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BANCO CENTRAL DE LA REPUBLICA DOMINICANA
EPORT TO THE MONETARY BCARD: AUGUST 1

Introduction

[1. The purpose of this report is to give a brief account %o
the Monetary Board of progress in carrying out the programme
of work which we are undertaking in collaboration with offic-
ials from the Banco Central under the agreement between the
Banco Central and Samuel Montagu & Co. Ltd. The report also
mentions some of the subjects which we hope to discuss at the
Banco Central during our regular visit to Santo Domingo in the
working week beginning 23 August.

Financial report

2. The financial report on the Dominican Republic that we
have prepared was checked with the Banco Central during our
visit to Santo Domingo in May. With the agreement of the Banco
Central it was subsequently circulated in June to a ftarget list
oF foreign banks cutside North America (Appendix 1). Copies
have also been despatched to the Banco Central for circulation
to the Banco Central's traditional foreign bank counterparties
in North America and to other financial institutions. We hope
to discuss during our visit in the working week beginning 23
August ways in which we can assist the Banco Central in follow-
ing up the report by contacting the foreign banks concerned.

Foreign exchange budget

' 3. A revised format for the short term foreign exchange budget
wWwas agreed during our visit in May. A copy of the format and a
note that we prepared at the time explaining the new format are
included as Appendix 2. The format is used for internal manage-
ment purposes and for the weekly telexes that are exchanged be-
tween the Banco Central and Samuel Montagu. We hope to review
the format with the Banco Central during our visit in the work-
ing week beginning 23 August.

international Monetary Fund

4. At the Banco Central's request, we made a special visit to
Santo Domingo at the end of June to discuss the question of op-
ening negotiations with the IMF. A paper that we prepared on
the subject for the Governor strongly recommended an approach to
the Fund. A copy of this paper is inecluded as Appendix 3. We
have subsequently received a telex from the Governor indicating
that the Monetary Board has unanimously decided to recommend to
the President of the Republic that an approach should be made
to the Fund. While the Banco Central is well prepared for any
negotiations that take place, we hope to discuss during our visit
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ways in which we may be able to assist the Banco Central, in par-
ticular on questions affecting relations with foreign banks that
may arise while the negotiations with the Fund are taking place.
Two such questions are how to prevent arrears arising on foreign
debt payments in the next few months, as far as possible, and how
best to renew the ‘'commercial bank agreements'.

Special assignments

5. Since our May visit we have at the Banco Central's request
prepared a number of papers on financial questions of concern to
the Banco Central. These comprise:

(a) 'the case for a Public Debt Office': this paper was des-
patched by courier to the Banco Central earlier in August; (a copy
is attached as Appendix 4);

(b) 'comparative study of the IMF Extended Fund Facility':
this paper was despatched to the Banco Central at the beginning
ofl June; (a copy is attached as Appendix 5);

(c) 'foreign exchange market practice in the industrial coun-
trnies': this paper was despatched to the Banco Central at the be-
ginning of June; (a copy is attached as Appendix 6);

'(d) 'prospects for gold sales by the Dominican Republic': a
copy of this paper is attached as Appendix 7.

Seminars and training

6. During our visit in May, we conducted two seminars for of-
ficials from the Banco Central on opportunities for the Dominican
Republic in international financial markets. We would be pre-
pared to conduct further seminars during our visit in the working
week beginning 23 August. We also hope to discuss the training
of Banco Central officials in financial market techniques in Lon-
don. When the Governor visited Samuel Montagu in London in May,
we offered in addition to give any assistance we could in re-
lation to the training of officials for the new Dominican gold
r?finery.

Financial assessments

7. Cn our May visit, we made financial assessments on a number
of financial proposals submitted by foreign banks and broking
houses on behalf of the Banco Central. We hope to discuss dur-
ing our visit the assessment of any new proposals that have been
rieceived since our May visit.

OPR/1mm.
16 August 1982



APPENDIX 1

THE DOMINICAN REPUBLIC:
TARGET FOREIGN COMMERCIAL BANK COUNTERPARTIES

QUTSIDE NORTH AMERICA

ABu Dhabi

National Bank of Abu Dhabi,
PO Box 4,

Sheikh Khalifa Street,

Abu Dhabi,

United Arab Emirates.

Bahrain

Arab Banking Corporation,
PO Box 5698,

Alia Building,

Diplomatic Area,

Manama,

Bahrain.

Gulf International Bank BSC
PO Box 1017,

Tarek Building,

Government Road,

Manama,

Bahrain.

Qnited Gulf Bank,

Chamber of Commerce Building,
PO Box 5964,

Manama,

Bahrain.

Belgium

Kredietbank NV,
Arenbergstraat 7,
B-1000 Bruxelles,
Belgium.

|

$ociét5 Générale de Banque,
3 Montagne du Parc,

B-1000 Bruxelles,

Belgium.

France

Banqug Frangaise du Commerce
Exterieur,

21 Boulevard Haussmann,

75009 Paris,

France.

Asaad Samaan Assaad,
Chief Executive

Morven Hay,
Senior Vice President

J 3. Porter,
Executive Viece President

Ali Shaker, .
Assistant Vice President

W. Janssens,

Senior International Officer,

Eurobonds and Syndicated
Euroloans

Xavier Malou,
Managing Director,
International Division

G. Raoul-Duga;,
Directeur Genéral Adjoint,
International Department



France continued

Banque Nationale de Paris,
16 Boulevard des Italiens,
75450 Paris,

France.

Banque de Paris et des Pays-Bas,
PO Box 141,

3| Rue d'Antin,

75060 Paris Cedex 02,

France.

Banque Sudameris,
4 Rue Meyerbeer,
75009 Paris,
France.

C}edit Commercial de France,
103 Avenue des Champs Elysées,
76008 Paris,

France.

Credit Lyonnais,

16 Rue du Quatre Septembre,
75002 Paris,

France.

Société Générale,

29 Boulevard Eaussmann,
75009 Paris,

France.

Germany

Bayerische Landesbank
| Girozentrale,

HO Box 200525,
Brienner Strasse 20,
D-8000 Munchen 2,
West Germany.

Bayerische Vereinsbank AG,
Kardinal-Faulhaber-strasse 1 + 14,
8000 Munich 2,

West Germany.

Commerzbank AG

Neue Mainzer Strasse 32-36,
D-6000 Frankfurt/Main 1,
West Germany.

Pierre Mendras,
Directeur

Olivier Brunet,
Executive Vice President

Eurocurrency Division

Sylvano Guarino,
Directeur Central,
Head of International Division

Gerard Engel,
Directeur Central
Eurobond and Eurolecan Division

Maurice Armand,
Directeur,
International Finance Department

Roger Sabot,
Directeur ,
International Department

Winifried Rohaus,
Direktor,
International Division

Dr. Hans Freiherr von Schoen,
Direktor

J. Carlson,
Direktor,
International Banking
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Deutsche Bank AG,

Grosse Gallusstrasse 10-14,
D-6000 Frankfurt/Main,

West Germany.

|
Deutsch-Sudamerikanische Bank AG,
Neuer Jungfernstieg 16,
D=2000 Hamburg 36,
West Germany

Dresdner Bank AG,
JUrgen-Ponto-Platz 1,
6000 Frankfurt/Main 1
West Germany.

:

Holland

Amsterdam-Rotterdam Bank NV,
Herengracht 595,

Amsterdam,

Netherlands.

Kuwait

The National Bank of Kuwait SAK,
Abdulla Al-Salem Street,

P@ Box 95,

Safat,

Kuwait.

ang Kong

The Hong Kong and Shanghai

Banking Corporation,
1|Queen's Road Central,
Hong Kong.

Italy

Banca Commerciale Italiana,
Piazza della Scala 6,

20121 Milan,

Italy.

Japan

The Bank of Tokyo, Ltd.,
PO Box 8,

Nihombashi,

6-3 Nihombashi Hongokucho,
1-chome,

Chuo-ku,

Tokyo 103-91,

Japan.

M. von Brentano,
Direktor,
New Issue Department

Horst Tiedemann,

Deputy Manager,

Syndications/International
Banking

Hugo Chill,
Assiszant General Manager

M.J. Drabbe,
General Manager
International Banking Group

Nehmeh E. Sabbagh,
Multinational Credit

W. Purves,
General Manager,
Internaticnal Department

Mario Arcari,
Direttore di Sede,
International Banking

Minoru Suzuki,
General Manager,
Latin America
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Japan continued

The Bank of Yokohama, Ltd., Akira Sukegawa,

8-2 Nihonbashi, Director and General Manager,
2-chome, International Department
Chuo-=ku,

Tokyo PC103,

Japan.

The Dai-Ichi Kangyo Bank, Ltd., Toshihiko Kayashima,

1-5 Uchisaiwaicho, : Manager,

1-chome, Planning Department
Chiycda-ku,

Tqokyo 100,

Japan.

The Fuji Bank, Limited, Hideo Saito,

5-5 Otemachi, 1-chome, Chief Manager,

Chiyoda-ku, International Division III
CRO box 148,

Tokyo 100,

Japan

Tﬁe Industrial Bank of Japan Tadashi Hasegawa,

Limited,
3=3 Marunouchi, International Finance Dept.
1-chome,

Chiyoda-ku,

Tokyo 100,

Japan.

