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III. POSSIBLE RCPERCUSSIONS ON TIIE ECOMOMY IN 1979 AND 1980

It has already been mentioned that certain trends were pregent in the
Dominican Republic economy that pointed towarde situations of increasing
disequilibria in the balance of payments and in the fiscal sectors, in
spite of the neasures taken by the precent government aimed at mitigating
the situation by rerepotiating the debt - especially that of a group of
descentralized enterprises -, so as to alleviate the balarce of payments’
situaticn as well as the public sector's financial position. On the other
hand, the economy has been showing symptoms of decreasing rates of growth,
with its consequent effects on the situation of unemploymen* traditionally
afflicting the country. This chapter aims at specifying the salient
problems that the economy will have to face in the following vears, most
of which have been aggravated by the effects of the rccent hurricanes.
This is preceded by a brief introduction.

4

i. General considerations

In recent years the Dorinican economy had shown signs of exhausting
the elements upon which it had sustained its economic development
until the middle of the 197C's, ore of the nost dynamic in Latin America.
llainly because of a slump 3. apricultural investment, the growth and
diversification of exports was curbed, since it had not been possible
to inclucde non-traditional rroducts to any significant extent. The
industrial sector, whose installed capacity had expanded notably from
meye incipient levels, began to face the obstacle to its eventual
growth represented by the limited domestic warket. To this must be
addec¢ the face that industry, excent to a verv modest extent, had not
been able to enter the export warket and that the country‘s productive
atructure is hiechlv dependent on foreign sources, and consequently
oniy limited dynamic intersectoral effects can be expected.

Mobilization of domestic public and private savines, and,
increasingly, of external savings, made it possible to increase capital
formation appreciably, to such an extent that in recent years it came to
represent almost one fourth of the gross national pygduct. As a
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result of this prncess, the national productive zpparatus was expanded,
which wgs most concretely reflected in expansion of the economic
infrastructure, and in industrial, mining and tourism capacity.
Examinaticn of investment composition, however, shows that investment
in construvction clearly took precedence over investment in machinery
and productive equipmernt. A very significant amount of capital was
dedfcated to projects of relatively low social returms, including the
construction of residences for the upper-incume market, shopping
centres and urban renewal of the capital city, which at the present
time boasts wide avenues and large recreational parks.

On the cther hand, investment in econrmic and social infrastructure
- particularly that of housing for the medium and low income strata -
has shown a certain lag with respect to the needs of the population
and the productive system.

To this situation - which could be considered one of relative
prosperity in the mudern urban sector, of moderate techanlfication of
agriculture and the persistence of deficits in social indicators,
particularly with regard to employment - were added the effects of
certain interrational circvmstances that had cpeclal revercussions omn
the country: a widening of the balance of trzde gap, to a certain
extent related to the consideracions expressed sbove; the increase
in the level of foreign debt and its structural change in the direc:ion
of shorter-term obligations , @and the emergence of influtlonzry pressures.

During the past year the publiic serctor attempted to improve both
the debt situztion and efficiency levels in ccutrazcing for loans.

For the first time the governmert undertook the ceatralizarion of the
expenditures of the descentralized enterprises, whose liabilities amounced
arproximately to 90 million dollars at the end of 1978. Furthermore, various
financial transfers were made to these enterprises through which they

could modernize their equipment and enlarge their productive capacity.

To some extent this was achieved by the negotiation of a loan with

foereign comrmercial banks in the amount of 185 million dollars, wnich

mede 1t possible to finance the deficits of many descentralized

enterprises, particularly the Dominican Electric Corporation.
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The natural phensmena described in this decument will have a
prcfound adverse effect on the aforemertioned tendeucies, at lezst
during the next two or three years. The hurricanes will have a
negative effect on the balance of payments affectinz tue volume of
some of the itens exported and, on the other hand, a large aiount <€
nutsually high importz will be needed to replace the losses cof gocds
and to cover import requirements for recomstruction., The finapcing
of these inputs will be only partially comnersated by insurauce
payments. Thz need is thus foreseen to acguive now  finauciel
foreign commitmexts to face the requirements necessary to continuae
with the economiz and social develonment programmes and at the same
timz with the reccnstruction of the considerable cemag:s resulting from
hurcicaues David sl Frederick, Thene matcers ace cezlt with in more
detail in the following pages.

