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A. THE CHALLENGE OF
DEVELOPING PUBLIC
POLICIES ON TRADE ISSUES

Designing public policies on trade issues is a
challenging task for all countries, particularly for
developing countries. What might seem at first
glance as an external exercise involves compromises
between domestic agencies. These compromises
may entail a delicate balance, for example between
efficient export industries and those struggling to be
competitive. This is also the case when developing
negotiating positions that reconcile fiscal concerns
with those linked to job creation. Policy development
has become difficult due to the expansion and
proliferation of topics covered in trade negotiations.
In the current environment, officials in charge of
designing and implementing trade policies face
issues that are more complex and more difficult
to approach, both from a technical and political
perspective, than those faced by their predecessors.

Due to this, UNCTAD prepares studies on trade policy
frameworks. During the last three years, these studies
have been framed within a project entitled ‘Capacity
building for the formulation and implementation of
trade policies oriented towards accelerating and
achieving the Millennium Development Goals and to
address development challenges’. The ultimate goal
of this project is to promote coherence, inclusiveness
and consideration of the Millennium Development
Goals in designing trade policies that better respond
to economic needs and adapt to the international
environment of crisis and change.

This project includes several components, namely:

e Analytical support regarding the interlinkages
between trade and development

e Capacity-building  for policy  development,
including through consultative processes among
local actors

e Advice on the design of trade policy frameworks,
including regarding certain products and sectors
that may be of interest to the beneficiary country

To date, within the framework of this project, UNCTAD
has prepared four trade policy frameworks: Angola,
Zambia, Tunisia and Jamaica.! Although the terms
of reference of each project vary depending on the
needs expressed by the beneficiary country, these
studies have the following in common:

e Diversifying exports and maximising benefits from
trade agreements is a key concern

e Their structure includes () an analysis of the
relationship between development and trade
in the country being studied; (i) an analysis
of the specific context of the country (trade
performance, and trade-related policy, institutional
and regulatory frameworks); and (i) an analysis of
trade agreements and commitments of the country
being studied.

The Government of the Dominican Republic, through
the Ministry of Industry and Trade and with the
assistance of UNCTAD, initiated this trade policy
framework study. This report is the result of an analysis
developed in close communication and collaboration
with a wide range of actors in the national government,
the business sector and civil society.

This document aims to make a contribution to
the understanding of the Dominican Republic’s
trade policy framework, the instruments it uses, its
implications and limitations in relation to the challenges
posed by the international environment and those
presented in the National Development Strategy.
Simultaneously, it presents alternative reforms in order
to address these deficits. The policy reforms required
for productive development and to boost international
competitiveness, although they are out of the reach of
this document, are also brought into the discussion,
as they will enable the further development of a robust
export offer.

B. METHODOLOGY

The research process on which the trade policy
analysis is based began with a thorough review of
literature, statistics, reports and previous studies to
identify the problems faced.

This then served as a starting point for a national team
of experts to deepen the analysis of these issues.
The results of this research were presented at the
National Dialogue on Trade Policy in the Dominican
Republic for 2016-2020, held in Santo Domingo on
3 and 4 September 2015. Multiple interested actors
joined the event. This workshop provided a platform
for debate on production and competitiveness,
business performance, management and use of
trade agreements and the strategies and commercial
objectives of the Dominican Republic.




[. INTRODUCTION

C. REPORT STRUCTURE

Chapters Il and Il analyse the context in which
trade takes place in the Dominican Republic,
describing national development objectives and
economic performance. Chapter IV deals with trade
performance indicators, emphasising the analysis of
export dynamism and restructuring patterns.

Chapter V describes instruments related to trade policy,
emphasising the dual character of the Dominican
framework and the role of trade agreements. It discusses
regimes related to the export of goods and services,
emphasising new services with relevant implications
for international trade, which have shown a remarkable

performance in recent years and suffer from lack of
information and recognition. Chapter VI examines
the institutional framework related to production and
competitiveness, and the one related to trade.

Chapter VIl summarises the conclusions and findings
from the analysis and contains recommendations
regarding lines of action. Annex 1 sets out lines of
action and proposals for their implementation. Annex 2
summarises, in table format, all proposals for trade
policy reform included in this report. It also suggests
a non-exhaustive list of local actors who should be
involved in promoting new actions and indicators to
measure future progress in the Dominican Republic’s
trade policy reform.
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The Millennium Development Goals (MDGs)? were
a blueprint agreed by all countries of the world and
all major global development institutions to frame
development efforts for the 2005-2015 period.® The
eight MDGs define a set of goals and critical indicators
on social issues related to poverty and hunger, health,
education and living conditions of the population.
Table 1 details these.

This section discusses the progress of the Dominican
Republic with regard to the MDGs and presents
highlights of its development strategy, including
objectives pertaining to international trade and
achievements so far in this particular area.

A. PROGRESS REGARDING
SOCIAL PERFORMANCE AND
TOWARDS MILLENNIUM
DEVELOPMENT GOALS
(MDGS) AND SUSTAINABLE
DEVELOPMENT GOALS
(SDGS)

1. Millennium Development Goals
(MDGs)

Over the last decade and a half, the Dominican
Republic income level has significantly increased.
However, advances in social indicators have remained
stagnant in relation to the average income. The result
has been that the Human Development Index (HDI)*
has improved moderately, while progress in the
achievement of some of the MDGs is significantly
lagging behind.

In 2000 the per capita gross income estimated
for the Dominican Republic was USD 6,003 (2000
PPP) and the HDI was 0.727, number 94 out of 173
countries. In contrast, in 2013 the per capita income
achieved was USD 10,844 (2011 PPP), 1.8 times
the income in 2000. However, the HDI was 0.700,
meaning the DOMINICAN REPUBLICoccupied
position 102 out of 187.5

With regard to the MDGs, although there have been
significant advances in several indicators, the most
important goals have only been achieved in two of
the eight objectives. Table 1 provides a summary of
the objectives and goals and the level of compliance.
Cells highlighted in indicate the goals that were not
reached.

As shown, achievements regarding the MDGs have
been limited. At least four factors could explain this
limited progress:

e Fiscal restraint, which continues to limit the state’s
ability to provide basic social services with sufficient
coverage and quality to impact decisively on some
of the most important indicators.

e Public policy could be placing an excessive
emphasis on conditional and unconditional cash
transfer programmes, which have limited effects in
strengthening human capacities.

e Some of the most important and critical sectoral
reforms to achieve substantive progress in social
development have stalled. Reforms concerning
health and social security are the most notable
example of this.

e A weak commitment by the state and main political
actors to the gender equality agenda, which has
resulted in very limited policies on this subject.

2. Sustainable Development Goals
(SDGs)

The international trade for development includes
income-generating opportunities that affect output
and employment levels and potentially impact on
investment, production and consumption decisions
and, in turn, on structural transformation. Trade can
also increase the availability, variety and affordability of
inputs that increase domestic supply capacity and of
other goods and services with development effects,
inter alia, medicines, vaccines, food and environmental-
related goods and services. This importance has been
recognised by the 2030 Sustainable Development
Agenda (Agenda 2030) and by its Sustainable
Development Goals (SDGs) (see table 2).

