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Fund Relations. A three-year Poverty Reduction and Growth Facility (PRGF) arrangement
for SDR 7.7 million (94 percent of quota) was approved by the Executive Board on
December 29, 2003. The most recent program review was completed on July 26, 2006. To
date, SDR 6.53 million has been disbursed under the arrangement. On completion of this (the
seventh and last) review, a disbursement of SDR 1.16 million will become available. The last
Article IV consultation was concluded in October 2005; the Staff Report and the Public
Information Notice (PIN) summarizing the Executive Directors’ views and policy
recommendations are available on the IMF’s public website.

Performance Under the Program. All end-June and end-September 2006 quantitative targets
under the program were met. Macroeconomic stability through considerable fiscal
adjustment—including a reduction in the wage bill and the introduction of a value-added tax
(VAT)—and a collaborative debt restructuring have helped set the basis for the revival of
growth since 2004. Progress has also been achieved in implementing structural reforms. The
political climate remains calm.

Review. In the attached letter of intent and memorandum of economic policies the authorities
request the completion of the seventh review, and elaborate on their policies for the period
ahead.

Mission. The mission visited Roseau during September 28—October 6, 2006. It comprised of
Messrs. Njoroge (Head), Dehesa, Roache (all WHD) and Rodriguez (PDR). ECCB staff
participated in the discussions, and Ms. Alvarez (OED) joined the mission for the final
discussions.
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EXECUTIVE SUMMARY

Dominica’s remarkable progress under the PRGF program has continued, and
macroeconomic performance has strengthened further in 2006. Building on the recent
successes, economic activity is expanding significantly in almost all sectors, with buoyant
domestic demand and indications of a rebound in private sector confidence. Inflation remains
subdued and the external current account deficit is narrowing.

Policy implementation under the program has remained strong. All end-June 2006
performance criteria were met, and all indicative targets for end-June and end-September
were met with comfortable margins. Progress has been made on the structural benchmarks
for the Seventh Review. Key measures include Parliament’s approval of the amendments to
the Electricity Supply Act and related legislation, and Cabinet’s approval of an action plan to
eliminate the unfunded liabilities of Dominica Social Security. Following a lengthy period of
little change in the debt restructuring process, significant progress was recently achieved.
The authorities intend to maintain their good-faith efforts towards collaborative agreements
with the remaining nonparticipating creditors.

Fiscal performance in FY 2005/06 was commendably strong, and the FY 2006/07
budget reflects a continuation of strong fiscal policies. The target for the primary surplus
in FY 2005/06 was exceeded by a wide margin, as a result of strong revenues and a firm
control on expenditures. The FY 2006/07 budget is consistent with the medium-term
sustainability of public finances and debt, appropriately targeting a primary surplus of 3
percent of GDP. Public sector reforms are progressing well—particularly the measures to
reduce the wage bill, and implementation of the value-added tax—but the approval of the
amendments to the Finance Administration Act is delayed.

Considerable progress has been achieved in implementing other structural reforms.
Action Plans have been finalized for the restructuring of National Development Corporation,
and the creation of a one-stop shop for business investors, and a reform of the customs
department has been initiated. However, approval of the Financial Services Unit Act has
been delayed. The steadfast implementation of structural reforms in the period ahead will
provide the needed framework for strengthening economic performance.

The authorities recent medium-term Growth and Social Protection Strategy (GSPS)
underscores the focus on reducing poverty in the period ahead. Poverty and
unemployment are high in Dominica, and the GSPS highlights measures to improve
economic growth and job creation. The effective implementation and monitoring of the
GSPS will be essential, and close cooperation with donors to facilitate their timely support is
also recommended.

Based on Dominica’s strong performance, staff recommends the completion of this review as
well as the financing assurances review.



I. BACKGROUND

1. Dominica’s commendable progress under the PRGF program has continued.
The PRGF-supported program has remained on track since its approval in December 2003,
owing to the authorities’ resolute policy implementation. The objective of macroeconomic
stability has been largely met, leading to a revival of growth in 2004, 2005, and thus far in
2006. Public finances have improved significantly, reflecting the strong fiscal consolidation
effort, and the debt restructuring process—not yet concluded—is addressing the previously
unsustainable debt. While significant progress has also been made in key reforms, the
authorities’ recent medium-term Growth and Social Protection Strategy (GSPS) underscores
the need for further robust structural reforms.

2. Macroeconomic performance has strengthened further in 2006. Data to
September confirm that economic activity is expanding significantly and that the expansion
is broad-based, with real GDP expected to grow by 4 percent in 2006 (Table 1). Domestic
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Inflation remained subdued, despite the impact of the very high oil prices earlier in
the year. Consumer prices rose 3.1 percent
in the year to September 2006, and Figure 2. Dominica: CPI Inflation
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Figure 3. Dominica: External Indicators
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3. Policy implementation has remained strong, and all quantitative targets for June
and September 2006 were met. All end-June 2006 performance criteria (PCs) were met,
and all indicative targets for end-June and end-September were met with comfortable
margins (Table 2). Fiscal performance was commendable throughout FY 2005/06, with
exceptionally strong revenue collection due in part to transitory factors—particularly on
withholding taxes and property taxes—and the buoyant economy. Noninterest current
expenditures were kept at about target despite higher outlays for utilities, and gratuities for
retirees. Capital spending for the year was also in line with the target, despite slow project
execution early in the year. As a result, the primary surplus reached 7.3 percent of GDP in
FY 2005/06, compared with a program target of 3 percent.

4. Considerable progress has been achieved in implementing structural reforms
(Table 3). The approved FY 2006/07 budget was presented within a three-year budgeting
framework; it envisages a primary surplus target of 3 percent of GDP, consistent with the
program, and includes the implementation plan to rationalize further the wage bill in

FY 2006/07. An action plan to restructure the operations of National Development
Corporation (NDC) has been finalized, and following an unsatisfactory strategic review by
hired consultants, the authorities have requested technical assistance from USAID/Caribbean
Open Trade Support (COTS) to prepare an action plan for the restructuring of Dominica
Export Import Agency (DEXIA)—the end-September 2006 benchmark, comprising the
completion of strategic reviews and action plans for both the NDC and DEXIA, was
therefore partially met. Parliament passed the amendments to the Electricity Supply Act and
the related legislation. Cabinet approved an action plan to eliminate the unfunded liabilities
of the Dominica Social Security (DSS), and a strategy for reforming the AID Bank has been
completed. Implementation of the VAT appears to be proceeding well.

3. Structural reform has also advanced in other areas, notwithstanding some
delays. Public expenditure management has been strengthened further, including by
introducing in July 2006 a new chart of accounts, improved expenditure classification and
new expenditure commitment procedures; and a new investment promotion agency is being
created as a one-stop shop for the approval of businesses. Parliamentary approval of the new
Financial Services Unit (FSU) Act granting supervisory responsibility for all nonbank
financial institutions (end-September 2006 benchmark) was delayed. However, drafting of
the legislation has been completed, and along with associated amendments to existing
legislation such as the Cooperative Societies Act, will be submitted to Parliament for
discussion by end-December 2006. Following delays that arose from the need for extensive
consultation, Parliament is expected to discuss in early 2007 the proposed amendments to the
Finance Administration Act (end-October 2006 benchmark). Implementation of the recently
announced action plan to reduce the wage bill is ongoing; several services have already been
outsourced and preparations have been made for additional measures, though delays are
reported in merging the air and sea ports authorities (legislation was passed in November; see
below) and reorganizing the National Parks Service. Work to modernize the customs
department has also started.



6. Following a lengthy period of little change in the debt restructuring discussions,
significant progress was recently achieved. A restructuring agreement with the Export-
Import Bank of Taiwan Province of China of its claims of US$11.8 million was concluded in
October 2006, and ending the legal suit that had been initiated. Other smaller creditors have
also recently joined in the debt restructuring, bringing the total debt that has been
restructured to 78.5 percent of eligible debt. Discussions are ongoing with the remaining
large nonparticipating creditors—holders of the Royal Bank of Trinidad and Tobago (RBTT)
bond, the Kuwait Fund for Arab Economic Development (KFAED), and Cable and
Wireless—who hold a combined 18.3 percent of eligible debt. Additionally, the bonds that
were previously issued to participating creditors were listed on the Eastern Caribbean
Securities Exchange (ECSE) in September 2006.

II. MACROECONOMIC OUTLOOK AND POLICY DISCUSSIONS

7. The key policy objectives are to safeguard the gains from the successful
stabilization and to bolster the prospects for sustainable private sector-led growth. The
authorities’ approach in the Growth and Social Protection Strategy (GSPS) underscores their
commitment to pursue sound macroeconomic policies and to remove the structural and
institutional obstacles to investments and growth. This would be supported by the
government playing a facilitating role including by improving the necessary infrastructure—
rather than “picking winners” and awarding concessions.' In this regard, the authorities
intend to implement structural reforms that improve the investment climate, including by:
streamlining the investment approval process and reducing the cost of doing business;
maintaining and extending the social and physical infrastructure; and establishing a smaller
and more efficient public sector. Improving economic growth and job creation is a key pillar
in the authorities’ poverty reduction strategy, given the nature of poverty in Dominica. On
this basis, the program’s medium-term growth and inflation projections—at least 3 percent
real GDP growth and 1% percent annual inflation—appear appropriate and achievable. The
government’s policies for the period ahead are presented in the attached Letter of Intent
(LOI) and Supplementary Memorandum of Economic Policies (MEP) (Attachments I and II),
and are consistent with those described in the GSPS.

! The “Growth and Social Protection Strategy” is the authorities” PRSP, which was circulated to the Executive
Board as IMF Country Report No. 06/289 , with the “Joint Staff Advisory Note” IMF Country
Report No. 06/290.



A. Fiscal Policies

8. The strong fiscal performance in FY 2005/06 is commendable. Revenues were
particularly strong, and as the authorities saved the large unexpected increase in revenues
rather than spending it on an ad hoc basis, the program’s primary surplus target of 3 percent
of GDP was exceeded by 4.3 percent (Box 1). The latter reflected in part, one-off factors—
especially on withholding taxes and property taxes—higher collection on excises and VAT,
and the buoyant economy. Current expenditures were marginally higher than programmed—
reflecting higher outlays for utilities and retirement benefits—even as spending on wages and
salaries was just below target. Despite an acceleration of the work in key capital projects in
the latter part of FY 2005/06, capital spending for the year was about /2 percent of GDP
lower than budgeted, but delays in disbursements by the European Union (EU) were partly
offset by faster disbursements for projects financed by Venezuela and China. Grant receipts
were also 72 percent of GDP lower than projected. Accordingly, a primary surplus of

7.3 percent of GDP was realized, which allowed the government to eliminate its bank
overdrafts, reduce its domestic arrears, and build up some deposits.

9. The mission welcomed the strong stance of the FY 2006/07 budget, and advised
its resolute implementation and monitoring. The budget is consistent with the medium-
term sustainability of public finances and debt, and targets a primary surplus of 3 percent of
GDP (MEP 95), but this may be exceeded (Table 4). Given the recent trends, cautiously
estimating VAT collection at 9 percent of GDP and excluding the special factors that
influenced collection in FY 2005/06, current revenues are now estimated at 30 percent of
GDP—0.9 percent of GDP higher than previously projected, given the stronger baseline of
revenues in FY 2005/06—while envisaged grants amount to 8’2 percent of GDP (Table 4).
Noninterest current expenditures are projected at 247 percent of GDP, with expenditures on
wages and salaries expected to decline further compared to FY 2005/06. Capital spending
and net lending are targeted at 10.1 percent of GDP. Revenue overperformance could allow
advancing the timetable of key capital projects and social programs as prioritized in the
GSPS, and also allow further debt reduction. The authorities noted their intention to use
budget-support grants in excess of programmed amounts to further reduce debt and build up
bank balances (MEP 99). Nevertheless, a close monitoring of both revenues and
expenditures—particularly the execution of the public sector investment program (PSIP)—is
essential. Additionally, if the budget is well executed, a further strengthening of its structure
will result.

10. Public sector reforms have been advanced, and will be continued in the period
ahead. These include:

e VAT and other revenue reforms. The mission reviewed the implementation of the
VAT, and assessed it to be broadly positive: the filing rate by taxpayers remains high,



Box 1. Fiscal Performance and Adjustment in FY 2005/06

The strong fiscal performance in FY 2005/06 is attributed to the revenue and expenditure measures
that were implemented during the course of the program, as well as some favorable one-off factors.

Total revenues were particularly strong, having risen to 33.5 percent of GDP from an average of
28.4 percent of GDP in FY 2000/01—FY 2002/03. In turn, this is largely due to the improvement of
taxes on goods and services by 6 percent of GDP, mainly reflecting the adopted measures: an increase
in the sales tax from FY 2003/04; the reduction of discretionary tax exemptions; the introduction of
the VAT and excise taxes on March 1, 2006; and improved tax administration. International trade
taxes were broadly unchanged, though the comparison is distorted by the elimination of consumption
taxes in March 2006 which also hides the impact of the increased custom service charge from

FY2003/04. Slmllarly, property Dominica: Adjustment in Central Government Accounts
taxes were stronger by 0.6 (as a percentage of GDP)
percent of GDP, but mainly due v 2000/01
to transitory factors (see below). FY1999/00 to FY2005/06
The strengthening of these taxes FY2002/03
more than offset a decline in Eevenufs and grants ggg ;g'? g;;
urrent revenue . . .
nontax revenues of 1.4 percent of Tax revenue 24.7 23.7 30.3
Taxes on income 7.6 6.6 6.7
GDI?. More' broadly, bette.r tax Taxes on property 03 o4 0
administration and collection of Taxes on goods and services 4.1 4.4 10.4
h 1so helped rai Taxes on international transactions 12.6 12.3 12.2
tax arrears has also helped raise Nontax revenue 4.6 4.4 3.0
all revenues. Capital revenue 0.4 0.3 0.2
Grants 2.7 5.2 7.6
Total expenditure 40.5 41.9 399
Several one-off factors Current expenditulje 30.3 32.7 304
accounted for the robust Wages and salaries 15.6 16.6 133
Goods and services 5.9 5.2 5.8
revenues in FY 2005/06. These Interest 3.9 5.3 5.4
. . S11: Subsidies and transfers 4.9 5.6 5.8
include: EC$2.3 million of Capital expenditure and net lending 10.3 9.2 9.5
security bond forfeitures
ty . Primary balance (from above the line) -4.3 -3.0 6.6
(0.3 percent of GDP for which a

program adjustor applies);
EC$7 million of one-off payment of withholding tax; higher collection of property taxes and import
duties by EC$4.1 million and EC$1.3 million respectively, due to unusually large transactions in
FY 2005/06.