Lnather problem of {mmediate concern that is foreseen is thac
involving the supply of energy. It has already been pdinred out
that projects for the expansisn of electric power and water supply
installed capaclty and distriburion systems have shoun a ecortein lag
cver the past 16 years. The hydroeiecctric projects under wiy to
remedly this situetion will undoubtedly suffer setbacks, and it 1is
concequentiy felr that over the next twe or three years emergeancy
measureg will be raquired alonz the llnas suggested in Seckicn 4.

In summary, the followirg sections scparately indicatz the aspects
considered o be most crucial within the evoiution cf the Doninican
cconomy for 1979 and 1580: prospects concernlng the :zxternsl s=ztor,
croduction and employment trarnds, the emergy situntion, ths public
fircnces sitiztion ard investment Taquirsments, and bhew theose azpects

wzTe irfiusnced by the naturai dissoter dealt wirh in this revott,
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2, The external sector

The deficit in the current account of the balance of payments of the
Dominican Republic has increased in recent years, both because of the
marked tendencies toward a decline in international prices of its
principal agricultural exports and because of increases in the products
it imports, particularly with regsrd te oi{l, Even taking into
consideration the increases expected in unit prices of sugar, ferronickel
and doré in 1979, a greater deficit in current account than in the
preceding year was anticipated even prior to the hurricanes,

The consequences of the digazster point towerds an increase in the
current deficit and to the aggravation of the balance of payments problems,
which could be partially counterbalanced in 1979 by the inflow of
foreign capital and other remittances from abroad. In relation to the
export of goods, Table 13 reveals, in a very preliminary form, that they
may e€xperience a contraction of 55 million dollars based on former
predictions for the entire year, This relatively modest decrease is due
to the fact, as already stated in Chapter II, that at the moment the
natural disaster occurred the cane crop had been completed] had that
nor been the case, the damages would have been considerably larger,

All in all, at the time of drafting of this report no precise information was
avallable on the losses on the pending stocks of sugar for exports,

nor whether the prolongued floods would provoke greater losses in the

cane plantations. For this reason the estimates on the decrease of the
export values could result to be extremely conservative. In balance,

it had been foreseen that the exports of goods and services would

have had an increase in 1979 of over 27% against the previous year.

It 1s estimated that this percentage will now reac: 14.5%, as a
consequence of the disaster.

On the other hand, even the revised export projections which
account for the damages of the hurricanes, reveal an increase in relation

to the 1978 exports, due to inter alia, the increase in the prices for

[certain
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certain mining products. It is estimated that as a direct consequence
of the hurricanes, foreign sales of green coffee and cacao will be
reduced by 30 million dollars,l/ and the remzining agricultural
exports, mainly fruits, would decrease in 8 million dollars, whereas
the industrial exports, already low, will decrease by another

15 million dollarss (See table 13.)

In the long run the consequences will be still more serious,
since 77 of coffee plantations were totally destroyed and 32% partially
destroyed. The same is true in the case of cacao, wherein 6% were
totally destroyed and 43% partially destroyed. More than three years
will be required to recuperate full production and rehabilitate crop
lands. With respect to sugar, the 1979/1950 harvest may be somewhat
delayed, since heavy rainfall causes yields to diminish and delays
harvest preparations. However, thils will not affect international
deliveries and sugar futures.