The Mitsui Trust & Banking Tamotsu Harada,

Cor—Lbd oy General Manager,
1+1 Nihombashi-Muromachi, International Finance Division
2+chome,

Chuo-ku,

Tokyo 103,

Japan.

The Sumitomo Bank, Limited, Teruhisa Shimizu,

22 Kitahama, Director and General Manager
S>=chome, International Department
Higashi-ku,

Osaka 541,

Japan

The Sumitomo Trust and Banking Kikuzo Kokubo,

Ca. LEd.:, Gerieral Manager
International Department, International Department
3-1 Yaesu,
2-chome,

Chuo=ku,
Tokyo 104,

Japan.



Japan continued

The Toyo Trust and Banking
Company Limited,

4-3 Marunouchi,

1+chome,

Chiyoda-=ku,

Tokyo 100,

Japan.

The Yasuda Trust and Banking Co.

Ltd.
Yaesu,
1-chome,
Chuo-ku,
Tokyo 103,
Japan.

Peru

Arab Latin American Bank,
Juan de Arona 830,

San Isidro,

Lima,

Perid.

Spain

Banco de Bilbao SA,

Pgseo de la Castellana 81,
Madrid 16,

Spain.

Banco Exterior de gspaﬁa,
Cdrrera de San Jeronimo 36,
Madrid 14,

Spain

Banco de Vizcaya,

Paseo de la Castellana 110,
Edificio Bancaya,

Madrid 6,

Spain

United Kingdom

Associated Japanese Bank
(International) Limited,

29-30 Cornhill,

London, EC3V 3QA,

United Kingdom.

Shoushu Teramoto,
General Manager
International Department

Fujio Takayama,
Senior Managing Director
International Department

Ignacio Copete-Lizarraede,
General Manager

Tomas Lamamie de Clairac,
Deputy Chief Executive

Luis Urquijo,
Joint General Manager

I
Jose A. Basterra,

Assistant General Manager

Yoshio Hemmi,
General Manager



United Kingdom continued

Banco Urquijo Hispano Americano
Limited,

19.-Austin Friars,

London, EC2N 2DJ,

United Kingdom.

The Bank of Tokyo Trust Company,
20-24 Moorgate,

London, EC2R 6DH,

United Kingdom.

Barclays Bank International
[Limited,

54 Lombard Street,

Laoandon, EC3P 3AH,

United Kingdom.

Euro-Latinamerican Bank Limited,
Gillett House,

55 Basinghall Street,

London, EC2V 5EN,

United Kingdom.

International Commercial Bank
Limited,

9—h0 Angel Court,

London, EC2R T7HP,

United Kingdom.

International Mexican Bank
Limited,

29 Gresham Street,

London, EC2V TES,

United Kingdom.

Japan International Bank Limited,
10ff Cheapside,

London, EC2V 6BR,

United Kingdom.

Libra Bank Limited,
Bastion House,

140 London Wall,
London, EC2Y 5DN,
United Kingdom,.

Lloyds Bank International
Limited, :

4U0-66 Queen Victoria Street,

London, EC4P 4EL,

United Kingdom.

W. Kenneth Mendenhall,
Managing Director

Mikio Hinata,

Senior Vice President and
Manager

International Department

M.J. Rowlinson,
Director
International Finance Divisicn

George M. Gunson,
General Manager
International Department

R.J. Edston,.
Deputy General Manager

Gerard Legrain,
Managing Director
International Department

Riichiro Kawashima,
Director and General Manager

Carlos Santistevan,
General Manager

R.J.R. Owen, Director
Merchant Banking Division
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Uﬁited Kingdom continued

Midland and International Banks
Limited,

26 Throgmorton Street,

London, EC2N 2AH,

United Kingdom.

Midland Bank Limited,
PO} Box 1871,

60 Gracechurch Street,
London, EC3P 3BN,
United Kingdom.

National Westminster Bank
Limited,

Natlonal Westmlnster Tower,

25| 01d Broad Street,

London, EC2N 1HQ

United Kingdom.

Nordlo Bank Limited,
Nordie Bank House,
20|/St. Dunstan's Hlll,
London, EC3R 8HY,
United Kingdom.

Saudi International Bank,
99 Bishopsgate,

London EC2M 3TB,

United Kingdom.

Scandinavian Bank Limited,
36 Leadenhall Street,
London, EC3A 1BH,

United Kingdom.

Standard Chartered Bank Ltd.,
10 Clements Lane,

London, EC4N 7AB,

United Kingdom.

UBAF Bank Limited,

PO Box 169,

Commercial Union Building,
St.| Helen's,

1 Undershaft,

London, EC3P 3HT,

United Kingdom.

A.C. Storkey,
General Manager

G.L. Walkden,
Assistant General Manager

P.G. Harrold,
Senior International Executive,
Latin America

J.R. Sclater,
Managing Director

Ricardo Sicre,
Manager,
Latin America

R.BF.N, Clark.
Deputy General Manager

C.J. Crickmore,
General Manager

C. Burkin,
Chief Executive
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SAMUEL MONTAGU & CO. LIMITED

TELEPHONE: O1-588 6464 114 OLD BRCAD STREET
TELEX: 887213

CABLES: MONTAGU, LONDON EC2 - LONDON EC2P 2HY

BANCO CENTRAL DE LA REPUBLICA DOMINICANA:
REPORT ON MAY VISIT AND PROGRAMME OF WORK BY SAMUEL MONTAGU
BETWEEN MAY VISIT AND JULY VISIT

Introduction

1. This report gives an account of the work on which we
have been engaged during our visit to Santo Domingo in the
working week beginning 3 May, and an outline of the programme
of work that we are due to undertake prior to our next reg-
ular visit to Santo Domingo in July. This programme of work
is flexible. We can adjust it to meet the Banco Central's
changing requirements from time to time.

Report to the internaticnal financial community

2. During the course of our visit, we have discussed with
officials from the Banco Central the contents of the draft
|report on the Dominican Republic we have prepared for dist-
ribution to the international financial community. The text
of the report has been approved and the statistics in the
report have been updated. The report will now be printed in
London and circulated with a covering letter from the Banco
Central to a target list of banks in Europe, the Middle East
and the Far East, and to selected official institutions such
as export credit agencies. We will handle the circulation
of the report in Europe, the Middle East and the Far East.
But we will alsc send copies to Santo Domingo for distribu-
tion by the Banco Central to interested institutions, such
as the Central Bank of Trinidad & Tobago.

Presentations to the international financial community

3. Once the report has been circulated, we will initially
contact the barks on the target list on an informal basis.
That is, we will take the opportunity of meetings in London

.'to discuss the financial position and prospects of the Dom-
_/inican Republic with them on an individual basis. Similar
opportunities will arise when our representatives visit
target banks overseas. However, we consider that formal pres-
entations should also be held in London or other financial
centres on the model that we used in Cartagena when officials
from the Banco Central are free to attend them and particip-
ate with us. We understand that the Banco Central will let
us know as far as possible in advance of convenient dates.

Registered Ofiice: 114 O!d Broed Street, London EC2P 2HY Registered in England Number 480482
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Short term foreign exchange budget

4. In collaboration with officials from the Banco Central,
we have reviewed the format for the short term foreign ex-
change budget that is prepared weekly for the month ahead
and suggested a revised format. This shows 'above the line'
the value of foreign receipts and foreign payments falling
due in each week covered by the budget, and 'below the line'
the resulting deficit to be financed and the anticipated
method of financing, whether by the use of the Banco Central's
foreign reserves, by new borrowing by the Banco Central, or
by the accumulaticn of arrears.

5. There is a separate section in the revised format of the
short term foreign exchange budget that is designed to show
a number of critical financial variables at the end of each
week. These are: the level of net reserves of the Banco
Central, as calculated under Article 45 of the Central Bank
Law; the level of gross sight deposits of the Banco Central
with foreign banks and the Federal Reserve Bank of New York;
the volume of letters of credit outstanding under the Banco
Central's agreement with the foreign commercial banks (and
the national commercial banks with their foreign correspond-
ents); and the level of arrears outstanding not covered by
the commercial bank agreements.

6. In the case of the volume of letters of credit outstand-
ing, the revised short term foreign exchange budget format
will demonstrate whether or not the ceiling of $260m pre-
scribed in the commercial bank agreements has been kreached.
In the case of the arrears, the revised format will show the
cverall amount overdue and not covered by the commercial bank
agreements. We have suggested that a separate schedule should
be prepared each week for the internal purposes of the Banco
Central. This schedule should itemise the different cate-
gories of arrears, distinguishing where relevant between
foreign debt payments overdue, letters of credit and 'cobranzas',
and distinguishing between arrears for which the Banco Central
has received the equivalent in pesos and those for which pesos
are due but have not been received.