B. NDS CENTRAL POINTS,
INDICATORS AND
DEVELOPMENT GOALS

During the last decade the Dominican Republic has
adopted a National Development Strategy (NDS)
which incorporates precise objectives and goals in
terms of international trade in goods and services. It
was adopted after an extensive consultative process
held between 2008 and 2010. The strategy was
converted into law number 1-12 in January 2012,°
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Table 1. Level of compliance with the

Objectives and main goals

Goal 1: Eradicate extreme poverty and hu

Goal 1.A: To reduce, between 1990
and 2015, the proportion of the
population below the national extreme
poverty line to half.

Goal 1.C: To reduce, between 1990
and 2015, the proportion of people
who suffer from hunger by half.

main MDG objectives (Circa 2014)
Indicators*
nger

Proportion of the population in extreme
poverty (%)

Proportion of the population below
the minimum level of dietary energy
consumption (%)

education

Level of compliance

1.5 points gap (27.8%)

Accomplished

Objective 2: To achieve universal primary

Goal 2.A: Ensure that, by 2015, all
boys and girls complete a full course
of primary schooling

Goal 3: To promote gender equality and e

Proportion of students who start 1st
grade and reach the last grade (eighth)
of basic education. Public sector (%)

mpower women

18 points gap (18%)

Goal 3.A: Eliminate gender disparity
in primary and secondary education
by 2005 preferably, and in all levels of
education no later than by 2015.

Ratio of girls to boys in primary,
secondary and higher education

Goal 4: Reduce the mortality of children under 5

Gap between 0.07 and 0.56 points
(7-56%)

Goal 4.A: Reduce by two thirds,
between 1990 and 2015, the mortality
of children under 5.

Objective 5: Improve maternal health

Goal 5.A: Reduce maternal mortality
by three quarters between 1990 and
2015.

Mortality rate of children under 5
(per thousand live births)

Maternal mortality rate
(per 100,000 live births)

Goal 6. Combat HIV/AIDS, malaria and other diseases

13 points gap (65.7%)

60.8 points gap (129.6%)

Goal 6.A: Halt and begin to reverse the
spread of HIV / AIDS by 2015.

Goal 7: Ensure environmental sustainabili

Goal 7.C: Halve, by 2015, the
proportion of people without
sustainable access to safe drinking
water and basic sanitation.

HIV prevalence in people aged 15
t0 24 (%)

ty

Proportion of households using
improved drinking water sources and
improved sanitation

Goal 8: Develop a global partnership for development.

Accomplished

Accomplished

The country did not set quantitative targets related to this specific MDG

Source: Based on http://www.gob.do and MEPyD (2015): Report on the fulfiment of the MDGs. Transition to the SDGs.

Unpublished.

* Only includes the indicators for which values were set for the corresponding goals.
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Sustainable Development Goals: selected trade-related goals and targets

Goal 1.
1.1

Goal 2.
2.b

Goal 3.
3.b

Goal 7.
7.1

Goal 8.
8.2
8.a

Goal 9.
9.1
9.3

Goal 10.
10.a
10.c

Goal 14.
14.6

Goal 17.

17.10

17.11

17.12

End poverty in all its forms everywhere
By 2030, eradicate extreme poverty for all people everywhere

End hunger, achieve food security
Correct and prevent trade restrictions and distortions in world agricultural markets, including through the parallel elimina-
tion of all forms of agricultural export subsidies and all export measures with equivalent effect

Ensure healthy lives
Provide access to affordable essential medicines and vaccines, in accordance with the Doha Declaration on the TRIPS
Agreement and Public Health

Ensure access to affordable reliable, sustainable and modern energy for all
By 2030, ensure universal access to affordable, reliable and modern energy services

Promote sustained, inclusive and sustainable economic growth

Achieve higher levels of economic productivity through diversification, technological upgrading and innovation
Increase Aid for Trade support for developing countries ... including through the Enhanced Integrated Framework for
Trade-Related Technical Assistance to Least Developed Countries

Build resilient infrastructure
Develop quality, reliable, sustainable and resilient infrastructure, including regional and transborder infrastructure
Increase the access of small-scale industrial and other enterprises to financial services

Reduce inequality within and among countries
Implement the principle special and differential treatment for developing countries
By 2030, reduce to less than 3 per cent the transaction costs of migrant remittances

Conserve and sustainably use the oceans
By 2020, prohibit certain forms of fisheries subsidies

Strengthen the means of implementation and revitalize the global partnership for sustainable development
Promote a universal, rules-based, open, non-discriminatory and equitable multilateral trading system under the World
Trade Organization, including through the conclusion of negotiations under its Doha Development Agenda

Significantly increase the exports of developing countries, in particular with a view to doubling the least developed coun-
tries’ share of global exports by 2020

Realize timely implementation of duty-free and quota-free market access on a lasting basis for all least developed coun-
tries, consistent with World Trade Organization decisions, including by ensuring that preferential rules of origin applicable
to imports from least developed countries are transparent and simple, and contribute to facilitating market access

Source: General Assembly of the United Nations A / RES / 70/1.
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to guarantee commitments made by the state are
compulsory and ensure goals transcend government
administrations.”

The NDS contains the vision the nation hoped to be
achieved by 2030. It explicitly incorporates economic
ties with the rest of the world: ‘a prosperous country,
where people live in dignity, in line with ethical values
and in a participatory democracy that guarantees
the social and democratic rule of law and promotes
equity, equal opportunities, social justice and which
manages and uses its resources to develop in an
innovative, sustainable and territorially balanced and
integrated way and is inserted competitively in the
global economy’.

To achieve this vision, the NDS has four strategic
areas, which define society’s aspirations and what is
needed to achieve the said vision. The four areas are:

e A social and democratic rule of law
e A society with equal rights and opportunities
e A sustainable, inclusive and competitive economy

e A society of production and consumption which is
environmentally sustainable and adapts to climate
change

Each area has general objectives encompassing
specific objectives. At the same time, each specific
objective has lines of action that will help achieve
them. Every area has indicators to track its progress
and five-year goals,® which can be associated both
with general and specific objectives. Finally, the

Table 3.

strategy defines seven cross-cutting policies for each
area and line of action, namely: human rights, gender,
environmental sustainability, territorial cohesion, social
participation, use of information and communications
technology, and institutional responsibility.

The third area, which aims to achieve a more
productive and competitive economy, contains a set
of general objectives that seek to comprehensively
address the issue of productive transformation and
employment. This area addresses the issues of trade
and development. Two of its general objectives refer
directly and explicitly to the issue of integration into the
international trading system, trade and development:
3.1%and 3.5.

C. TRADE IN THE NDS: GOALS,
LINES OF ACTION, TARGETS
AND INDICATORS

General Objective 3.5 covers six specific objectives
and relevant lines of action in terms of trade. Table 4
details them.

These lines of action show that the priority areas of
intervention in the NDS in terms of trade are: export
financing, export facilitation and tax treatment of
exports, export promotion, development of new
markets, export diversification towards products
with higher value added, the administration of trade
agreements and the exploration of new agreements,
trade-related inter-institutional coordination and the
development of the country brand.

Third area of NDS 2030: general objectives related to trade

Third area General objectives

Seeks ‘A Sustainable, Integrative and Competitive
Economy’, which means ‘a territorially and sectorally
integrated, innovative, diversified, plural, quality-oriented
and environmentally sustainable economy, which creates
and decentralises wealth, generates high and sustained
growth with equity and decent employment, harnesses and
strengthens local market opportunities and is a competitive
player in the global economy.’