With regard to imports, the consequences of the natural disaster,
together with the historical trends anticipate that their amount will
experience an important increase For instance, the purchase of oil
could amount to a value of 270 million dollars. (See Table 14.) 1In
the short term, increases are also forescen in the purchases of fond,
raw materials to replace stocks destroyed by flooding, and capital
goods in as yet unspecified amounts. Partial estimates for 1979 indicate
that imports could increase by more than 17% in cemparison with the
previous year, reaching a sum of some 1 (088 million dollars, Not
barring the effect of the hurricanes, imports would have amounted to
1 031 miilien dollars.2/

In brief, the tendemcies observed in recent years with respect
to the increase in the trade imbzlance caused by the unequal growtnh of

imports and exports will become more acute in the years to coma.

1/ The IMF has af;Eady granted a first loan of "compensatory financing"
nature in order to compensate for the losses in foreign exchange
equivalent to 30 million dollavs.

2/ Import coefficlent of goods in 1979 mecasured at current pric=s, would
have increased from 19% to 227 due to effects of the disaster.
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Table 13
DOMINICAN REPUBLIC: EXPORTS OF GOODS AND SFLVICES

(tiillions of dollars)

1979
Estimate Estimate
1978 prior to including 1980
the hurr.cane
hurricare effects
Total of goods and services  £26 04t 1109 1275
Total of goods 670 771 a03 1 028
Traditional products 627 k03 Bi3 021
Sugar and by-products 209 254 287 344
Green and procesced
coffee 97 76 65 110
Cacacu o 84 83 2
Tobacco Lé 4G 43 52
Ferronickel 73 a5 116 137
Gold and silwver (coré) 73 118 137 150
Bauxite 23 26 29 32
Industrial preducts 5t s 67 g1
Other gocds 18 20 23 26
MNon-financial services 150 175 206 247

e

Source: CEPAL, based on information provided by the Ceatral Bank cf the
Deminican Pepublic,
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Table 14
DOIINICAIT REPUBLIC: THPORNTS OF GOOLS AID SEIVICES

(11illions of Jollars)

1¢7¢
1¢7° Bzfore Lfter 1¢20
hurricanes Thurricanes

Total of noods and services 1,21¢ 1,300 1,028 1,653

Total of gzoods £26 1,031 1,075 1,304
Foo stuifs 147 130 1435 167
Other consumer <o00ls 105 110 17 125
Hylrocarbons 194 255 26¢ 3c8
Intermediate goods 2t" 213 323 354
Capital goods 1c2 211 233 266

Total of non-financial

services 203 31C 336 35¢

|

Sourcc: CEPLL, base’ on oZficial irformation.
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The perspectives of obtaining a sustained level of increment of both
goods and services exports, and to limit the current import growth at
a rate similar to that of the gross internal product would have allowed
a reduction in the 1979 commercial balance deficit. However, due to
the effects of the catastrophe as well as the structure of the foreign
sector, an improvement in the foreign imbalance is not ancitipated
during the coming years, As far a: external sales are concerned, the
deficient growth rate will be accentuated because of the unfavourable
international market conditions for some of the country's principal
export products and because of the reduction in the exportable supply
resulting from agricultural damages,

With respect to the exports of non traditional agricultursl
products, the Dominican Center for the Promotion of Exports (CEDOPEX),
has provisionally banned the exports of such products as manioc,
avocado, meat, cltrus fruits, plantains, tomatoe, e*c.

The situation will be very different as far as imports are
concerned. To the increasing purchases abroad required by the developnent
process must be added the undeferrable imports necessary to alleviate
capital damages, cover the loss of inputs and, to a lesser extent,
compensate for the decline in domestic supply of certain consumer gooeds,
This situastion will widen the gap between the demand for imports
and the purchasing pcwer provided by exports, and consequently will
lead to greater use of external financing.

The trade cdeficit will thus be in the order of
320 million dollars for the entire year, increasing to some 400 million
in 1980. Wwith the inclusion of scsvices, the trade deficit in goode
and non-financial services will probably amount to 478 million dollars
this year and approximately 550 million dollars next year. (See Table 15.)

