
DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE 

MASTER FILES 
ROOM HQ C-525 0450 

sM!99/191 

CONTAINS CONFIDENTIAL 
INFORMATION 

July 23, 1999 

To: Members of the Executive Board 

From: 

Subject: 

The Acting Secretary 

Dominican Republic-Selected Issues 

This paper provides background information to the staffreport on the 1999 Article IV 
consultation discussions with the Dominican Republic, which was circulated as SM/99/185 
on July 20, 1999. 

Mr. P. Young (ext. 38481) and Mr. D. Dunn (ext. 38609) are available to answer technical or 
factual questions relating to this paper prior to the Board discussion. 

Unless the Documents Section (ext. 36760) is otherwise notified, the document will be 
transmitted, in accordance with the procedures approved by the Executive Board and with the 
appropriate deletions, to the WTO Secretariat on Monday, August 2, 1999; and to the 
European Commission, the European Investment Bank, the Food and Agriculture 
Organization, the Inter-American Development Bank, the United Nations Development 
Programme, and the World Food Programme, following its consideration by the Executive 
Board. 

Att: (1) 

Other Distribution: 
Department Heads 





. 

CONTAINS CONFIDENTIAL. 
INFORMATION 

INTERNATIONAL MONETARY FUND 

DOMINIcANREPuBL.Ic 

Selected Issues 

Prepared by a statfteam consisting of P. Young (Head), D. Dunn, A Giustiniaai, 
F. Nadal-De Siione, E. Tanner (all WI-ID), and J. McHugh (PDR) 

Approved by Western Hemisphere Department 

July 21, 1999 

Contents Page 

Basic Data.. ................................................................................................................................ .5 

I. Overview. .................................................................... ..................................................... .8 

II. Stabilization and Structural Reforms ................................................................................... 8 
A. Introduction ....................................................................................................... .8 
B. TheLostDecade: 1981-90.. ............................................................................... .9 
C. TheInitialPhaseoftheReformEffort: 1991-95.. ............................................... 11 
D. The New Govemment: 1996-99 .................................... ..: ................................. 14 
E. The Challenges Ahead ........................................................................................ 15 

III. Trade Reform in the Dominican Republic.. ....................................................................... .24 
A. Introduction. ..................................................................................................... .24 
B. TheTradeRegimePriortothe 1990Reform ...................................................... 25 
C. TradeRefominthe 1990s.. .............................................................................. .26 
D. Free-Trade Zones .............................................................................................. .29 
E. Trade Agreements.. ........................................................................................... .30 
F. Conchsion ........................................................................................................ .3 1 



-2- 

IV. A Review of Fiscal Policy During the 1990s and Present Policy Considerations ............... ,40 
A. Introduction.. ..................................................................................................... 40 
B. Contribution of Fiscal Policy to Macroeconomic Stability During the 1990s ...... .4 1 
C. TaxReformandAdministration .......................................................................... 44 
D. Proposals for Reform ........................................................................................ .47 

Tax and tariff reform, tax simplification, and restructuring fuel taxes .................. .47 
The budget process, discretionary spending, and modemization of the state ....... .47 
RegulaGng domestic arrears ............................................................................ .49 
Redirecting spending toward priority areas.. ....................................................... 49 

E. Conclusion ......................................................................................................... 50 

V. Money Demand in a Small Open Economy: The Case of the Dominican Republic.. .......... .56 
A. Introduction.. ..................................................................................................... 56 
B. The Model and the Estimation Technique.. ........................................................ .58 
C. Unit Roots, Cointegration, and Long-Run Elasticities.. ...................................... .60 

Unit root and cointegration tests ........................................................................ 60 
The long-run elasticities of the model ................................................................ .60 

D. Conclusions and Policy Implications.. ................................................................. 62 

VI. Exchange Market Pressure, Monetary Policy, and Interest Rates: Recent Evidence 
from the Dominican Republic ........................................................................................ 74 

A. Introduction ...................................................................................................... .74 
B. Exchange Market Pressure (EMI’) in the Dominican Republic: An Overview ..... .76 
C. EI@ and Monetary Policy: A Vector Autoregression Approach.. ...................... .79 
D. Estimation Results.. ........................................................................................... .81 
E. Summary and Policy Xmplications.. .................................................................... .82 

Box 
Ix. 1. 

Tables 
II. 1. 

2. 
III. 1. 

2. 
3. 
4. 
5. 
6. 

IV. 1. 
2. 

The Capitaliition of the Dominican Electricity Corporation... ,__._..... 16 

Main Macroeconomic Indicators .............................................................................. 19 
Pending Structural Reforms .................................................................................... .20 
Tariff Structure (excluding selective consumption tax) ............................................ .34 
Tariff Structure (including selective consumption tax). ............................................ .35 
Initial Import Level Before Contingent Tariff Applies .............................................. .36 
Schedule of Contingent Tariffs ................................................................................ .37 
Caribbean and Central America-Tariff Rates Selected Countries ............................ 38 
Caribbean and Central America-Trade Restrictiveness Selected Countries .............. 39 
Summary of the Consolidated Public Sector ............................................................. 52 
Sutnmary Operations of the Central Government .................................................... .53 



-3- 

3. 
v. 1. 

2. 
3. 