3.1. EA more integrated, innovative and environmentally
sustainable economy, with a productive structure that
generates high and sustained growth with dignified
employment, which has a competitive role in the global
economy

3.2. Reliable, efficient and environmentally sustainable energy

3.3. Competitiveness and innovation in an environment that
favours cooperation and social responsibility

3.4. Sufficient and decent jobs

3.5. Sectorally productive and territorially articulated structure,
competitively integrated into the global economy and that
takes advantage of local market opportunities.

Source: Ministry of Economy, Planning and Development (MEPyD)
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Finally, the NDS includes seven monitoring indicators
related to trade, and each indicator has five-year goals
to assess its progress. Table 5 breaks them down and
presents the five-year goals for each.™

These indicators and related targets suggest that the
NDS is aiming at achieving arrobust export performance
and an improvement in global competitiveness and
tourism indexes.

D. THE 2013-2017
MULTIANNUAL PUBLIC
SECTOR PLAN AND
FOREIGN TRADE

The 2013-2017 National Multiannual  Public
Sector Plan (PNPSP) is one of the most concrete
expressions of the NDS. It includes a set of prioritised
actions to advance the fulfilment of goals. One of
the objectives included in the 2013-2017 PNPSP
defines the contributions made by the public sector
to the ‘Promotion of production that is integrated
competitively into the global economy’. This goal has
two specific objectives, detailed in table 6.

For each of these specific objectives, the PNPSP
has set a number of priority policies and production
measures.

E. EVALUATION OF NDS
PROGRESS IN FOREIGN
TRADE

In late 2014, the Ministry of Economy, Planning and
Development (MEPyD) presented a second follow-up
report to the National Development Strategy (2030)."
With regard to the progress indicators for area 3
(sustainable, inclusive and competitive economy),
the report reveals mixed results for the years 2012
and 2013. In 2012, four out of the seven indicators
had setbacks, two had moderate gains and one
had no information. In 2013, one showed promising
development, three showed moderate advances, and
three showed setbacks, as indicated in table 7.

The report also presents the public production
evaluation results relative to the development
of export capacities, including the execution

percentage of planned production. Six out of the
eight production items showed under-performance.
This included items such as: number of new
exporters, new target markets, new export products,
number of buyers contacted, number of exporters
(or potential exporters) trained and number of
products ready for quality certification. Only one item
(concretised business opportunities) showed better
results than expected. Four out of the six items with
low execution were below 50 per cent. In short, in
almost all indicators related to foreign trade, setbacks
or insufficient progress is observed, especially
concerning market shares that are declining or show
modest progress.

Progress in implementing the NDS measured by
general indicators that measure progress in area three
(sustainable, inclusive and competitive economy) and
those specific to the strengthening of export capacity
and trade results, show that there are still significant
deficits in achieving the established goals.

Several factors explain the limited progress in this area.
First, very low priority has been given to productive
development policies and to the promotion of quality
employment. Interventions in this area continue to be
limited to tax incentive schemes and other smaller
sectoral reforms, resulting in scarce transformation of
the productive apparatus. This has meant that policies
or reforms have not had a big impact on productivity,
competitiveness and international trade. '

Second, the NDS has not been fully endorsed by
state and public institutions. As discussed further
below, the implementation of plans and policies
regarding competitiveness and the strengthening of
the industrial sector’s capacities have been cut short
because they demand fiscal resources or institutional
changes and power arrangements that have not been
fully assumed.

Third, these limited achievements can also attributed
to the fact that although the NDS clearly states goals
and indicators, and that all institutions related to
foreign trade refer to these, these institutions do not
execute NDS guidelines, they do not have specific
responsibilities in achieving them and they do not
measure results specifically arising from the NDS. This
is discussed later.
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Table 4. Third area of NDS 2030: specific objectives and lines of action related to trade

Objectives ‘ Lines of action
Specific objectives 3.5.1.  Boost export development on the basis of competitive integration into international
(of General Objective 3.5) markets

3.5.2.  Create the (physical and institutional) infrastructure for standardisation, metrology,
technical regulations and accreditation, to ensure compliance with the requirements of
global markets and a commitment to excellence.

3.5.3.  Increase productivity, competitiveness and environmental and financial sustainability of
agricultural production chains, in order to contribute to food security, maximise export
potential and generate employment and income for the rural population.

3.5.4.  Develop a manufacturing sector which articulates the national productive sector, which
is environmentally sustainable and integrated into global markets and adds value in
value chains.

3.5.5.  Support the competitiveness, diversification and sustainability of the tourism sector.

3.5.6.  Consolidate an appropriate environment that encourages investment for the sustainable
development of the mining sector.

Lines of action 3.5.1.1.  Develop institutions and programmes that facilitate access to the competitive and

(associated with specific timely financing of exports, including export credit insurance.

objective 3.5.1"%)

3.5.1.2.  Develop expeditious facilitation mechanisms for export-related businesses, including
fast implementation of instruments for return of tax advances.

3.5.1.3.  Strengthen the promotion of exports of goods and services, with emphasis on market
diversification and the expansion of export products with high value added.

3.5.1.4.  Perform, through public-private partnerships, continuous research on target markets
and segments to develop marketing plans, prioritising export goods and services where
the country has a clear competitive potential.

3.5.1.5.  Consolidate and monitor the network of treaties and trade agreements signed by the
country and evaluate, in a participatory manner, their potential expansion and improved
use in favour of the development of productive sectors.

3.5.1.6. Design and improve inter-institutional coordination to increase the effectiveness of
initiatives in support of exports, including the Presidential Committee for the Promotion
of Exports and official delegations of the country abroad.

3.5.1.7.  Create a country brand for goods and services of guaranteed quality to support the
promotion of exports and investments.

Source: Ministry of Economy, Planning and Development (MEPyD).
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Table 5.

Indicators and goals for the third area of the NDS related to international trade

Unit / Base line Baseline Goal Goal
scale year value 2020 2030

5

Global
Competitiveness
Index'

Travel and
Tourism
Competitiveness
Index™®

Share of exports
in global exports
of goods

Share of
Dominican
exports in global
exports of
manufactures

Share of
Dominican
exports in
global exports
of agricultural
products

Exports per capita

Ratio exports
of goods and
Services over
imports of goods
and services

1 to 7 where
the higher the
value the more
competitive the
sector

110 7 where
the higher the
value the more
competitive the
sector

%

%

%

Constant 2009
usb

Ratio

2010

2009

2006-2007
average

2006-2007

average

2006-2007
average

2009

2005-2010

39

4.0

0.097

0.055

0.097

1,070

0.75

4.2

4.2

0.119

0.082

0.119

2,680.9

0.85

4.4

43

0.132

0.082

0.132

4,032.2

1.0

4.7

4.4

0.149

0.113

0.149

5,365.6

>1.0

4.5

0.170

0.144

0.166

6,708

>1.0

Source: Ministry of Economy, Planning and Development (MEPyD).
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Table 6: Objectives and goals related to trade in the 2013-2017 - Multiannual Public Sector Plan

No. 25, on export development proposes ‘to boost export - To increase Dominican exports from USD 8,500 million in
development on the basis of a more competitive insertion 2010 to USD 14,700 in 2016

into dynamic international markets.’ - To improve the efficiency and competitiveness of exporters

and/or potential Dominican exporters, increasing the
number of exporters and/or potential trained exporters from
2,980in 2010 to 4,395 in 2016

No. 28, on sustainable tourism proposes ‘supporting - The ‘Revitalization of the tourism sector by diversifying the
competitiveness, diversification and sustainability of supply’, with the following goals:

the tourism sector.’ -- Increasing the growth rate of number of tourists from

4.27% in 2010 t0 10.0% in 2016

-- Increasing the growth rate of the average spending by
visitors

- Increase the tourism sector capacity to boost economic
growth, investment and employment, with the following
goals:

- Increase the contribution of the tourism sector to GDP

- Increase the contribution of the tourism sector to total
FDI

- Increase the contribution of the tourism sector to total
employment

Source: Ministry of Economy, Planning and Development (MEPYD).