The net payment of profits and interests on foreign capital will
increase more rapidly than net transfers, thereby producing a deficit
of 480 million dollars in current account (27% higher than in 1978) and

almost 5390 willion dollars the following year,

/Table 15



DOMINICAN REPUBLIC:

Table 15

(Millions of dollars)

BALANCE OF PAYMENTS

1979
1978 Before After 1980
hurricanes hurricanes
A, Current account
Export of goods and services g2¢ 1 011 946 1 109
Goods 676 g25 771 503
Services 130 126 175 20¢
Imports of goods and services 1 219 1 349 1 424 1 6€3
Goods 926 1 031 1 088 1 304
Services 293 318 338 353
Trade balance -393 -338 -478 =554
Net factor payments -114 =145 -145 -1990
Interests ~72 -98 -98 -138
Ezarnings -42 -47 -47 -51
Net current transfers 130 143 143 157
Balance in current account -377 -340 -480 -587
B, Capital account
Net foreign investment 40 45 45 50
Ket loans to public sector lee 160 168 117
Net loans to private sector 28 9 9 5€
Short-term capital 48 185 85 90
Loans from International
Mcnetary Fund - 41 51 -
Financing gap - 122 274
Net external financing 367 340 480 587
Variations in the reserves 10 - - -
Source: CEPAL based on official information.
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As will be recalled, the existence of a parallel foreign exchange
market has given the government the possibility of expanding this
regime for the financing of non-essential imports and for which the
Central Bank's registry for the granting of foreign exchange at the
official rate, was clesed, At present, these purchases represent

3/

approximately one fourth of the total goods imported= and, in additicn,
according to official sources, approximately 35 to 40% of internationmal
transactions are made through this mevket. The premium, as has already
been stated, is around 20% higher than the officlal exchange rate,

The growing deficit in the current account f{oreseen even before
the disaster occurred would have been covered - as has been in the past -
with an ever increasing foreign capital made up of direct investment
and public and private loans. In spite of the above, in 1978 the
country suffered a loss in its inrernational monetary reserves of
approximately 10 million dollars, A net capital inflow was contemplated
for the present year to cover the entire deficit in current account;
that is to say, no logs in the reserves was foreseen. More than half
of these funds would originate from official loans previcusly approved
but not yet disbuirsed (168 miilion dollars); short-term lines of credit
(103 million) and direct investment (45 million)., (See again Table 15,)
The immediate circumstances after the hurricanes - and its repercussions
on the balanca of payments current account - anticipate a net additional
vequirement of approximately 140 million dollars, z0 of which could
originate from credits already negotiated with international organizations
by expediting disbursements, and the balance of approximately
120 millicn (referred to as the "financing gap' in Table 15} would

have to be mobilized separately,

3/ To illustcate, the balence in current accounts in 1978, showed a
deficit of 209 million dolliare against 377 million irn the balaace
of payments. The balance of the capital account also pointed to a
decrcase in the reserves of 9,4 million dcllars and more recent
estimates of the 1979 balance of payments anticipatz a negative
belance of approximately 50 million dollars.

/This additional
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This additional requirement for foreign financing
compels a brief comment on the Dominican Republic's
indebtedness capacity. The country was confronted with certain
restrictions in connection with its foreseeable foreign debt capacity.
These restrictionswould have increased in 1979 even in the absence
of the natural disaster, regardless of a reschedulins which defers
part of the short and medium~term amortizations, In this manner, 18% of
the Income generated by the export of goods and services in 1979 would
be destined to service the foreign debt. The higher debt levels
which the country will be forced to rcach to cope with this emergency (see
Table 16}, emphasizes the importance of improving the foreipn debt
structure in order to ensure an adequate capacity in this respect in
future years. Thus, at the end of 1978 the external debt of the public
sector amounted to 8383 million dollars, Credits available were in the
amount of 240 million dollars, constituted Rargely by two loans from
the World Bank for a total of 40 million dollars and six from the
Inter-American Development Bank for some 190 million. Although public
sector indebtedness has increased in recent years, its structure, as
far as the amortization period is concerned (see Table 16 azain), shows
that almost half is in loans at more than eight years and that only
17% was contracted for at less than one year. Nevertheless, analysis
by sources of financing shows that 467 was cbtained from internaticpal