Noninterest current expenditures have been reduced to 25.0 percent of GDP from an average of
27.4 percent in FY 2000/01—FY 2002/03. This reflected a decline in wages and salaries, by

3.3 percent of GDP, resulting from the wage freeze earlier in the program, increased voluntary
resignations, and the retrenchment exercise that accelerated in FY 2005/06. Spending on goods and
services as well as gratuities and pensions has increased marginally. Improvements in spending
approval procedures have also allowed a tighter control on expenditures.

Capital spending is largely unchanged, but grant financing of these expenditures has increased by
2.4 percent of GDP. Improvements have also been made in the selection procedure and prioritization
of capital projects.
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refunds are being made on a timely basis, and revenue collection appears favorable.
The mission concurred with the authorities on the need for continuous monitoring of
developments, and welcomed their commitment to protect the VAT from any
weakening (MEP 9[10). Specific measures include: providing the resources needed to
strengthen VAT administration; implementing good audit and risk management
programs, and mechanisms to detect stopfilers; and making timely VAT refunds. A
comprehensive review of the experience under the VAT is expected by September
2007. More generally, the mission welcomed the preliminary work to expand the
revenue reforms, particularly improving the income tax, and supported the
authorities’ request for technical assistance from CARTAC and FAD.

Streamlining public sector employment. Implementation of the action plan to
reduce the wage bill in FY 2006/07 is proceeding. Several services were outsourced
from October 1, 2006, and work is proceeding on other measures, such as the
commercialization of various services, and Parliament has approved some of the laws
that will allow these changes (MEP 910). However, following earlier delays in
finalizing the legislation for the merger of the air and sea ports authorities—approved
by Parliament in November 2006—the completion of the merger is expected in early
2007. Delays in securing the requisite assistance from the CDB to develop a new
management structure for the National Parks Service will holdup its implementation.
The mission urged the authorities to make every effort to obtain such assistance and
thereby accelerate the reform. The staff welcomed the government’s commitment to
reduce the wage bill to 12 percent of GDP by 2008/09 (MEP 9[10), and noted the
ongoing work on the reorganization of government units with a view to greater
efficiency and cost-effectiveness.

Strengthening public expenditure management. The mission welcomed the
improvements that were introduced in July 2006 to enhance budget monitoring and
cash management. These include an improved system to capture committed
expenditures, and the use of a medium-term budgeting framework. However,
amendments to the Finance Administration Act and the related legislation—as
described in paragraph 17 of the MEP of September 8, 2005—have been delayed, as
Parliamentary approval of these amendments (benchmark for end-September 2006)
was held back by the consultation process. Approval of these amendments is now
expected in early 2007 (MEP 9[10).

B. Debt Restructuring

Recent progress in debt restructuring has validated the authorities’ efforts

towards collaborative settlements and bringing closure to the debt restructuring. The
restructuring agreement with the bank from Taiwan Province of China, in line with the
authorities’ debt exchange offer and terminating the related lawsuit, is particularly welcome.
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The mission supported the authorities’ intention to maintain good-faith efforts in pursuing
agreements with the remaining nonparticipating creditors that maintain inter-creditor equity;
efforts to contact them regularly would be continued, and payments made on their behalf into
an escrow account according to the restructured terms. Agreements with the remaining three
large nonparticipating creditors would increase participation in the debt exchange to

96.8 percent of eligible debt.

C. Structural Reforms and Other Issues

12. Whilst the recent progress in structural measures has confirmed the authorities’
commitment to structural reforms, their steadfast implementation in the period ahead
will provide the needed framework for strengthening economic performance. The
mission welcomed the measures recently put in place, which aim at addressing key economic
risks and accelerating the transformation process, and concurred with the authorities on the
merits of maintaining a steady pace of structural reform. The recent amendment to the
Electricity Supply Act and related legislation is particularly noteworthy (MEP q5), being a
critical element in liberalizing the sector and exploiting Dominica’s potential of geo-thermal
energy. Other key reforms include:

¢ Dominica Social Security (DSS). Cabinet’s recent approval of an action plan for
strengthening DSS and eliminating its unfunded liability is an important milestone
(MEP 912). The action plan follows a wide consultation, and proposes a combination
of increased contributions, reduced benefits, higher retirement ages, and improved
investment policies (Annex I). The plan describes the measures to be implemented
over the next few years, and includes a commitment for periodic reviews and
additional measures as needed to ensure the scheme remains fully funded. While
welcoming the preparedness of DSS to implement the immediate measures, the
mission underscored that the action plan’s timely implementation is indispensable for
the sustainability of DSS and public finances.

e AID Bank. Following initial delays, an action plan for dealing with the fragility of
the AID Bank was recently completed (MEP q5). The action plan follows the
recommendations of the recent MCM technical assistance mission and the findings
from the February 2006 onsite inspection. The action plan acknowledges the need to
continue policy lending, and the approach taken is of refocusing the AID Bank to its
original mandate. The refocused institution would be organized according to the
current best practices, directed towards operational efficiency and accountability—
addressing the identified weaknesses, for instance, in the audit practices, corporate
governance, and loan underwriting standards. An appropriate framework for its
supervision by the FSU will also be established, and care would be taken to minimize
the cost of the reform including that of dealing with nonperforming loans. The
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mission welcomed the completion of the action plan and stressed the need for its
prompt and firm implementation.

¢ Regulatory framework for nonbank financial institutions. The mission reviewed
the status of the work to strengthen the regulatory framework for the nonbank
financial institutions. A crucial element is the new Financial Services Unit (FSU) Act,
which is expected to be submitted to Parliament by end-December 2006, along with
some amendments in related legislation such as the Cooperative Societies Act which
regulates credit unions (MEP q11). The mission encouraged the authorities in this
work, noting that improving the regulatory regime was essential in the strengthening
of the nonbank financial sector. Once the legislative changes have been completed,
the focus would shift to making the legislation operational, including by
strengthening the FSU in the Ministry of Finance. More generally, the mission
underscored the need for a close supervision of both bank and nonbank institutions,
including by conducting regular onsite inspections.

e Dominica Export Import Agency (DEXIA) and National Development
Corporation (NDC). The mission welcomed the authorities’ plan to restructure
DEXIA and the NDC, and establish a one-stop shop for investors (MEP §13). The
restructuring of NDC is at an advanced stage, including the completion of the draft
legislation to create a tourism authority and an investment promotion agency to
interface with investors. Technical assistance from USAID/COTS and that expected
from the World Bank augurs well with satisfying the requirements of private sector-
led growth and an improved investment climate. Assistance from USAID/COTS is
now expected for the preparation of an action plan for restructuring DEXIA—delays
have arisen from an earlier unsatisfactory strategic review of DEXIA and difficulties
in improving it. The action plan is expected to be finalized by early 2007, and the
authorities’ commitment to restructuring DEXIA is welcome (MEP 95).

e Customs Reform. The mission welcomed the initial work in reforming the customs
department, which private sector entities have identified as a key bottleneck
(MEP q14). The objectives include improving the efficiency of the customs
department, modernizing its operations, and reducing the processing time. This will
require an extensive revamping of the existing systems and procedures, bringing
these in line with international best practices. Assistance is being provided by
USAID/COTS with the support of the World Bank, UNDP and other donors; the
mission advised close coordination between the donors on the various aspects of this
reform.

13. The operational details of the PetroCaribe agreement have yet to be finalized.
While the agreement offers potential for savings and the authorities are keen to provide
consumers some relief from the high world petroleum prices, the expected savings remain
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uncertain since the operational details have not been finalized.? Key parameters that need
clarification include: the reference price, charges for insurance and freight, insurance
coverage for the storage facilities and other assets, contingencies against supply disruptions,
and the operational details of the financial transactions. The mission urged the authorities to
clarify the pending details. Additionally, savings arising from the government’s ability to
borrow at below market rates under the agreement will accrue only gradually and compound
over time. The mission underscored that these savings be used in a manner consistent with
the overall debt strategy, and that world petroleum prices continue to be passed on to retail
prices.

14. The authorities reiterated their focus on reducing poverty, and the approach
taken in the GSPS. The GSPS emphasizes measures aimed at improving economic growth
and job creation, since the most recent poverty assessment concluded that poverty in
Dominica is largely employment-based rather than due to inadequate access to basic social
services. Poverty remains high in Dominica, and the mission concurs on the appropriateness
of the strategy in the GSPS and the priority areas around four pillars: promotion of economic
growth and job creation; human capital development; improving the conditions of those in
severe poverty; and addressing social problems that could potentially cause future poverty.
The mission noted that effective implementation and monitoring of the GSPS will be an
important challenge in the period ahead, and recommended close cooperation with donors to
facilitate their timely support.

III. STAFF APPRAISAL

15. Dominica’s commendable progress under the PRGF program has continued,
and macroeconomic performance has strengthened further in 2006. Macroeconomic
stability has been largely regained: economic growth returned in 2004 and has continued to
rise; public finances have improved significantly reflecting a strong fiscal consolidation
effort; and the authorities’ debt restructuring has been addressing the previously
unsustainable debt. Progress has also been made in key reforms, but additional work is
needed to firmly establish the basis for sustainable growth and poverty reduction as indicated
in the authorities’ GSPS. Staff commends the authorities for their resolute implementation of
the program.

16. Staff welcomes the continued strong fiscal performance, and the authorities’
commitment to implement sound fiscal policies, as reflected in the FY 2006/07 budget.

* However, two shipments of asphalt have been received under the agreement, in June and September, for use in
road construction. No debt or financing agreements for these shipments have yet been signed, but the value of
each shipment based on world prices is about US$135,000. Additional shipments of asphalt are expected every
three months. The construction of fuel storage tanks began in November 2006.
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The authorities are to be commended for the impressive budgetary overperformance resulting
from the decision to save the higher than projected revenue—due to one-off factors—while
maintaining firm expenditure control. This provided room for a reduction in domestic arrears
and an accumulation of bank balances. The FY 2006/07 budget is consistent with the
medium-term sustainability of public finances and debt, appropriately targeting a primary
surplus of 3 percent of GDP. Current revenues are expected to remain strong, despite the
absence of the special factors that were operative in FY 2005/06. Capital spending will be
relatively unchanged from FY 2005/06, and the PSIP is expected to be kept in line with the
prioritization in the GSPS. The resolute implementation and monitoring of the FY 2006/07
budget needs to continue, to consolidate the gains achieved thus far.

17. Key public sector reforms have advanced considerably, and will be continued in
FY 2006/07. Implementation of the VAT is proceeding well, but needs to be continuously
monitored. Staff supports the authorities” commitment to protect the VAT from any
weakening, to carry out a comprehensive review of the VAT by September 2007, and a
measured widening of the revenue reforms. Public sector employment is also being
streamlined by applying measures identified in the FY 2006/07 action plan. Staff endorses
the implementation of these measures, and urges the authorities to accelerate the delayed
measures lest the overall objective be jeopardized. Recent steps to strengthen public
expenditure management are welcome, but the momentum in preparing the amendments to
the Finance Administration Act needs to be regained so that Parliament approves them by
early 2007.

18. Staff commends the recent progress in implementing structural reforms. The
recent approval of the amendments to the Electricity Supply Act and the related legislation,
Cabinet’s approval of an action plan to reform and eliminate the unfunded liability of DSS,
and the completion of an action plan to resolve the fragility of the AID Bank are particularly
significant. Other important measures include the strengthening of the financial sector, the
transformation of the NDC and early steps leading to the transformation of DEXIA, which
should help foster private sector-led growth and improve the investment climate.

19. The recent progress in debt restructuring is especially welcome. The restructuring
agreements that were reached recently, the termination of the lawsuit by a bank from Taiwan
Province of China, and the listing of the new bonds on the ECSE are all commendable
developments, although the limited progress made with the holders of the RBTT bond is a
matter of concern. Staff endorses the authorities’ intention to uphold their good-faith efforts
towards collaborative agreements that maintain inter-creditor equity, including making
payments into the escrow account and regular attempts to contact the remaining
nonparticipating creditors.
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20. Poverty remains a serious concern, and staff welcomes the authorities’ focus on
reducing poverty and the approach in the GSPS. Staff concurs on the appropriateness of
the strategy and the priority areas described in the GSPS.

21. Staff recommends completion of the financing assurances review and supports
the conclusion of the Seventh Review Under the PRGF Arrangement. The authorities’
actions and intentions with regard to the payment arrears owed to private creditors confirm
that the basis for completing the financing assurances review remains valid. All quantitative
performance criteria for June 30, 2006 were met. Considerable progress has been made on
the benchmarks for the seventh review, with most fully satisfied, and policy implementation
has remained strong. The necessity of further structural reforms to create a stronger basis for
growth and poverty reduction is also recognized. However, significant risks still remain,
particularly because the debt restructuring has not been concluded, but the authorities’
commitment to sound policies is expected to help mitigate these risks and provide adequate
economic performance.
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Annex I. The Reform of Dominica Social Security

Dominica Social Security (DSS) is a comprehensive national insurance scheme. Like its
ECCU peers, DSS used to focus on old-age pensions but it now offers a wide range of
benefits, including invalidity and survivor’s pensions and benefits for sickness, maternity,
and employment injury. Aside from the gradual expansion of scope, the basic structure
remains that of a traditional defined benefit system, with old age pensions representing
around 60 percent of expenditure. In the early years, regional schemes generated large
surpluses, due to minimal expenditure. However, with expenditures rising these surpluses
have been declining sharply recently.