Table 7. Summary of results of NDS area three indicators relating to foreign trade

Global Competitiveness Index Setback Moderate progress
General Travel and Tourism Index Report No Information Setback
Share of exports in global exports of goods Moderate progress Moderate progress
Percentage of Dominican Republic exports in global Setback Setback

manufacture exports

Percentage of Dominican Republic exports in world Setback Setback
agricultural product exports

Exports per capita Moderate progress Moderate progress
Exports of goods and services / imports of goods and Setback Promising progress
services

Source: Prepared with data from MEPyYD (2014).
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A. ECONOMIC GROWTH AND
SECTORAL PERFORMANCE"®

Over the past 15 years, the Dominican economy has
registered a relatively robust growth rate. Between
2000 and 2014 it grew at an average annual rate of
4.6 per cent. However, as shown in figure 1, the level
of activity has fluctuated significantly, with a notable
contraction in 2003, as a result of the financial crisis
of that year, followed by a strong recovery from 2005
taking the annual GDP growth rate over 9 per cent for
two consecutive years.

Between 2008 and 2012 growth declined partly
because of the international crisis and high oil prices,
except for 2010 when growth was accelerated due to
tax incentives. From 2013 on, activity increased as the
international environment became more favourable
and domestic demand stimulated growth.

This favourable economic activity performance was led
by the service sector. Although its growth was similar
to the average of the other sectors, it represented

more than 58 per cent of the total production growth
in the period between 2000 and 2013. Within the
service sector, the contribution of the following
sectors are worth highlighting: communications (29
per cent), which recorded an average annual growth
rate of 15.2 per cent; financial intermediation, which
grew at an average rate of 7.8 per cent and mining
(mining and quarrying), which grew at an average rate
of 18.5 per cent.

Education, health, public administration and other
services also grew at rates slightly higher than the
national average. Activities that are closely associated
with tourism such as hotels, bars and restaurants only
grew at an annual average rate of 3.7 per cent and
contributed 5.6 per cent of the total growth in the
period (see table 8). The tourism sector stands out
due to its importance for the external sector.

Agricultural activities also grew at an annual rate similar
to the aggregate economic growth, however industrial
activities grew below this level, which reduced their
contribution to GDP. The relatively low growth of

Figure 1. Real GDP annual growth and broad unemployment rate (percentage change from previous year)
GDP growth Unemployment rate
10 VL L 25

9.4

1.3

2000 2001 2002 2003 2004 2005 2006

2007 2008 2009 2010 2011

2012 2013 2014

I GDP percentage growth e Unemployment rate

Source: Central Bank of the Dominican Republic.
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manufacturing activities in both domestic and free
zones is worth highlighting. The former grew at an
average rate of 3.5 per cent per year and the latter
at a rate of 1.2 per cent. The latter was negatively
affected by a significant reduction in textile exports to
the United States of America market due to reduced
access barriers for garments from countries external to
the Caribbean Basin, particularly from Asian countries,
resulting in a loss of market shares. Meanwhile, the
construction sector has the same behaviour as the
national average.

Although the local manufacturing sector grew below
the national average due to its relative size, it was

the second sector, after telecommunications, which
contributed the most to accumulated production
growth. It accounted for 13.1 per cent of total growth
between 2000 and 2013, bringing the whole industrial
sector’s contribution up to 16.3 per cent. This is due
to the relatively high importance of the sector in total
GDP. In 2014 it accounted for 25 per cent of GDP.

In short, throughout the entire period, the most
dynamic sectors were non-tradable services or
services with limited connection to international
trade, such as commerce, rent, construction and real
estate trade, while tradable production grew in a less
vigorous manner.

Table 8. Average annual GDP growth rate by sector of origin, contribution to growth and GDP (percentage)

2000-2013

2000-2014 i 2014
average annual tgoc"::::::t?:e contribution
growth rate p— to GDP

Agricultural 4.8 6.7 58
Industries 3.8 16.3 25.0
Mining and quarrying 18.5 1.6 1.6
Local manufacturing 3.5 13.1 11.3
Free zone manufacturing 1.2 -0.7 3.1
Construction 4.4 2.2 9.0
Services 4.8 58.2 62.1
Energy and water 3.7 0.8 1.7
Commerce 41 6.6 0.5
Hotels, bars and restaurants 3.7 5.6 7.5
Transportation and storage 3.9 3.1 9.0
Communications 15.2 29.2 1.6
Financial intermediation, insurance 7.8 2.4 3.8
Real estate and rent activities 3.6 3.6 8.8
Teaching 49 0.9 45
Health 4.9 0.8 2.8
Other service activities 5.2 4.6 8.1
Public administration, defence, and social security 49 0.7 49
Added value 4.4 81.1 929
Taxes on net production subsidies 7.2 18.9 71
Gross domestic product 4.6 100.0 100.0

Source: prepared with data from the Central Bank of the Dominican Republic.
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B. EMPLOYMENT AND
LABOUR MARKET"

Despite the dynamic behaviour of economic activity,
unemployment remained relatively rigid throughout the
period, showing moderate fluctuations in response to
the cycle. In 2004 the unemployment rate reached a
peak of 19.7 per cent as a result of the sharp fall in the
level of activity in 2003 and 2004, and then decreased
to a rate of 14.2 per cent as the economy returned to
a phase of expansion in 2008. However, from this year
onward, it has remained very stable, with an average
rate of 14.5 per cent. In 2014 it fell to 14.1 per cent
despite registering a GDP growth rate above 7 per cent.

The precarious impact of growth in the labour market
is associated in part with the fact that some of the most
dynamic sectors tend to demand a relatively low job
volume, while lagging sectors have the largest number
of jobs. In fact, out of the four activities that in 2000
employed the highest proportion of the employed
labour force, i.e. agriculture, manufacturing, trade'®
and other services,' the second and third activities
grew below the national average. They accounted for

38 per cent of total employment that year. In contrast,
communications, which is part of the ‘transport and
communications’ activity in the classification of labour
market accounts, recorded a huge growth during the
period but accounted for just 6.3 per cent of the total
employment.

On the other hand, employment behaviour statistics
by activity sector suggest that along with economic
restructuring, a reduction in employment in formal
activities and an increase in informal activities, often
precarious, has occurred.?® Figure 2 shows that
employment in manufacturing industries declined
from 17.3 per cent of total employment in 2000 to 9.9
per cent in 2014, while in ‘other services’, which are
usually activities undertaken in precarious and informal
conditions, employment increased as a proportion of
total employment from 21 to 26.6 per cent.

As shown, for the remaining activities changes
were relatively small. The decline in employment in
manufacturing is associated, in part, with the decline
suffered by textile garment export activities from very
labour-intensive free zones, and the relatively slow
growth shown by the local manufacturing industry,

Figure 2. Structure of paid employment by economic activity (percentage of total employment)
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Public administration and defence
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Il 2000 W 2014

Source: Prepared with data from the Central Bank of the Dominican Republic.
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where competition has intensified in the context of
increasing trade liberalisation.