VI. 1. 
2. 

Figures 
II. 1. 

Iv. 1. 

v. 1. 
2. 
3. 
4. 

VI. 1. 
2. 
3. 
4. 

hex 

Tax Revenue by Source .......................................................................................... 54 
Unit Root Tests at 5 Percent Level .......................................................................... 66 
The Johansen-Juselius Maximum Likelihood Test for Cointegration. ........................ 67 
The Phillips-Loretan Nonlinear Dynamic Least Squares Estimator.. ......................... .68 
Exchange Market Pressure and Related Variables ................................................... .86 
Summary of Estimates, Vector Autoregression System Equation (6). ...................... .87 

Scatter Diiam of Real GDP Growth Rates and InHation Rates for 
Selected Periods .................................................................................................. .23 

The Gverall Public Sector Balance, Net Domestic Bank Credit to Public 
Sector, and Mation.. ........................................................................................... .55 

Residuals from Model l-Ml ................................................................................... .70 
Residuals Born Model l-M2 ................................................................................... .70 
Residuals from Model 2-Ml ................................................................................... .71 
Residuals Born Model 2-M2.. ................................................................................. .71 
EMP, Credit Growth (8) and Interest Rate Differential (I$) ....................................... 88 
Response of EMP to Shocks.. ................................................................................. .89 
Response of Interest Rate Differential (AI$) to Shocks .............................................. 90. 
Response of Credit Grow (6) to Shocks. ................................................................. .91 

V. Unit Roots and Cointegration .......................................................................................... .72 

Appendices 
I. Major Fiscal Measures, April 1997-February 1999 .......................................................... .92 
II. Major Changes in Fiicial Sector Policies, April 1997-February 1999 ........................... .93 
III. Major Changes in the Exchange and Trade System, April-February 1999 ........................ .96 
IV. SummaryoftheCentralGovemmentTaxSystemasofMarch31, 1999.. ........................ .97 

Statistical Appendix Tables 
1. Macroeconomic Flows ................................................................................................... 101 
2. GDP by Sector at Current Prices .................................................................................... 102 
3. GDP by Sector at Constant Prices ................................................................................. ,103 
4. Gross Domestic Expenditure at Current Prices .............................................................. ,104 
5. Gross Domestic Expenditure at Constant Prices.. ........................................................... .105 
6. Savings and Investment, ................................................................................................. 106 
7. Gutput of Selected Products. .......................................................................................... 107 
8. Free-Trade Zones.. ......................................................................................................... 108 
9. Production and Sales of Electricity ................................................................................. 109 
10. Milled Sugarcane and Production of Raw Sugar ............................................................. 110 
11. PetroleumStatistics ........................................................................................................ 111 



-4- 

12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 

31. 

32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
40. 
41. 
42. 
43. 
44. 
45. 
46. 
47. 
48. 

Selected Price and Wage Indices.. ................................................................................... 112 
Consumer Price Index .................................................................................................... 113 
Average Sellii Price of Electricity.. ............................................................................... 114 
Retail Prices of Selected Petroleum Products.. ................................................................ 115 
Trends in Minimum Monthly Wages.. ............................................................................. 116 
Employment by Sector of Economic Activity .................................................................. 117 
Summaty Operations of the Consolidated Public Sector .................................................. 118 
Operations of the General Government ........................................................................... 120 
Summary Operations of the Central Government ............................................................ 123 
Central Gove.mment Revenue ......................................................................................... 124 
Central Govemment Expenditure.. .................................................................................. 125 
Central Government Transfers. ....................................................................................... 126 
Consolidated Operations of the Public Enterprises .......................................................... 127 
Operations of the Public Enterprises ............................................................................... 128 
Private Sector Claims on the Fiicial System.. .............................................................. 130 
Consolidated Accounts of the Financial System .............................................................. 13 1 
Summary Accounts of the Banking System.. ................................................................... 132 
Summary Account of the Nonbank Financial Institutions ................................................ 136 
Stock of Domestic Credit of the Financial System, by Origin, 

Destination, and Fiicing ........................................................................................... 138 
Changes in Domestic Credit of the Financial System, by Origin, 

Destination, and Financing.. ......................................................................................... 139 
Stock of Commercial Bank Credit to the Private Sector by Economic Activity.. ............. .140 
Nominal Interest Rates of Commercial Banks ................................................................. 141 
Reserve Requirements of Financial Institutions ............................................................... 142 
Liiities and Reserves of Commercial and Multiservice Banks ...................................... 143 
Fiicial Indicators.. ....................................................................................................... 144 
Summary Balance of Payments.. ..................................................................................... 145 
Balance of Payments.. ..................................................................................................... 146 
Exports by Principal Commodity Groups.. ...................................................................... 147 
Exports by Destination ................................................................................................... 149 
Imports, f.o.b. ................................................................................................................ 150 
Imports of Petroleum and Derivatives ............................................................................. 15 1 
External Public Sector Debt and Official Reserve Liabilities ............................................ 152 
Outstanding External Public Sector Debt by Creditor ...................................................... 153 
Past-Due Payments on External Public Sector Debt Set-vice ............................................ 154 
Net International Reserves .............................................................................................. 155 
Exchange Rates .............................................................................................................. 156 
Effective Exchange Rates and Related Series.. ................................................................ 157 