4f

commercial banks,~ the source that State-affiliated corporations
prefer in securing credit,

Unfortunately, due to the provisional type of informa2tion available,
it was impossible to foresee the relation hetween the public foreign
service debt and the exports for the coming years. However, a very
first approximation tends to confirm that if the historical rate which
took place durinng the nresent decade ofi exports growth and

economic activity in general is recuperated, the Dominican Republic

will not experience major difficulties in absorbing a larger flow of outside

financing, if and when it is obtained under favorable conditions and according

to che emergency situation which the country is facing today.

4/ About one third of this percentage corresponds to three mwouths term
banking acceptances.
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Toble 16

DOMINICAN REPUBLIC: EXTERNAL PUBLIC DEBT BROKEN DOUN ACCGRDING TO
AMORTIZATION FPERIODS 4ND SCURCES a/

{Millions of dollars)

Tntal Centrrl Government Remainder of rublic sector
Shortb/ Mediun ¢/ Long d/ Short L/ Mediunc/ Long d/f
Total 533.4 - 67.5 268.5 152.6 226.3 168.1
Inter-Anerican Developnent
Dank (IDE) 175.5 - - 74.3 - 60.0 41,1

International Bank for
keconstruction and

Develcpmient (IBRD) 12.3 - - 5.6 - - 6.7
Internaticenal Developrent

Associaticn (IDa) 17.1 - - 12.0 - - 5.1
Apency for Intermational

Develcpuent (AID) 145.1 - - l2C.6 - - 27.5
Internationsal lonetary

Fund (IMF) 57.32 - - - - 57.9 -
Bilateral rovernmental

agreenents £3.2 - - 32.4 - 3.9 6.9
Cormercial banks 407.9 - 67.6 3.1 152.9% 1045  50.®

Scurce:; Central Bank, boictln de junic de
a/ &s of 31 December 1575.

D/ One year or less.

¢/ liore than one yeer; un to eight inclusive.

d/ More then eipght yeers.

e/ Includes 50 million dollers in baniking acceptences at three months tern.

(o]
'y
~d
)
»
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3. Productive activities and employment

According to estimates provided by the National Planning Office
(ONAPLAN) based on information on the first half of 1979, a growth
rate of 5.6 per cent in the gross national product was forecast for
this year, attributable mainly to improvement in agriculture - except
sugar cane -, mining, industry and construction activities. Since

the disaster, however, losses in agriculture, construction,
transportation and communications, and in the electricity sector could
produce a negative rate of 2,6 per cent that would reduce stiil
further the average income of the population, which itself had become
stagnated in 1978, (See Table 17.)

This negative impact will probably be most notable in the
agricultural sector, the most affected by the disaster, since not only
will it fail to increase by the 5 per cent previously predicted, but
will show a negative rate of 12 per cent. The decline in this sector
has decisive effects on the overall bebaviour of the economy owing
to its important role in the country's productive activities and to
the fact it is the principal generator of employment and foreign
exchange. In addition, this decline in producticn, vhose effects
will be reflected in supply problems to be encourntered next year,
is all the more negative in view of the growing imbalance in the
external market, principally with regard to coffee and cecao.

However, plans for planting crops for domestic consumption will
make it possible to recuperate in 1980 some of the expectations for
thie year, althuugh, it 18 imagined, at lower levels than those required
by domestic demand, except, perhaps, in the case of rice.

