  the p a s t  few years, Mr. Taylor s a i d .  W€crhout 
a more r e a l i s t i c  exchange v a l u e  f o r  the  Eas t  Car ibbean  d o l l a r ,  even t h e  
f a i r l y  weak 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  e x p o r t s  and tourism 
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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 i n  o t h e r  members of t h e  ECCA i n  a review of t h e  exchange 
rate Level.  If such a rev iew d i d  n o t  lead 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  € o r  t h e  a u t h o r i t i e s  of Grenada t o  h o l d  down 
wage costs 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.  

I n  sum, he had s e r i o u s  d o u b 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 b e i n g  proposed,  and  h e  was 
concerned t h a t  t h e r e  were l a r g e  g a p s  i n  t h e  d e s i g n  of ad jus tment  p o l i c i e s ,  
Mr. T a y l o r  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 good 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  OWR 

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 corn- 
prehens  ive s t r u c t u r a l  ad jus tment  t h a t  an extended  arrangement  s h o u l d  
encompass. I n  t h e  c i r c u m s t a n c e s ,  h e  would have  p r e f e r r e d  t o  s e e  B p r o p o s a l  
€ o r  8 one-year stand-by ar rangement ,  and h e  looked forward to  the  explana- 
t i o n  by t h e  s t a f f  of why t h a t  approach had n o t  been adopted.  I t  was o n l y  
w i t h  the  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 a b l e  t o  go a l o n g  with t h e  
proposed d e c i s i o n  f o r  a n  extended arrangement .  

Mr, E r b  s t a t e d  t h a t ,  w h i l e  he d i d  n o t  b e l i e v e  t h a t  t h e  proposed 
program met t h e  r e q u i r e m e n t s  of an ex tended  ar rangement ,  h i s  c r i t i c i sm 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  o f  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. In 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  tha t :  t h e y  a t t a c h e d  t o  investment  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 ke  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  l i n e  w i t h  t h e  a v a i l a b l e  f i n a n c i a l  r e s o u r c e s  provided  by 
domest ic  s a v i n g s  and f o r e i g n  s o u r c e s  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 t h  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  t o  s u b s t i t u t e  f o r  orhez s o u r c e s  of f i n a n c i n g ,  M r .  Erb 
c o n t  iaued. Koreover,  t h e  s o r t s  of s t r u c t u r a l  ad jus tn ien ts  t h a t  were con- 
s i s t e n t  w i t h  an extended arrangement  were no t  i n  ev idence  i~ Grenada. 
It might  be t h a t  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 
s u g g e s t e d  by Mr. Casey; however, if t h a r  were so, then  a one-year stand-by 
arrangement would be far  more appropr i a t e  than  a n  extended arrangement.  
Bssed on h i . s  a n a l y s t s  of t h e  c a s e ,  h e  had been given t h e  a u t h o r i t y  by 
a f f i c i a l s  i n  t h e  U.S. T r e a s u r y  n o t  t o  support:  Grenada 's  r e q u e s t  f o r  a n  
ex tended  arrangement .  

On s p e c i f i c  elements of t h e  proposed  program, M r .  E r b  s a i d  t h a t ,  l i k e  
Mr. d e  Bcies,  he had wandered whether  t-he b a l a n c e  of payments p o s i t i o n  a t  
t h e  and of the, program was l i k e l y  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.er'i.cit as a percentage of GDP wanld remain q u k t e  l a r g e ;  indeed ,  t h o s e  
d e f i ~ c i t s  ex tended  well beyond the program, and t h a t  l e d  him t o  wonder 
whether po ten t i a l  resource flows a t  that t i m e  would be sufEFcLEtnt to 
ftnznce the d e f l c t 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  t h e  
prc;;rPm was s u b s t a n t i a l ,  M r .  E r 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 v r e n t  b a l a n c e  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  d o m e s t i c  
s a v i n g s  ra ie  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  t y p e  of 
i n v e s t m e n t  e x p e n d i t u r e s  t h e  Government was p lanning .  However, f o r  t h e  
most p a r t ,  t h e  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 e x p e c t e d  
c o m p l e t i o n  of t h e  a i r p o r t ,  which would r e d u c e  t h e  magnitude of cap i ta l  
e x p e n d i t u r e s  by a c o n s i d e r a b l e  amount a f t e r  1983/81~. 
d t t u r e s ,  u n f o r t u n a t e l y ,  were e x p e c t e d  t o  i n c r e a s e  beyond t h e  f i r s t  year 
o f  t h e  program, i n  p a r t  offsetting 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 the 
a i r p o r t .  I n  s h o r t ,  i t  was 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  i n v e s t m e n t  program o v e r  t h e  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  h e  w a s  s u r p r i s e d  
i n  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  increase t h e  ra te  of d o m e s 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  
i n c r e a s e  i n  i n t e r e s t  rates t h a n  contempla ted  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 .  

O t h e r  c a p i t a l  expen- 

L i k e  o t h e r  D i r e c t o r s ,  he would have welcomed a more active World 
Bank involvement  i n  t h e  program, Mr. E r b  commented. I t  was d i f f i c u l t  t o  
d e t e r m i n e  from t h e  s t a f f  p a p e r  t h e  role of t h e  World Bank and how i t  
viewed Grenada ' s  i n v e s t m e n t  program; i n d e e d ,  t h e  v e r y  s h o r t  commentary 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  c o n f i d e n c e  i n  t h e  
program. Given t h a t  Grenada ' s  i n v e s t m e n t  program w a s  t h e  main cause of 
b o t h  t h e  government deEic i t  and t h e  e x t e r n a l  d e f i c i t ,  i t  was s u r p r i s i n g  
t h a t  t h e  World Bank had n o t  been more a c t i v e l y  involved .  

H e  a l s o  had problems w i t h  developments  o n  t h e  exchange rate side, 
Mr. E r b  remarked. It w a s  c lear  t h a t  G r e n a d a ' s  membership in t h e  ECCA made 
i t  d i f f i c u l t  € o r  t h e  a u t h o r i t i e s  t o  e f f e c t  a n  ad jus tment  i n  t h e  o v e r a l l  
exchange rate; however, g i v e n  t h e  number oE o t h e r  c o u n t r i e s  i n  t h e  r e g i o n  
t h a t  were a l s o  b e i n g  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 t h e  Car ibbean  d o l l a r ,  
much greater a t t e n t i o n  needed t o  be p l a c e d  on r e a c h i n g  agreement  w i t h i n  
t h e  ECCA on an exchange r a t e  ad jus tment .  In that r e g a r d ,  h e  s u p p o r t e d  
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 
recover 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  r e g i o n .  The s h a r p  a p p r e c i a t i o n  of t h e  E a s t  Caribbean d o l l a r  
would make i t  d i f f i c u l t  € o r  G r e n a d a ' s  e x p o r t s  and t o u r i s t  r e c e i p t s  t o  
respond as v i g o r o u s l y  as expected, 

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 o f  p r i v a t e  s e c t o r  i nves tmen t ,  Mr. E r b  s a i d .  The s u c c e s s  of 
t h e i r  efforts  would have a n  i m p o r t a n t  b e a r i n g  on khe a t t a i n m e n t  of t h e  
current: account  ad j u s  tments p r o j e c t e d  under t h e  program; if t h e r e  was any  
lag i n  private sectbr inves tment  o r  any S h o r t f a l l  in 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  EFnancfng d i f f i c u l t i e s  
d u r i n g  the c o u r s e  of  the program. 