Across the ECCU, social security schemes face a challenging financial outlook; for DSS
the challenge is particularly acute. Contribution rates across the ECCU are low for a
defined benefit scheme with replacement rates close to 60 percent; for example, the total
contribution rate in Dominica is close to 10 percent, compared to the OECD average of
around 25 percent. Expenditures are set to increase rapidly as a result of scheme maturation
and aging. Based on current policies, projections suggest a rapid emergence of cashflow
deficits and a sharp rundown of reserve assets, which currently measure over 40 percent of
GDP. DSS is the first ECCU scheme for which expenditures are exceeding contribution
income, while actuarial projections suggest that DSS will be the first scheme in the region to
exhaust reserves by around 2023 under current policies.

DSS represents a very large contingent liability for the central government, the implicit
guarantor of DSS. Estimating the present value of future cashflows and offsetting that
against reserve assets, FAD projections suggest that this liability through 2075 could be
around 155 percent of GDP, under current policies. Aside from offering comprehensive
benefits to contributors, DSS investment funds a sizeable share of total investment and play a
large role in the banking system. As a result, the projected stark reversal of financial fortune
could have serious macroeconomic repercussions if not addressed quickly.

To this end Dominica’s Cabinet recently approved an Action Plan of DSS reforms that
aims to eliminate all unfunded liabilities of the social security scheme. It proposes the
gradual but steady implementation of reform measures which distribute the burden of reform
across generations and minimize potential disruptions to the economy. The specific, time-
bound measures in the Action Plan should eliminate around 60 percent of the funding gap,
with future measures, including a commitment to increase the contribution rate to 15 percent,
aiming to close the gap. These reforms will be reviewed regularly, as part of the usual
actuarial review process, to ensure that they remain sufficient to eliminate underfunding. The
Plan also seeks to ensure that pensions remain relevant, particularly for those likely to be
most vulnerable in old age.
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This Action Plan benefited from FAD technical assistance and actuarial reviews
completed by the ILO. Most importantly, it also benefited from an open and
comprehensive consultation process with stakeholders. The DSS report on these

consultations suggest that, due in part to an active effort on behalf of the DSS to engage with

stakeholders, the challenges facing social security were well understood. As a result, there

was widespread consensus on the need for reform.

Dominica Social Security: Selected Approved Reform Measures 1/

Reform Measure Current policy New Policy Ef:::twe
Increase the contribution Employee 3 percent, employer 6.75 Employee and self-employed to rise by January 2007
rate percent, self-employed, 7.65 percent 1 percent in 2007 and 2009; eventual January 2009
target for total contributions is 15
percent.
Increase the contribution EC$5,000 per month EC$6,000 per month January 2008
ceiling
Reduce the pension Of average pensionable salary, 3 Of average pensionable salary, 3 January 2008
accrual rate percent per year the first 10 years of percent per year the first 10 years of
contributions, then 2 percent for the contributions, then 1 percent up to a
next five years and then 1 percent per maximum of 60 percent.
year up to a maximum of 70 percent.
Change the benefit Average of 3 highest earning years Average of 10 highest earning years January 2008
formula during last 10 years of contributions during last 15 years of contributions
Increase the pension age 60 years Increase 1 year every 3 years to 65 Starting
2/ years January 2009

Source: Dominican Authorities

1/ A number of other reforms are set to be implemented, including a more predictable method of
adjusting pension benefits once they have been set; however, the measures highlighted here are those

with the largest impact on the unfunded liabilities.

2/ Some of the savings from a higher retirement age will be offset by increased spending on civil service pensions
unless the retirement age for government employees is eventually raised as well
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Table 1. Dominica: Selected Economic and Social Indicators

Prog. 1/ Prel. Rev. Prog. 2/ Rev. Proj. Proj.
2002 2003 2004 2005 2006 2007

(Annual percent change, unless otherwise specified)
Output and prices

Real GDP (factor cost) -5.1 0.1 3.0 3.1 34 3.0 41 3.0
GDP deflator (factor cost) -0.2 0.9 2.1 1.5 1.9 1.5 1.2 15
Nominal GDP (factor cost) -5.3 1.0 5.2 45 53 4.5 54 4.5
Nominal GDP (market prices) -3.9 1.9 5.4 4.3 5.0 4.4 5.1 4.4
Consumer prices (end of period) 0.4 29 0.8 1.5 2.7 1.5 2.0 1.5
Money and credit
Net foreign assets of the banking system 3/ 19.3 17.3 8.1 4.1 -8.0 -7.6 5.1 25
Net domestic assets of the banking system 3/ -10.8 -16.4 -2.1 14 14.7 13.5 2.9 21
Of which

Net credit to the nonfinancial public sector 3/ -5.4 -4.3 -5.1 0.1 0.6 -1.5 -2.0 -0.8

Credit to the private sector 3/ -1.3 -2.3 5.4 3.8 4.6 49 6.1 4.1
Liabilities to the private sector (M2) 8.5 1.0 5.9 55 6.7 5.9 8.0 4.6
Balance of payments
Merchandise exports, f.0.b. -1.8 -6.0 4.4 3.9 1.0 0.1 -1.5 1.6
Merchandise imports, f.0.b. -11.5 9.3 14.3 7.8 13.8 4.9 0.8 3.4
Real effective exchange rate

(end of period, depreciation -) 4/ -3.2 -1.9 -6.0 1.9 -0.4
(In millions of U.S. dollars)

Merchandise exports, f.0.b. 43.6 41.0 42.8 445 43.2 445 42.6 43.3
Merchandise imports, f.0.b. 102.4 111.8 127.8 137.8 145.4 1445 146.6 151.6
Current account balance -34.7 -33.6 -46.7 -54.3 -77.7 -60.7 -63.9 -65.3
Capital and financial account balance 5/ 46.9 35.0 21.2 454 69.4 56.2 62.7 67.8
Overall balance 121 1.4 -25.7 -8.8 -8.3 -4.4 -1.2 2.6

(In percent of GDP, unless otherwise specified)

Central government 6/

Savings (incl. grants) -0.5 8.6 7.6 7.4 10.6 10.5 115 10.3
Of which
Primary savings (before grants) 0.6 5.8 7.8 5.0 8.5 4.5 55 4.5
Grants 4.5 8.8 5.9 8.1 7.6 8.6 8.5 8.3
Capital expenditure and net lending 5.0 10.1 8.8 10.1 9.5 101 101 9.8
Primary balance (incl. grants) -1.6 5.4 3.5 3.0 7.3 3.0 4.0 3.0
Overall balance -5.4 -1.3 -0.9 -2.5 1.2 0.6 1.6 0.7
Nonfinancial public sector debt (gross) 7/
Total 126.7 130.8 116.0 109.1 108.2 103.3 101.4 96.7
External 79.6 84.6 80.6 81.1 74.6 70.8 70.8 66.1
Domestic 471 46.2 354 28.0 33.6 324 30.6 30.5
External sector
Current account balance -13.7 -13.0 -17.2 -19.2 -27.2 -20.4 -21.3 -20.9
External public debt service 8/ 11.8 19.5 20.7 15.9 17.5 13.8 131 9.8
Amortization 4.6 12.8 14.0 8.2 9.1 8.9 8.4 5.3
Interest 7.1 6.8 6.7 7.6 8.4 49 47 4.6

Memorandum items:
Nominal GDP at market prices (EC$ millions)

Calendar year 683.5 696.1 733.7 763.2 770.2 803.9 809.5 844.9
Net international reserves
(U.S. dollars millions; end-of-period) 9/ 43.6 44.0 33.6 34.0 37.6 42.5 442 48.8

Sources: Dominican authorities; Eastern Caribbean Central Bank (ECCB); and Fund staff estimates and projections.

1/ IMF Country Report No. 05/384, Fifth PRGF Review (September 2005).

2/ IMF Country Report No. 06/291, Sixth PRGF Review (July 2006). The approved FY 2006/07 budget corresponds to this projection.

3/ Change relative to the stock of M2 at the beginning of the period.

4/ Figure for 2006 is the annual percentage change to August 2006.

5/ Including errors and omissions.

6/ These data are presented on a fiscal year (July—June) basis. Figures shown for a given calendar year relate to the fiscal year beginning
on July 1 of that year.

7/ For 2005, it includes the reallocation of part of an external bond (around 4 percent of GDP) from external to domestic

8/ In percent of exports of goods and nonfactor services. Up to 2005 data are on prerestructuring terms. After that, data are

on postrestructuring terms for creditors participating in the debt restructuring and on prerestructuring terms for creditors not participating.

9/ Imputed reserves at the ECCB until 2001. From 2002, transactions with the IMF are included as transactions of the monetary authorities.
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Table 4. Dominica: Summary Accounts of the Central Government 1/

2004/05 2005/06 2006/07
2001/02 _ 2002/03 _ 2003/04 Prog. 2/ Actual Prog. 2/ Actual __Rev. Prog. 3/ Proj.
(In millions of Eastern Caribbean dollars)
Total revenue and grants 209.7 2241 285.9 291.3 292.0 294.2 325.0 311.4 320.1
Current revenue 1971 191.9 2218 229.2 2457 229.3 263.2 2394 248.1
Tax revenue 160.2 167.9 193.6 203.6 213.3 210.9 239.5 221.7 227.9
Taxes on income 40.1 45.0 43.7 35.5 40.8 39.3 52.7 48.1 49.3
Taxes on property 2.2 2.5 2.6 5.8 6.6 2.8 7.9 54 73
Taxes on goods and services 30.2 33.0 491 55.0 56.2 75.0 82.1 112.3 113.4
Taxes on international transactions 87.6 87.5 98.3 107.3 109.7 93.8 96.7 56.0 57.9
Nontax revenue 36.8 23.9 28.1 25.6 324 18.4 23.7 17.7 20.2
Capital revenue 0.9 1.3 1.0 25 2.0 1.5 1.5 1.5 1.5
Grants 11.8 30.9 63.2 59.6 443 63.4 60.3 70.5 70.5
Total expenditure 269.3 261.3 295.2 317.5 298.7 313.5 315.3 306.7 306.8
Current expenditure 229.7 226.6 223.1 226.6 232.9 234.8 240.2 223.5 223.7
Wages and salaries 4/ 116.5 116.1 104.2 102.7 102.0 106.5 105.3 1071 107.1
Interest 36.9 37.6 41.7 43.8 43.9 43.0 43.0 19.9 19.8
Domestic 19.3 17.8 18.8 20.4 20.4 20.2 20.2 8.9 7.7
External 17.5 19.8 22.9 23.4 235 22.8 22.8 10.9 121
Others 76.3 72.8 77.2 80.1 87.0 85.3 91.9 96.5 96.8
Goods and services 38.7 33.7 38.1 39.2 39.0 41.4 45.7 49.1 49.3
Transfers and subsidies 37.6 39.1 39.1 40.9 48.0 43.9 46.2 47.5 47.5
Capital expenditure and net lending 39.6 34.7 721 90.9 65.8 78.7 75.2 83.1 83.1
Overall balance -59.5 -37.2 9.3 -26.3 -6.6 -19.3 9.6 4.7 13.3
Statistical discrepancy 5/ 8.2 -11.5 6.6 -2.7 -10.6 0.0 5.1 0.0 0.0
Financing 51.3 48.7 27 29.0 17.2 19.3 -14.8 -4.7 -13.3
Net foreign financing 256 449 47.3 16.9 25.8 22.3 9.1 3.7 0.0
Disbursements 319 47.7 78.4 20.9 26.8 11.8 7.5 125 125
Amortization 6.3 6.5 37.2 43.2 43.2 20.4 20.4 8.8 12.5
Other including rescheduling 0.0 3.8 6.1 39.2 42.3 30.8 22.0 0.0 0.0
Net domestic financing 25.7 3.8 -44.5 121 -8.6 -3.0 -23.9 -8.4 -13.2
Bank 16.3 -6.9 -41.4 -0.2 -12.2 -13.6 -16.6 -8.4 -13.2
Nonbank 9.5 10.7 7.7 1.6 -6.6 0.0 -6.6 0.0 0.0
Other including rescheduling 6/ 0.0 0.0 4.6 10.7 10.2 10.6 -0.7 0.0 0.0
Total revenue and grants 30.1 32,5 40.0 39.4 38.8 37.7 411 37.9 38.7
Current revenue 28.3 27.8 31.0 31.0 32.7 294 33.3 291 30.0
Tax revenue 23.0 243 271 275 28.4 27.0 30.3 27.0 276
Taxes on income 5.8 6.5 6.1 4.8 5.4 5.0 6.7 5.9 6.0
Taxes on property 0.3 0.4 0.4 0.8 0.9 0.4 1.0 0.7 0.9
Taxes on goods and services 4.3 4.8 6.9 7.4 7.5 9.6 10.4 13.7 13.7
Taxes on international transactions 12.6 12.7 13.7 14.5 14.6 12.0 12.2 6.8 7.0
Nontax revenue 53 3.5 3.9 35 4.3 24 3.0 22 24
Capital revenue 0.1 0.2 0.1 0.3 0.3 0.2 0.2 0.2 0.2
Grants 1.7 4.5 8.8 8.1 5.9 8.1 7.6 8.6 8.5
Total expenditure 38.6 37.9 4.3 42.9 39.7 40.2 39.9 37.3 371
Current expenditure 32.9 32.8 31.2 30.6 31.0 30.1 30.4 27.2 27.0
Wages and salaries 4/ 16.7 16.8 14.6 13.9 13.6 13.7 13.3 13.0 12.9
Interest 5.3 55 5.8 5.9 5.8 5.5 5.4 24 24
Domestic 28 26 26 2.8 27 26 26 1.1 0.9
External 25 29 3.2 3.2 3.1 29 29 1.3 1.5
Others 10.9 10.6 10.8 10.8 11.6 10.9 11.6 11.8 1.7
Goods and services 5.6 4.9 5.3 5.3 52 53 5.8 6.0 6.0
Transfers and subsidies 5.4 5.7 5.5 5.5 6.4 5.6 5.8 5.8 5.7
Capital expenditure and net lending 5.7 5.0 10.1 12.3 8.8 10.1 9.5 10.1 10.1
Overall balance -8.5 -5.4 -1.3 -3.5 -0.9 -2.5 1.2 0.6 1.6
Statistical discrepancy 5/ 1.2 -1.7 0.9 -0.4 -1.4 0.0 0.6 0.0 0.0
Financing 74 71 0.4 3.9 23 25 -1.9 -0.6 -1.6
Net foreign financing 3.7 6.5 6.6 23 34 29 1.2 0.5 0.0
Disbursements 46 6.9 11.0 2.8 3.6 1.5 1.0 1.5 1.5
Amortization 0.9 0.9 5.2 58 58 26 26 11 1.5
Other including rescheduling 0.0 0.6 0.9 5.3 5.6 3.9 2.8 0.0 0.0
Net domestic financing 3.7 0.5 -6.2 1.6 -1.1 -0.4 -3.0 -1.0 -1.6
Bank 23 -1.0 -5.8 0.0 -1.6 -1.7 -2.1 -1.0 -1.6
Nonbank 1.4 1.6 -1.1 0.2 -0.9 0.0 -0.8 0.0 0.0
Other including rescheduling 6/ 0.0 0.0 0.6 1.4 1.4 1.4 -0.1 0.0 0.0
Memorandum items:
Capital expenditure less total grants
In EC$ million 30.2 4.0 11.8 34.7 25.1 17.9 17.9 14.6 14.6
In percent of GDP 4.3 0.6 1.7 4.7 3.3 23 23 1.8 1.8
Savings (incl. grants) -3.0 -0.5 8.6 8.4 7.6 7.4 10.6 10.5 11.5
Primary savings (before grants) 0.7 0.6 5.8 6.6 7.8 5.0 8.5 4.5 5.5
Primary balance (incl. grants) 7/ -21 -1.6 54 2.0 35 3.0 7.3 3.0 4.0
Nominal GDP at market prices (EC$ millions) 697.5 689.8 714.9 740.0 751.9 780.2 789.8 821.5 827.2