In this way, despite economic growth, unemployment
has barely declined during this period. This means
that the pace of job creation has been lower than the
growth of the workforce. At the same time, data from
the National Workforce Survey (ENFT) reveals that most
of the jobs created were in the informal sector, which
has meant a moderate setback in the contribution of
formal employment to total employment.

C. BALANCE OF PAYMENTS
AND FOREIGN TRADE?"22

Over the last decade and a half, the behaviour of the
Current Account balance of the Balance of Payments
has shown significant fluctuations. The trade deficit
has increased, associated with a strong growth of
imports and an insufficient expansion of exports. Three
stages can be clearly identified, as shown in figure 3:

1. Between 2000 and 2006 the Current Account
of the Balance of Payments showed relatively

low deficits and surpluses. They ranged be-
tween a deficit equivalent to 4.3 per cent of
GDP and a surplus equivalent to 5 per cent of
GDP, with an annual average of -0.8 per cent.
Two years during that period, 2003 and 2004,
were marked by a macroeconomic and finan-
cial crisis that drastically reduced demand and
imports, resulting in current account surpluses.

2. From 2007 to 2013, the current account deficit
significantly increased to a maximum of 9.9 per
cent of GDP in 2008, reaching an annual aver-
age rate equivalent to 6.8 per cent of GDP.

3. In 2014 a period of lower external imbalance
seems to start. The current account recorded
the lowest deficit observed in 9 years, reaching
the equivalent of 3.2 per cent of GDP and is
expected to close at only 2 per cent in 2015.

As noted above, the behaviour of the current account’s
balance is highly influenced by the balance of goods.
As shown in figure 4, the correlation between the
two is very high. This is due to the fact that the
services balance, current transfers and income
balance are relatively stable, although increasing,

Figure 3. Current account deficit in the current account of the balance of payments, 2000-2014 (percentage)
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Source: Prepared with data from the Central Bank of the Dominican Republic.
* In accordance with the IMF’s Sixth Edition of the Balance of Payments Manual and with 2007 as GDP year of reference.
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throughout the period whereas the trade balance
fluctuates considerably. The services balance and
current transfers (see figure 5) have been relatively
high and positive due to tourism revenues and family
remittances respectively.?®

In contrast, the trade balance has been systematically
negative and with a clear growing trend in the long
term. This is strongly correlated with the behaviour of
imports, which are sensitive to domestic demand.

As shown in figure 6, over the last decade imports have
been much more dynamic than exports. On average,
between 2000 and 2014, imports exceeded exports at
a ratio of 1.83 to 1.2* Excluding oil imports, which have a
significant impact on the trade balance, the average ratio
was 1.43. At the same time, the graph shows that despite
the importance of hydrocarbon imports, fluctuations in
the imports/exports ratio do not derive primarily from
these imports but from the other import items.

The surplus in the financial account has financed
the current account deficit. Figure 7 shows how one

balance is practically a reflection of the other. At the
same time, it reveals that foreign direct investment
(FDI) has had a high impact in the financial account’s
income. Other items in the financial account, i.e.
credits to the public sector and portfolio investment,
have complemented the income, helping finance the
current account deficits.

In short, between 2000 and 2014 a strong increase
in imports along with relatively slow growth in exports
translated into an expansion of the current account
deficit which is being financed by the financial
account, especially by FDI and foreign loans, given
particularly to the public sector.

The expansion of imports has been associated with
how sensitive they are in relation to domestic demand
growth in a context of economic growth and increasing
trade liberalisation. In contrast, moderate export
growth is associated, among other factors, with the
need to further increase the competitive capabilities of
Dominican exporters.

Figure 4. Current account and trade balance, 2000-2014 (percentage of GDP)
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Figure 5. Balance of goods, services, rents and transfers from the balance of payments, 2000-2014 (in millions of USD)

5000

4000

3000

2000

1000

-1000

-2 000

-3 000

-4 000

-5 000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014*

Balance of goods B Balance of services B Balance of rents [l Unilateral transfers

Source: Central Bank of the Dominican Republic.
* In accordance with the IMF’s Sixth Edition of the Balance of Payments Manual.

Figure 6. Ratio of imports of goods to exports of goods, 2000-2014
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Figure 7. Evolution of the current account, financial account and foreign direct investment (FDI) in the balance of

payments, 2000-2014 (percentage of GDP)
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A. BEHAVIOUR AND
RESTRUCTURING OF
EXPORTS OF GOODS

Goods exports continue to represent the highest
proportion of total export revenues, notwithstanding
the significant importance of service revenues,
particularly from tourism. On average, between 2000
and 2014, they accounted for 60.2 per cent of total
exports, remaining relatively stable over the period. It
is very important to analyse the performance of these
exports during the period and highlight the most
important changes.

Between 2000 and 2014, exports of goods in
nominal terms went from USD 5,736.7 million to
USD 9,651.9 million, registering a cumulative growth
of 73 per cent. The average annual growth rate
was 4.6 per cent, although a period of significant
decline between 2008 and 2009 can be understood
as a result of the international crisis, followed by a
subsequent recovery. In real terms, the cumulative

growth was 25 per cent and the per capita rate was
16 per cent, going from USD 1,067 to USD 1,240 at
2000 prices (see figure 8).

On the other hand, excluding mining exports (see
figure 9), which are very sensitive to price fluctuations
in international market values, performance has been
less dynamic. The cumulative nominal export growth
in the period was 51 per cent, while actual growth
was 9 per cent and real per capita growth fell by 7
per cent.

This long-term performance has contributed to two
things. Firstly, it has contributed to a remarkable
decline in the contribution of foreign trade to GDP.
Exports of goods as a percentage of GDP went
from 22.1 per cent in 2000-2002 to 15.6 per cent in
2002-2014, while exports of services went from 12.8
per cent to 10.3 per cent (see figure 10). However,
it should be noted that the dynamic growth of GDP,
driven by domestic demand, and the growth of non-
tradable sectors also contributed to this behaviour.

Figure 8. Nominal, real and real per capita value of exports of goods, 2000-2014
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Figure 9. Nominal, real and real per capita value for non-mining exports, 2000-2014
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Source: Central Bank of the Dominican Republic.
* In accordance with the IMF’s Sixth Edition of the Balance of Payments Manual.

Figure 10. Exports of goods and services, 2000-2014 (percentage of GDP)
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Secondly, it contributed to a dramatic loss of share
of Dominican Republic total exports in world exports,
which decreased from 0.086 per cent in 2000 to 0.042
per cent in 2008. From that year onward, a moderate
recovery can be perceived. In 2014 it reached 0.053
per cent.

However, it must be noted that in this period,
exports of goods have performed very positively in
six ways. First, exports of primary commodities have
shown dynamism and have significantly increased
their importance in total exports. Second, domestic
exports have increased compared with those of free
zones, and have increased their contribution to total
exports of goods.?® Third, exports of manufactured
goods that are technology- and high skills-
intensive have gained ground, while those that are
intensive in resources, labour and low technology
skills have had a setback. Fourth, exports have
diversified considerably, and the degree of product
concentration has decreased. Fifth, markets have
diversified. Sixth, exports of goods from free zones
have been more dynamic in very recent years.

Indeed, the value of exports of commodities multiplied
by 5.5 between 2000 and 2014, while manufacturing,
which in past decades replaced commodities, only
multiplied by 1.1. This led to commodities reaching
42 per cent of total exports between 2012 and 2014,
whereas between 2000 and 2002 they accounted for
16.4 per cent, as shown in figure 11.