Turning to procedural issues, M r .  E r b  noted  that, because o f  t h e  
delay of more t h a n  ~ W O  y e a r s  s i n c e  the previous Article  LV consultatton 
w i t h  Grenada, i t  w o u l d  have been p r e f e r a b l e  t o  have h e l d  a n  A r t i c l e  I U  
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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  d i s c u s s i o n  of t h e  ex tended  a r r a n g e -  
ment. H i s  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 Art ic le  IV 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 h e l d  be€ore a proposed program was brought  t o  t h e  Board; and 
such  a n  approach was even more i m p o r t a n t  i n  Grenada’s  case because  t h e  
Fund had e a r l i e r  committed r e s o u r c e s  t o  Grenada under  a stand-by a r r a n g e -  
ment t h a t  had n o t  been completed.  I n  t h a t  r e g a r d ,  h e  was s u r p r i s e d  t h a t  
t h e  s t a f f  r a p e r  had not  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 n o t  been concluded  as e x p e c t e d ,  p a r t i c u l a r l y  since 
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  a p p e a r a n c e  of n f a i l e d  program was a 
s k e p t i c a l  a t t i t u d e  toward a n y  new program. Also ,  he agreed  w i t h  
M r .  d e  Vries t h a t  t h e  waiver of t h e  four-week r u l e  between t h e  c i r c u l a t i o n  
of p a p e 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 .  

M r .  Grosche c o n s i d e r e d  t h a t  any ex tended  arrangement  s h o u l d  meet 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 a g r e s s  was b e i n g  
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  economfc 
s t r a t e g y  suppor ted  by t h e  Fund‘s  r e s o u r c e s  s h o u l d  be a d e q u a t e  t o  r e s o l v e  
t h e  member’s problems. H e  had  s e r i o u s  d o u b t s  t h a t  t h e  program proposed  
in c o n n e c t i o n  w i t h  Grenada’s  r e q u e s t  f o r  a th ree-year  extended ar rangement  
met t h o s e  two c o n d i t i o n s .  

- 

A s  f o r  t h e  z rppropr ia tenesss  of t h e  economic s t r a t e g y ,  Mr. Grosche 
noted  t h a t  t h e  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 
massfve investment  program, amounting t o  2 4  p e r c e n t  of GDP each y e a r  over 
t h e  program per iod .  While 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  investment: 
p r o j e c t s  s h o u l d  be a p p r o p r i a t e  t o  t h e  p a r t i c u l a r  needs  of t h e  c o u n t r y .  
I n  making t h a t  assessment ,  t h e  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  oE t h e  World Bank; h e  was t h e r e f o r e  concerned by t h e  World 
Bank’s s t a t e m e n t  t h a t  i t  had not  been i n  a p o s i t i o n  t o  judge t h e  economic 
or f i n a n c i a l  merits of Grenada‘s  investment.  program. In t h e  c i r c u m s t a n c e s ,  
h e  wondered how t h e  Fund c o u l d  be s a t i s f i e d  t h a t  t h e  member had p r e s e n t e d  
a program t h a t  was a d e q u a t e  f o r  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  E o r t h  i n  p a r a g r a p h  2(b )  of t h e  d e c i s i o n  on  t h e  
ex tended  Fund f a c i l i t y  had  a l s o  R O C  been m e t ,  Mr. Grosche c o n t i n u e d ,  
because  the  a d j u s t m e n 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  
three-year  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  account d e f f c i t  
from 26 .7  p e r c e n t  of  GDP t o  16.5 p e r c e n t  of GDP o v e r  the 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  t o  the 
compIcti(7.n of t h e  a i r p o r t  p r o j e c t .  Ln a b s o l u t e  terms, t h e  c u r r e n t  a c c o u n t  
d e f i c i t  would i n  fact  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 f a l l  by only 
a minor amount i n  r e l a t i o n  t o  GDP, I n  t h a t  l i g h t ,  i t  was not  c l e a r  t h a t  
a drawing of 300 p e r c e n t  of quota was j u s t i f i e d .  

T h e  main purpose  of Grenada’s a d j u s t m e n t  program was t h e  f i n a n c i n g  
of a balance af p”tyments deficit c r e a t e d  l a r g e l y  by an a m b i t i o u s  i n v e s t m e n t  
program, t h e  msrits of which had n o t  been s u f f i c i e n t l y  e v a l u a t e d ,  M r .  Grosche  
remarked. What made t h e  e n v i s a g e d  a d j u s t m e n t  even more q u e s t i o n a b l e  w a s  
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t h e  r a t h e r  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 a  i n  tour 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 n u s  have been mote rea l i s t ic .  I n  c o n c l u s i o n ,  while 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  
w o d d  reserve h i s  d e c i s i o n  u n t i l  h e  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 the respo.nses  of t h e  s t a f f .  

Mr. 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 
ex tended  arrangement  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 b 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  c a s e  f o r  t h e  use  of Fund r e s o u r c e s I  The imbalances i n  t h e  p u b l i c  
f i n a n e e s  and e x t e r n a l  accoun t s  had r eached  d i s  t u b i n g  p r o p o r t i o n s .  
Impor t an t  i nves tmen t  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 j  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  grdwth 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  no t  c l e a r  from t h e  s t a f f  p a p e 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  
i n  t h e  areas of tou 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 of 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  covered  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 ,  he  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 '  
de-Jelopment ax.? r e s o u r c e  a 1 , 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 he  
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 z m e d  o n l y  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  other hand,  h e  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  ar rangement ,  a i r p o r t - r e l a t e d  
o u t l a y s  would ave rage  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 rcuch 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  
t o  wLden 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  far  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  
s a v i n g s  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  rise c o n s i d e r a b l y  
over t he  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 r i s e n  s h a r p l y  i n  1981/82, were expec ted  t o  taper o f f  i n  t h e  fo l lowing  
y e a r s .  Wowever, c u r r e n t  spend ing  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 .  I ts  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 ,  
he 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  
mon i to r ing  of p rogres 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 2  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  Grenada ' 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 combina 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  the 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 t o u r i s u r - t h e  second most 
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impor tan t  s o u r c e  of f o r e i g n  exchange i n  Grenada-had d e c l i n e d  by 23 p e r -  
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 r o u g h t  
i n  1982 had  s e v e r e l y  a f f e c t e d  a g r € c u l t u r a l  o u t p u t ,  and t h e  terms of 
t r a d e  had d e t e r i o r a t e d  decause Grenada ' s  most impor tan t  c a s h  crop--cocoa-- 
hzd d e c l i n e d  i n  p r i c e  'try 47 p e r  c e n t  between 1979 and 1982. N e v e r t h e l e s s ,  
real  GDP had i n c r e a s e d  by a n  a n n u a l  a v e r a g e  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  aga ins 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 an average  rate 
of 2 0  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  5.5  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  import  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  East Car ibbean  d o l l a r  and 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 i n  1982,  most ly  because of a d r a m a t i c  
i n c r e a s e  i r  s p i t a l  e x p e n d i t u r e s ,  M r .  Ramtoolah cont inued .  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 s h o u l d  b o o s t  t h e  r e c e i p t s  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 p e r c e n t a g e  of GDP 
had f a l l e n  o v e 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 e r v i c e s .  

The developments he had d e p i c t e d  i n  t h e  real  s e c t o r  had t r a n s l a t e d  
into-  a c o r r e s p o n d i n g  d 2 t e ; 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 ,  Mr. 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 l 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 i n a n c e d  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  y e a r s .  
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 o a n s ,  
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 i 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  th ree-year  p e r i o d  1983 /84  th rough 1985/86, t o  be suppor ted  by Fund 
r e s o u r c e s  under an extended arrangement .  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  an i n c r e a s e  i n  
p u b l i c  s e c t o r  savings by a lmost  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 n o n c o n c e s s i o n a l  f inancfng .  

