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Correction 1

January 27, 2005

To: Members of the Executive Board
From: The Secretary
Subject: Dominican Republic—Request for Stand-By Arrangement, Activation of

the Trade Integration Mechanism, Cancellation of Current Arrangement,
and Extension of Repurchase Obligation

The attached factual corrections to EBS/05/9 (1/18/05) have been provided by the staff:

Page 7, para. 5, line 12: for“the government was able to”
read “the government reported that it was able to
new footnote 2: Added to read “This amount excludes about US$7.6 million of
arrears due to various external suppliers by the state-owned electricity holding
(CDEEE) that are in dispute and about US$6.6 million of arrears on a publicly-backed
turn-key project that are also under discussion.”
Subsequent footnotes renumbered.

Page 28, heading, below columns 3 and 4: Added “Indicative”
footnote 4: for “Actual figures...foreign currency deposits.”
read “Figures include reserve requirements in the form of investment
certificates and exclude reserve requirements on foreign currency deposits.”

Page 30, Table 1c, footnote 6: for “Include reserve requirement on investment certificates.”
read “Includes reserve requirements in the form of investment
certificates.”

Page 54, Core Statistical Indicators: Updated as of January 18, 2005

Questions may be referred to Mr. S. Phillips (ext. 37187), Mr. Lopetegui (ext. 39688), and
Mr. Cubeddu (ext. 36231) in WHD.

This document will shortly be posted on the extranet, a secure website for Executive Directors
and member country authorities.
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the third quarter. Still, without a fiscal correction, arrears accumulated further, and by August the
government was approaching default on all categories of its debt. Very little progress on bank
reforms was made during the political transition period.

5. At his inauguration on August 16, President Ferniandez announced an emergency plan
for the first 100 days of his administration, emphasizing the need for immediate fiscal
tightening and a new agreement with the Fund. To underscore ownership of the new economic
program, the new authorities preferred to cancel the existing arrangement and seek a new SBA. The
fiscal effort began with prompt across-the-board expenditure restraint, followed by other measures
that could be implemented by the executive branch: higher excises, cuts in LPG and electricity
subsidies, and cuts in public employment. In a political breakthrough, the opposition-controlled
congress approved a tax package—worth 1.7 percent of GDP on an annual basis, and including a

4 percentage point rise in the VAT rate—that took effect on October 1, 2004. On the financing side,
the authorities reaffirmed their country’s commitment to the terms of the April 2004 Paris Club
agreement, including the need to obtain comparable treatment from non-Paris Club creditors. Late
in the year, the government reported that it was able to eliminate all arrears to official creditors
(though some US$45 million in late payments to foreign commercial banks and suppliers
remained)®.

6. Markets responded positively to these policy efforts. Sovereign bond spreads have
declined and the peso strengthened markedly—recovering its pre-crisis level in real terms. The
stronger-than-expected peso recovery, Real Effective Exchange Rate (1990-100)

in turn, further helped the fiscal
accounts, by reducing electricity sector |
and debt service costs, initiating a 10 |
virtuous cycle, and pulling down
inflation. The decline in inflation and in
inflation expectations prompted a
market-led decline in interest rates on 100 4
central bank paper, from near 60
percent in August to around 25 percent
in December. Improvement in
confidence also allowed the central K
bank to extend the average maturity of
new issues of certificates, from less than 3 weeks to about 5 months. Meanwhile, the central bank
kept liquidity growth low, even as it took the opportunity to begin rebuilding reserves (Figure 1).
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7. Macroeconomic outcomes for 2004 were thus mixed, but in most areas tended to
improve as the year progressed:

o A restrictive monetary policy took most of the policy burden in achieving a degree of
stability, and in time became successful. While inflation for the year was far beyond
program (29 percent compared to 14 percent), the entire deviation arose in the first

* This amount excludes about US$7.6 million of arrears due to various external suppliers by the state-owned
electricity holding (CDEEE) that are in dispute and about US$6.6 million of arrears on a publicly-backed
turn-key project that are also under discussion.



Figure 1. Dominican Republic: Selected Indicators

Sovereign spreads have declined markedly... ... and the peso also has recovered strongly
since the May presidential elections.
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Source: Central Bank of Dominican Republic, JP Morgan, Organismo Coordinador del Sistema Electrico,
and Fund staff estimates.
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B. Extension of Repurchase Expectations
1. The Dominican Republic has requested an extension to the obligations schedule of the
time-based repurchase expectation in the credit tranches, in an amount equivalent to

SDR 10.945 million, that arises in 2005 on December 2nd.

2. The Fund approves the request.
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monthly. The SB publishes (in hardcopy form) its Boletin Informativo (on banking statistics)
twice a year monthly banking statistics are available on-line with a lag of one month.

Balance of payments

Since February 1997, balance of payments statistics adopted the methodology suggested in
the fifth edition of the Balance of Payments Manual. However, problems in coverage remain
in imports, capital transfers, income, and the financial account, giving rise to large errors and
omissions. Most recent revisions of the statistics were made in May 2002. The Monetary and
Financial Law establishes sanctions for noncompliance with reporting obligations to the
CBDR. Three missions of technical assistance took place (in late 2002, mid 2003, and late
2004) to assist the CBDR in improving balance of payments statistics and preparing the
International Investment Position (IIP). IIP statistics should become available in early 2005.
The compilation of the external accounts complies with the requirements of the GDDS in
terms of periodicity and timeliness.

Data dissemination

The authorities publish quarterly reports on economic developments. The reports contain
timely preliminary data on real GDP, consumer prices, interest rates, exchange rates, balance
of payments, exports and imports, operations of the central government, and the banking
system. The Quarterly Bulletin of the CBDR contains more detailed information on sectoral
developments, but the bulletin is published with delays of about four months. The CBDR
also maintains a website that presents selected data on a relatively timely basis. Participation
in the General Data Dissemination System (GDDS) is expected by early 2005 after the
completion of a comprehensive set of metadata, which is being translated in the IMF for
immediate publication.
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