Sources: Ministry of Finance; and Fund staff estimates and projections.

1/ Fiscal years beginning July 1. On a commitment basis, unless otherwise indicated.
2/ IMF Country Report No. 05/384, Fifth PRGF Review (September 2005).
3/ IMF Country Report 06/291, Sixth PRGF Review (July 2006). The approved FY 2006/07 budget corresponds to this projection.

4/ 2005/06 includes a reclassification of EC$2.3 million (0.3 percent of GDP) to other expenditure, reflecting a transfer of teachers from the

government payroll to that of the State College.

5/ Difference between identified financing below-the-line and overall balance above-the-line.
6/ Debt service projected for 2006/07 is on a post-restructuring due basis.
7/ Computed using overall deficit measured from below-the-line.
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Table 5. Dominica: Balance of Payments

Prog. 1/ Prel. Rev.Prog. 2/ Rev. Proj. Proj. Proj. Proj. Proj.
2002 2003 2004 2005 2006 2007 2008 2009 2010
(In millions of U.S. dollars)
Current account balance -34.7 -33.6 -46.7 -54.3 -77.7 -60.7 -63.9 -65.3 -67.3 -66.8 -65.9
Trade balance -58.7 -70.8 -84.6 -93.3 -102.2 -100.0 -104.0 -1084 -1125 -1156 -118.7
Exports (f.0.b.) 3/ 43.6 41.0 42.8 445 43.2 44.5 42.6 43.3 452 47.3 49.4
Of which
Bananas 8.1 5.9 7.2 7.2 6.3 6.3 7.5 6.3 6.3 6.3 6.3
Imports (f.0.b.) 102.4 111.8 127.8 137.8 145.4 144.5 146.6 151.6 157.7 162.8 168.2
Of which
Mineral fuels 4/ 9.6 121 14.1 18.9 19.3 24.8 24.2 24.5 257 257 25.7
Services balance 26.0 32.8 40.0 451 314 40.0 43.7 46.6 49.3 52.6 56.1
Exports of services 79.7 77.3 86.3 95.5 83.4 88.7 96.2 100.9 105.8 110.9 116.3
Travel 45.7 52.3 60.1 65.6 55.6 59.0 66.9 70.3 73.9 77.7 81.6
Other 34.0 25.0 26.2 29.8 27.8 29.7 29.2 30.5 31.9 33.3 34.7
Imports of services 53.7 44.6 46.3 50.3 52.1 48.7 52.5 54.3 56.4 58.3 60.2
Net income -18.4 -12.1 -21.8 -22.0 -31.1 -18.5 -21.5 -22.3 -23.8 -24.3 -24.7
Interest payments (public sector) 5/ -8.8 -8.0 -8.6 -10.7 -10.7 -6.6 -6.5 -6.6 -7.4 -7.3 -6.9
Other income -9.6 -4.1 -13.2 -11.3 -20.4 -11.9 -15.0 -15.6 -16.3 -17.0 -17.8
Net current transfers 16.4 16.6 19.8 15.9 243 17.9 18.0 18.8 19.6 20.5 214
Private 12.6 124 18.4 17.0 19.5 17.9 18.0 18.8 19.6 20.5 21.4
Public 3.8 4.2 1.4 -1.1 4.7 0.0 0.0 0.0 0.0 0.0 0.0
Capital and financial account 321 22.4 23.0 45.4 71.0 56.2 62.7 67.8 68.6 66.2 70.4
Capital account 20.5 18.8 26.8 19.2 20.9 24.8 25.5 28.0 29.9 317 33.1
Public capital transfers 17.7 15.9 23.8 16.3 17.8 21.8 22.5 24.8 26.6 28.3 29.6
Private capital transfers 2.8 29 3.0 2.8 3.1 3.0 3.0 31 3.3 34 3.6
Financial account 11.6 3.7 -3.8 26.3 50.2 314 37.2 39.9 38.7 345 37.3
Public sector 25.8 8.9 0.2 -1.3 -3.8 -7.3 =71 -2.8 -5.0 =71 -5.9
Budgetary flows (net) 25.0 8.9 0.2 -1.3 -3.8 -7.3 =71 -2.8 -5.0 -7 -5.9
Disbursements 30.7 24.0 18.3 10.2 7.8 4.5 4.5 4.7 4.9 5.2 54
Repayments 5/ 5.7 15.1 18.1 11.5 115 11.9 11.7 7.6 9.9 12.3 11.3
Nonbudgetary flows (net) 0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Private sector -14.1 -5.2 -4.0 27.6 53.9 38.8 44.3 42.7 43.7 41.7 43.2
Direct investment 11.4 19.8 18.1 211 18.0 20.8 24.0 25.0 26.1 27.3 28.5
Commercial banks -24.1 -33.9 -26.9 -3.6 21.4 -3.8 -5.4 -1.7 -3.2 -1.5 0.0
Other private flows -1.5 8.8 4.8 10.0 145 21.7 25.7 19.4 20.7 15.9 14.7
Errors and omissions 14.7 12.5 -1.8 0.0 -1.7 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance 121 1.4 -25.7 -8.8 -8.3 -4.4 -1.2 2.6 1.3 -0.5 4.5
Overall financing -12.1 -1.4 25.7 8.8 8.3 4.4 1.2 -2.6 -1.3 0.5 -4.5
Net international reserves -12.1 -1.4 10.3 -5.3 -4.0 -4.9 -6.6 -4.6 -3.3 -3.6 -4.0
Gross reserves (increase = -) -15.1 6.2 9.4 -8.5 -7.2 -6.6 -8.3 -2.8 -2.7 -2.9 -3.0
IMF reserve liabilities (purchase = +) 3.0 4.8 0.9 3.2 3.2 1.8 1.8 -1.8 -0.6 -0.7 -1.1
Exceptional financing 0.0 0.0 15.4 14.1 12.3 9.3 7.7 21 2.0 41 -0.4
(In percent of GDP)
Capital account balance
Current account balance -13.7 -13.0 -17.2 -19.2 -27.2 -20.4 -21.3 -20.9 -20.6 -19.6 -18.5
Current account balance including
net capital transfers -5.6 -5.7 -7.3 -12.4 -19.9 -12.1 -12.8 -11.9 -11.5 -10.3 -9.2
External public debt service (as a percent of
exports of goods and nonfactor services)
Public sector 6/ 11.8 19.5 20.7 15.9 175 13.8 13.1 9.8 11.5 124 11.0
Amortization 4.6 12.8 14.0 8.2 9.1 8.9 8.4 5.3 6.6 7.8 6.8
Interest 71 6.8 6.7 7.6 8.4 4.9 4.7 4.6 4.9 4.6 4.1

Sources: Dominican authorities; Eastern Caribbean Central Bank (ECCB); and Fund staff estimates and projections.

1/ IMF Country Report No. 05/384, Fifth PRGF Review (October 2005).
2/ IMF Country Report No. 06/291, Sixth PRGF Review (July 2006). The approved FY 2006/07 budget corresponds to this projection.

3/ Includes stores and bunkers.

4/ Projections based on WEO's baseline oil prices projections of September 2006.
5/ Up to 2005 data are on prerestructuring terms. After that, data are on postrestructuring terms for creditors participating in the debt restructuring and on

prerestructuring terms for creditors not participating.

6/ For 2005, it includes the reallocation of part of an external bond (around 4 percent of GDP) from external to domestic.
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Table 6. Dominica: Summary Accounts of the Banking System

Prog. 1/ Prel. Rev. Prog.2/  Rev. Proj.
2002 2003 2004 2005 2006

(In millions of Eastern Caribbean dollars, end of period)

I. Consolidated Banking System and Monetary Authorities

Net foreign assets 193.8 289.0 333.7 357.7 286.8 310.4 319.0
Net domestic assets 355.4 265.5 253.6 261.7 340.2 345.6 358.1
Net credit to the nonfinancial public sector 74.8 51.1 23.0 23.6 26.5 14.0 14.0
Of which

Central government 64.2 55.9 45.6 46.6 67.3 52.6 52.6
Net credit to nonbank financial institutions -46.6 -81.8 -75.9 -78.8 -59.9 -62.5 -62.5
Credit to the private sector 433.2 420.6 450.7 472.9 477.8 503.5 516.1
Other items (net) 3/ -106.1 -124.5 -144.2 -155.9 -104.2 -109.4 -109.4
Broad money 4/ 549.2 554.5 587.4 619.5 627.0 655.9 677.1

Il. Operations of the Monetary Authorities

Imputed net international reserves 117.8 118.7 90.8 91.8 101.5 114.7 119.3
Net domestic assets 121 7.0 26.0 27.9 20.8 15.7 15.4
Monetary base 129.9 125.7 116.8 119.7 1223 130.4 134.6
Currency in circulation 35.5 34.2 37.6 38.9 39.0 411 424
Commercial bank reserves 94.4 91.5 79.2 80.8 83.4 89.3 92.2

Ill. Commercial Banks

Net foreign assets 79.0 170.4 242.9 265.9 185.3 195.6 199.8
Net claims on ECCB 98.2 85.6 73.8 78.8 77.7 83.3 85.9
Net domestic assets 336.6 264.3 233.1 235.8 325.1 336.0 349.0
Net credit to the nonfinancial public sector 53.4 26.3 -10.8 -16.0 -12.8 -21.1 -20.8
Net credit to nonbank financial institutions -46.6 -81.8 -75.9 -78.8 -59.9 -62.5 -62.5
Credit to the private sector 433.2 420.6 450.7 472.9 477.8 503.5 516.1
Other (net) -103.5 -100.7 -130.9 -142.2 -80.0 -83.9 -83.7
Private sector deposits 4/ 513.7 520.3 549.8 580.6 588.0 614.9 634.7

IV. Consolidated Banking System

(Annual percentage change)

Credit to the private sector -1.4 -2.9 71 4.9 6.0 6.5 8.0
Private sector deposits 7.6 1.3 5.7 56 11.8 59 7.9
Broad money 8.5 1.0 5.9 5.5 6.7 5.9 8.0
(Contributions to liquidity growth) 5/
Net foreign assets 19.3 17.3 8.1 4.1 -8.0 -7.6 5.1
Net domestic assets -10.8 -16.4 -2.1 14 14.7 13.5 29
Net credit to the nonfinancial public sector -5.4 -4.3 -5.1 0.1 0.6 -1.5 -2.0
Credit to the private sector -1.3 -2.3 5.4 3.8 4.6 4.9 6.1

Memorandum items:
Interest rates 6/

Deposits (three-month time—maximum rate) 6.0 6.0 3.0 3.0
Lending: Minimum rate 8.5 8.0 7.5 7.5
Maximum rate 20.8 18.2 18.2 18.2

Sources: Eastern Caribbean Central Bank (ECCB); and Fund staff estimates and projections.

1/ Program figures are as shown in IMF Country Report No. 05/384, Fifth PRGF Review (September 2005). From 2002, transactions with the IMF ai
transactions with the monetary authorities.

2/ IMF Country Report No. 06/291, Sixth PRGF Review (July 2006). The approved FY 2006/07 budget corresponds to this projection.

3/ Includes interbank float.

4/ Including foreign currency deposits.