The boos t  i n  investment:  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 o n ,  communications,  i n d u s t r y ,  and t o u r i s m ,  
Mr, Ramtoolah commeided. A t  t h e  same tlrne, 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  b o t h  l o c a l  and p r i v a t e  f o r e i g n  inves tment .  The a u t h o r i t i e s  were also 
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  of t h e  import  monopoly, t h e  S t a t e  Trading  
C o r p o r a t i o n .  On t h e  basLs of t h e  c o n s i d e r a t i o n s  h e  had mentioned, he 
cou ld  s u p p o r t  G r e n a d a ' s  r e q u e s t  f o r  a p u r c h a s e  under  t h e  extended Fund 
Eac ili ty I 
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M r .  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 
cornmendabre e f E 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  t o  lay 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 i n v e s t m e n t  program had been 
p u t  i n  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 a c h i e v e d  w i t h  
t h e  h e l p  of a s u c c e s s f u l  stanci-by a r rangement  w i t h  t h e  Fund. Economic 
growth had been p o s i t i v e ,  and i n f l a t i o n  had b e e n  reduced from 20 p e r c e n t  
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  account;, and the  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  s e c t o r  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  inves 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 encouraging  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 o v e r  t h e  medium t e r m  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  f o r  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 e d u c i n g  
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 .  

He was happy t o  n o t e  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 v h i c h  
had a l r e a d y  been s e c u r e d ,  Mr. S u r a i s r y  cont 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 n o t  been a s s e s s e d  by t h e  World Bank, i t  w a s  
encouraging  t o  n o t e  t h a t  t h e  Bank 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  of  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 s p o n s e  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  
e n c o w a g e  domest ic  and  f o r e i g n  investment--such as  t h e  i n t r o d u c t i o n  of 
a r,ew i n v e s t m e n 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. Suraisry remarked,  c o n t i n u e d  r e s t r a i n t  would 
be essent ia l  i n  o r d e r  t o  r a i s e  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  l e v e l .  A 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 tan 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 m a i n t a i n e d ,  H e  hoped t h a t  t h e  a u t h o r -  
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  c o n t i n u e d  t o  
be s e l f - s u f f i c i e n t  and 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  f o l l o w  
r e a l i s t i c  and f l e x i t l l e  p r i c i n g  p o l i c i e s .  H e  c o u l d  f u l l y  s u p p o r 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 ax  s t r u c t u r e  s o  
a s  t o  make i t  p o s s i b l e  t o  remove the  t a x  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  d a t e .  

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 
r e a s o n a b l y  e n c o u r a g i n g ,  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  e x p o r 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  s e r v i c e  r a t i o  i n  t h e  p e r i o d  t h r o u g h  1985/86 u n d e r l i n e d  t h e  need  
f o r  c a u t i 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 a n d i n g  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  Caribbean d o l l a r  had 
added t o  t h e  domest ic  a d j u s t m e n t  b u r d e n ,  and h e  looked froward t o  t h e  f o r t h -  
coming review of r e g i o n a l  exchange r a t e  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  C a r i b b e a n  Central 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 tment  strategy, M r .  S u r a i s r y  c o n s i d e r e d .  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 w e l l  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 a n g e -  
ment and deserved  t h e  s u p p o r t  of the Fund. R e  hzd of c o u r s e  t a k e n  n o t e  
o f  t h e  doubts  and r e s e r v a t i o n s  e x p r e s s e d  by some of h i s  c o l l e a g u e s ,  and  
h e  would be 1i.sLenCng 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 i l i e r  hand,  t h e  p o s i t i v e  s igns  i n  Grenada ' s  economy could  n o t  be ignored .  
The a u t h o r i t i e s  hacl made good p r o g r e s s  toward s t a b i l i z a t i o n  under  t h e  1981 
stand-by program, and  t h e  promised r e v i e w  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  r e m a h i n g  m u l t i p l e  c u r r e n c y  p r a c t i c e .  It  was 
l i k e l y  t h a t  t h e  exchange ra te  would be r e v l s e d ,  and u s e f u l  s t e p s  t o  e n c o u r a g e  
p r l 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  b e e n  t a k e n  by the a u t h o r i t i e s .  On 
b a l a n c e ,  t h e r e f o r e ,  h e  was p r e p a r e d  t o  s u p p o r t  t h e  proposed d e c i s i o n .  

Elr. 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  s u p p o r t  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  c o n c e r n s  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  G r e n a d a ' s  membership i n  t h e  ECCA made 
i t  i m p o s s i b l e  f o r  t h e  a u t h o r i t i e s  t o  t a k e  autonomous a c t i o n  r e g a r d i n g  t h e  
o v e r v a l u e d  cur rency .  However, many o t h e r  c u r r e n c y  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, a n d  i t  
would not  b e  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 € 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 i a t e d  programs w i t h  a number o f  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 .  
ProvFded t h a t  t h e  Fund was s a t i s f i e d  t h a t  t h r  Government was t a k i n g  
measures  t o  r e d i r e c t  tnves tment  funds  p r o p e r l y  i n  f u t u r e ,  t h e  use of Fund 
r e s o u r c e s  s h o u l d  n o t  be denied .  I n  G r e n a d a ' 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 t h e  a i r p o r t  p r o j e c t - - w h i c h  had been f inanced  mainly through 
g r e n r s  and long-term loans--had a l r e a d y  been s p e n t .  Hence. w h i l e  t h e  
p r o j e c t  w a s  o b v i o u s l y  a l a r g e  one, i t  had been f i n a n c e d  under  terms t h a t  
had appeared  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 US$56 m i l l i o n  had 
a l r e a d y  been  s p e n t  O R  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 n o t  t o  complete  i t .  T h e r e  was no doubt t h a t  t h e  author-  
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 f 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  s h o u l d  b e  used t o  assist i n  
f u r t h e r i n g  t h a t  e f f o r t  s o  t h a t  t h e  economy c o u l d  be p l a c e d  on a sound 
f o o t  i rig. 

On a n o t h e r  m a t i L r ,  Mr. Mtei remarked t h a t  t h e  d e b t  service 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 ,  whl-ch w a s  low by any  
s t a n d a r d .  R e  t h u s  found i t  odd t h a t  G r e n a d a ' s  r e q u e s t  should  engender  
such a s t r o n g  n e g a t i v e  r e a c t i o n  from 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  d e v o t i n g  o n l y  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  t h r e e - y e a r  p e r i o d  of  
t h e  arrangement-. F i n a l l y ,  i n  response  t o  t h o s e  who had c r i t i c i z e d  t h e  
p r o c e d u r e s  t h a t  had  been fo l lowed i n  b r i n g i n g  Grenada ' s  r e q u e s t  t o  t he  
E x e c u t i v e  Board, h e  r e c a l l e d  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;  a n d  even t h e  f u r t h e r  d e l a y  hacl been a c c e p t e d  
w i t h o u t  object ion. 
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M r .  &e 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 cu la t ion  of t h e  papers only b e c a u s e  h e  had  b o t  wished h i s  o p p o s i t i o n .  
a l o n e  t o  p r e v e n t  t h e  c u r r e n t  Board d i s c u s s i o n ;  however, h e  had s p e c i f i c a l l y  
r e s e r v e d  t h e  r i g h t  t o  voice h i s  c o m p l a i n t s  on t h e  matter of p r o c e d u r e ,  
which 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  G r e n a d i a n  
program w a s  p r o p e r l y  d i rec te .d .  F o r  h i s  p a r t ,  h e  c o u l d  agree w€th t h e  staff 
and M r .  Casey t h a t  t h e  program also h a d  i m p o r t a n t  and s u f f i c i e n t  s t r u c t u r a l  
a d j u s t m e n t  a s p e c t s .  I n  p a r t i c u l a r ,  i n v e s t m e n t  w a s  b e i n g  a p p r o p r i a t e l y  
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  s u c c e s s -  
f u l l y  a d j u s t i n g  i ts  s i t u a t i o n  i n  t h e  r e c e n t  p a s t .  Hence, d e s p i t e  some 
d o u b t s ,  h e  c o u l d  s u p p o r t  t h e  program and t h e  proposed d e c i s i o n .  