The Secretary of Agriculture has just launched the National
Emergency Plan for the agricultural recovery. It includes the
rehabilitation, reposition and new sowings up to December 1979 in an
extension of 220,000 hectares with a cost of 54 million dollars,

part of which {s covered by foreign financing.

5/ An estimate of the evolution of gross domestic product for 1980 was
not available, but undoubtedly the consequences of the geteorological
phenomenon will still be present.

/Table 17
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A drop in the growth rate of the secondary sectors of an absolute
value of some 2§ million dollars(at 1970 prices) will be brought on
primarily by the partial paralyzation of a certain number of industrial
plants in Santo Domingo and Santfago and by the destruction of smaller
plants in tke provinces. 1In addition, the repiacement of imported and
agricultural products and inputs damaged by the hurricane, combined
with forseeable decline in domestic demand, with the exception of
building materials and foodstuffs, will alss have negative effects
on the growth of the industrial sector.

Mining was little affected by the flsoding, and it is expectied
that the construction industry will be activated, after a transition
period, particulcrly private conmstruction which had already shown a
recovery during the first semester of 1979,

In bagic services the most affected was electric power, especially
with regard to the hydroelectric plants that supplemented the
thermoelectric plants during the hours of peak consumption. Coasequently,
productiéon will suffer from deficient supplies of energy. 'The added
value of basic services, including transportation and communications,
will probably only increase by 1.5 per cent instead of the 6.4 per cent
foreseen. Lastly, in the tertiary sector, commerce and housing suffered
the greatest losses.

The destruction of the productive basis of some sectors will to
some extent aggravate the criticzl unemployment problem in the country,
Although the reconstruction process may possibly produce positive
results in this respect,

The agricultural sector, which provides employment to almost
45 per cent of the economically-active population, is characterized
by diverse situations. On the one hand, it is predicted that both
susbsistence agriculture and sugar cane cultivations will soon be
reactivated and will employ at least the same number of pecple who formerly
wcrked' such lande. On the other hand, however, even though the first
stage 1n replanting areas dedicated to perennial crops will absorb a
greater quantlty of manpowver, these effects will be offset by the

reduction in the number of harvesters required.

/The damzges
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The damages suffered by the manufacturing ssctor have led to
practically no dismissals. In most companies workers are presently
engaged in reconstrvuction work, but it is expected that within a short
time production will be reactivated, As i{dle installed capacity
usually exists in the production of non-durable consumer goods, which
are preponderant in thz Dominicen productive etructure, no significant
investments are predicted in the short term, and therefore the
generation of new sources cf employment will be minimal,

It is expected that the construction industry will increase its
work volume as a result of rehabilitation efforts, which, by their
very nature, vill demand a considerable amount of manpower. The
multiplying effects of this industry will also reactivate the
production of construction materials and transportation services,

Lastly, the social and community service sectors will initally
create employment by undertaking massive vaccination and social
welfare campaigns.

In summary, during 1979 and probably to scme extent also in
1980, the Dominican Republic econumy will experience a slump as a
consequence principally of the damages caused by the hurricanes in
the productive capacity of the agricultural, indugtrial and that of
some of the basic services. The reconstruction process will bring up
a certain degree of reactivation particularly in the construction
activity and might have also a positive balance on the emplioyment
situation erpecially the one linked to the rehabilitation and

repairing tasks,

/4. Energy
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4, Energy supply

Although an in-depth and detailed analysis of the energy situation in the
Dominican Republic is not yet available, existing partial information
makes it possible to estimate not only the economy's vulnerability and
dependence in this area, but also to foresce a negative and even critical
situation in the near future.

In this respect it is appropviate to refer to the recent past.
First, it should be noted that the previously referred to oil refinery
was inaugurated barely at the beginning of the decade of the 1970s and
that prior to this the country imported alvcady-refined products.
Furthermore, until 1975 electric power was insuf{icient and imposed
serious limitations on industrial development, with the resuit thzt some
industries had to acquire their own generators. Nevertheless, initiation
of the operaticn of the Haina thermcslectric plants irn late 1976 overcame
these limitations. (See Table 18.)