7. Apart from providing additional management information
in the Banco Central, the revised format for the short term
foreign exchange budget will be telexed each week to us in
London alcong with a summarised statement of the foreign re-
serve position. This will enable us to continue to provide
weekly recommendations to the Banco Central on the financing
of the foreign exchange budget and the investment of the for-
eign reserves.
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Medium term foreign exchange budget

8. The weekly telex which we send to the Banco Central will
continue to enable us to make short term recommendations on
financing for the month ahead. But we have also had the
opportunity to collect towards the end of this visit the
latest version of the foreign exchange budget for the rest of
1982. We will be taking this document back to London with us
so that we can study it in detail and make suggestions about
the financing of the foreign borrowing requirement for the
rest of 1982 in writing in due course. When we do so, we
will pay particular attention to the problems raised by the
need to eliminate arrears outstanding and to keep within the
terms of the commercial bank agreements.

Foreign currency financing options

9. During the course of our visit, we have had the opportun-
| ity to review a number of proposals submitted to and generated
| by the Banco Central so that we can give our recommendations.
| These recommendations are given in outline below. Where appro-

priate, separate notes have been prepared for the Banco
Central. We hope that, when the Banco Central receives pro-
posals from financial institutions overseas in future, it will
send them to us by telex or airmail for our comments when we
can be of assistance.

(a) CcCC financing

10. We have reviewed a proposal submitted by Salomon Broth-
ers whereby US$100m import finance, guaranteed by CCC, would
be available for 3 years at a margin over US Treasury bill
rate, plus fees and expenses. We have recommended that the
fees and expenses are reasonable, and that the difference
between the effective Treasury bill rate and prime rate (on
which CCC facilities are normally based) offers a potential
saving in terms of interest, costs and fees, of 0.5%-0.8%
per annum.

(b) US commercial paper

11. We have reviewed an information package submitted by
Merrill Lynch on the issue of US commercial paper. Although
the information package is addressed to the Banco Central,
we understand that, if an entity from the Dominican Republic
is going to use the commercial paper market, it will be a
corporation rather than the Banco Central or any other
Government-owned institution. We have concluded that a com-
mercial paper facility of the kind proposed is only likely
to be viable for a Dominican issuer if a suitable prime fin-
ancial institution in the US can be identified to give a
'rating' to the issuer by effectively guaranteeing the paper
issued, and underwrite the placement of the paper, thereby
ensuring that funds are available to the issuer regardless
of placement success. We have drafted a reply to Merrill
Lynch asking for their suggestions in this respect.
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(c) Rate protection programme

12. We have reviewed an offer from Merrill Lynch of a
facility (covering up to US$100m) whereby, for a fee of 1%
per annum payable in advance, the Banco Central can be pro-
tected against a rise in prime rate above a certain level
(to be determined at the time). A facility of this kind may
be useful in respect of the credit, for up to 30 days, which
Mexico grants the Banco Central on oil payments, on which
interest is charged at prime rate. We have produced a sep-
arate note on the subject. This concludes that the facility
seems a reasonable method of obtaining protection against
significant rises in prime rate, when and if they are anti-
cipated.

(d) Net reserves

13. Given that foreign currency liabilities of the Banco
Central carry a 100% weighting in the calculation of net
reserves under the Central Bank Law if their maturity is
less than 30 days, we have suggested that pressure on the
net reserves would be eased if a way could be found of docu-
menting foreign currency credit lines to the Banco Central
so that their effective maturity never reaches less than 30
days. We have suggested that a lending bank which grants
a 90 day line to the Banco Central could be requested after,
say, 55 days to agree that the line should be extended orn
maturity for a further period. If the bank agrees in ad-
vance, then in effect the maturity of the line of credit is
deferred until the end of the following period: i.e. 125
days instead of 35 days. If this pattern is repeated sub-
sequently, the maturity of the line will never fall below
30 days. The Banco Central's Legal Department is going to
examine whether this procedure would satisfy the criteria
provided in the definition of net reserves.

(e) Federal Reserve Bank

14. We have reviewed a letter that will be sent by the
Banco Central to the Federal Reserve Bank of New York giving
revised instructions for the management of the Banco Central's
account. The revised instructions stipulate a minimum balance
of US$25,000 on the account, with the excess up to USS$5m to
be invested by the Federal Reserve Bank on the Banco Central's
behalf in repurchase agreements, and the excess over USs$5m to
be invested either in repurchase agreements or in Treasury
bills with not more than 3 months' maturity.
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(f) Cheques in transit

15. We have discussed the procedure for collecting foreign
exchange receipts with a view to determining whether or not
the Banco Central is losing income on the foreign reserves.
We understand that the procedure is as follows:

(i) Foreign exchange receipts are paid direct to the Banco
Central in respect of gold and some sugar exports. In these
cases, the proceeds are paid into the Banco Central's account
at the Federal Reserve Bank of New York or one of its other
bank accounts. -

(ii) Other foreign exchange receipts are paid initially
into accounts of the commercial banks. The commercial banks
are required to pay the amounts concerned to the Banco Central
immediately on receipt, and the Banco Central puts pressure
on them to do so.

(1iii) The commercial banks make chegques out to the Bancc
Central. These generally take one day to process, and the
Banco Central receives good value on the second day.

(iv) In the case of Banco de Reservas, its overdraft with
foreign correspondents cannot always be increased sufficient-
ly to honour the cheques it pays to the Banco Central immed-
iately.

(v) Foreign receipts are included in the foreign reserves
of the Banco Central when the chegues paid by the commercial
banks are received by the Banco Central. Initially, the
cheques are included in the reserves as 'cheques in transit'.
When they have been cashed, they are included as cash and
generally held in the form of sight deposits.

(vi) In the case of Banco de Reservas, the proportion of
cheques paid to the Banco Central which are not honoured in
foreign exchange is sometimes used by the Banco Central to
reduce commercial arrears to the Banco de Reservas in lieu
of payment. In these circumstances, the value of cheques in
transit in the reserves, which initially rises when the Banco
Central receives the cheques, subseguently falls by more than
sight deposits rise, because of the associated reduction that
occurs 1in arrears.

On the evidence available from this analysis of the pro-
cedure for collecting foreign exchange receipts, we do not
consider that the Banco Central is losing income on the for-
eign reserves unnecessarily.
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Special assignments

l6. From time to time, we are asked to undertake special
assignments for the Banco Central which we submit for consid-
eration by the Banco Central in written form. Before our
next visit, we will be undertaking three such assignments,
the first to be submitted by the end of May, and the other
two to be brought with us when we return to Santo Domingo in

July:

(1) We will prepare a paper incorporating recommendations
about the establishment within the Banco Central of a system
for monitoring foreign loan documentation to be signed by
public entities in the Dominican Republic following approval
of the loans in principle by the Monetary Board.

(ii) We will prepare a comparative study of the terms ob-
tained by other relevant countries from the IMF under the
Extended Fund facility.

(iii) We will examine the promotional value and potential
profitability of selling Dominican gold coins outside the
Dominican Republic.

Seminars and training

17. We have, during the course of this visit, conducted
two half-day seminars for officials from the Banco Central
on opportunities for the Banco Central in international fin-
ancial markets. We will be pleased to conduct more seminars
of this kind on future visits, if requested by the Banco
Central to do so.

18. As a separate exercise, we are prepared to assist the
Banco Central in the process of locating potential training
assignments for officials which the Banco Central nominate
with foreign financial institutions. In order to perform
this task effectively, it will be helpful if we can be given
advance notice and background details of the individual or
individuals concerned. We understand that training assist-
ance may initially be required in relation to the gold
market.

Governor's visit to London

139. We are looking forward at Samuel Montagu to receiving
the visit of the Governor of the Banco Central, the Head of
the Foreign Exchange Department and the Dominican Ambassador
to the United Kingdom at 11 a.m. on Monday 10 May. A pro-
gramme has been arranged to enable the visitors to meet the
heads of the different divisions of Samuel Montagu, and will
be followed by a lunch for the visitors in the Governor's
honour.
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| Next wvisit to Santo Domingo

20. Our next regular visit to Santo Domingo is due in July,
and has provisionally been fixed for the working week begin-
ning Monday, 12 July. We will confirm whether these dates
are convenient for the Banco Central in due course. If a
special visit is needed before our next regular visit, the
Banco Central will let us know.

0.P. Richards

R.D. Mytton-Mills

Samuel Montagu & Co. Limited
Santo Domingo

7 May 1982
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Strictly confidential

THE DOMINICAN REPUBLIC:
FINANCING THE FOREIGN EXCHANGE BUDGET

|
‘Introduction

1. The shortage of foreign exchange in the country at pre-
sent has two consequences. First, it is difficult to meet
foreign debts and other foreign liabilities falling due for
repayment. Secondly, it is difficult to finance the contin-
uing current account deficit on the balance of payments.

The requirements for foreign exchange for these two purposes
are likely to become critical in the next few months.

2. There appear to be two possible courses of action avail-
able to the financial authorities. The first is to make an
application to the International Monetary Fund under an Ex-
tended Fund arrangement or a standby facility. The second
is to attempt to renegotiate debts to foreign creditors with-
out making an application to the International Monetary Fund.
In view of the continuing shortage of foreign exchange, it
is imperative that the financial authorities decide on a
course of action as soon as possible.

Renegotiation of foreign debt

3. The first policy option is to renegotiate debts and other
foreign liabilities falling due for repayment over a speci-
fied period ahead, either on a comprehensive or on a select-
ive basis, without making an application to the International
Monetary Fund. If adopted, this course of action would avoid
the need to explain an application to the International Mon-
etary Fund to the electorate. But it would raise two import-
ant problems.