With 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 ,  Mr. Kafka n o t e d  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  c o n c e r n i n g  t h e  d i s b u r s e m e n t  of borrowed funds ,  which c o u l d  
t a k e  p l a c e  o n l y  a t  c e r t a i n  t i m e s .  
changing  t h e  d isbursement  r u l e s ,  e s p e c i a l l y  i f  that :  c o u l d  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 e l  l o s s  t o  t h e  Fund. 

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

Mr. 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 j  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 requested--seemed r e a s o n a b l e  and,  as  n o t e d  
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 a c h i e v a b l e .  
Moreover,  h e  endorsed M r .  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 c u m s t a n c e s  of t h e  economy in 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  f o r  t h e  proposed d e c i s i o n s .  

Mr. Nair recalled 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  ex tended  ar rangement  
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 t h o u g h  t h e  n e g o t i a t i o n s  
had not been f i 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  € o r  a n  ex tended  ar rangement  had been brought  t o  t h e  E x e c u t i v e  
Board, h e  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 c u m s t a n c e s ,  h e  was 
w i l l i n g  t o  g i v e  t h e  c o u n t r y  t h e  b e n e f i t  of t h e  doubt  and t o  s u p p o r t  t h e  
proposed d e c i s i o n ,  

Mr. Zhang and M r .  Agah s t a t e d  t h a t  t h e y  a l s o  could  s u p p o r t  t h e  
program a n d  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 
observed 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  
staff had been o b l i g e d  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  
was  so l l t t l e  s c o p e  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 a d j u s t m e n t  t o o l s .  The problem of 
c o u r s e  w a s  n o t  l i m i t e d  t o  t h e  East  C a r l b b e a n  area; throughout  t h e  e n t i r e  
C a r i b b e a n  r e g i o n ,  there  was 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 r a t e s ,  
and  t h e  s t a f f  h a d  h e l d  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  
with p r a c t i c a l l y  a l l  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 ra te  o r  u s i n g  i t  as a p o l i c y  t o o l .  
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I n  response  t o  q u e s t i o n s  on t h e  World Bank's r e a c t i o n  t o  r h e  invest- 
ment prwraa, t h e  staff represmtat ive remarked the& ~ r m a ~ a * s  desire for  
a new airpart p r o > j e c t  had become a p p a r e n t  some 25 gears previously, aad 
n s u b s t a n t i a l  e f f o r t  hart been made during t h e  mid-19f0s toward firming up 
a p r o j e c t  f a r  the b u i l d i n g  of a new a i r p a r t  i n  a better Location. The 
world Bank had been i n v o l v e d  i n  p r e l i m  arp t'eclznical studies Ear t h a t  
project  and,  in 1978, bad recommended that a new a i r p o r t :  shuuld be b u l k t  
near t h e  c a p i t a l ,  the s e on which t h e  sirpurt was carreat ly  being 
constructed. Before  a p p r o v i n g  t h e  p r o j e c t ,  t:?'e World Bank had demanded 
a f e a s i b F l i t y  s t u d y  t o  determine  t h e  optimum l e n g t h  of t h e  runway; however, 
followgng t h e  change of government i n  Grenada,  the new Governwnt had 

any commitme s o f  g r a n t  a i d  t h a t  it had been able t o  go 
a mare a m b i t i o u s  a i r p o r t  pro jec t :  than o r i g i n a l l y  e n v i s a g e d  
d been assured t h a t  much of t h e  cons a c t i o n  work and m a t e r i a l s  

would be f u r n i s h e d  by Cuba free of charge.  On t h a t  b a s i s ,  the work on the 
a i r p o r t  had begun, but the World Bank, because t h e  f e a s i b i l i t y  study had 
n o t  been done, had been unable t o  endorse t h e  program a t  t h a t .  t i m e  and had 
f e l t  c o n s t r a i n e d  t o  m a i n t a i n  i t s  p o s r i t i o n ,  even  though t h e  a i rpo r t .  a t  
present w a s  80 p e r c e n t  completed.  While t h e  WorLd Bank had s p e c i f i c a l l y  
r e s e r v e d  i t s  endorsement of t h e  a i r p o r t  p r o j e c t ,  i t  c o n s i d e r e d  that the 
remainder  of t h e  investment: program was b r o a d l y  i n  l i n e  with the c o u n t r y ' s  
deve1opme.m p r i o r i t i e s ,  and it was a t t e m p t i n g  t o  b e g i n  a new p o l i c y  
d i a l o g u e  with Geenada, A p r o j e c t  i d e  f i c a t i o a  m i s s i o n  was set t o  v i s i t  
t h e  c o u n t r y  s h o r t l y  t o  firm up an  a g r i c u l t u r a l  c red i t :  p r u j e c t ,  which it 
was hoped would be p l a c e d  i n  t h e  Bank's  l e n d i n g  program f o r  1984. 

Several ,  D i r e c t o r s  had c o n s i d e r e d  that t h e  projected adjus tment  under  
t h e  psogtam wouLd r e s u l t  mainly from the t e rmina tLon of t h e  a i r p o r t :  
p r o j e c t :  and t h a t  t h e  expec ted  budget  d e f i c i t  of 16.5 p e r c e n t  of GDP at 
, t h e  end of t h e  program p e r i o d  would s t i l l  be t o o  h i g h  t o  be sus ta inabl .e ,  
t h e  s t a f€  r e p r e s e n t a t i v e  r e c a l l e d .  It was t r u e  t h a t  t h e  comple t ion  of 
t h e  a i r p o r t  p r o j e c t  would b r i n g  a n  end t o  some heavy e x p e n d i t u r e  and 
would represent some r e d u c t i o n  in t h e  budget d e f i c i t .  Kowevct, i n  t h e  
s t a f f " $  view, t h e  ad jus tment  f n  Grenada was essentially in t h e  u s e  of 
nonconcess iona l  f i n a n c i n g .  Much O €  t h e  p u b l i c  inves tment  program would 
be f i n a n c e d  through committed a i d  f l o w s  f rom various sousces ;  i n d e e d ,  of 
t h e  EC$278 m i l l i o n  of t h e  inves tment  program, o n l y  E;C$12 m i l l i o n  was not 
comndtted o r  f inanced .  Hence, most of t h e  i n v e s t m e n t  would be sustained 
by t h e  l e v e l  of p u b l i c  s e c t o r  s a v i n g s  and by a i d  f l o w s .  And the a u t h o r -  
ities had under taken  t o  make no n e t  r e c o u r s e  t o  nonconcess iona l  s o u r c e s  
of f i n a n c i n g  over t h e  program p e r i o d .  I n  t h e  c i rcumstances ,  an assessment 
of t h e  s u s t a i n a b i l i t y  of t h e  budget deficit was really 8 judgment about  
t h e  s u s t a i n a b i l i t y  of a i d  flows; a n d ,  i n  t h e  s t a f f ' s  view,  such flows 
were more f i r m l y  committed f o r  Grenada t h a n  f o r  many o t h e r  c o u n t r i e s  f o r  
which t h r e e - y e a r  programs had been d i s c u s s e d .  Seen i n  t h a t  l i g h t ,  t h e  
cur ren t :  account d e f i c i t  of t h e  b a l a n c e  of payments was e s s e n t i a l l y  t h e  
c o u n t e r p a r t  of t h e  a i d  flows. I n  j u d g i n g  t h e  b a l a n c e  of payments p o s i t i o n ,  
i t  s h o u l d  be remembered t h a t  the o v e r a l l  d e f i c i t  w a 5  d e f i n e d  t o  be the 
use of Fund r e s o u r c e s ;  and, t o  t h e  e x t e n t  that :  the a u t h o r i t i e s  were n o t  
c o n t e m p l a t i n g  borrowing from t h e  ECCA, a major  e lement  of the program w a s  
a b u i l d u p  of  t h e  c o u n t r y ' s  i n t e r n a t i o n a l  c r e d i t w o r t h i n e s s ,  in p a r t k u h r ,  
a bpi3.dup of i t s  own i n t e r n a t i o n a l  r e s e r v e s -  
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Eaver i  t h a t  bekgro~nd. ,  t h e  s t a f f  r e p r e s e n t a t i v e  etltrtlnued, he  would 
argue a$p.€nr;t those who f e l t  t ba t  the Fund's r e s o u r c e s  would be mainly 
used t o  finance devefopment: i n  Grenatta, 