The dynamism of products such as bananas and other
fruits, vegetables and cocoa explains the dynamism of
commodity exports. As a counterpart, the behaviour
of manufactured exports was negatively influenced
by the performance of textile manufacturing, which
declined between 2005 and the end of 2009 as a result
of a change in international trade rules, specifically the
dismantling of the textile quota system foreseen under
the WTO Agreement on Textiles and Clothing.

Similarly, domestic exports multiplied by 4.8 compared
with those from free zones, which grew by only 5.4
per cent during this period, driven by the behaviour of
commodity and apparel and textile exports (see figure
12). This led to the contribution of the former to go from
representing 16 per cent of total exports between 2000

Figure 11. Composition of exports of goods by type of product, 2000-2014 (percentage of goods exports)

0

01 E B =EH = = = =

3 - = - = = = =

3 = = = =H = = =

) 3 . =B - - = = =

03 = =B O m E = = =

40

30

2000

2001 2002 2003 2004 2005 2006

B Primary commodities

Source: Central Bank of the Dominican Repubilic.

2007 2008 2009 2010 2011 2012 2013 2014

Manufacturing

* In accordance with the IMF’s Sixth Edition of the Balance of Payments Manual.




[V. COMMERCIAL PERFORMANCE AND RESTRUCTURING OF EXPORTS

27

and 2002 to representing 47 per cent between 2012
and 2014, and to those from free zones to go from 84
per cent to 53 per cent in the same periods.

This trend with free zones began to be reversed in
very recent years. In the last three years (2013-2015),
the contribution of free zone exports to total exports
increased from 52.5 per cent in 2013 to 53.2 per cent
in 2014, and to 57.9 per cent in 2015. In addition,
excluding gold and oil product exports and limiting the
comparison to agricultural and manufacturing goods,
the contribution of free zones in recent years has been
65.8 per cent in 2013, 67.6 per cent in 2014 and 70
per cent in 2015 (NCEFZ).

Manufacturing exports were restructured during
the period mentioned above. Figure 13 shows
that manufactured goods that are intensive in high
technology and skills more than doubled since 2000,
going from around 15 per cent in 2000-2002 to over
30 per cent in 2012-2014. Similarly, exports that
are intensive in technology and in average skills also
doubled from around 10 per cent to over 20 per cent. In
contrast, the contribution of exports that are resource-

and labour-intensive, which dominated manufacturing
exports since the 1990s particularly due to the role
of clothing from free zones, declined from an annual
average of 65.7 per cent between 2000 and 2002 to
38.4 per cent between 2012 and 2014.

An alternative classification methodology for the
technological level of manufacturing exports from
ECLAC considers three groups of products: high
technology, medium technology and low technology.
The export performance of these three types of
products shows similar results as those obtained
using the classification by technological intensity and
skill. Between 2000 and 2014, the contribution of
high-tech exports to the total exports increased from
about 20 per cent at the beginning of the last decade
to about 35 per cent in 2013 and 2014 (see figure 14).
The contribution of medium technology exports has
also increased, reaching more than 5 per cent of total
manufacturing exports. Conversely, low-tech exports
have declined as a proportion of total exports, going
from about 80 per cent to less than 60 per cent in
recent years.

Figure 12. Value of exports of goods, 2000-2014 (thousands of USD)
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Figure 13. Composition of manufacturing exports by technology and skills (percentage of the value of
manufacturing exports)
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The decrease in the contribution of textile apparel
exports, along with the increase in the contribution
of commodity exports and the emergence of new
export products inside and outside the free zones,
have contributed to export diversification. This is
reflected in the Herfindahl-Hirschman Index (HHI)%®
which measures concentration by product. This index
declined significantly since the beginning of the last
decade and until2012, as shown in figure 15. The index
is estimated at two and four digits in the Harmonised
Commodity Description and Coding System in order
to flag if changes in the level of concentration are
due to concentration/diversification processes within
specific product groups or rather to changes in the
contribution of product groups, which is tantamount
to a global restructuring. The comparative evolution
of both indicators suggest the latter, namely, the
reduction in the contribution of some product groups
(HS chapters) and an increase in the contribution of
new chapters.

A detailed look reveals that the restructuring is due to
the following, some of which are mentioned above:

2007

2008 2009 2010 2011 2012 2013 2014

Technology intensive and low level skills

I Technology intensive and high level skills

A reduction in the contribution of textile apparel
exports due to the change in global textile trade
rules that reduced access barriers to Asian
suppliers in the United States of America market.
Thus, the value of exports classified under
Chapter 62 of the Harmonised System went from
the first position in total exports in 2003-2004 to
eighth place in 2013-2014. At the same time, this
also explains the reduction in the contribution of
low-tech manufacturing exports.

A significant increase in gold exports starting
in 2013 as a result of a new mining project which
started operations. This led to these mining exports
taking first place in the list of export products.

A sustained increase in exports of products from
free zones, particularly medical products and
devices, tobacco and tobacco substitutes, and
electrical appliances. The growth of some of these,
such as medical devices, explains the increase in
contribution of technology and high skills-intensive
products.
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Figure 14. Composition of manufacturing export by technology grade (percentage of the value of

manufacturing exports)
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Figure 15. Herfindahl-Hirschman Index for the concentration of exports by product (fwo and four digits in the Harmonised System (HS))
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e An increase in new export products from
companies that operate under the national
scheme, particularly fruits and vegetables, cocoa
and manufactured products which have been
successfully exploited by the Haitian market.
The performance of banana exports and some
vegetables like peppers and cocoa helped boost
the importance of commodities in the export
basket. This and the dynamic growth registered
in products other than textiles from companies
operating under the free zone regime explain the
diversification of products discussed above.

e Anincrease in exports of textiles from Dominican
free zones to Haitian free zones to transform
products into finished textile products for export to
the United States.

As shown in table 9, gold exports accounted for more
than 19 per cent of exports of goods in 2013-2014 due
to a strong expansion registered in 2013 and 2014.
Exports of medical instruments and devices accounted

Table 9.

Percentage

2013-2014 total

for 12.4 per cent and are the result of a sustained
expansion over the past 12 years; cigars and cigarettes
(tobacco and substitutes) accounted for 7.4 per cent of
the total and electrical appliances for 7 per cent.

In addition, a re-concentration process occurred
between 2013 and 2014. This is associated with the
strong growth in gold exports, whose contribution to
total exports is significant and has changed the global
concentration indicator.

In addition to the reduction in the concentration
of products, there has been a de-concentration in
destination markets. As exports to the United States
of America lost ground as a result of the reduction
in exports of textile apparel, those going to Haiti,
countries in the European Union (EU 28), Central
America and other markets in general (see table 10)
particularly increased, denoting greater diversification.
As a result, the Herfindahl Index for concentration
of exports by destination market was reduced,
establishing a downward trend (see figure 16).