4. First, based on recent experience in a number of other
countries, it is very unlikely that foreign banks or other
foreign creditors would agree to a renegotiation of their
claims on the Dominican Republic on the scale required with-
out the negotiation of an agreement with the International
Monetary Fund. Since their experience of Peru several years
ago, when foreign banks found it impracticable to impose
policy conditions on a sovereign government, foreign banks
involved in debt renegotiations have nearly always urged the
countries concerned to negotiate an agreement with the Fund,
and the successful outcome of the debt renegotiations has
generally depended on the successful conclusion of a Fund
agreement.

Registered Office: 114 Old Broad Street, London EC2P 2HY  Registerad in England Number 499482
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5. Secondly, even if a debt renegotiation with foreign
banks and other foreign creditors was successful, without an
agreement with the International Monetary Fund, it would fail

|to solve the foreign exchange problem facing the country.

This is not simply a matter of deferring foreign debt matur-
ities falling due. It is also a matter of raising new for-
eign currency finance to meet the ongoing current account
deficit on the balance of payments. In the absence of an
agreement with the Fund to provide balance of payments sup-
port, neither official foreign creditors nor foreign banks
would provide the foreign currency funds necessary to fin-
ance the imports that the Dominican Republic requires.

International Monetary Fund

6. The second policy option is to make an application to
the International Monetary Fund under an Extended Fund ar-
rangement or a standby facility. The conclusion of an agree-

'ment with the International Monetary Fund would not preclude

a decision to renegotiate debt falling due to foreign banks
and other foreign creditors. It would make any such de-
cision more likely to achieve the objective intended, which
is not only to relieve the foreign exchange pressure arising

' from the maturity of foreign debts, but also to continue to

obtain balance of payments support. There are two reasons
for this.

7. First, the International Monetary Fund would be able to

| provide a very substantial volume of balance of payvments sup-

port directly itself, on relatively concessionary terms (com-

| pared with the cost of funds in international financial mar-

kets). The Fund used to be criticised for imposing policy
conditions on member countries in exchange for amounts of for-
eign currency that were not sufficiently large in relation to
member countires' foreign exchange requirements to justify
them. In view of the recent increases in member countries’
quotas in the Fund and the increase in their drawing rights

as a proportion of quotas, this criticism is no longer valid.

8. Secondly, the conclusion of an agreement with the In-
ternational Monetary Fund would have an indirect effect in
raising additional foreign currency funds, because it would
increase the confidence of the international financial com-
munity in the Dominican Republic. The successful conclusion
of an agreement with the Fund would make it easier for the
Government to obtain new commitments from official foreign
creditors and foreign banks. It would also be easier if nec-
essary to negotiate the deferment of foreign debts falling
due for repayment. The new Government in Jamaica used a Fund
agreement to secure assistance from foreign official institu-
tions and foreign banks last year, and the new Government in
Costa Rica has recently announced to its foreign creditors
that it intends to reach a new agreement with the Fund.
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| 9. Despite these obvious financial advantages, the Inter-
national Monetary Fund has sometimes been criticised in the
past for imposing unacceptable political conditions on member

¢ountries in exchange for balance of payments support. The
Fund appears to have learnt from its experience in the past
(for example, in Peru). Recent cases have shown that the

Fund is prepared to be much more flexible in imposing policy
conditions on member countries than it used to be. (For ex-
ample, devaluation is not a precondition for a Fund agreement).
The policies imposed are policies that prudent financial auth-
orities would wish to adopt anyway in the circumstances,
whether or not a Fund agreement was requested.

10. These considerations enabled the new Jamaican Prime
Minister to present the agreement reached between Jamaica and
tlhe Fund last year as a political victory rather than a de-
fleat. He argued that the Fund agreement represented a great
opportunity to help restore the prosperity of his country.

In fact, since the agreement was reached, there has been a
significant revival in the Jamaican economy, despite the ef-
flect of the world recession. Equivalent benefits could be
achieved by the Dominican Republiec from an agreement with
the Fund.

Recommendations

| 11. For the reasons given, we recommend that an application
should be made by the Dominican Republic to the International
Monetary Fund as soon as possible. The application should
preferably be made under an Extended Fund arrangement which
would provide up to 450% of the Dominican Republic's quota
in the Fund of SDR82.5m over a three year period (the equiv-
alent of US$471m at exchange rates prevailing at the end of
May). A little more than 150% of quota might be available in
the first year of the arrangement, owing to 'front-end load-
ing'. In addition, we understand that the compensatory fin-
ancing facility has been drawn only up to 50% of quota. In cer-
tain circumstances, the Fund allows member countries to draw
up to 125% of quota in respect of export shortfalls and cereal
imports.

12. The negotiations with the International Monetary Fund
would probably last from three to four months. While the
negotiations with the Fund were taking place, preparations
would be made for negotiations with foreign official insti-
tutions (defined as friendly foreign governments and inter-
national development agencies), and with foreign banks and
suppliers. These would begin as soon as it could be shown
that the negotiatiocns with the Fund would come to a success-
ful conclusion, the negotiations with foreign official insti-
tutions taking place under the auspices of the Caribbean
Group for Cooperaticn and Eccnomic Development or an equiva-
lent body, and the negotiations with banks and suppliers sep-
arately, possibly through a Steering Committee.
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13. The preparations for negotiations with foreign offic-
fal institutions and with foreign banks and suppliers would
be concerned with answering two questions. The first is what
new financial commitments would be required from foreign
creditors, once the Fund agreement was concluded. The second
is whether it would be necessary to ask foreign creditors to
defer repayment of selected debts and liabilities falling due.
These could be categorised in three main blocks:

| (a) the official foreign debts with payments in arrears or
falling due for repayment in the period ahead (as defined for
the purposes of the exercise);

(b) the renewal of the agreement with foreign banks and
with local and mixed banks for the payment of letters of cred-
it falling due and overdue;

(c) arrears on payments to foreign suppliers and arrears
on selected service payments.

14. Special consideration would need to be given to the
financing of the foreign exchange budget during the period
before new commitments could be negotiated from the Inter-
national Monetary Fund under an Extended Fund arrangement,
or from foreign official institutions and foreign banks.

If it was impossible to meet all foreign payments on time,
priorities would have to be decided for the allocation of
the foreign exchange budget. Subsequent negectiations with
foreign creditors would be easier to conclude successfully,
if it was possible toc meet official foreign debt payments on
time in the ‘interim.

'15. It might be possible either to bring forward the com-
pletion of negotiations with the International Monetary Fund
on the compensatory financing facility or to obtain temporary
brldglng finance from friendly foreign governments or foreign
banks pending the outcome of negotiations with the Fund un-
der the Extended arrangements. In discussions with foreign
crieditors on financing plans, it would be advantageous to
mention progress on the negotiations with the Fund, and dis-
advantageous even to discuss the possibility of attempting
to renegotiate foreign debts without an application to the
Fund.

Aslsistance

16. In the context of our agreement with the Banco Central,
the assistance that we could provide in this exercise would
be of three main kinds: .

(a) assistance in preparing and presenting the Dominican
Republie's case to the Fund, either 'visibly' at the nego-
tiating table or 'invisibly' behind the scenes, making use of
our knowledge of what other countries have been able to ach-
ieve with the Fund, and with the intention of making the neg-
otiations as speedy as possible;
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(b) assistance in preparing the case and negotiating with
foreign official institutions and foreign banks and suppliers
to obtain new financial commitments, and, if necessary, to
refinance existing obligations; and

(c) assistance in keeping foreign banks informed of pro-
gress in the development of the Dominican economy and in
negotiations with the Fund (e.g. through updates of the re-

port that we have already prepared on the Dominican Republic
for the international financial community).

Paul Richards
Richard Mytton-Mills
Santo Domingo

29 June 1982
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BANCO CENTRAL DE LA REPUBLICA DOMINICANA:
THE CASE FOR A PUBLIC DEBT OFFICE

Introduction

1. The purpose of this paper is to set out the disadvant-
ages of the present systems within the Dominican Republic of
approving foreign currency borrowings and to recommend how
these disadvantages may be overcome by the establishment of
a Public Debt Office. The advice which we give is based
partly upon the experience we have gained in dealing with
similar offices in other Latin American countries.

2. This paper is divided into six main sections:

(a) The first section sets out our understanding of the
present systems whereby public and private borrowers in the
Dominican Republic obtain the necessary permissions to enable
them to borrow in foreign currency.

' (b) The second section describes how in practice we under-
stand that these permissions are obtained and which organis-
ations and bodies are responsible for approving the terms and
conditions of the borrowings.

(¢) The third section comments on the Office of the Direc-
tor General of Public Credit.

(d) Following on from the first three sections, the fourth
section lists the disadvantages which we see in the present
systems.

|(e) The fifth section describes how these disadvantages could
be overcome by the establishment of a Public Debt Office and
suggests how this office may be established within the frame-
work of existing institutions in the Dominican Republic.

(f) The last section briefly suggests howthe Public Debt Of-
fice should be set up and under whose authority it should operate.