scs9bad i n  their u s e  and were d e d i c a t e d  largeky t o  r e b u i l d i n g  the 
C O U ~ G X ~ ' S  reserve p o s i t i o n  i n  three ways. About one t h i r d  af t h e  grass 

ng under the program would come back to the Fund d n r i n g  t h e  t h r e e - y e a r  
pertod i n  the form CrE r e p u r c h a s e s ,  and tha t  c o u l d  be regarded  ai a r o l l o v e r  
of debt b u t  not  as an ihcraase in  development fiaaacBng. Anathe r  t h i r d  
of the gross r e s o u r c e s  would be. used  to r e b u i l d  t h e  f o r e i g n  assets of t h e  
two governneat-owned tomrnercial  banks. Itr most programs where a country 
had its own central. bank, t h e r e  would be a;! r e b u i l d i n g  of the c o u n t r y ' s  
own o f f f c i a l  reserves; i n  Grenada ' s  c a s e ,  becawse of t h e  i n s t i t u t i o n a l  
a r r angemen t s ,  the r e b u i l d i n g  of o f f i c i a . 1  reserves i n  e f f e c t  showed up as 
a rebuilding of t h e  f o r e i g n  assets of t h e  government-owned bank$. F i n a l l y ,  

The resources were c l e a r l y  

orfties had unde r t aken  no t  t5 use arly available resources that 
cxue t o  them i n  the East Car ibbean  Currency A u t h o r i t y  d u r i n g  the  

program period..  I n  t h a t  s e n s e ,  t h e  p<rrogram shou ld  be seen  as a n  under- 
w r i t i a g  of the f i n a n c i a l  s t a b r i l i t y  and. medium-term fTnanc ia1  v i a b i l i t y  
of t h e  country and n o t  as t h e  f i n a n c i n g  of an overambikious development 
proflam. 

to q u e s t i o p s  on #ages, the s t a f f  r e p r e s e n t a t i v e  osbserved 
program was- l h r g e l y  t o  be f fnantzed through a i d  

The p r o j e c t e d  
flaws a& domest ngs, the a u t h o r i t i e s  m u s t  be committed t o  i n c r e a s i n g  
domestic savings s u b s t a n t i a l l y  over  t h e  program p e r i o d .  
6 p e r c e n t  surplus in 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  

g i v e n  the e x p e n d i t u r e  commitments on i n t e r e s t  payments and the o p e r a t i n g  
costs  of t h e  a i r p o r t  rhat would need t6 he  faced,  The program env i saged  
facing t h o s e  e x p e n d i t u r e  p r e s s u r e s  w h i l a  i n c r e a s i n g  sav fngs  f u r t h e r  t h rough  
a very r e s t r i c t i v e  wage p o l i c y ;  t h e  a u t h o r i t i e s  were committed t o  r educ tkons  
i n  p u b l i c  s e c t o r  wages in r e a l  terms. 

ed a s L g n i f i c a n t  e f f o r t  on t h e  part of t h e  a u t h o r i t i e s ,  e s p e c i a l l y  

On the- mattSer of i n t e r e s t  rates in Grenada,  the s t a f f  r e p r e s e n t a t i v e  
noted t h a t  the s t r u c t u r e  a t  p r e s e n t  was far less p r o b l e m a t i c  than  it had 
been a y e a r  p r e v i o u s l y .  Indeed,  t h e  c r i t i c i s m  a n  i n t e r e s t  rates presented 
tn most; consultations w i t h  East Car ibbean  countries was probab ly  no l o n g e r  
v a l i d  bacause, w i t h  i n f l a t i o n  r a t e s  down t o  a l e v e l  of 5-6 percent ; ,  d e p o s i t s  
rates were p o s i t i v e  o r  v e r y  c lose t o  p o s i t i v e  f o r  long-term d e p o s i t s ,  and  
l e n d i n g  rate3 Tn the range of 9-22 p e r c e n t  were by no  means out of Line,  
Grenada ' s  t n t e r e a t  rate s t r u c t u r e  was very similar  to  t h a t  i n  o t h e r  East  
Caribbean c o u n t r i e s ,  and t h e  d i f f e r e n t i a l  between i n t e r e s t  rates i n  Grenada 
and interest: ra tes  abroad  had been l a r g e l y  e l i m i n a t e d .  W i l e  t h e  s t a f f  
a g r e e d  that t h e r e  w a s  a need Eo encourage  p r i v a t e  seckor s a v i n g s  and 
foreign c a p i t a l  inflows i n  Grenada, i t ,  was c l e a r  t h a t  f i n a n c i a l  s a v i n g s  
In most Caribbean c o u n t r i e s  were not: p a r t i c u l a r l y  r e s p o n s i v e  t o  m a r g i n a l  
changes tn i n t e r e s t  r a t e s ,  p a r t i c u l a r l y  deposi t :  rates.  Hence, wh i l e  a 
review e€ interest  rates i n  the East Car ibbean  region would be useful, he  
dnuhted that: it would lead t a  further increases i n  rates.  
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With r e g a r d  t o  q u e s t i o n s  a b o u t  t h e  t.ourism p r o j e c t i o n s  in t h e  program, 
t b e  staf E r e p r e s e n t a t i v e  €ram t h e  Western Hemisphere Department  remarked 
t h a t  Grenada c u r r e n t l y  accounted  for less t h a n  one ha1.f of one p e r c e n t  o f  
t o t a l  Caribbeas tourism.  Hence, t h e  a d d i t i o r i  of only o m  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 i i t i a l  d b f f e r e a c e  t o  Grenada's tousism 
p r o j e c t i o n s ,  and  t h a t  c o u l d  b e  accomplfshed w i t h o u t  d e a l i n g  w i t h  t h e  L a r g e r  
q u e s t i o n  of c o m p e t i t i v e n e s s .  Of c o u r s e ,  i t  c o u l d  be concluded  t h a t  the  
exchange rate had been moving i n  a n  u n d ~ e s i t a b l e  d i r e c t i o n ,  bu t  it: c o u l d  
n o t  be s a i d  t h a t  Grenada w a s  n o t  c o m p e t i t i v e  i n  terms of prices;  f o r  

e ,  h o t e l  p r i c e s  f o r  comparable fac i l i t i es  were less 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 y n g  n e i g h b o r i n g  c o u n t r i e s .  The main 
p r a b l e m s  of t h e  t o u r i s t  i n d u s t r y  in Grenada were r e l a t e d  lo 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  c h a i n s .  
The Gavernment 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 i f i c a l l y ,  and  
i t  was hoped t h a t  improvements would r e s u l t  i n  t h e  n o t  too  distant f u t u r e .  