5/ Percent change relative to broad money at the beginning of the period.

6/ Commercial banks; end-of-period rates, percent per annum.



24

*O}SBWIOP 0} [BUIBIXd WOl (a9 J0 Juadiad § punole) puoq [euldjxa Ue Jo Jed jo uoredojieal sy} sapnjoul )l ‘00z 404 /S
‘Ainp ur Bujuuibaq Jeak [easy ay) 0} Bunelss umoys ainbly sy} yym ‘siseq Jeak [easi) e uo pajenoje) /¢

"slajsuel) [eyded [eulaixa Jau Buipnjoul Junodde jJusLnd [eussixe ayy Buisn pajenoe) /g
“uondaloud siy) o) spuodsaliod Ja6png £0/9002 A4 paroidde syl (9002 AINr) maIney JOHd UIXIS '162/90 "ON Hoday Aiunod JI /2
'(500¢ Joquiaidag) mainay 494 d U4 ‘¥8€/S0 "ON Hoday Anunod JWi /1

‘suonosfold pue sejew}se yels pun4 pue (goD3) yueg [e4us) uesqque) uis)ses ‘SelloyINe UBdJUILIOQ (S80IN0S

Sle 9'0¢ S0¢e g'0¢ 9'0¢ ¥'Ze 9€ee 08¢ ¥'Ge 414 (A4 474 onsawoq
928 9.8 8’19 1'99 8'0. 8'0L 9YL 118 908 9Y8 9'6L G'/9 [
08 1'88 €6 1796 y'1o0l €'eol z'80L 1’601 09LL 8'0¢L L9zl 1'€6 /G 198p 10j08s dgnd [eIoUBULUON
SWayl WnpueIowa
0¢ o€ 0¢ o€ oY o¢ €L 0¢ G'e v'G 9l- Al soueleq Aewnd
00l 004 00l 0oL €0l vol 66 ¥ol 6 g0l [ 09 uads |eyded
€8 €8 €8 €8 g8 98 9. 18 6'G 8'8 Sy L' sjuel9
Ll 60 80 L0 9 90 ¢l ST 60" €l v'e- G'g- (sjuesb “jour) @oueleq |lesorQ
§'9C 192 8'9¢ 022 022 x4 ¥'0€ 1'0g ole e 8'ce 6C¢ ainjipuadxa Jusung
¢0 40 c0 0 4] 4] 40 4] €0 10 4] 0] anuanal [ejide)
6'8¢ 6'8¢C 6'8¢ 062 00¢ 1'6¢ €ee ¥'6C 1Te 0le 8.2 €82 8NUdA_I JusLINY
| S8dueUl JudWuIaA0B |esua)
ol - el Lel- 445 V- 102 601~ 19 €T 8l €0 Jusuisaaul sbuires ajenlid
0l 60 80 L vl 0L- 4] G'l- - ye- vl 1% juswjsanul sbuines aljgnd
26 €0 Sl 6Ll 8Cl- 1zh- 6'61- vei- €L L6 9'G- 8L aoueleq Juswisaaul-sbuireg
89 8'q 8V 6'¢ 8l 67 LG 24 80l g€l zal 004 8jeAld
€0 €0 €0 €0 €0 €0 €0 €0 0¢ Sl ¥l 9¢C Jojoss angnd Jayi0
yoym Jo
0l 60} 80l el gl ¥'6 L6 4] 88 144 ¥l 0 Juswuienob [eus)
4om jo
€l Ll 0Ll 9Ll 8l L6 0ol 68 201 6'G 00 9¢ aland
o8l 0L 8’6l GGl 9'€l 9l (.34 9L 61z L'61 (413 9l /¢ Buines |euoljeu ssoi9
02l 0Ll 021 0Ll 09l 09l 06 06l 691 L9l el €0l 8jeAld
€0 €0 €0 €0 €0 €0 €0 €0 0¢ 9l 61 584 Joyoss olqnd JayiQ
yom jo
ool 0oL 0ol Lol L0L ol 96 L6 66 8L §G 201 Juswuienob [enus)
yoym jo
€0l €0l €0l ¥0l €0l 90l 8'6 ool 6Ll v'6 S 06l algnd
x4 €'Le €'LT viT €92 9'92 8've 062 8'8C 6’62 802 v'se jJusWIsaAUl dl3SBWOP SSOIH
jusawjsaAul pue sbuireg
(pauioads asimiayio ssajun ‘d@o Jo jusosad uy)
Sl Gl Sl gl A gl 6l Sl (A 60 z0- ' (1500 J0}08Y) J0jEljOP 4AD HoNdwW|
0¢ o€ 0¢ 0¢ 24 o€ ¥'e % o€ 10 LG v sa0ud (066 ) JueIsuoo Je 4ao
sao1d pue awodui [euonyeN
(ebueyo yusoiad fenuuy)
0102 6002 8002 1002 9002 5002 002 €002 2002 1002
‘loid ‘loid ‘loid ‘lold foid Aoy jz Boid Aoy leid /1, "Boid 183

y}lomawielq d1WOU0I30IOR W] -WNIP3| :edluiwoq */ djqel



25

"}gep wia)-6uo| pue wnipaw Jo UOHEZIMOWE PUE }SBISJUI JO WUNS B} SB PaUlaP SI 9OIAISS 199( /6

‘sjuelb Buipnjoul senuanay /g

"pouad Jse| 8y} Jo pua ayj} Je }qap Wd}-HOoYS JO 300)s ay) snid 901A18s 1gap snid yoyap Atewnd sy se pauyap si pasu Buioueuly ssois) //
"Jusasad (g JO UoNONpPal SNjeA 99k} B SBLLIED YOIYM ‘PUO( S)eIpauLIBIUl S} PaAIoal sio)ipaio Buneddnieduou jje Jeyy pawnsse st} ‘G0/#002 Ul /9

siseq Jeak [eosyy e uo pajuasaid seyebaibibe teak [eosld /5

2[)SAWIOP 0} [BUIBIXS WOl (4D JO Jusdiad ¢ punole) puoq [eula)xa Ue Jo Hed Jo uonedo|jeal ay) sepnjoul il ‘G00Z Jo4 /i

dado jo weolad $ Aleyewixoidde

ale $00Z-Pua Je se siealle }saIajul pajndsipun ‘payoeal si Juawaaibe ue UBYM pajas aq o} pajoadxa Jo ajndsip ul Jayye ale sio)paid Buneddiueduou ypm sieany ‘Buunjoniisal Jqap ayj Jo Yed se pajjes usaq aaey sio)palo Buledionied yim siealy

'SIESLIE }SBI9)UI [BUIDIXS SOPN|OXT "PUO] SJeIPaLLLIBIUl BU} 9AI903 SIo}palo Bunediopeduou jey) SaWwNssy Jqap [eUISIXa 0} S18)0Y /¢

(waysAg AJunoaS [E100S S,2oIUIWOQ YHM JGap SapN[oul) J0J09S d1|dNd [BIOUBULBUON /2

‘Ayilige|eae ejep o} Joslgns ‘sieak ) 1sed ay} JoAo paALIap Ajjesousb aie SUOHEIASP pJepuels pue sebelon. [eoLolsIH /|

‘suonosfoid pue sejewnsa Jejs pung pue ‘sajLoyine Auno) :s80inog

9'Ge 9'Ge 9'GE 9'Ge 9'GE 9'Ge 9'GE 9'GE 9'GE (yuaouad ur) BuimoIOq [BUISIXS MU JO JUSWSJS JUBID
6¢C 8¢C 6¢C Se 6C 6¢C €€ g€ 68 €0 " 44 ¥°0- 4% 1S (Jusoauad ur “Jojelep dao Aq pejeyep) Buipuads Arewnd eas Jo Ymoio
St St Sl St St Sl Sl Sl St S 80 9l 61 (X4 60 (yusdsad ur ‘Jojeep @) syel uoneju|
S0 ol €0 0 00 60 (uoneroaidap sajeolipul + ‘yuadlad ul) uoneroaidap ajel abueyoxs |eay
vy 8’9 6'¢€ L'e v'e e L'e 1'e 1'e L'e 4% 09 1€ L0 8¢ (usosad ur) 3gop Aousnnd onsaWOp UO Sjel jsausyul [eal sbeseny
6'¢C 4% L'C x4 9¢C 9C 9C 9¢C (x4 (x4 % 9'¢ 0¢ 6'¢ (V4 (yusouad ur) Jgop x2104 UO jel }saIB)UI [euiwou dbeloAY
[OR> oe 0'e e o¢e 0'¢ 0'e o€ o€ L'y [0k 80 Ve oe 10 (yusosad ur) ymoib 4ao leay
suopjdwnsse |easl) pue d1WouU0d301ewWw A3y
20 4] L0 60 o'l [on% ¥l vl v'e S0 20)- ofel dQ9-0}-gep 8y} sazZilige)s ey} yoyep Aewld
S'9 Lol LGl 29l L'yl g€l el 9CL S0k 122 gle /6 /8 (Jusd1ad 1) Oljes BNUBABI-0}-801AI8S Jgod
oce L'0S 8'¢cL 1'6L c'/8 2'€6 1’66 €601 2’801 0’80} |euisjxse m/o
128 ocLL vork 09vlk 91GL 2'/GL  6'€9L  O0'LLL z6.L1 9'08L g6 /8 (Juedsad ui) oes enuBALI-0}-}gep J0j08s a1ignd Jo AdN
00 L) 1584 a4 v'e L'e 6¢C S0 S0 19 9y /L padu Buipueul ssoi9
(3gep J0300s o1jgnd ul papnjoul jou) saljigel| Juabuuod Jo AdN
[Ac1% 8'€C 9've 8'L€ vy 474 L'9v L'6¥ €ls 9'¢Cs |euisjxe m/o
A1 8'€C 9v¢ 8'.¢€ vy L'vy L9 L'6v €1s 9'CS 00 pajeujwousp Aous.Lino-ublaiof m/o
0'6e L'€S 999 €69 61L 9¥. 'L 8'6. 618 0'88 414 199p 10309s a1iqnd Jo AdN
1’0 1’0 1’0 1’0 1’0 4] 4] 90 8L 8¢ 1’9 sabueyo jesse Bulpnjou; ‘|enpisay
00 00 00 00 00 00 00 00 00 00 00 (uonezijeydeoal yueq 69 ‘Ajoads) Jeyi0
00 00 00 00 00 00 00 00 90" 9t 00 /9 (48yj0 pue OdIH) Jolle1 3980
00 00 00 00 00 00 00 80 00 6°0- 00 sanIgel| yusbupuod 1o yoldwt Jo uoniuboosy
00 00 00 00 00 00 00 00 6L~ 00 00 (ennebou) sydiooas uonezieald
00 00 00 00 00 00 00 80 g'c 9'G- 00 smoyy Bunea.o-jqap paynusp! IS0
€0 €0 €0 €0 €0 ¥'0 €0 00 YA uoneloaidap ayes sbueyoxs [EaJ WOI UOINGLIUOD
0}~ 6°)- v'e- 9¢C- 12 8¢ 0¢- [ 8'¢- 6°¢- 1°0- LmoIb 4o [eal wolj uoHNGLILOD :YoIymM JO
[ 'l el o o el o'l 'l 60 8L S'e ajel Jselojul [eai obeloAe Wolj UoHNGUIUOD :YoIym JO
1’0 S0 LiL- €h- vi- o G- 61 L'e- 6°C- L'z €e [EUSISHIP YIMOIB/Be. }S8.I8)JUI WO UOKNGLIUOD
z0 €0- 6°0- 0'}- LL- - 9'}- 8¢ 9¢C- L'z 4 SOIWEUAP 1qap dlewoiny
1444 1444 [544 5844 vy Oy L'ey ey 6Ct 1444 6'Ey aunypuadxa (3sausjuluou) Alewnd
o] €8 €8 €8 €8 1’8 6L S 29 09 6 sjuesb :yoiym jo
Vi Vi v'iy v'iv vy €Ly [WA4 L9 v'iy 18y 0°0S sjuelb pue enuersy
Le- Le- Le- 9'¢- e ae ae ge ge €G- 8V 90 S A 1'9- yoyap Arewd
6'¢C e o'y~ 4 vy Sy 67 (WA 9'6- 0¢clL- (oA /S smoy} Buneaio-1gap payiuap|
6C €e- 6°¢- L'y- 4 Y- Y- 8'9- 8/ Y- 4 199p Jojoss olqnd ul bueyd
612 v'ee [°14 9278 945 819 199 804 VL 908 98 /¥ /€ pajeuiwiousp AousLino-ubleio) m/o
e 129 1’08 0'v8 1’88 €76 1'96 101 2801 09LL 8'0¢l 12 393p 10303s 2l|qnd
BBElBAY 920z 9l0c  °PeldAY  [L0z  0l0z 6002 8002 200 9002 7L UOReInaq /1 oPeloAY G002 ¥002 €00C
92-2102 1 1-9002 piepuels |eouo}sIH
suopdsfoid ajewnsy lenyy

(pajeolpul 8sIMIBY}0 SSajUN ‘4o Jo Jusdtad uj)

9Z-£00Z ‘OlIRUDIG dul[aseqg ‘Ylomawel4 AHjiqeure}sng 3qaq 403098 d1|qnd :esluiwoq g d|qel



26

900z 1snbny 0} abueyo abejusaiad jenuue ay} st 900z 1o} ainbi /9
"1gop 103095 21|qnd 0} SI94eY /G

‘sapjoyne Alejauouwl 8y} JO SUOOBSURI) SB PapN|oul 81 4|\ 8Y) YIm suonoesuel) ‘g0z Wol4 “Lo0gZ Ihun g903 8y} Je seAlasal payndw| /y

"SUOISSIWO pUB SI0.I9 Sapn|ou| /&
‘uoljepyul pouad-jo-pus Aq pajsnipe ajel |jiq Ainseal] /g
'900¢ Joquisidas oy sainbi4 /|