The present system of approvals

3. We understand that four different chains of approval ex-
ist at present for borrowing foreign currency, dependent upon
the status of the borrower. These four systems are described below.

4. Central Government, including ministries, require Congres-
sional approval before borrowing foreign currency, but do not
require the approval of the Monetary Board. In the loan docu-
mentation for such borrowers, Congressional approval has usually
been a condition precedent; that is to say, before drawdown is
permitted by the lenders such approval must have been obtained
by the borrower. 1In practice, Congressional approval has not
always been given and so certain loans, although negotiated and
documented, have never been drawn down.

Registered Office: 114 Old Broad Street, London EC2P 2HY  Registered in England Number 459482
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' 5. Autonomous Government entities (e.g. the State sugar com-
pany CEA, the State holding company CORDE and other companies
owned by the State),with the exception of the Banco Central,
require permissions from:

' (a) their own board;

(b) the board of a State holding company, if the borrower
is a subsidiary of such a company:

i(c) the Presidency of the Republie, and this approval us-
ually requires a law or decree tc be issued by the President;
and

(d) the Monetary Board.

It is only once all these approvals have been obtained that
a borrower may sign the loan document. Thus it is not pos-
sible to include such approvals as conditions precedent to |
drawdown in any loan agreement. |

6. The Banco Central, if it borrows for periods of under
one year, requires no approvals whatsoever other than its own
internal ones. If the Banco Central borrows for over one
year, then it requires the approval of the Monetary Board and
of | Congress. Again, only once such approvals have been ob-

tained is the Banco Central in
agreement. Thus the approvals
cedent to drawdown within such

7. The private sector is not
als to borrow foreign currency

a position to sign the loan
cannot be made conditions pre-
agreements.

required to obtain any approv-
and no controls are exercised

over their borrowings or upon the terms of those borrowings.
To |[repay funds due under such borrowings, private sector bor-
rowers need to obtain the appropriate foreign exchange from
the Banco Central, at which point the Banco Central will be-
come aware of the existence of the borrowings. The question
of private sector borrowings is not addressed by this paper
which concentrates solely upon public sector borrowings.
Without changing formal exchange controls and appropriate
legislation, it is difficult to see how future borrowings

by the private sector can be regulated in the way that we
contemplate regulations being imposed upon the public sector.

The present system for negotiating terms and conditions

8. In a similar way that different types of borrower need
different types of approvals, we understand that the system
of negotiating foreign currency borrowings varies from one
type of borrower to another. These different systems are
considered below.
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9. When negotiations take place with the World Bank and
gther international agencies (excluding IFC) who lend dir-
gctly to the Government or to a State entity against a Gov-
ernment guarantee, then such negotiations are conducted by
the borrower and by the Banco Central even if the Banco
Central is not an obligor or a guarantor. The Ministry of
Finance and the Technical Secretariat of the Presidency may
also be involved in the negotiations. Quite often, however,
the Ministry of Finance and the Technical Secretariat are
not parties to the negotiations and rely upon the Banco Cen-
tral to achieve the best terms and conditions available to
the borrower.

' 10. If, however, the Central Government borrows from com-
mercial institutions, then no institution other than the Min-
istry of Finance is involved in the negotiations. In par-
ticular, the Banco Central has no role to play when such bor-
rowings occur.

| 11. Autonomous Government entities when borrowing without
a|State guarantee negotiate directly with the lenders and
neither the Banco Central nor the Ministry of Finance parti-
cipate in those negotiations. The agreed loan documentation
is not filed either with the Banco Central or the Ministry
of Finance and the Banco Central only becomes aware of the
terms and conditions of such borrowings through the Monetary
Board and through the requests received by the Banco Central
from the entities concerned for foreign currency to service
the loan.

12. Autonomous Government entities when borrowing with a
State guarantee enter into negotiations with the lenders
with a representative of the Ministry of Finance. No repre-
sentative of the Banco Central is present. Again, it is dif-
fipult for the Banco Central to establish the terms and con-
ditions agreed upon at those negotiations.

13. The Banco Central negotiates its own borrowings without
participation from any other government body.

14. The private sector negotiates directly with potential
lenders without the need of any governmental participation.
Private sector borrowers are not required to file information
regarding their borrowings with any public authority.

The Office of Director General of Public Credit

15. In many Latin American countries the type of unit which
this paper concludes by proposing is called the Office of the
Director General of Public Credit. There currently exists in
the Dominican Republic an official reporting to the Ministry
of Finance called the Director General of Public Credit but,
as far as we understand, the office concerned merely fulfils
the role of collecting the details of locan arrangements en-
tered into by public sector borrowers and of producing stat-
istics in respect of them.
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. 16. Despite the coincidence of name (and for the reasons
set out in paragraph 22 below) we do not consider on the
information available to us that the Director General of
Public Credit, or indeed the Ministry of Finance to which
the office concerned reports, would be suitable for fulfill-
ing the functions of a Public Debt Office as proposed in
this paper.

Disadvantages of the present systems

17. There are several major disadvantages in the present
systems whereby public sector entities borrow foreign cur-
rency. To overcome the disadvantages, we recommend the es-
tablishment of a Public Debt Office in the Banco Central as
al Secretariat to the Monetary Board.

18. First, when facilities are being negotiated by publiec
sector borrowers, there is no common unit involved in the
negotiations. Because of this lack of a common unit, there
is an apparent absence of a means for enforcing any common
cansensus on the terms and conditions of the lcan agree-
ments. That is to say there is no common policy within the
Dominican Republic regarding the maturity of the loan, the
margin over LIBOR payable on loans, etc.

19. Secondly, when negotiations occur on the documentation
of| loans, there is no common unit to ensure consistency of
the conditions upon which the loans are made. There is a
large number of clauses that need to be considered carefully
within any loan document, including those concerning coven-
ants, events of default, definition of LIBOR and waiver of
sovereign immunity. For example, it is important tc avoid
cross default clauses in documentation which could result
in|jan event of default being called in relation to a ma jor
Central Government borrowing because of a small default by
a minor State-owned entity.

20. The third disadvantage in the present systems relates
to the Office of the Director General of Public Credit. It
is lour understanding that the Director General may not have
all the figures relating to public sector obligations (e.g.
the Director General is unlikely to have all the statistics
relating to Banco Central borrowings) and thus there is no
one| institution within the Dominican Republic which has com-
plete knowledge of the amount of the present public sector
foreign currency debt or of the maturity profile of that
debt.

Proposed Public Debt Office

21. We recommend that the above disadvantages in the pre-
sent systems could be remedied by the establishment of a Pub-
lic Debt Office.
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22. For three main reasons we believe that this Public Debt
Office should be established as a Secretariat in the Banco
Fentral reporting to the Monetary Board. These reasons are
as follows:

| (a) A review of the first section of this paper highlights
the fact that the Monetary Board is required to give its
approval for most public sector borrowings. The two main
types of borrowing falling outside the jurisdiction of the
Monetary Board are (i) direct borrowing by the Central Gov-
ernment and (ii) short term borrowings by the Banco Central.
In the case of borrowings of the Central Government, the
Banco Central is generally involved in negotiations unless
the Government is borrowing directly from commercial insti-
futions. We do not view the Banco Central's ability to bor-
nrow for under one year without approval as being an import-
ant deficiency in our proposals.

(b) The Monetary Board is located within the Banco Central
and takes advantage of the administration and information
systems of the Banco Central. A Technical Secretariat re-
sponsible to the Monetary Board would thus naturally work in
close co-operation with the Banco Central with mutual advant-
age to both.

(c) The Monetary Bcard is composed of the Governor of the
Banco Central and representatives from the Government and
from the private sector. The Board is thus a represent-
ative body and is a natural focus for such a monitoring role,
in the same way as the Banco Central (as the custodian of
the foreign exchange reserves of the State) is responsible
for disbursing foreign exchange to meet all foreign currency
debts falling due.

' 23. The Monetary Board should refer all submissions that
come to it for approval to the Public Debt Office for check-
ing. The Public Debt Office will be able to examine each
submission in much greater detail than is possible by members
of the Monetary Board and will be able to apply to each sub-
mission those general principles on terms and conditions that
the Board will have previously established. The Board should
only give its approval for a foreign currency borrowing after
the Public Debt Office has indicated that the terms and con-
ditions of the borrowing are consistent with the Board's pol-
Ly

24. We have stated above that the Central Government can
borrow foreign currency commercially without the approval of
the Monetary Board. However, Central Government does require
Congressional approval and we believe that Congress would be
more sympathetic in giving that approval if it knew that the
Public Debt Office had approved all the terms and conditions
negotiated by the Government. Naturally, the Public Debt Of-
fice cannot ensure that Congress would not withhold its ap-
proval on political grounds, but nevertheless the fact that
there has beern a prior examination by the Public Debt Office
should help in obtaining the necessary approval.
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25. We further believe that the Publiec Debt Office should
be present during all negotiations conducted by public sec-
tor entities concerning foreign currency borrowings. We
believe that public sector entities themselves would wish
this to occur because they will be aware that in almost all
cases Public Debt Office approval will eventually be needed
as to the terms and conditions negotiated.