Main export products (HS chapters): contribution of total exports and average annual growth rate (percentage)

Annual average growth rate

2003-2014 | 2010-2014 m

of the

Pearls, precious stones (incl. gold)

90 Optical, photography, measurement and control
instruments

24 Tobacco and manufactured tobacco substitutes
85 Electrical machinery and equipment

Clothing apparel and accessories, knitted or
crocheted

61
08 Edible fruits

64 Footwear, gaiters and the like

62 Clothing apparel, except knitted and crocheted
30 Pharmaceutical products

39 Artificial resins and plastic materials

72 Articles of iron or steel

18 Cocoa and cocoa preparations

52 Cotton, including fabrics

190.6
12.4 104 15.9 34.8
7.4 7.5 213 11.4
7.0 3.9 1.3 14.0
4.6 10.1 5a12 8.0
43 204 31.9 63.4
4.2 8.8 21.7 12.6
3.8 -10.6 0.8 14.5
3.6 56.7 81.3 -12.1
3.5 19.8 12.8 -2.5
2.8 24.0 31.0 0.0
2.5 142 11.1 19.4
2.3 69.3 -10.2 0.0

Source: UNCOMTRADE.
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Table 10. Composition of exports by country of destination, 2002-2004 and 2012-2014 (percentage)

Imports 2002-2004 2012-2014

United States 75.0 514
Haiti 2.0 14.0
European Union 5.0 8.5
Central America 0.6 2.2
Others 17.4 24.0
Of which: Republic of Korea 1.0 China 1.5
Canada 1.0 | Republic of Korea 0.9

Japan 0.6 | Canada 0.8

Brazil 0.5 Japan 0.4

Jamaica 0.2 | Brazl 0.4

Source: Prepared with UNCOMTRADE data.

Figure 16. Herfindahl Index for concentration of exports by destination market
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Exports to countries with and without
trade agreements

In the first decade of this century (2000-2010),
the Dominican Republic signed trade agreements,
generally free trade agreements, with several of its
major trading partners and countries from the Central
America and the Caribbean Community (CARICOM).
Exports to these markets (United States, the countries
of the European Union, Central America, Panama and
CARICOM) represented more than 80 per cent of all
exports between 2000 and 2010.

However, the growth of exports to these markets has
been very limited. As explained in a previous section,
there has been a significant increase in imports from
these markets and from others, as well as in the trade
deficit balance and Current Account of the Balance
of Payments. This combination of events has led
to a major questioning on the part of Dominican
society, especially the business sector, regarding the
effectiveness of agreements to boost exports, and to
increased resistance to exploring new agreements.

Between 2003 and 2013 the average annual growth
rate of exports to these countries was only 2 per
cent, compared with 20 per cent for exports towards
countries without agreements. Of the latter, Haiti is
worth highlighting since it has significantly increased
its contribution to total exports over the past decade
and during the early years of this decade.

However, the lack of dynamism of exports to markets
of countries with trade agreements was largely due to
the reduction in exports to the United States, which
is the Dominican Republic’s main commercial partner.
This decline was specifically due to the fall in textile
apparel exports associated with the erosion of United
States of America market preferences. Therefore, this
leads us to infer that this was due to an external factor
that the trade agreement could hardly have reversed.

Additionally, itis relevant to point out that the agreement
with the United States of America and Central America,
and with the countries of the European Union and
CARIFORUM, did not involve substantial changes in
access conditions to these markets since the country
already enjoyed a significant level of access before the
agreements. This partly explains the slow growth of
exports towards these markets.

In contrast, as shown in figure 17, the value of
exports towards certain countries with no free trade
agreements (Central American Common Market,

CACM and CARICOM countries) grew at high annual
average rates. However, their contribution to total
exports is low, which means their effect on aggregate
figures is also low.

In contrast, during this periof there was a strong
growth of exports towards Haiti (both from the
domestic manufacturing industry and the free
zones), a country with which there is no trade
agreement. Between 2002-2004 and 2012-2014,
the average annual value of exports towards this
country multiplied by 3.85, more than three times the
value observed for total exports. This is what mainly
explains the strong growth in exports to countries
without agreements. However, exports to other
countries with which there are no trade agreements
also saw a significant growth, although the total
values are relatively small. In that period, the average
annual value of exports to China increased by 23.6,
to India by 3.3, to Venezuela (Bolivarian Republic of)
by 4.8 and to Colombia by 6.

In short, although trade with countries that have
enacted trade agreements reflect a very high
percentage of the country’s total trade, they appear
to have a reduced impact on trade flows and exports.
Meanwhile, trade with countries with which there are
no preferential agreements has a significantly higher
performance.

This means that the source of the restriction on the
country’s export performance is not market access
conditions but competitive capabilities and structural
and other factors that hamper the use of available
opportunities.

B. THE BEHAVIOUR OF
IMPORTS OF GOODS

Between 2001 and 2014, total imports grew at an
average annual rate of 5.4 per cent compared to the
4.6 per cent recorded by exports. This led to total
imports multiplying by 2.3 between 2000-2002 and
2012-2014, actual imports multiplying by 1.79, and
real per capita imports multiplying by 1.47.

However, when imports between domestic and free
zones are?” observed separately, the former, which
responds to domestic demand, grew at a rate of 7.2
per cent, which is 1.33 times faster than the average.

As shown above, this intense growth in imports of
goods goes a long way towards explaining the strong
growth in the negative trade balance and the current
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Figure 17. Average annual growth of the value of exports by partners and selected partner groups (percentage)
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Source: Prepared with TradeMap data.

account of the balance of payments, since exports
have behaved in a relatively stable fashion over the
last decade and a half.?®

Furthermore, over the last 15 years a moderate
restructuring of imports was realised in several ways:

e |Imports of commodities increased theirimportance
from less than 30 per cent at the beginning of the
last decade, to more than 40 per cent from 2011
onwards. Oil and other commodities such as food
contributed to this.

e The reduction in free zone imports, together with
increased free zone exports, suggests a greater
use of domestic inputs by free zones,?® which
represents an increase in the national added value
in this sector’s exports.

e Manufactured goods that are intensive in skills
and high technology increased their share at the
expense of those intensive in resources, labour and
technology and medium skills. This is consistent

with the increase of technological products in
global trade, and with increased exports of high-
technology products from free zones, which
supposes the import of these types of products
as inputs.

e The origin of imports was diversified. In particular,
the United States’ contribution declined from 49.4
per cent in 2001-2003 to 39.3 per cent in 2012-
2014, and China’s increased from 2.9 per cent to
10.7 per cent.

C. SERVICE EXPORTS:
TOURISM AND MORE

The Dominican Republic has developed trade in

services under liberalisation and FDI attraction
schemes. With the exception of professional
services, most tradable services have been

the subject of incentives and special legislation
to promote their development through private
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participation (domestic or foreign). This has resulted
in a significant improvement in infrastructure and
telecommunications, financial, port and airport
concession services, and in the development of
hotels that has made tourism one of the sub-sectors
with greatest weight in the national economy and the
balance of payments.

Since the late 1990s, exports of services and in
particular tourism revenues have had a significant
importance for total exports of goods and services.
Between 2000 and 2014, on average, services exports
accounted for nearly 40 per cent of total exports,
showing a slight upward trend (see figure 18). On
average, during that period, tourism was responsible
for about 86 per cent of total revenue, while 16 per
cent was generated by other service activities.

Tourism revenues behaved dynamically during that
period. Between 2000 and 2002 they accounted, on
average, for USD 2.796 million per year. In contrast,
between 2012 and 2014 they represented USD

5.164 million, which implies an average that is 1.84
times higher and an average annual growth rate of
5.1 per cent.

However, in recent years, the revenue generated by
service activities other than tourism has shown great
dynamism, increasing their contribution to total service
revenues. While between 2000 and 2002, these
revenues reached an annual average of USD 340
million, in the period 2012-2014 they reached USD
1,387 million.*° This means, as shown in figure 19, that
their contribution to total service revenues increased
from 10.8 per cent in 2000-2002 to 17.7 per cent in
2011-2013. Using the IMF’s Sixth Edition of the Balance
of Payments Manual, this contribution was estimated at
21.3 per cent between 2012 and 2014.