In order to satisfy overs)i commercial energy damandp ,the Dominican
Republic must depend on foreign sources for 95 per cent of its needs.

In 1978, the country produced only ¢ per cent of the demarnd for electric
power from its oum hydroelectric plants. ©:I1 imports have increasad from
approximately 40 million dollars inm 1973 to 190 million dollars in 1378,
and it ic estimated that these imports will reach 270 miilion doilars

during the current year. This signifies © ser cent of the totai value

o}
i+

f merchandise exports in 1973, 27 per cent in 1978 and the possibility

of reaching 35 per cen: in 1979. Furthermore, the situatiorn will become
even worse in accordaince with the rises foreseen in the price of oil.

To this situation must be added the eZfects of the disastar.
Although the repair of damages to the thesrmoelectric plants, the
transmission retworks and distribution svstiems vill be abile to be
completed within a relatively shout period of time, which will make it

possible to recover virtually the entire instelled capacity damaged,é/

éj The relative proportion contributed by the Jimenoa hydroeiectric plant
is actually very lou (betueen orn2 and two par cent) in proportion to
total generaticn.

/Table 18
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Table 18

DOIIINICAN REPUBLIC: DEMAND FOR ELECTRIC

POVER AND CENERLTICN

Real Estimapedél

1975 1977 1978 1979 198¢ 1981
Power (1) 241 396 411 451 500 555
Generation (rillions of kWh) 1 425 1 859 2 6a7 2 201 2 441 2 710
Residential 08 481 469 548 601 660
Commerce and small industry 13z 172 177 198 217 241
Industry 444 574 627 706 794 893
Government 120 155 146 157 170 183
Rurzal 29 16€ 171 1990 213 225
Losses 211 311 367 44 448 498
Sourcz2: CEPAL, estimates bescd on 6f?3i?3§ﬂfigures.
a/ Estimates rade without taking the effects of the disactar into account.

/preduction



production will decline substantial.y, particularly industrial production.
The losses deriving from transportation problems owing to the shortage of
fuel caused by the breakdotm in the refinery should also be taken into
account in this respect.

Thus, not only are production rroblems and losses foreseen for the
remainder of 1979, but also possible limitations on budget allccations
for national reconatruction snd dcvelopment plans in the short and
medium term as a result of the need to exped large sums of money for
imports of oil.

/5. Lnvestment
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5. Investment requiremeats end puhlic finances

Lesses in public and private fixed assets amounted to 580 million dollars,
representing almost five per cent of the total capital stock. This value
practically coincides with the investment made in the first eight months
of the year (600 million dollarc). These losses, which will produce
stagnation in the accumviation of capital, will also have important
repercussions on the oversil corfunt of the eccnomy.

The repair and replacement of des.iojed or demaged assets wili
require greater amounts of investmeuc then in the past if the economic
diversification process under way is nof to be sacrificed. Even if the
1278 investment level viere to be mafucaicaed,vhich was a relatively high
25 per cent of the gross natiomal product in vieu of ths reccssion
foreseen in internal activity levels ani conssquently in savings levels,
an increasing supvplement ol external Zinancing will te required. This
supplement will be added to that devived from the widening gap fcresscn
in the nzgative balance of the curreut account of the balarce of parucntc.

Replacement of a substantial part of the country's preperty will
consequently be the responsibility of the Goverrmeat, which wiil increass
its expenditures 2nd in turn increase the Dudgetary iwbalance of the
preceding year.

It should be stressed, therelore, that if the above-mentioned
invesument efferxts ave nct carried out, the eccromic growth of the coming
years will be jeopardired. Furthermore, a substantial portion of such
investment - namely the investment in reconstructicn of basic infrastriucture -
siiould ba made socon so as not to chstruct the nrocess of economwic recovery.