26. We believe that the above proposals will not require
any legislation to be passed or decrees to be issued. Once
it is seen that the Public Debt Office's approval is impor-
tant, then potential public sector borrowers will wish to
involve the Office at an early stage to ensure the easiest
possible passage for their proposed borrcwings.

The formation of the Publiec Debt Office

27. We recommend that the Public Debt Office should be a
Secretariat of the Monetary Board. In this way it will ef-
fectively operate as a sub-committee of that Board operating
under the latter's control. The Public Debt 0Office should
be headed by a person who has extensive knowledge of inter-
national eurocurrency loan markets and who has been respons-
ible for both negotiating and documenting foreign currency
borrowings, preferably with experiesnce of the lender's
point of view. This person will be directly responsible to
the Monetary Board and will need a small staff to assist
him.

28. The Public Debt Office will operate within strict
guidelines laid down by the Monetary Bcard. The terms and
conditions upon which foreign currency is borrowed should be
determined by the Monetary Board acting upon the advice giv-
en by the Public Debt Office. Given constantly changing mar-
ket conditions, these guidelines will need constant revision,
which will be a function of the Publiec Debt Office.

29. In summary, the functions of the Public Debt Office
will be fourfold:

(a) to suggest from time to time to the Monetary Board
guidelines as to the terms and conditions for foreign cur-
rency borrowings by the public sector;

(b) to approve foreign currency borrowings by the public
sector, within such guidelines as to terms and conditions as
are established from time to time by the Monetary Board;

(¢) to assist borrowers in negotiating such foreign currency
borrowings; and

(d) to collect statistics on all foreign currency borrowings
in order that a correct position can be determined on the Dom-
inican Republic's total foreign indebtedness.

RDM-M/JKS/1mm.
9 August 1982
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BANCO CENTRAL DE LA REPUBLICA DOMINICANA
COMPARATIVE STUDY OF THE IMF EXTENDED FUND FACILITY

INTRODUCTION

' 1. The purpose of this paper is to provide a comparative
study of the use by the IMF of the Extended Fund fagility to
provide financial support for member countries in the region,
so that the Banco Central de la Republica Dominicana can
draw conclusions about the potential relevance of the facili-
ty to the Dominican Republic. The first part of the paper
covers the terms on which the facility can be provided. The
second part gives recent examples of Extended Fund arrange-
ments with member countries in the region, with particular
reference to Jamaica. The third part summarises peints -that
may be relevant to the Dominican Republic.

THE EXTENDED FUND FACILITY (EFF)

Purpose

2. The Extended Fund facility (EFF) was established in
September 1974 to enable the IMF to provide financial assist-
ance to member countries for longer periods and in amounts
larger in relation to quotas than available under other fac-
ilities so as to enable them to overcome structural problems
in their balance of payments. A member country is most like-
ly to apply to the IMF under the EFF in circumstances in
which:

(a) the country is running a persistent balance of payments
deficit on current account and its net international reserve
position is being depleted by the absence of sufficient non-
monetary capital inflows to finance the current account defi-
eilt

(b) the financial authorities in the country intend to im-
plement a comprehensive set of economic and financial policies
intended to adjust the balance of payments over a period of
two to three years.

Conditions

3. When it seeks an arrangement with the IMF under the EFF,
a2 member country is expected to present a programme setting
out its objectives for the whole period of the extended ar-
rangement, together with a detailed statement of the policies
that it intends to follow in the first year of the arrange-
ment so as to meet the objectives of the programme. New
statements are required in each Subsequent year. Purchases
of foreign currency by the member country from the IMF under
the EFF are phased over a three year period, and can only be
drawn so long as the performance criteria set in advance for
each year of the agreement are met.



Amount

| 4. Under the EFF, a member country can expect to purchase
foreign currency from the IMF up to 150% of quota every year
flor three years, provided that the IMF's holdings of the mem-
ber country's currency accumulated in exchange for its pur-
chases of foreign currency do not exceed 600% of quota. This
ceiling on the IMF's holdings of a member country's currency
is calculated net of repurchases made by the member country
in repayment of drawings and excludes the member country's
drawings under IMF facilities for o0il, compensatory financing
and buffer stock financing, all of which carry a low level of
policy conditions. Given the Dominican Republic's current
quota of SDR82.5m, the full drawing of foreign currency avail-
able under the EFF over a three year period would amount to
SDR371.3m,or the equivalent of US$471.23m at the US dollar ex-
change rate for the SDR prevailing at the end of May.

Cost

| 5. The provision of the EFF is financed by the IMF out of
its ordinary and borrowed resources. Ordinary resources
are available to member countries at concessionary rates and
borrowed resources at a margin over the cost of funds to the
IMF, which is normally related to market rates. Access to
ordinary resources is limited to a maximum of 140% of quota.
The excess consequently has to be financed out of borrowed
resources. The maximum repayment period under the EFF is
limited to 10 years. The facility is denominated in SDRs as
a lunit of account, which gives rise to a potential exchange
risk in terms of the Dominican peso, since the peso is tied
to the US dollar.

RECENT EXAMPLES OF EFF ARRANGEMENTS

General observations

6. The IMF has approved an increasing number of EFF arrange-
ments in its last two financial years, all with developing
countries. Eleven arrangements were approved in 1980/81 (end-
ing April 1981) and a similar number in 1981/82. There appear
to be three main reasons why member countries have applied in
increasing numbers to make use of the EFF:

(a) The current account of the balance of payments of all
non-oil developing countries has been severely affected by
the increase in oil prices of 1979/80. Their creditworthi-
ness has not always been sufficiently strong to enable them
to|raise substantial sums in balance of payments support on
international financial markets, where in any case the cost
of funds has been very expensive, owing to the rise in US
dollar interest rates. Meanwhile, the source of funds made
available by the IMF in the form of the o0il facility after
the first increase in oil prices in 1973/74 has not been re-
peated on the present occasion.
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(b) The volume of funds available under the EFF has in-
cdreased substantially, as a result of the increase in member
countries' quotas under the 7th review (effective Npvember
1980), the increase to 450% in the percentage of quotas that
member countries are eligible to draw under the EFF (effect-
ive January 1981), and the experience in some member coun-
tries that an agreement with the IMF unlocks funds that may
not otherwise be available from international financial mar-
kets. In addition, the long average maturity of the EFF com-
pares favourably with the short maturity available under the
ordinary credit tranches, and the average cost compares favour-
ably with the cost of funds in international financial mar-
kets.

(¢) The conditions imposed by the IMF,which have sometimes
been criticised in the past for causing political disturbances
(e.g. in Peru), have recently been more flexibly applied by
the IMF to take account of the local conditicns in the country
concerned. Having said this, some countries (such as Brazil)
have chosen not to make use of IMF facilities, and others
(such as Costa Rica) have proved unable to meet the perform-
ance criteria imposed under the arrangements with the IMF,
leading to a suspension of new drawings.

|

The Jamaican example

7. The best recent example of an effective EFF arrangement
between the IMF and a country in the region is the arrange-
ment made in April 1981 by the new Government in Jamaica,
five months after it was elected to office. The EFF arrange-
ment will provide Jamaica with the equivalent of SDR478m
(430% of Jamaica's quota of SDR111m) over the three year per-
iod to the end of its fiscal year 1983/84 (31 March.1984)
from the IMF's ordinary and borrowed resources. Of the total,
SDR178m was provided in the first year of the arrangement.
SDR150m will be available in the second year and SDR150m in
the third year. A slightly larger proportion was made avail-
able in the first year to provide front-end loading.

8. Besides the resources available under the EFF, Jamaica
was also able in fiscal 1981/82 to purchase the balance of
SDR22m available from its first credit tranche at the IMF.
After taking account of purchases made by the previous Gov=-
ernment under the EFF, the oil facility and the compensatory
financing facility, the total value of Jamaica's drawings
from the IMF at the end of fiscal 1981/82 amounted to SDR528m
(476% of quota). Net of repurchases to be made in respect of
repayments falling due, drawings outstanding are expected to
rise to SDR6L6m (582% of quota) at the end of fiscal 1982/83
and SDR754m (679% of quota) at the end of fiscal 1983/84. A
separate structural adjustment loan has also been obtained
from the World Bank in support of Jamaica's medium term re-
covery programme.
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| 9. Jamaica has so far met all the performance criteria set
under the EFF. 1In particular, arrears on current internation-
al payments, which amounted to J$106m at the end of fiscal
1980/81 were eliminated by the end of fiscal 1981/82, nine
months ahead of schedule. The other performance criteria can
be divided into five categories:

(a) There is a limit on net bank credit to the public sec-
tor from the domestic banking system. This is intended to
ensure that a sufficient share of domestic credit is avail-
able for the productive sector of the economy.

' (b) There is a limit on the net domestic assets of the Bank
of Jamaica,which is intended to cecntrol the extent of in-
flatlonary credit creation by the Bank of Jamaica.

.(c) Targets have been set for the level of the net inter-
national reserves of the Bank of Jamaica. These are designed
to ensure an improvement in Jamaica's overall balance of pay-
ments, taking the current account and non-monetary capital
flows combined.