The Deputy D i r e c t o r  of the Exchange and T r a d e  R e l a t i o r s  Depar tment ,  
responding  t o  those who f e l t  t h a t  a one-year stand-by arrangement  would 
have ,  been more a p p r o p r i a t e  t h a n  a n  ex tended  arrangement ,  recalled t h a t  
Grenada had been r e q u e s t i n g  a n  ex tended  ar rangement  w i t h  t h e  Fund For a 

ears. The s t a f f  d u r i n g  t h a t  time had i n d i c a t e d  t h a t  it had a 
f o r  a one-year s tand-by arrangement  and ,  i n  making i t s  assess- 

ment, the s t a f f  had been g u i d e d  by t h e  summing up by t h e  Managing D i r e c t o r  
a t  t h e  c o n c l u s i o n  of EBM/8;1/73 ( 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  

h t h e  World Bank. The Managing D i r e c t o r  had s t a t e d  t h a t ,  where small 
c o u n t r i e s  drs i r - ing an extended  ar rangement  w i t h  t h e  Fund h a d  a n  i n v e s t m e n 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  
inves tment  program by t h e  World Bank would be r e q u i r e d  b e f o r e  a p r o p o s a l  
f o r  t h e  extended axrangement c o u l d .  be s u b m i t t e d  t o  t h e  Board. 

However, t h e  Deputy D i r e c t o r  c o n t i n u e d ,  c i r c u m s t a n c e s  i n  Grenada had 
changed as t h e  a i r p o r t  p r o j e c t  neared compzetion. A s  c a l c u l a t e d ,  a t  
p r e s e n t ,  e x p e n d i t u r e  on  t h e  a i r p o r t  would c o n s t i t u t e  o n l y  15 p e r c e n t  of 
t h e  inves tment  program o v e r  t h e  t h r e e - y e a r  p e r i o d  of t h e  a r rangement  and 
c o u l d  t h e r e E o r e  n o t  be r e g a r d e d  as dominant.  Hence, t h e  s t a f f  had reviewed 
Grenada's request f o r  an extended  ar rangement  i n  terms of general  policy 
on so& ar rangements  a n d  i n  t h e  l i g h t  of p r o p o s a l s  t h a r  had been approved 
f o r  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 of c r i t e r i a ,  some of which had been mentioned by E x e c u t i v e  D i r e c t o r s  
i n  t h e  c o u r s e  of t h e  d i s c u s s f o n .  One requi rement  was € o r  a sufficient 
mob.flizat:i.on 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 n t e n t i o n  f o r  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 a v i n g s ,  t o g e t h e r  w i t h  
pr ior  a c t i o n s ,  m e t  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  s u c h  
t h a t  t h e  member's d e b t  service 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  
se rv ice  would n o t  be a problem because of t h e  commitment of t h e  a u t h o r i t i e s  
with r e s p e c t  t o  r e l F 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  d u r i n g  t h e  program 
per iod .  Another criterion on which t h e  s taf f  had based its assessment. was 
the insistence on a r e d u c t i a n  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  
practice r e f e r r e d  t o  by M r .  de  V r F e s  and o t h e r s .  Grenada had agreed  t o  
make changes i n  t h a t  area. To be able t o  do s o  would r e q u i r e  revenue  
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replasement; measures, and technical asskrance from tbcr Fund d i r e c t e d  
toward  f i n d i n g  new sources of revenne  would be h e l p f u l .  An additional; 
crlGcrion~ r e l a t e d  to t h e  n e c e g s a r y  d e s i r e  and political support; f o r  
z g t h e  progrm. T h e r e  was no questiton of t h e  a u t h o r i t i e s '  
W ness t c r  implement t h e  program, a n d  t h e y  had t a k e n  significant:  
m es to raise revenue and increase s a v i n g s ,  i n c l u d i n g  the recent 
a to increase taxation. Meace, on ctse p o i n t s ,  the staff  had been 
s a t i s f i e d  t h a t  the requ2rements  f o r  an extended  arrangesent had been m e t .  

There were t w o  i m p a r t a n t  areas where the s t a f f  con t inued  t o  have  
some d i f f i . c u l t y ,  the Deputy Director s a i d .  First was a concern  abau t  the 
approprrl-ateness of the exchange ra te .  Grenada had ag reed  t6 a r e d u c t i o n  
in real wages o v e r  t h e  program p e r i o d ,  which should  p r o v i d e  some r e l i e f  
on the f i s c a l  s i d e  and  a i d  c o m p e t i t i v e n e s s ;  moreover,  t h e  s t a f f  had been 
p l e a s e d t o  n o t e  t h a t  che Min i s t e r  of F inance  had been a b l e  to s u b s c r i b e  
t o  pa rag raph  1 6  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  coun-tries i n  t h e  ECCA t h e  r e g i o n a l  
exchange rate l e v e l  a t  ah e a r l y  o p p o r t u n i t y .  There  was of coarse no  
a s s u r a n c e  t h a t  such  a review would l e a d  t o  e a r l y  a c t i o n  on t h e  exchange 

rates and t h e  l e v e l  o f  p savings. While some p r o g r e s s  had been 
e p r e v i o u s  1 2  months,  more c o u l d  be done. With those thoug 

e. The second area of r n  t o  t h e  s t a f f  was r e l a t e d  t o  in terest  

e s t a f f  f e l t  t h a t  a c a u t i o u s  approach  was needed; hence ,  t h e  
ion was f o r  300 p e r c e n t  of quota  o v e r  t h e  th 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  a 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  bu.Fld 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 c lause- -  

e r 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  o n  e t i m i n g  of t h e  proposed ar rangement  
I n  r e l a t i o n  t o  t h e  A r t i c l e  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 Trade  R e l a c i o n s  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 l o u s  A~r t i c l e  LV c o n s u l t a t i o n ,  a d e c i s i o n  had not  been 
reached  o n  whether  Grenada shou ld  be on t h e  12-month o r  t h e  24-month 
c o n s u l t 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 -  
ness of an extended  arrangernenc, i t  had been dec ided  t o  place t h e  member 
on a 24-month c y c l e .  I n  t h e  e v e n t ,  a n 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, bur 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  i n  a n e g o t i a t i o n  w i t h  a n o t h e r  member i n  t h e  a r e a .  
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  b e g i n  
discussions on a program, and  t h e  staff had fe l t :  t h a t  t h e  program contem- 
plated was s u f f i c i e n t l y  d e t a i l e d  t h a t  a fol low-up m i s s i o n  would p r o b a b l y  
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 -  
sion i n  the E x e c u t i v e  Board and l a t e r  t o  conc lude  d i s c u s s i o n s  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  ac t  prompt 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  program 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  discus- 
s i o n  a t  the same t i m e  a s  d i s c u s s i o n  of t h e  A r t i c l e  IV c o n s u l t a t i o n .  