"suoljoafoid pue sajewnss yejs pund pue ((goo3) yueg [eljus) uesqque) ulsises :s80in0sg

¥'0- 6’} 09- 6'L- z'¢- 80 /9 (- uoneroaidap ‘pouad jo pus) uoneroaidde Y3y
12 12 12 12 1T (pouad jo pus ‘sejjop ‘SN Jad) ajes abueyoxgy
'8 16 ovl 8¢ClL 9V Sy /G (Juaaiad) sa91AIaS JojoejUOU pue Spoob Jo spodxa 0) sjuswAed uoneziuowe |eusdixy
L'y '8 19 8’9 (A ¥'9 /S (Jusouad) sadinias Jojoejuou pue spoob Jo spodxs 03 sjuswAed jsalsjul [eusaixg
6'¢5L 089l G69L <C¥8L V€9l LLvl /G (3usd.ad) sed1AIBS J0JOEUOU PUE SPOOB JO sHodxa 0} (polad Jo pus) 1gap [eutax]
8'0. 9v. 908 9'v8 9'6. §'/9 1g8p |euls)xe J0308s 2liqnd
9Ll 29l GGl e v'ie 29l /¥ (pouad jo pus ‘Jusdiad) Aeuow peo.q 0} saAISsal BN
A4 9'/¢ 9'ee 0wy 9ty ¥'0e It (poad Jo pus ‘siejjop "S™N JO SUOI|IL Ul) SBAISSBI [BIO10 JON
6'0C [9 74 8L 9'¢cl g8l 261 /€ @dUe|eq JUNOJ2E [eloueUl) pue [eude)
[l ¢l ¢ Ll- o¢l- L'EL- L'8l- aoue|eq Junod9e Jualn)
80 7'el el 20 8'G- G'6- (ssejiop "S’N Ul siseq yjuow-z| ‘abueyd jusdiad) sadinies Jojoejuou pue spoob Jo spoduw)
96 6'L- 1'6 oY 12 6°9L- (s1ejjop "S’N Ul siseq yjuow-z | ‘ebueyo juadlad) saoinias Jojoejuou pue spoob Jo spodx]
sJl0jesipul [eutaixy
L'€ 9'G G'e 09 €6 /z (1eaJ) ajeu |iq Aunseal; yjuow-aaiy |
7’9 7’9 7’9 v'9 ¥'9 (pouad jo pus) ajel |19 Auinseauy yjuow-aaay |
L'0¢ 8's¢ 0ee 1'8¢ 6'C¢ % /1 (sMueq pajesodiooul A|jeo0)) sjesse pajyblom ssu/jepnded | sal)
v'ie 2'9¢ 0'ee §'8¢ L've ¥'se /1 (s¥ueq psjelodiooul A|[ed0]) sjesse pajybiom ysii/epded |ejo |
1'0€ 9'ze 29z /1 s}esse Aiojoejsijesun/sasso| ueo| Joj suoisinoid oi1oadg
(74 8'9¢2 A4S 8've 19¢ z20¢ /1 s}osse A10joe)s|jesun/sasso| Ueo| Joj suoisiAoid o1310ads pue |elauas)
€c 6'S €L 9L 0L 89 /L SUBO| |e}0}/SSSSO| UBO| JO} UOISIAOI-H
€6 0'ce g'ce L'l 26l 9'¢cc /1L sueo| |ejoy/sjesse Alojoejsiesun
0’8 09 L'L 6'¢C vl- ae (siseq yuow-g| ‘ebueyd yuaaiad) JIpald J0}08s djeAlld
08 19 6'G ol g8 v/ (siseq yuow-g| ‘abueyd yusaiad) Asuow peoig
sJojeodipul [eioueuly
900¢ S00¢  ¥00C¢ €00z  ¢00¢C 1002
fold  1Bd
‘AoY

(pe1e2IpUl BSIMIBYI0 SSBjUN ‘4o 4O Jusdlad uj)

siojeoipu] Ajjiqelau|n  [eula)xg pue [eldueul :esiujwo(q "6 a|qel



27

Table 10. Dominica: Schedule of Disbursements Under the PRGF Arrangement

Disbursements (in millions) As Percent
US$ 1/ SDR of Quota Conditions

2003 3.419 2.358 28.8

December 29 3.419 2.358 28.8 Board approval of PRGF; and adoption of
prior actions

2004 0.893 0.616 7.5

March 31 0.447 0.308 3.8 First review under the PRGF;
end-December 2003 performance criteria; and
adoption of prior action

August 10 0.447 0.308 3.8 Second review under the PRGF; and
end-March 2004 performance criteria

2005 3.468 2.392 29.2

March 22 1.785 1.231 15.0 Third and fourth reviews under the PRGF; end-June

2004, end-September 2004, and end-December 2004
performance criteria

November 1 1.683 1.161 14.2 Fifth review under the PRGF; and
end-June 2005 performance criteria

2006 3.367 2.322 28.3

August 4 1.683 1.161 14.2 Sixth review under the PRGF; and
end-December 2005 performance criteria.

December 13 1.683 1.161 14.2 Seventh review under the PRGF; and
end-June 2006 performance criteria.

Total 11.148 7.688 93.8

Memorandum item:

Quota (in millions) 11.890 8.200 100.0

Source: Fund staff estimates and projections .

1/ For illustrative purposes only, SDR amounts have been converted into U.S. dollars at an US$/SDR exchange rate of 1.45.
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Table 11. Dominica: Indicators of Capacity to Repay the Fund, 2003-10

Projections

2003 2004 2005 2006 2007 2008 2009 2010

Obligations from existing drawings
(In millions of SDRs)

Repurchases:
Expectation basis 0.00 0.00 0.26 0.29 1.61 0.00 0.50 0.72
Obligation basis 0.00 0.00 0.26 0.29 1.23 0.38 0.50 0.72

Chargesl/interest under expectations/obligations
schedule for repurchases:

Expectation basis 0.05 0.09 0.13 0.05 0.11 0.06 0.05 0.05
Obligation basis 0.05 0.09 0.13 0.05 0.12 0.07 0.05 0.05

Fund repurchases and charges (Obligation basis) 1/

In millions of SDRs 0.05 0.09 0.40 0.35 1.37 0.47 0.57 0.79
On existing credits 0.05 0.09 0.39 0.34 1.35 0.45 0.55 0.77
Of which

Repurchases on an obligation basis 0.00 0.00 0.26 0.29 1.23 0.38 0.50 0.72

In millions of U.S. dollars 0.07 0.13 0.59 0.51 1.99 0.68 0.83 1.15
In percent of exports of goods and services 0.06 0.10 0.46 0.37 1.38 0.45 0.53 0.69
In percent of debt service 2/ 0.30 0.49 2.57 2.75 12.32 3.78 4.08 5.94
In percent of quota 0.61 1.09 4.82 4.31 16.68 5.70 6.95 9.58
In percent of net international reserves 3/ 0.16 0.39 1.56 1.16 4.08 1.31 1.50 1.95

Fund credit outstanding 1/

In millions of SDRs 5.3 5.9 8.1 10.1 8.9 8.5 8.0 7.3
In millions of U.S. dollars 7.5 8.8 12.0 14.7 12.9 124 11.7 10.6
In percent of exports of goods and services 6.3 6.8 9.4 10.6 9.0 8.2 7.4 6.4
In percent of debt service 2/ 32.2 32.8 52.5 78.7 80.0 68.8 57.3 55.0
In percent of quota 65.0 72.5 98.5 123.3 108.3 103.7 97.6 88.8
In percent of net international reserves 3/ 17.0 26.2 31.8 33.3 26.5 23.8 211 18.1

Memorandum items:

Exports of goods and services (millions of U.S. dollars)  118.3 129.1 126.6 138.8 1441 151.0 158.2 165.7
Debt service (millions of U.S. dollars) 2/ 23.2 26.8 22.8 18.7 16.2 18.0 20.4 19.3
Net international reserves (millions of U.S. dollars) 3/ 44.0 33.6 37.6 44.2 48.8 52.1 55.4 58.7

Sources: Dominican authorities; Eastern Caribbean Central Bank (ECCB); and Fund staff estimates and projections.

1/ Including assumed future disbursements under the PRGF, and assuming all repurchases on an obligation basis.
2/ Including IMF repurchases in total debt service.
3/ Net international reserves of the monetary authorities; net imputed reserves of the ECCB and transactions with the Fund.
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Appendix 1. Dominica: Fund Relations

(As of October 31, 2006)

I. Membership Status  Joined 12/12/78; Article VIII

1. General Resources Account SDR Million Percent of Quota
Quota 8.20 100.00
Fund holdings of currency 10.10 123.18
Reserve position in Fund 0.01 0.11

III. SDR Department SDR Million Percent of Allocation
Net cumulative allocation 0.59 100.00
Holdings 0.05 7.64

IV.  Outstanding Purchases and Loans: SDR Million Percent of

Quota

PRGF Arrangements 6.53 79.60
Stand-By Arrangements 1.91 23.28

V. Latest Financial Arrangements:
Type Approval Expiration Amount Amount Drawn

Date Date Approved
(SDR Million)

PRGF 12/29/03 12/28/06 7.69 6.53
Stand-by 08/28/02 01/02/04 2.97 2.97
SAF 11/26/86 11/25/89 2.80 2.80
Stand-by 07/18/84 07/17/85 1.40 0.97
EFF 02/06/81 02/05/84 8.55 8.55

Projected Payments to the Fund on an Obligation Basis (SDR Million)’:

Forthcoming
2006 2007 2008 2009 2010
Principal 0.29 1.23 0.38 0.50 0.72
Charges/Interest 0.05 0.12 0.07 0.05 0.05
Total 0.34 1.35 0.45 0.56 0.77

? Based on existing use of resources and present holdings of SDRs.
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Exchange rate arrangement: Dominica is a member of the Eastern Caribbean Currency
Union, which has a common central bank (the Eastern Caribbean Central Bank) and
currency (the Eastern Caribbean dollar). Since July 1976, the Eastern Caribbean dollar
has been pegged to the U.S. dollar at the rate of EC$2.70 per U.S. dollar.

Safeguards Assessment: Under the Fund's safeguards assessment policy, the Eastern
Caribbean Central Bank (ECCB), of which Dominica is a participating government, is
subject to a full safeguards assessment. The onsite safeguards assessment was completed
on February 20, 2003, and concluded that the ECCB has in place appropriate mechanisms
to manage resources, including Fund disbursements and that the vulnerabilities that
remain do not present an undue risk. The safeguards assessment proposed specific
measures to address these vulnerabilities, which have been substantially implemented by
the ECCB.

Article IV consultation: The last Article IV consultation was concluded by the
Executive Board on October 25, 2005; the relevant documents are IMF Country
Report No. 05/384 and IMF Country Report No. 05/383. Dominica is on a 24-month
cycle.

Technical assistance: In 2006, an MCM mission provided technical assistance in
drafting an action plan for AID Bank. In 2005, an MCM mission provided technical
assistance in strengthening the supervisory framework for AML/CFT in the nonbank
sector. FAD missions have provided technical assistance on tax policy and
administration, and social security reform. The most recent missions include: pension
reform options (2005); VAT implementation (1999); urban property taxation (1997); and
tax policy and administration, and expenditure control (1995). Technical assistance from
MFD and FAD has complemented the assistance that has been provided by the
Caribbean Regional Technical Assistance Center (CARTAC) in Barbados. LEG has
been providing assistance with the drafting and interpretation of the VAT legislation.

FSAP: A joint IMF/World Bank team performed an assessment of the financial sector of
the member states of the ECCB, in two missions—September 1-19 and October 20—

31, 2003. The principal objective of the missions was to assist the authorities in assessing
the development needs and opportunities for the financial sector and identifying potential
vulnerabilities of financial institutions and markets to macroeconomic shocks, as well as
the risks to macroeconomic stability from weaknesses and shortcomings in the financial
sector. The Financial System Stability Assessment (FSSA) was discussed by the
Executive Board on May 5, 2004, and subsequently published on the IMF’s external
website, including the Report on the Observance of Standards and Codes (ROSC) on
Banking Supervision.
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Appendix II. Dominica: World Bank Relations®
(As of October 31, 2006)

The World Bank Role in Dominica: The Bank will continue to collaborate with the Fund
and other donors in supporting the authorities’ efforts in stabilizing macroeconomic
conditions and in the implementation of the Government’s Growth and Social Protection
Strategy. The Bank will lead the policy dialogue on key structural reforms, including public
sector reform, regulatory framework for electricity, social protection, and on the environment
for private sector development.

Bank-Fund Collaboration in Specific Areas: The World Bank and the IMF will continue
to collaborate on the financial sector, on the medium-term structural reform agenda and in
providing technical assistance to Dominica on macroeconomic management issues jointly
with the Caribbean Regional Technical Assistance Center (CARTAC).

Bank Group Strategy: The World Bank’s Management presented to its Board the Eastern
Caribbean Sub-Region Country Assistance Strategy (CAS), on September 13, 2005. The
World Bank Group’s strategy for the four years covered by this CAS (FY2006—-09) supports
the sub-region’s development agenda through two main pillars: (1) stimulating growth and
improving competitiveness; and (2) reducing vulnerability, by promoting greater social
inclusion and strengthening disaster risk management. Recognizing the OECS countries’
weakened creditworthiness due to high debt ratios, Bank activities will focus on leveraging
available donor grant financing. Following the recommendations of the recently completed
growth and competitiveness study for the OECS, IBRD and IDA support would focus on
providing technical and financial assistance for interventions to support the two main pillars.
An indicative Base Case lending scenario consists of about US$51.3 million in IDA
resources for the four OECS blend countries (Dominica, Grenada, St. Lucia and St. Vincent
and the Grenadines). This envelope includes the estimated IDA country allocations for each
of the four countries during FY2006—09, and an IDA Regional allocation of US$15.2 million
for two regional projects: US$12 million for Catastrophe Risk Insurance and US$3.2 million
for Infrastructure and Utilities Reform. Planned lending to Dominica amounts to

US$10.2 million under the Base Case lending scenario.