(d) There is a limit on new external borrowing by the Gov-
ernment, both direct and guaranteed. For fiscal 1981/82,
there was a limit of US$60m for loans with maturities of
between one and five years and US$130m for loans with matur-
ities of between one and twelve years. There is no limit for
loans with maturities longer than twelve years. In addition,
the ceilings do not apply to loans from foreign governments
and their agencies or from multilateral lending institutions.
Loans to refinance existing foreign debt obligations are
also excluded from the ceiling.

(e) Finally, there is an obligation on Jamaica not to in-
troduce multiple currency practices or new restrictions on
payments and transfers for current international transactions.

10. There was a substantial turnround in the performance of
the Jamaican economy during the first year of the EFF arrange-
ment (fiscal 1981/82):

(a) Despite the recession in the world economy, real GDP is
estimated to have increased by 1.9% in fiscal 1981/82, com-
pared with an aggregate decline of 19% in the preceding seven
years.

(b) Inflation measured by the consumer price index, was re-
duced to 4.7% in the year to the end of calendar 1981, com-
pared with 28% in 1980.

(c) The overall balance of payments, taking current and
capital account together, was in surplus by US$43m in fisecal
1981/82, compared with a deficit of US$161m in fiscal 1980/81.
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Other examples

11. Besides Jamaica, EFF arrangements have been negotiated
by a number of other countries in the region since the fac-
11lity was introduced. They comprise Dominica, Guyana, Haiti,
Honduras and Mexico. However, only two of these (Dominica
and a new arrangement with Guyana) have been negotiated since
the funds available under the EFF were substantially increased
in 1980/81. The case of Dominica is not relevant, because of
its small size. So far the new arrangement in Guyana does
ot appear to have worked as successfully as Jamaica, possibly
because the Government there has not found it as easy to agree
with the IMF on mutually acceptable policies or to implement
them.

CONCLUSION

| 12. In weighing up the relevance of an EFF arrangement to
the Dominican Republic, there are a number of important tech-
nical factors which should be taken into account:

' (a) The amount of foreign currency finance potentially
available to the Dominican Republic under an EFF arrangement
would be larger than any alternative source of balance of
payments support (as opposed to finance provided for specific
development projects). The EFF is also available on relat-
ively attractive financial terms.

(b) Although policy conditions would have to be agreed in
advance, the Jamaican example shows that these conditions do
not need to be particularly onerous and can produce relat-
ively quick economic and finaneial results. It is quite
possible that the Banco Central would wish to keep within
financial targets of the kind that would be imposed by the
IMF even if no EFF arrangement was being sought.

(e¢) It is important that, if an EFF arrangement is agreed,
the performance criteria are met. However, provided that
this is the case, the existence of an EFF arrargement with
the IMF could hav a significant effect in maintaining and
1ncreaszng the confidence of the international financial
community in the prospects for the Dominican eccnomy.

OPR/1mm.
1 June 1082
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BANCO CENTRAL DE LA REPUBLICA DOMINICANA
FOREIGN EXCHANGE MARKET PRACTICE IN THE INDUSTRIAL COUNTRIES

INTRODUCTION

1. The purpose of this paper is to summarise the evolution
of foreign exchange market intervention practice by central
banks in the main industrial countries (taken, for the pur-
poses of the paper, as the United States, Japan and Western
Hurope), and to assess the relevance of their experience to
the Dominican Republiec.

PRACTICE IN THE INDUSTRIAL COUNTRIES

2. Foreign exchange market intervention practice by central
banks in the main industrial countries can best be described
historically in two distinct periods: the period of fixed ex-
change rates up till early 1973; and the period of 'managed!’
floating since early 1973.

Fixed exchange rates

|3. In the period up till early 1973, the central banks in
most of the main industrial countries intervened in the ex-
change market between their own currencies ('domestic cur-
rency') and foreign currency (generally US dollars) to en-
sure fixed exchange rates within a 2% intervention band.
They ensured this by being prepared:

(a) to sell foreign currency from their international re-
serves so as to purchase domestic currency from the banking
system in unlimited amounts whenever the exchange rate
threatened to fall beneath their lower intervention margin
(generally 1% below the central exchange rate); and

(b) to sell domestic currency so as to purchase foreign
currency from the banking system for their international
reserves 1in unlimited amounts whenever the exchange rate
threatened to rise above their upper intervention margin
(generally 1% above the central exchange rate).

4. The fixed exchange rate regime gave the central banks
in|question the option whether to intervene in the exchange
market between the upper and lower intervention margins, but
gave them no discretion whenever the intervention margins
were reached. In these circumstances, a current account def-
icit (or surplus) in the main industrial countries which was
not financed by private capital inflows (or outflows), was
always financed by a reduction (or increase) in the central
bank's foreign ressrves.
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5. There were periodic changes in fixed exchange rates in
the period up till early 1973 by means of devaluation or re-
valuation in terms of the US dollar. But persistent pressures
developed in the foreign exchange market between the US dol-
lar and some of the currencies of the other main industrial
countries (particularly the Deutsche mark), reflecting the
aoverall balance of payments imbalance between the United
States and the other main industrial countries. This imbal-
ance was financed mainly by the accumulation of US dollar
claims by central banks outside the United States on the
United States.

Managed floating

6. In early 1973, the joint decision was taken to attempt
to relieve the pressure that had developed in the exchange
market at fixed exchange rates by allowing the currencies of
the main industrial countries to '"float' one against the
other. The idea in theory was that, if central banks with-
drew from the foreign exchange market by refusing to inter-
vene at predetermined fixed rates, the exchange market would
find an equilibrium level at which current account and pri-
vate capital flows would balance.

‘7 In practice, central banks in the main industrial coun-
tries have found by experience since 1973 that a floating
exchange rate regime is not as simple as this, for two main
reasons. First, a country in current account deficit whose
central bank allows its exchange rate to depreciate in order
to improve its external trading competitiveness with the ob-
jective of eliminating the current account deficit may find
that, in the absence of supplementary changes to fiscal and
monetary policy, the depreciation in the exchange rate leads
to an increase in inflation instead of an increase in com-
petitiveness. 1In these circumstances, the underlying rate
off inflation in the country is likely to increase and the cur-
rent account deficit will not be eliminated.

8. Secondly, short term private capital flows which are re-
sponsive to changes in interest rates between the major in-
dustrial countries have an effect on their exchange rates
which does not necessarily coincide with the effect required
to bring the current account back into balance. High and
rising interest rates will tend to raise the exchange rate
of| the country concerned by attracting private capital in-
flpws, even if the current account is in deficit. Low and
falling interest rates will have the reverse effect, even
if| the current account is in surplus.
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9. In other words, the experience of central banks in the
main industrial countries since early 1973 is that the for-
eign exchange market cannot be left entirely to its own de-
vices. Central banks have had to be prepared to intervene
in the exchange market in some circumstances. Initially,
they hoped that it would only be necessary to intervene in
the exchange market to 'even out erratic fluctuations' in
exchange rates. It was hoped that the trend in exchange
nates would still be determined by the market rather than
by central banks.

10. But central banks have had difficulty in distinguishing
between 'erratic fluctuations' in exchange rates and the
gvolution of fundamental trends. 1In practice, they have de-
cided to intervene in the exchange market to a greater ex-
tent than they initially intended. As a result, the current
exchange market regime in the industrial countries is as
close to a fixed exchange regime as to 'free'! floating. It
is best described as a regime of 'managed' floating in which
central banks are prepared to intervene to keep their ex-
change rates within wide and fluctuating intervention bands.

RELEVANCE TO THE DOMINICAN REPUBLIC

11. The official exchange market in the Dominican Republic
is like the fixed exchange rate regime used to be in the in-
dustrial countries. For exports channelled through the of-
flicial system and for imports eligible to receive official
exchange, the Banco Central de la Republica Dominicana pur-
chases and sells US dollars at the fixed exchange rate of
RD$1 = US$1. The parallel market in the Dominican Republic
in which the Banco Central does not apparently intervene at
present 1s like a freely floating exchange market in the in-
dustrial countries would be, if the central banks in the in-
dustrial countries were prepared to withdraw from the ex-
change market entirely. As has been shown, in practice the
central banks in the industrial countries have not been pre-
pared to do this, except in selected cases for short periods.

12. The exchange problem that has arisen in the Dominican
Republic is a reflection of the shortage of official ex-
change. In circumstances in which there is pressure on the
Ranco Central's foreign reserves, it is possible to relieve
the pressure by reallocating 1mports from the official mar-
ket to the parallel market. This has the effect of driving
up the premium on the parallel market rate for the Dominican
peso over the official rate, which in turn makes it more at-
tractive for Dominican exporters, tourists to the Dominican
Republic and Dominican workers abroad who remit their for-



=37

eign currency earnings, to use the parallel market rather
than the official market. If this situation continues in-
definitely, then there is a possibility that the Banco Cen-
iral will lose control over the demand and supply for for-
gign exchange.