The 

M r .  de  Vries no ted  t h a t  t h e  d i s c u s s i o n  of t h e  proposed program had 
ra i sed  serious q u e s t i o n s  among a number of his c o l l e a g u e s ,  and he  sensed  
a s t r o n g  p r e f e r e n c e  from some of thorn f o r  a one-year s tand-by ar rangement  
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rather than an extended ar rangement .  
d i s c u s s i o n  i n  t h e  a f t e r n o o n ,  management might  be persuaded t o  change the 
proposed d e c i s i o n  as a compromise. The World Bank's p o s i t i o n  on Grenada ' s  
inves tment program was at 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  t n  a few months. 
r a r e  of the cur rency  union  was so  Ear  o u t  of l i n e  t h a t ,  a g a i n  i n  a s h o r t  
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 .  His p r e f e r e n c e  was t o  
approach 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 o t  l i f y  for  an extended a r r ange -  
ment a t  t h e  moment. He cons ide red  t h a t ,  a t  a t i m e  when t h e  Fund w a s  
engaged i n  a n  e f f o r t  t o  gain members' agreement t o  a l a r g e  q u a t a  i n c r e a s e ,  
I t  shou ld  no t  suppor t  a n  ex tended  arrangement  f o r  a program t h a t  d i d  no t  
meet 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 .  

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

The exchange 

Such a move might g i v e  some 

Mr. 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  
€ o r  a n  extended arrangement  w i t h  Grenada was somewhat d i f f e r e n t  from t h a t  
of Mr. de Vries. Second, he  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 accept a one-year s tand-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 ag reed  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 

T h e  fo l lowing  d e c i s i o n s  were adopted  by t h e  Execut ive  Board wi thou t  
t h e  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 o f  t h e  Genera l  Department;  ( t i )  t h e  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;  ( I i i )  t h e  cash  and inves tment  accoun t s  he ld  i n  
t h e  Borrowed Resources  Suspense  Account i n  t h e  General. 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 a c i l i t y  Subs idy  Account,  a s  fo l lows:  

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 them t o g e t h e r  w i t h  any one oE t h e  
o f f i c e r s  l i s t e d  under  ( b )  o r  ( c )  below. 

Any t w o  of t h e  f o l l o w l 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 F s t e d  under  
(a) o r  ( e ) :  



(9) 

The Treasurer 
The Deputy Treasurer 
The Sewtor Advisor, Treasurer' 6 Depa rtrnent. 
The hdvisor, T r e a s u r e r ' s  Department 
The Assistane T r e a s u r e r s  
The Rssistaat Treasurer f o r  the F f n a n c i a l  

The Chief of the Accounts azld Financial 

The Chtef of the Gdmdnfstrative Expendfturc%s 

Relations 'Division 

Repo rt s Divis %an 

of  t h e  Borrowed Resources and 
Investment Division 

General Resources 

a nd Admdni s k e r ed Accounts 

The Chief of t h e  Operations Divisiarr for 

The Chief of the Operations Divison f a r  SDRs 

( c )  Any,one of t h e  signatordes l i s ted  under (a) or (b) 
together with any one of t h e  following: 

(1) The Assista Chief  of the A d m i n i s t r a t i v e  

(2) The Assistant Chief - of the F i n a n c i a l  R e l a t i o n s  

( 3 )  The Assfstant Chief of  t h e  Operations Division 

( 4 )  The Senior O p e r a t i o n s  O f f i c e r  - Borrowed 
( 5 )  The Senior O p e r a t i o n s  O f f i c e r s  - Operations 

(6) The S e n i o r  O p e r a t i o n s  OPPicet-s - O p e r a t i o n s  

(7) The C a s h i e r  

E x p e n d i t u r e s  Dfvfsion 

,DFvis ion 

€or  G e n e r a l  Resources 

Resources  and Inves tment  D i v i s i o n  

D i v i s i o n  f o r  G e n e r a l  Resources 

DIvis.ion for SDRs and Administered Accounts 

2. Any one of the s i g n a t o r i e s  menrioned above shall be and 
hereby  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 a i n g  o f f i c i a l s ,  in conformity wZth this D e c i s i o n ,  
are h e r e b y  authorized and empowered i n  the name and on behalE of the 
Fund Eoc i t s  own accoun t ,  or on beha le  of t h e  T E U S ~  Fund i n  accord-  
a n c e  with S e c t i o n  111, P a r a g r a p h  1 of the  I n s t r u m e n t  annexed t o  
E x e c u t i v e  Board D e c i s i o n  No. 5069-(76/72), adopted May 5, 1976, o r  
on behaLE af  t h e  Supplementary Financing F a c i l i t y  Subs idy  Account 
io a c c o r d a n c e  with Section 11 of: t h e  InsLruaent c o n t a i n e d  i n  Executive 
Board D e c i s f o n  No. 6683-(80/1&5) G/TR,  adopted  December 17, 1980, to 
open and operate cash ,  securities, and investment:  accounts w i t h  such  
banks and other i a s t i t u t i o n s  as have been or shall be des igna ted  3s 
dspos i fo r i e s  of t h e  Fund i n  a c c o r d a n c e  w i t h  A r t i c l e  XIII, S e c t i o n  2 ,  
of the Articles of Agreement of the  Fund, and w i t h  i n t e r n a t i o n a l  
f i n a n c i a l  institutions w t t h  which i n v e s t m e n t s  may be placed;  to ' 



erran$&? for the depos i t  Ln such accounts of g o l d  or  crurremcies which  
sha3.X be paid ar payabk  LO t h e  Fund and any OE a l l  securities he ld  
by or to ha d e l i v e ~ e d  t " ~  the Fund; t o  execwe and de l iver  m y  and 
aJ.1 such drafts ,  enrtarsesnents, delfvery orders, certiEPcates, and 

deem necessary or  roper in order to effect deposits in such accounts 
and withdrawals therefrom; and t o  issue such orders, demands, and 
inst;ruc"tFons and t o  take a l l  such other action as they shall deem 
wccssary DL proper in, o r d e r  to atraage for the safekeeping o f  such 
gold, ctirrenctes, and securities, t h e  meiatenance of such accounts, 
the withdrawal of eny such  geld, currencies and secar 
and the d e l l v e r y  of any such aaZct, cu c5ncf,eSs OT sec 
such depository o r  other i n s t i r  

&F ducumeats; t o  take any or all  such sther on as they shall. 

4. This decislari s u p e r s e d e s  Executive d Decision 
Nor 7117-(82k68), adopted Bay 7 ,  2982.  

Decis ion  No. 7 4 9 5 - ( 8 3 / 1 2 X ) ,  adopted 
Augast 22, 1903 

4 .  SIERRA LEOWE - CHANGE IN REPRESE IVE RATE FOR 
SIERRA LEONEm LEONE 

The Bund f i n d s ,  after c a n s u l t a t i o n  with t h e  Sierra Leonean 

ne under Rule 0-2.(b) aga€nst the U.S. dollar is t h e  
of the buying and s i n g  rates. The C e n t r a l  Bank of 

authcs.c%E.les, that: the representative exchange rate f o r  the Sierra 

Sierra Leone w i l l  notify t h e  Fund of changes i n  t h e  ra te  and will 
ad.vtse of any change in t he  definition QE the r esentative r a t e  
far  t h e  Sierra Leonean leone. 