Ongoing projects: There is currently only one ongoing World Bank project in Dominica (as
well as other OECS borrowing countries).

(1) The OECS Telecommunications and ICT Development Project: The Telecommunications
and ICT Development Project (approved in September 2005) aims at improving the access,
quality, and use of telecommunications and ICT services to achieve socio-economic
development in the Organization of Eastern Caribbean States (OECS). The project has the

* Source: World Bank.
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following four components: Component (1) will strengthen the national and regional
regulatory frameworks and promote additional competition in the telecommunications sector.
Emphasis will be given to capacity building of Eastern Caribbean Telecommunications
Authority (ECTEL) and the National Telecommunications Regulatory Commissions
(NTRC:s) by providing them with assistances to revise the regional and national sector
legislation, and develop a modem interconnection regime; Component (2) will review current
universal access policy, create related guidelines, and provide financial support to establish a
Universal Service Fund (USF); Component (3) will improve growth and competitiveness in
ICT-enabled services through utilization of broadband infrastructure; and Component (4)
will ensure management and administration of the overall project. The project will finance
related technical assistance by providing complementary resources. Dominica’s share of the
US$2.7 million loan is US$0.54 million of which only a small amount has been disbursed.
Negative pledge update: Dominica remains ineligible for new Bank lending operations in
light of the apparent violation of its negative pledge clauses under the earlier IBRD loans.
The government continues to make efforts to resolve this issue.

Economic and Sector Work: The Bank has completed a series of analytical work relating
to: public sector capacity in the OECS including the Institutional and Organizational
Capacity Review, the OECS Procurement Assessment Review, the OECS Financial
Accountability Assessment and an Infrastructure Services Studies. In conjunction with the
IMF, a Financial Sector Assessment Program (FSAP) was completed in early 2004. The
Bank also recently completed an OECS study on Growth and Competitiveness. Work is
ongoing on a review of large-scale energy options for the OECS, under the Energy Sector
Management Assistance Program. For Dominica specifically, the Bank recently completed
an Analysis of Fiscal Issues, which examines the management and allocation of public
expenditure.

Dominica will also benefit from ongoing and planned analytical and advisory activities to
support the new CAS’ two main pillars including the following activities: Caribbean Air
Transport Rationalization report, a Caribbean Skills and Curriculum Study, Caribbean
Financial Sector and Regulation report, Caribbean Social Protection Strategy Review, a
regional study on Crime, Violence and Exclusion.

Financial Relations: Gross Disbursements and Debt Service During Fiscal Year
(In millions of U.S. dollars)

1999 2000 2001 2002 2003 2004 2005 2006*

Total disbursements 1.4 2.1 0.5 1.7 2.7 4.3 1.7 0.0
Repayments 0.1 0.1 0.1 0.1 0.3 0.6 0.7 0.80
Net disbursements 1.3 1.9 0.4 1.6 2.3 3.7 1 -0.80
Cancelled 0 0 0 1 2.3 0 0 0
Interest and fees 0.1 0.2 0.3 0.3 0.3 0.4 0.4 0.38

* Projections as of April 21, 2006.
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Appendix III. Dominica: Relations with the Caribbean Development Bank (CDB)

(As of October 31, 2006)

As at end-May 2006, CDB had approved loans totalling US$148.9 million of which US$11.5 million
are undisbursed. CDB operations centered on implementing critical infrastructure projects in the road
subsector, as well as projects designed to boost tourism activity and build IT related capacity in the
public sector. During 2005 the CDB approved technical assistance in two areas: Assessing the social
impact of introducing the value-added tax (VAT), and in support of local government reform.

Major projects

1.

Seventh Consolidated Line of Credit—to assist DAIDB in continuing to finance its lending
programme in the following areas: Agricultural and Industrial Credit, Housing and Student
Loans. US$7.0 million is approved and US$1.5 million is undisbursed.

Upgrading of Ecotourism Sites—the construction of access roads and reception centres, related
infrastructure as well as site trails at five major tourism sites across the island. US$3.1 million is
approved and US$0.6 million is undisbursed.

Student Loan Scheme (Seventh Loan)—to provide DAIDB with resources to continue financing
its student loan programme. US$7.0 million is approved and US$3.0 million is undisbursed.

Shelter Development Project—to establish a framework for developing the shelter sector on a
sustainable basis with particular reference to low-income households. US$2.3 million is approved
and US$1.6 million is undisbursed.

Roseau Water and Sewerage Project—to provide for the rehabilitation and extension of the
existing Roseau sewerage system, the provision of pre-treatment facilities, a marine outfall, the
replacement of the central Roseau portable water distribution system and a partial upgrade of the
water supply system. US$10.0 million was approved and disbursed.

OECS Solid Waste Management Project—the upgrading of dump sites into sanitary landfills;
procurement of equipment for the collection and transportation of waste; management of special
wastes; improvement of storage facilities for domestically generated waste and promotion of
waste recovery and recycling activities. US$1.4 million is approved and US$1.1 million is
undisbursed.

Caribbean Court of Justice—to provide for the establishment and operation of a final Court of
Appeal to replace the Judicial Committee of the Privy Council and to act as a final arbiter in
disputes arising between CARICOM member states or between a CARICOM national and
another country. US$2.2 million was approved and disbursed.

Dominica: Loan Disbursement
(In millions of U.S. dollars)

2001 2002 2003 2004 2005

Net disbursement 10.50 3.66 8.46 10.39 3.99

Disbursement 13.20 6.25 11.26 20.61 6.34

Amortization 2.70 2.59 2.80 10.22 2.35

Interest and charges 1.76 1.90 2.03 2.25 244

Net resource flow 8.74 1.76 6.43 8.14 1.55
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Appendix IV. Dominica: Statistical Issues

Dominica’s statistical database is inadequate for effective Fund surveillance. There are
weaknesses in coverage, accuracy, frequency, and timeliness that continue to hamper
effective economic analysis and policy formulation. The weakest areas are the fiscal
accounts, public debt, and the balance of payments.

Recognizing the deficiencies in their statistical database, the authorities began participation
in the General Data Dissemination System (GDDS) in September 2000. Metadata and plans
for improving the statistical system are posted on the IMF’s Dissemination Standards
Bulletin Board (http://dsbb.imf.org).

Real Sector

Annual nominal GDP data are compiled from a production and expenditure approach, and
estimates at 1990 constant prices, by economic activity, from a production approach. GDP
estimates are available three-four months from the end of the year. There is a program to
improve national accounts data primarily through the development of the supply and use
table (SUT). A CPI is compiled on a timely basis. However, the weights are based on the
1997/1998 Household Expenditure Survey. There is a program to develop export and import
price indices (XMPIs), but a severe shortage of staff working on price statistics limits
developments in CPI methodology and the likelihood that of an XMPI will be developed in
the near future. Data on employment are very limited and there are no official data on
producer prices or wages in the private sector. Results of the 2001 population census have
not yet been published.

Government Finance

Statistical capacity problems affect the timely production of quality government finance
statistics. In particular, the data are subject to frequent revisions stemming in part from
omissions and misclassifications. Data on central government operations are incomplete and
must be supplemented with additional information from external sources. For instance, some
operations are undertaken outside the consolidated fund. These include certain investment
spending, loan and grant receipts, and on-lending and transfers to public enterprises. As a
result, capital expenditure data, recorded by the Treasury, must be supplemented with
additional donor financing information, particularly because the public sector investment
program (PSIP) data are not timely. Delays in the reporting of the PSIP data reportedly stem
from reporting delays from the line ministries.

However, several ongoing initiatives to strengthen expenditure management, should help
minimize the extent of this problem. In particular, there is an ongoing effort to automate the
expenditure execution process. A new automation technology was installed in all line
ministries in 2005, through which all local purchase orders (LPOs) are generated
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electronically and tracked. Commitments are charged against a specific budget allocation
once the LPOs are generated. All ministries and suppliers of goods and services are
compelled to use the new system.

Only limited financing data are available. Although progress has been made in improving the
measurement of the government's debt, there are concerns that there is still some under-
recording of government commitments

The authorities do not provide consolidated nonfinancial public sector data; data for the rest
of the public sector—Dominica Social Security and the public enterprises—must be obtained
directly from each entity during Fund Article IV consultation missions.

No government finance data are reported to STA for publication in the International
Financial Statistics (IFS) or the Government Finance Statistics (GFS) Yearbook.

Monetary Statistics

Monetary statistics are compiled by the ECCB on a monthly basis but reported to the Fund
regularly, although the coverage needs improvements. For instance, the monetary statistics
do not include the data for financial corporations other than the ECCB and commercial
banks. The ECCB is aware of the need to improve coverage of the monetary statistics and is
taking steps to collect data on credit unions. There has been significant progress in
developing the standard report forms for the monetary statistics. As of February 2006, the
ECCB has submitted the country specific standardized report form for other depository
corporations, or 2SR.

Balance of Payments

Balance of payments data are compiled by the ECCB on an annual basis but are not reported
in the format recommended in the fifth edition of the IMF’s Balance of Payments Manual.
Data reported to STA are not timely, and suffer from relatively numerous and volatile errors
and omissions.

External Debt

The Ministry of Finance maintains a database on public and publicly-guaranteed external
loans that provides detailed and reasonably current information on disbursements, debt
service, and debt stocks. The Treasury maintains the data on bonds placed abroad. However,
data from the two databases are not consolidated, so that total debt stock cannot be easily
measured. The two government agencies should carry out this consolidation to provide a
more comprehensive picture of public sector external debt. Monthly information on
payments by creditor (actual and scheduled) is not readily available, which complicates the
compilation of up-to-date information on arrears.
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ATTACHMENT I. LETTER OF INTENT

Roseau, Dominica
November 27, 2006

Mr. Rodrigo de Rato,
Managing Director,
International Monetary Fund
700 19™ Street, NW,
Washington, DC 20431
USA

Dear Mr. de Rato:

1. Since the Sixth Review Under the Fund’s Poverty Reduction and Growth Facility
(PRGF), the Government of the Commonwealth of Dominica has continued to make progress
in implementing economic reform. At the time of Dominica’s request of an arrangement
under the PRGF, the government outlined its policies in the letter of intent and memorandum
of economic policies (MEP) of December 10, 2003. These policies were aimed at addressing
the serious economic crisis that had emerged and creating the basis for sustainable growth.
We have subsequently refined these policies in the context of the past programme reviews.

2. Performance under the programme remains satisfactory. All quantitative performance
criteria for end-June 2006 were met with comfortable margins. The indicative targets for
end-September 2006 were also met. We have also made progress in structural reforms
including on the structural benchmarks for the seventh review; Parliament recently approved
the amendments to the Electricity Supply Act and related legislation; Cabinet approved an
action plan to eliminate the unfunded liabilities of DSS; a strategy for dealing with the AID
Bank has been completed; and an action plan to restructure the operations of the National
Development Corporation (NDC) has been finalised. The approved FY 2006/07 budget was
presented within a three-year budgeting framework and contained a primary surplus of

3 percent of GDP consistent with the programme. We are also implementing the approved
action plan to further rationalise the wage bill in FY 2006/07. However, approval of the
Financial Services Unit (FSU) Act was delayed but the legislation will be submitted to
Parliament shortly. Finalisation of the amendments to the Finance Administration Act was
also delayed and Parliament’s approval is expected for early 2007.

3. We have made significant progress in restructuring of our debt. We will continue
with our good-faith efforts to reach collaborative agreements with the remaining
nonparticipating creditors, and complete the debt restructuring.
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4. Dominica remains committed to the arrangement under the PRGF and the attached
supplement to our MEP lays out our policies for the remainder of 2006. These policies are
aimed at consolidating the realised gains and implementing structural reforms to bolster the
prospects for sustainable private sector-led growth and poverty reduction. On this basis, we
request the completion of the seventh review of the programme and the release of the
associated disbursement under the arrangement.

5. The Government of Dominica will provide the Fund with such information as the
Fund may request in connection with progress in implementing the economic and financial
policies, and achieving the objectives of the programme. The government believes that the
policies set out in the attached MEP are adequate to achieve the objectives of the programme,
but it will take further measures that may become necessary for this purpose. We will consult
with the Fund on the adoption of these measures, and in advance of revisions to the policies
contained in the MEP, in accordance with the Fund’s policies on such consultation.

6. We authorise the Fund to publish this letter and the attached supplement to our MEP
to facilitate a wider access to our policies and signal the seriousness of our commitment to
the programme to civil society and the international community.

Sincerely,

/s/
Honourable Roosevelt Skerrit
Prime Minister and Minister of Finance and Planning

Attachment
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ATTACHMENT II. SUPPLEMENTARY MEMORANDUM OF ECONOMIC POLICIES
OF THE GOVERNMENT OF DOMINICA

I. BACKGROUND

1. Our economic stabilisation strategy has been largely successful, and has begun
to yield returns in terms of sustainable growth. The Government of the Commonwealth of
Dominica has implemented reforms over the recent years that have strengthened public
finances, addressed the previously unsustainable debt including by its restructuring, and led
to a rebound in economic activity following the sharp contraction in 2001 and 2002. Efforts
will now focus on consolidating the realised gains and bolstering the prospects for
sustainable private sector-led growth and poverty reduction. The government’s plans to
achieve these objectives are articulated in the recent Growth and Social Protection Strategy
(GSPS).