13. In current conditions, and taking no account of the im-
portant political considerations involved, there appear to
be three main technical options available to the Banco Central:

(a) The first option is to persist with the current policy
by maintaining the official exchange rate at parity (i.e.
RD$1 = US$1), and attempting to narrow the differential be-
tween the official market rate and the parallel market rate
by increasing theavailability of foreign exchange in the of-
ficial market (e.g. by borrowing foreign currency from the
IME )

| (b) The second option is to devalue the official exchange
rate for the Dominican peso, either into line with the par-
allel market rate, or some of the way towards the parallel
market rate. That would have the effect of directing =2
larger proportion of exchange flows (both receipts and pay-
ments) which currently go through the parallel market back
through official channels. However, it would tend to raise
the inflation rate in the Dominican Republic, and it would
not necessarily increase external trading competitiveness,
as the prices of most Dominican exports are determined by
the world market price rather than by prices in the Dominican
Republic.

' (¢) The third option is for the Banco Central to start in-
tervening on a selective basis in the parallel market in or-
der to help support the parallel market rate. This could
be done whether or not the official rate is devalued, though
as the use of official exchange would be involved, it would
be easier to implement the policy in 01rcumstances in which
there was an increase in the supply of official exchange
either as a result of new borrowing (e.g. from the IMF) or
as a result of the direction of a greater proportion of par-
allel market flows back into the official market through a
devaluation. Selective interventicn in the parallel market
would be equivalent to the 'managed' floating that is cur-
rently practiced by cencral banks in the industrial countries.

OPR/1mm.
1 June 1982
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PROSPECTS FOR GOLD SALES BY THE DOMINICAN REPUBLIC

Introduction

1. The purpose of this paper is to outline the ways in
which the Dominican Republic could maximise its foreign ex-
change income from the sale of its gold output on the inter-
national market. In doing so, we have paid particular at-
tention to the prospects of the Dominican Republic making
further gold coin issues whilst also stressing the import-
ance of timing as far as bullion sales are concerned.

2. The contents of this report have been compiled follow-
ing detailed discussions with the Royal Mint in London.

Gold coin issues

3. The aim of such issues would be twofold, namely to as-
sist the country in generating additional foreign exchange
income, and to enhance the country's prestige by promoting
the Dominican Republic both as a Caribbean tourist resort,
and as an issuer of collectors' gold coins.

ﬁ. There are effectively two major types of coins which
are sold worldwide, and these are described in greater de-
tall below.

(a)) Bullion coins

5. Bullion coins are coins which are minted in large quan-
tities and essentially represent an investment in gold bul-
lion since they sell at a relatively small premium (3%-5%)
over their gold content.

6. The total of gold coins sold during 1981 was 10% lower
than in 1980 and it is estimated that about 7m ounces were
punchased by the market in 1981. Of this total, more than
half were in the form of Krugerrands (over 3.5m ounces)
which carry a premium of 2%-3% over their gold content.

7. Other bullion coins carrying similar premiums to the
Krugerrand are the Canadian Maple Leaf (2%-3%) and New Sov-
erelgns (4%-5%)

(b)iCollectors' coins

8/. Collectors' coins are usually minted in limited quanti-
ties and are issued to commemorate specific events or oc-
casfions (independence celebrations, visit by a prcminent Head
of State, etc.) Because of the limited size of an issue and
its| numismatiec value to collectors, these coins usually carry
a substantial premium (120%-140%) over their gold content.
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9. Collectors' coins are usually issued in two forms,
namely 'proof' and 'uncirculated'. !'Proof' coins are the
coins most prized by collectors since they require further
processing by the producer to attain a high quality finish

(i.e. additional polishing etec.) ‘'Uncirculated' coins are
coins issued in mint condition but which can be circulated
since they are legal tender. Generally speaking, 'proof'

coins carry a 20% premium over 'uncirculated' coins and are
igsued in a 3:1 ratio.

Relative merits of each type of coin for the Dominican Republic

10. As mentioned in paragraph 5 above, bullion coin issues
require a large level of turnover in order to be profitable,
and since there are quite a few well known coins already in
circulation (Krugerrands, Maple Leafs, ete.) it is unlikely
that an issue by the Dominican Pepubllc would prove to be a
marketable proposition without a substantial marketing effort
and the related costs thereof. The alternative is thus for
the Dominican Republic to issue collectors' coins, since the
revenue from 10,000 collectors' coins sold on the Royal Mint's
terms (outlined in 13 below) would yield as much revenue to
the Dominican Republic as 60,000 coins sold on a bullion basis.

11. One should however qualify the above by emphasising the
following points:

(a) The market for collectors' coins is going through a lean
period at present partly owing to-the excessive number of re-
cent coin issues.

(b) Coin issues have been abused by many small countriess as
a source of extra revenue in that some countries have issued
commemorative issues with no bearing whatsoever on the coun-
try's own history (e.g. Cayman Islands' recent issue on the
World Cup) and this has dampened collectors' interest in new
issues.

() Although collectors' coins are less sensitive to move-
ments in the price of gold than bullion ccins, the present
low| price of gold on world markets has not enhanced the sale
of gold coins.

(d) International investors looking to buy gold coins will
normally prefer an issue which is being marketed in the is-
suer's own country since this will enhance the resale value
of the coins in the secondary market. Thus, if there is a
small domestic market, international investors may adopt a
somewhat lukewarm approach to an issue.
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Issue and marketing costs
112, By far the largest cost associated with a coin issue

i3 £he price-of gold itiself.

|13. The Royal Mint offers its customers an all-in package
whereby once it has agreed to work on a coin issue, it as-
sumes all risks associated with such an issue and deals with
both the minting and marketing aspects. The issuing country/
client would normally receive a royalty payment from the
Royal Mint equal to 15% of the selling price of each coin
sold. Payments are normally disbursed quarterly in arrears.

14. The Royal Mint has a mailing list for clients in the
UK, the US and Canada. Elsewhere, however, it markets coins
uhrough an established dealer network.

Timing

15. Should an issue be undertaken by the Royal Mint, they
would require a minimum of six months' notice in order to
fit the issue into their programme. Sales would normally
proceed for one year.

Reclent issues

16 During 1981, the Royal Mint was responsible for minting
5,000 proof Ba $500 coins commemorating the British Royal
Weddlng on behalf of the Bahamas. A similar issue of 435
proof Ber $250 coins was made on behalf of Bermuda. Finally,
the| Royal Mint also issued a set of 10,000 proof coins de-
picting the Royal Wedding for the Cayman Islands.

Gold sales

17. In view of the limited prospects for future gold coin
issues, it might therefore be more profitable for the Domin-
ican Republic to pay greater attention to the timing of its
gold sales on the international market. Thus, even assuming
that the Dominican Republic could sell 10,000 collectors'
coins in a year and assuming moreover that the coins weighed
an qunce each, this would give the gold content value, at a
price of US$350 per ounce, as US$350 per piece. Allowing for
a 100% premium to get a selling price of US$700 per coin and
working on the basis of a 15% return to the Dominican Repub-
lie, this would result in an income of US$1.05m which is only
the lequivalent of US$2.50 per ounce of gold on the Dominican
Republic's annual production of just over 400,000 ounces.

18. Bearing in mind, however, that the price of gold dropped
during 1981 from US$6OO per ounce to US$430 per ounce (i.e.
by some 28%), with signifijicant variations in price occuring
throughout the year, it is clear that significant gains can
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be| made by keeping in close touch with the market and by
forecasting market trends. Thus, despite the overall fall
in the price of gold during 1981 (see attached graph) ow-
ing to the stability of the US dollar in the face of rising
interest rates, events 1in Poland, the continuing war be-
tween Iraq and Iran and the advent of M. Mitterand to the
French Presidency all contributed to producing sharp rallies
in|the price of gold. These rallies caused the price of
gold to rise by over US$30 per ounce on some occasions, i.e.
substantially above the US$2.50 per ounce generated by the
gold coin issue outlined above.

Conclusions

19. From the above comments it would appear unlikely that
the issue of a bullion coin by the Dominican Republic would
meet with much demand on the international investors' mar-
ket|.

20. The issue of a collectors' coin would however appear
to be a feasible proposition provided such an issue was re-
levant in illustrating a significant historical event or oc-
casion associated with the Dominican Republic (for instance,
the|discovery of Hispaniola by Columbus in 1492). Such an
issue would thus be on an 'ad hoc' basis and should not be
followed by another issue without a reasonable gap thereby
enhancing the scarcity value of each issue. Whilst these
coins might appeal to some overseas Dominican Republic citi-
zens, it is felt that the price and type of coins issued
should really be aimed at serious numismatic collectors.

21. The major advantages for the Dominican Republic of such
an issue would comprise:

(d) a guaranteed royalty on each coin sold in the case of
an issue being entrusted to the Royal Mint: in this con-
text|, it is worthwhile noting that the Mint will only under-
take a commission if it feels the issue has a reasonably
good chance of being successful;

(b]) the prestige attached to such a coin which, if well de-
signed and minted, would attract prime collzsctors;

(c) the ability of the Dominican Republic to use its own
raw materials which it would furthermore be able toc process
in its own refinery. Samuel Montagu would be prepared to as-
sist |the Deminican Republic in this field by helping to place
people for training purposes whilst following up queries
which might arise in the Dominican Republic.
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322. In view of the variations in the price of gold over
a period of time, substantial gains can clearly be made by

monltorlng market trends and taking advantage of short-term
price fluctuations.

RS-M/1lmm.
18 August 1982
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