Improverant was forescen in c..e pabliz gector's firancial situatioen
Lor 1979 - the deficit should have Heen reduced by &4 milliisn without
considering extraord navy receipts - owing to aan incresse of 12.5 per cent
in vetal reoceipts derived prineipally from foreisnn trade as a result of
the increare in internstional prices for sucar, ferronickel sad dors and

the increasc of imports subject to the payient of dutizs.

[Expeaditures
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Expenditures would have increased by only 3.8 per cent, mainly
because of the reduction in capital outlays - (-8.8 per cent), especially
in real investment, as may be seen in Table 19. However, in late August
of this year, according to preliminary official estimates, it became
obvious that these predictions were over-optimistic, since the fiscal
apparent deficit of the Central Government amounted to 220 million
dollars.zl For the entire year the deficit will increase still more
because of the new responsibilities assumed by the public sector
deriving from the natural disaster and from its repercussions on
Goverament receipts. In eflect, it is estimated that the reduced
economic activity and the finsncial difficulties being faced by numerous
private enterprises and individuals will cause tax rcvenues to decreage
by 39 million dollars. Taxes collected from foreign trade will also be
less than estimated, both because of reductions in exports and because
of the slower growth rate of imports subjet te custum Cduties during the
last four months of 1979. This, in *urn, wvill be brought about by the
replacement of certain goods by others of a more essential nature
destined for the emergency {foodstuffg, machinery and spare parts), the
taxes on which are much lover or even non-existent.

Stat= corporations and agencies have requested the principal users
ol their services to maks advance pavment on a large part of their bills
for their estimated consunption for the rest of che yeai as a means of
financing rehabilitation expenses, as, for example, with regard to
electric power and telephone service. For other corporations, the
irregularity of thz public services they are able to supply will also
imply reduced income.

Operating eupenses and capital expenditures will have to increase
in order to make it possible to rxeplace the productive capacity in
severral sectors, a situatiorn that may be alleviated in accordance with

the nature of external donaticns received. In addition, the emergency

7/ This deficit was compenscted. nevevtheless by 190 million dollars
of foreign capital and by 38 million trancfers for the Central
Bank.

/Tabie 19
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actions that will have to be carried out during the last four months of
1979 will result in extra-lLudgetary spending in the neighbourhood of
1i4 milliondollars. Inthis respect it should be mentioned that the
Government has reduced new expenditures to & minimum by limiting
non-essentiais and has given greater attention to operating expensas
and to replecing asgsete thround the intenclve use of menpower in
reconstruction than to capital expenditures that would escentially depend
on international foreign cooperation.gl
In summary, it is estimated that in 1979 current income will diminish
by 31 million dollars, in relation to the projected figures, and in 1930,
by almost 110 million dollars, due to direct and indirvect effects of the
natural disaster. At the same timez, totzl expernditures wiil increase by
almost 312 million dolliars during the present year and by an as yet
unkknown quantity next year, which leads to the estimate that the fiscal
deficit will reach some 390 million dollars in 1979, instead of 44 million
originally envicaged.
It is, thus, beyond any dcubt that the natural disaster had, and
will continue to have, very severe effects on the public finance
equilibrium. At the same time, it has posed the Govermment & wide range

of respcnsibiiities in the emergency and rhe reconstruction stages,

8/ is 2 meens oif speedins up rencvilitation and reconstruction projects,
the Presicdent of the Dominiccn Republic has been gronted powers
tirough Lav ilo. 53 of ¢ Septe.lLer 1779 to provide by Decree for
transiers of budgetery allocctlons within the 1lzv  oa public
expenditures or to alloceie those funds required Zor special public
administration expenditures. I n doinZ so, he is bound only to inform
the ilational Congress of such zctions. This provision will be in
Zorce until 31 December 1077.

/IV. EXTERNAL