D e c i s i s n  No. 7496-(83/L21) C I S ,  adopted 
August 18, 1983 

5 ,  URUGUAY - STAND-BY ARRANGEMENT - WAIVER OF PERFORMANCE CRI!!XRTA - LII --_c_ 

1. Uruguay has consulted with rhc Fund in accordance w i t h  
paragraphs 4 and I1 of the stand-by arrangement for Uruguay 
(EBS/83/43, Supplement I, Aprl l  26, 1983) and paragraph 25 o f  the 
l e t te r  dared Februa ry  1, 1983 from the M i n i s t e r  OF Economy and 
Finance  and the  Pres ident  of the Central Bank of Uruguay attached 
thereto, 

2 .  The communication dated  Aagust 17, 1983 from the Minister 
of Economy and Finance: and the PresLdent: of the Central Bank of 
Uruguay shd!lL he attached to t h e  s tand-by arrangement € o r  Uruguay, 
and the l e t t e r  d a t e d  February I, 1483, attached t u  the. stand-by 
arrangement, shall be read as supplemented arid modified by t h e  
l e r t e r  of A u g u s t  17, 1983. 



3,. Tine Fund finds tha.t in light of t h e  LettXc dared 
Aagwt 17, 1983 do add5 t&onal understandings are necessary 

the menabsemance of t h e  performance cr i ter ia  re la t ing  
geL f o r  the balance of payments and the kf;mft.  on Lhe rrer 

doolfestic assets  of the Central Bank for June  30, 1983 and that 
Uruguay may make purchases mcterr the stand-by drrangemeflt. 

Decksion No. 7497- (83 /121]  I adopted. 
August 23,  198? 

OK COtfNCIL f;OR ARAB $ OF THE GULF (GCC) - 
TECHNIC& ASSISTANCE 

In  respanse t o  a request by the CoopetatSon Council f o r  Arab 

- I  

Stares of the Gulf (GCC) €or t echnbca l  assgs-tance the Executive 
Board approves t h e  p r o p o s a l  s e t  f o r t h  i n  EBD/83/209 ( & / l a 1 8 3 >  - 

Adopted August 23, 1983 

ASSISTANT TO EXECUTIVE DIRECTOR 

The Execu t ive  Board approves the appoin tment  se t  f o r t h -  in 

dopted  August  1 7 ,  1983 

APPROVAL OF MINUTES 

a.  The minu tes  af Executive Board Meeting 83/47 a r e  approved.  
(EBD/’83’/’ZL0, 8/ lO/83 ) 

Adopted August 17, 1983 

b. The mFnuees oE Execvtive Baard Meetings 8 3 / 4 8  t h r o u g h  83/31 
are approved. (EBD/83/2Y3, 8/17/83) 

Adopted August 23, 1983 



- 39 - EBM/83/121 - 8 / 2 4 / 8 3  

Travel by Exemrive Directors 8s set forth in EBAP/83/211 68/15/83] 
and EBA'f/83/213 (8/16/83)  and by an Advisor to an Executive Director as 
set fo r th  in EBAP/83/215 (8/19/83) is approved. 

APPROVED: February 1.7, 1984 

JOSEPH W. L A W ,  Jr. 
Acring Secretary 

: '  
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DATA ON SELECTED CARIBBEAN AIR.PORTS 

A r e a  Population R u n w a y  Length R u n w a y  Width 
(Sq. m i l e s )  ( feet )  (feet) 

ANTIGUA 

ARUBA 

BAHAMAS 

CURACAO 

DOMINICAN 
REPUBLIC 

GU AD EL OUPE 

JAMAICA 

MARTINIQUE 

PUERTO RICO 

ST. L U C I A  

T R I N I D A D  

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 

66,000 

210,000 

155,000 

4 ,83 6,000 

327,000 

2 , 0 7 2 , 0 0 0  

325,000 

3,2 10,000 

120,000 

1,100,000 

12,36 1,000 

259,000 

120,000 

’ . 9,000 

8,997 

11,000 

11,187 

11,000 

11,499 

8,565 

10,827 

10,002 

9,000 

9,500 

11,483 

11,000 

5,250 (old) 
9,000 (new) 

150 

148 

150 

19 7 

19 7 

148 

150 

148 

2 00 

150 

150 

145 

150 

N . A .  

- 

S o u r c e :  Caribbean T o u r i s m  Demand Study (1980) - Steinenberger. 
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The d e f i n i t i o n  of " s t r u c t u r a l  a d j u s t m e n t "  i n  an economy l i k e  Grenada 
may n o t  appear  e n t i r e l y  c l e a r - c u t .  I n  most r e q u e s t s  f o r  drawings u n d e r  
t h e  ex tended  Fund f a c i l i t y  t h e  Fund t y p i c a l l y  l o o k s  f o r  s t r u c t u r a l  a d j u s t -  
ment i n  r e l a t i o n  t o  p r i c i n g  p o l i c y ,  i n c l u d i n g  t h e  exchange r a t e  and 
i n t e re s t  ra tes ;  incomes p o l i c y ;  domest ic  and e x t e r n a l  arrears; t h e  trade 
and payments system; s e c t o r a l  and i n d u s t r i a l  s t r u c t u r e ;  and,  of c o u r s e ,  
the stance and t e c h n i q u e s  of demand management, I n  some of t h e s e  areas 
Grenada cannot  take i m m e d i a t e  a c t i o n  because i t  i s  a member of a c u r r e n c y  
union and does n o t  have  i t s  own c e n t r a l  bank. I n  o t h e r  areas, such  as  
domest ic  p r i c i n g  p o l i c y  and e x t e r n a l  a r r e a r s ,  no a c t i o n  i s  r e q u i r e d  
because  no problems e x i s t .  With r e s p e c t  t o  t h e  t r a d e  and payments sys tem 
and i n d u s t r i a l  s t r u c t u r e ,  t h e  ad jus tment  measures  may n o t  a p p e a r  s u b s t a n -  
t i a l  b u t  t h a t  i s  because  d i f f i c u l t i e s  on t h e s e  f r o n t s  are n o t  very  s e r i o u s .  

The f o c u s  of t h e  proposed extended arrangement  may, t h e r e f o r e ,  a p p e a r  
t o  be r a t h e r  narrow b u t  t h a t  i s  i n  t h e  n a t u r e  of t h i n g s ;  i t  i s  i n e v i t a b l e  
g i v e n  t h e  i n s t i t u t i o n a l  and economic c i rcumstances  of t h e  count ry .  I n  
t h i s  c o n n e c t i o n  i t  i s  worth n o t i n g  t h e  w e l l - e s t a b l i s h e d  p r i n c i p l e  t h a t  
Fund c o n d i t i o n a l i t y  h a s  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 rcumstances  of 
t h e  economy i n  q u e s t i o n .  

The proposed program r i g h t l y  f o c u s e s  on a l l  of t h o s e  areas i n  which 
Grenada h a s  t h e  autonomy and t h e  need t o  t a k e  a c t i o n .  The s t r u c t u r a l  
n a t u r e  of t h e  program s h o u l d ,  t h e r e f o r e ,  b e  s e e n  i n  terms of t h e  e x t e n t  
of t h e  c o r r e c t i o n s ,  e s p e c i e l l y  on t h e  f i s c a l  s i d e .  Indeed ,  i t  i s  a r g u a b l e  
t h a t  i n  c a s e s  such as t h i s ,  where t h e  burden of ad jus tment  and t h e  main 
performance t e s t  rest on t h e  f i s c a l  s i d e ,  t h e  s h o r t - t e r m  economic and 
p o l i t i c a l  c o s t s  a r e  more onerous  t h a n  i n  t h o s e  cases where t h e  a d j u s t m e n t  
p r o c e s s  can be s p r e a d  over  a wider  number of p o l i c y  i n s t r u m e n t s .  The 
shor t - te rm c o s t s  are  compounded by t h e  f a c t  t h a t  i n  smal l - i s land  economies 
t h e r e  t e n d  t o  be s e v e r e  d iseconomies  of scale w i t h  r e s p e c t  t o  t h e  p u b l i c  
accounts .  