II. PERFORMANCE UNDER THE PROGRAMME

2. Macroeconomic performance has strengthened further in 2006, with a few areas
of weakness. Data for the first eight months confirm that economic activity has increased
and broadened, suggesting an acceleration of growth to around 4 percent in 2006 from 3’2
percent in 2005. Indicators of domestic demand remained buoyant; tax revenues point to
higher incomes, while credit is growing robustly. Construction has picked up strongly,
pointing to a rebound of private sector confidence. Indicators of activity in the financial
sector, hotels and restaurants, real estate, and transportation suggest that the recovery is
broadening. After contracting in 2005, banana production has rebounded in part due to
favorable weather conditions and higher prices. However, nonbanana agricultural exports
declined, and manufacturing output has remained weak. Arrival of stayover visitors to July
strengthened by about 4 percent over the comparable period in 2005, and tourist receipts are
substantially larger as higher expenditure hotel visitors and student enrollment at the offshore
schools both rose substantially. Despite the higher value of mineral fuel imports due to the
elevated world prices, merchandise imports declined by 2 percent as businesses reacted
cautiously ahead of the valued added tax (VAT) regime and delayed resupplying their stocks,
and because of some one-off imports in 2005 Accordingly, the external current account is
projected to improve. Inflation has remained subdued.

3. Fiscal performance remained strong throughout FY 2005/06. Revenue
performance was exceptionally strong, due in part to the buoyant economy and some one-off
factors—particularly on withholding taxes and property taxes. Noninterest current
expenditures were kept at about target, despite higher outlays for utilities and gratuities for
retirees; and capital spending was in line with the projection.

4. All quantitative performance criteria (PCs) for the seventh review were met.
Reflecting the strong fiscal performance, the PC on the primary balance and the indicative
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targets on the budget were met with wide margins. The performance criterion on the wage
bill was met, and our effort to reduce pending claims allowed us to observe, with a wide
margin, the performance criterion on arrears to domestic parties. Preliminary data suggest
that the indicative targets for end-September 2006 were also met.

3. We have made progress on the structural benchmarks for the seventh review.
The FY 2006/07 budget has been approved, consistent with the programme and with a

3 percent primary surplus; the FY 2006/07 budget was presented within a three-year
budgeting framework; Cabinet approved an implementation plan to further rationalise the
wage bill in FY 2006/07; Cabinet approved an action plan to eliminate the unfunded
liabilities of the Dominica Social Security (DSS); Parliament recently approved the
amendments to the Electricity Supply Act and related legislation; and a strategy for dealing
with the AID Bank was recently approved. Additionally, an action plan to restructure the
operations of the National Development Corporation (NDC) has been finalised, but some
delay has been encountered in preparing a similar action plan for Dominica Export Import
Agency (DEXIA)—the completion of strategic reviews and action plans for the operations of
DEXIA and NDC with a view to enhance their efficiency, streamline their functions and
improve accountability, was an end-September 2006 benchmark. However, some delays have
been experienced in a few areas:

o Parliamentary approval of the Financial Services Unit (FSU) Act granting
supervisory responsibility for all nonbank financial institutions (end-September
2006): The finalised draft of the new FSU Act has been ready for some time, but
there were delays in completing the related amendments to existing legislation and in
consulting with stakeholders. This work has now been concluded and all the
legislation will be submitted to Parliament for discussion by end-December 2006.

o Parliamentary approval of amendments to the Finance Administration Act (end-
October 2006): Personnel constraints and the need to clarify concerns raised during
the extensive consultation delayed the finalisation of this legislation. The finalised
amendments will be submitted for approval by Parliament, expected in early 2007.

o Complete strategic review and establish action plan for the operations of DEXIA
(end-September 2006). Difficulties with an earlier strategic review held back the
preparation of the action plan. Assistance in preparing the action plan has been sought
from USAID/Caribbean Open Trade Support (COTS), and the action plan is expected
to be completed in early 2007.
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6. We have made progress in other structural reforms. In particular:

J The modalities of a one-stop shop for the approval of new businesses have been
determined; this will be established as an investment promotion agency in the context
of the ongoing restructuring of NDC.

o The government’s cash management and budgetary planning are being strengthened,
including by the introduction in July 2006 of a new chart of accounts according to
international best practices, new expenditure commitment procedures, and improved
expenditure classification.

o Information about concessions granted continue to be published on a regular basis in
the Official Gazette.

° The audited financial accounts of the NDC for 2003, 2004 and 2005, and DEXIA for
2005, have been submitted to Parliament. Financial accounts for the subsequent years
are now in preparation.

III. MACROECONOMIC POLICIES AND OUTLOOK

7. Dominica’s economic outlook has brightened, providing scope for a quicker
reduction of the remaining vulnerabilities and the bolstering of the prospects for
sustainable growth and poverty reduction. Economic growth in 2006 appears to be broad-
based and is now expected to surpass the 3 percent target in the GSPS; world petroleum
prices have fallen; and private sector confidence appears to be strengthening. The favorable
outlook should facilitate the implementation of our medium-term strategy for growth and
poverty reduction, as presented in the GSPS. The government underscores its commitment to
implement the macroeconomic policies and structural reforms that are envisaged over the
medium term.

A. Debt and Fiscal Policies

8. We are firmly committed to engaging in good-faith negotiations with the
creditors that have not confirmed their participation in our debt restructuring. We
remain confident that we will reach collaborative agreements with the remaining
nonparticipating creditors. As an indication of our commitment, we continue to make efforts
to contact them on a regular basis, and also make payments into an escrow account on their
behalf on the restructured terms. Our commitment to this strategy has yielded some recent
progress; agreements were reached with a few of the smaller creditors. We also recently
listed on the Eastern Caribbean Securities Exchange (ECSE) the debentures that were issued
to participating creditors, allowing them to be traded on this exchange.
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9. The strong implementation of the FY 2006/07 budget and subsequent budgets is
a crucial part of our policies in the period ahead. This would allow a further strengthening
of the structure of the budget and attainment of the primary surplus target of 3 percent of
GDP. To this end, revenues and expenditures will be monitored closely; a particular focus
will be the execution of the public sector investment programme (PSIP) to ensure a more
even spending during the year and the minimisation of implementation constraints. If
revenues are stronger than projected, this could allow a partial accommodation of shortfalls
in grant receipts, and allow further debt reduction to more sustainable levels over the
medium term. We will use budget-support grants in excess of programmed amounts to
further reduce our debt and build up bank balances. Looking ahead, we are committed to a
primary surplus target of 3 percent of GDP in the future fiscal budgets, so as to reduce public
sector debt to more sustainable levels.

10. We are committed to advancing fiscal reforms, which are essential in
strengthening the budget over the medium term. These reforms include:

o Implementing an effective VAT and advancing revenue reforms. We continue to
carefully monitor the implementation of the VAT and are cautiously optimistic based
on the very early experience to date. We reiterate our commitment to protect the VAT
from any weakening, including by: providing the resources needed to strengthen
VAT administration; implementing good audit and risk management programmes and
mechanisms to detect stopfilers; and making timely VAT refunds. We intend to
conduct a comprehensive review of the experience under the VAT, by September
2007, including ascertaining the scope for other revenue reforms. In the interim,
background work has been initiated to guide the forthcoming revenue reforms, such
as on income tax. We have requested technical assistance from FAD and CARTAC to
support this work.

o Streamlining of public sector employment. We are implementing the approved
action plan to reduce the wage bill in FY 2006/07. Accordingly, several services were
outsourced from October 1, 2006—affecting a total of 104 workers. However, delays
were encountered in finalising the legislation for the merger of the air and sea ports
authorities; this legislation was recently approved by Parliament, allowing the merger
to take place in early 2007. Legislative changes to allow the commercialisation of the
Public Works Garage and the Electrical Division were also approved recently,
clearing the way for their implementation from January 1, 2007. A draft of the
legislation to allow the commercialisation of the Government Printery has been
prepared, and is expected to be brought to a subsequent sitting of Parliament.
However, delays in securing the needed assistance from the CDB to develop a new
management structure for the National Parks Services will postpone its
implementation. Work is continuing on the reorganisation of government units with a
view to greater efficiency and cost-effectiveness, but the government has not yet been
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successful in securing external assistance for the streamlining of the Police, Fire and
Prisons departments. We remain committed to reducing the wage bill to 12% percent
of GDP by 2008/09.

o Strengthening public expenditure management. We expect that the finalised
amendments to the Finance Administration Act and the related legislation will be
considered by Parliament in early 2007. Line ministries will be asked to make
complete submissions of their three-year budget from FY 2007/08, to fully implement
a medium-term budgeting framework. Finally, as experience is gathered with the
changes in expenditure control that were introduced in July 2006, it is expected that
additional improvements will be introduced to strengthen the budget monitoring and
cash management.

B. Financial Sector Policies

11. We expect to strengthen significantly the supervision and regulatory framework
of the financial sector. The new FSU Act is expected to be discussed by Parliament by end-
December 2006, and when implemented should improve the regulatory regime for nonbank
financial institutions that include the AID Bank and credit unions. Extensive amendments to
the Cooperative Societies Act will also be approved, intended to address the most serious
weaknesses in the existing legislation. Additional measures include:

o Reforming AID Bank. We will seek to implement the recently approved action plan,
which will address the serious weaknesses that have already been identified.

o Encourage onsite inspections of the commercial banks. The recent reduction in the
sector’s nonperforming loans is welcome. However, in light of the recent rapid
increase in lending, and some sizeable changes in the banks’ balance sheets, a close
monitoring of developments is needed including through onsite inspections of the
four commercial banks.

C. Other Structural Reforms and Other Issues

12. We are committed to reforming the Dominica Social Security (DSS) scheme to
strengthen its financial position. The approved action plan has been widely discussed with
all stakeholders and aims at eliminating the unfunded liabilities of the DSS, while ensuring
that pensions remain relevant. The action plan presents a combination of policies, with
specific measures over the next 15 years detailed in the plan, the earliest of which will be
implemented on January 1, 2007. Regular actuarial reviews of the implementation of the
action plan will help ensure that this reform remains on track, recommending additional
measures as needed. On this basis the sustainability of DSS will be assured, and the risk to
public finances and debt sustainability minimised.
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13. We intend to restructure DEXIA and the NDC, and establish a one-stop shop for
investors. USAID/COTS, with additional assistance from the World Bank, is already
working on the restructuring of NDC into a tourism authority and an investment promotion
agency. The mission of the investment promotion agency will include providing the one-stop
shop services to investors. Parliamentary approval of the new legislation is expected by end-
December 2006. We also intend to finalise the action plan for restructuring DEXIA by early
2007, with a view to enhancing its efficiency, streamlining its functions and improving
accountability.

14. A reform of the customs department is underway, aimed at improving
efficiency, modernising the operations, and reducing the processing time. USAID/COTS
is providing the needed assistance with the support of the World Bank, UNDP and other
donors. In light of the breadth of this reform, it will require careful monitoring and
coordination of its elements.

15. Other areas include:

J Reducing tax concessions. We remain committed to reducing tax concessions and
statutory exemptions. This could be achieved through tax reforms that reduce the
marginal tax burden and do not allow for exemptions, and through a regional
approach to dealing with tax exemptions and fiscal incentives. In the meantime, we
will continue to publish each month in the Official Gazette, information on
concessions granted.

o PetroCaribe agreement. The operational details of the agreement are being
finalized, with a view to maximise the potential benefits and minimise any possible
risks. The relevant transactions would be recorded aptly; in particular all external
obligations under the long-term financing arrangement, would be recorded as central
government debt.
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Press Release No. 06/275 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
December 14, 2006

IMF Executive Board Completes Seventh Review of Dominica's PRGF Arrangement,
Approves US$1.8 Million Disbursement

The Executive Board of the International Monetary Fund (IMF) has completed the seventh and
last review of Dominica's performance under its three-year Poverty Reduction and Growth
Facility (PRGF) arrangement. As a result of the Executive Board’s completion of the review,
Dominica can draw an amount equivalent to SDR 1.2 million (about US$1.8 million) under the
PRGF arrangement, which will bring total disbursements to SDR 7.7 million (about US$11.6
million). The Executive Board approved Dominica's three-year PRGF arrangement on December
29, 2003 (see Press Release No. 03/228).

Following the Executive Board's discussion of Dominica, Mr. Murilo Portugal, Deputy
Managing Director and Acting Chair, made the following statement:

“The Dominican authorities have continued to implement their economic program successfully,
and macroeconomic performance has strengthened further. Economic activity is expanding
strongly in almost all sectors, with buoyant domestic demand and indications of a rebound in
private sector confidence. Progress has also been made with structural reforms.

“The strong fiscal performance in FY2005/06 and the stance of the FY 2006/07 budget reflect
the authorities” commendable commitment to implement prudent fiscal policies. The primary
surplus envisaged in the FY 2006/07 budget will allow further progress toward the medium-term
sustainability of public finances and debt. Measures to streamline public sector employment and
strengthen public financial management are being implemented. The authorities are committed to
expanding revenue reforms. The value-added tax (VAT) regime is operating well; and the
authorities are committed to continued monitoring going forward to avoid its weakening.

“Key reforms in the economic program are the recent amendments to the Electricity Supply Act
and related legislation, and the approval of measures to eliminate the unfunded liability of the
Dominica Social Security (DSS) and to strengthen the AID Bank. The authorities recognize that
these reforms need to be supplemented by other structural measures, including amendments to
the Finance Administration Act, approval of the Financial Services Unit Act, and reform of the
Dominica Export Import Agency (DEXIA). Accelerating the implementation of these structural
reforms will help bolster private sector-led growth.

Washington, D.C. 20431 e Telephone 202-623-7100  Fax 202-623-6772 ¢ www.imf.org



“Significant progress has been made recently in debt restructuring, and the authorities are
making good-faith efforts to reach collaborative restructuring agreements with their remaining
creditors.

“The approach taken in the authorities’ Growth and Social Protection Strategy (GSPS) to reduce
poverty and unemployment appears appropriate. Continued collaboration between donors and
the authorities should facilitate timely donor support,” Mr. Portugal said.