Although the Central Bank of the Dominican Republic
does not disaggregate all contributions within the
service sector, it is possible to distinguish, in addition to
tourism, contributions from the telecommunications,
transport, insurance and fuel sectors.

Figure 18. Contribution of service revenues to total revenues for goods and services, 2000-2014 (percentage)
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Figure 19. Contribution of ‘other revenues’ to total service revenues, 2000-2014 (percentage)
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This section covers policies, initiatives and programmes
aimed at boosting productivity and competitiveness
as well as those strictly concerning trade policies.

A. INSTRUMENTS RELATED
TO PRODUCTION AND
COMPETITIVENESS

The National Plan for Systemic Competitiveness
(NPSC)*" is the main instrument to boost
competitiveness. It was developed in 2006 (before
the discussion and approval of the NDS). The vision
of the country’s future in this field defines industry as
the engine for growth and prioritises the promotion of
exports. The plan:

e Presents a strategy and industrial policy for sys-
temic competitiveness in free trade zones and ex-
port promotion

e Presents a Small and Medium Enterprises Com-
petitiveness Programme

e Presents strategies, programmes and projects to
strengthen the competitive development of strate-
gic clusters

e Proposes the creation of a National System for In-
novation and Technological Development

e Proposes a strategy for government competitive-
ness

e Makes proposals in terms of logistic competitive-
ness, and proposes an implementation plan

The NPSC recommends changes in order to impact
on six levels: the microeconomic level, that is to say
in companies; the mesoeconomic or sectoral level;
the macroeconomic level; the international level; the
institutional level, meaning markets and the state; and
the political and social level.

At the sectoral level the plan includes:

e An industrial policy and strategy for systemic
competitiveness

e A competitiveness policy and strategy for free
zones

e A strategy and policy for competitive export
promotion

e A programme to boost the competitiveness of
micro, small and medium enterprises (MSME)

e A plan to boost the competitiveness of tourism

e A plan to boost agribusiness clusters and reach
competitiveness in agro-industrial value chains of
banana, avocado, mango, pineapple and tobacco

e A plan to promote manufacturing value addition,
with special attention to textiles and footwear

e A plan to create a National System of Innovation
and Development

e A National Quality System

e A proposal to further strengthen the competitive
and innovative capacities of the public sector

e A plan to strengthen competitiveness in infrastruc-
ture and logistics

B. INSTRUMENTS RELATED TO
TRADE POLICY

1. Trade negotiations and
agreements

Between 1996 and 2000, the Dominican Republic
pursued a proactive regional integration strategy. In
this context, during this period, all trade negotiation
processes took place under the umbrella of regional
trade agreements.

In 2004, the Dominican Republic signed a free trade
agreement with the United States of America and
Central America (-CAFTA) and in 2006 it began
negotiating reciprocal benefits with the European Union
countries and CARICOM countries, which concluded
in 2008 with the Economic Partnership Agreement
(EPA). Both negotiations sought to maintain and
deepen preferential access in major export markets,
which run the risk of being eroded.®® These were
conditional or reactive negotiation processes with
countries that already had few entry barriers.

In general terms, the result of these processes was
a consolidation and very limited expansion of already
relatively broad access to major export markets, which
nevertheless recorded limited growth. By contrast,
emerging markets, with high growth compared to the
rest of the world, have been put aside and access
to them is not covered by bilateral or regional trade
agreements.
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Since signing the EPA, the Dominican Republic has
not negotiated new preferential trade agreements
but has expressed interest in using better available
instruments and in improving the competitiveness of
its companies.

However, in 2015 the Ministry of Foreign Affairs and the
National Commission for Trade Negotiations (NCTN)
prepared a 2015 Trade Integration Strategy, whose
base document states: “The Dominican trade agenda
should not be guided by reactive positions to third
countries’ initiatives, but rather should be governed
by its own strategic route, previously formulated
based on a logical framework in order to establish
offensive priorities and defensive positions that take
into account national sensitivities.”3?

The strategy proposes three lines of action to
concentrate the efforts of trade policy:

i)  Maximising access that has already been ne-
gotiated, supporting export sectors and work-
ing on the internal competitiveness agenda.

i) Developing a logical framework with a strate-
gic-offensive approach that opens new mar-
kets for export sectors, taking into account in-
ternal productive sensibilities.

iy Defining the architecture (in terms of design
and content) of future trade agreements, based
on the texts already approved in various agree-
ments.
These action lines propose two strategic approaches,
which respond to the concerns expressed by
Dominican productive sectors®* and that help foster
a constructive dialogue to relaunch the agenda for
future trade negotiations:

i) A geo-centric approach, which seeks to con-
solidate trade access resulting from existing
agreements and to better use these markets
to reduce the inherent risks of concentration in
the United States of America market, increas-
ing exports to Central America, Panama and
European Union and CARICOM countries.

i) A product-centric approach, which consists of
promoting the export of ‘star products’, with
the aim of facilitating access to markets where
there are proven comparative advantages.

The strategic route map adopted by MIREX and CTCN
suggests the early adoption of action plans consistent
with the suggestions made below:

e Impact studies and measurement/evaluation of the
ex-ante and ex post impact on productive sectors
and of the so-called ‘star’ products that will guide
the product-centric trade negotiations agenda.

e |mproved capacities regarding trade negotiations
(Ministry of Foreign Affairs-CTCN) and greater
stability in the technical team responsible for the
administration of trade agreements (Ministry of
Industry and Trade DICOEX).

e Fvaluation of alternative models for future
negotiations, such as Partial Scope or Economic
Complementarity Agreements including
commitments related to real opportunities for
the parties, encompassing areas such as mutual
cooperation, mutual recognition, equivalence and
regulatory convergence.

e |mproved information flow to the general public
about developments in negotiations and trade
agreements. For example, the work that MIREX/
CTCN has been doing within the framework of the
Trade Integration Strategy design and the criteria
to undertake further negotiations are not public
knowledge. A good strategy and communications
campaign can help improve perception about
global insertion opportunities.

There is a relatively broad consensus in the country
about the fact that trade negotiations are insufficient
to achieve better export performance and that more
effective interventions are required, such as those
aimed at strengthening productive capacities and
competitiveness and at enhancing trade promotion
policies.®® This is an important requirement to
maximise the benefits of existing trade agreements
while laying more robust foundations to access other
markets within the framework of new agreements or
specific trade initiatives.

2. Trade agreements: an overview

At the end of 2015 the Dominican Republic had
five trade agreements in force. Central American or
Caribbean countries are involved in all of them, and
the United States of America and the European Union
are involved in two of them. Table 11 shows these
agreements, their effective date and the number of
countries involved. All agreements came into effect in
the 2000s, although several of them were signed in
the late 1990s and in the case of the agreement with
Panama as early as the mid-1980s.
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Table 11. The Dominican Republic’s trade agreements

Agreement/trade partner Effective date '\::l;:lr:)t?':e:f
(1) Partial Scope Agreement with Panama November 2003 1
(2) Free Trade Agreement with CARICOM countries February 2002 13
(3) Free Trade Agreement with Central American countries March 2002 5
(4) (Flge;{e_grAagﬁA)Agreement between Central America and the Dominican Republic March 2007 6
(5) Economic Partnership Agreement (EPA) between the European Union and January 2009 43

CARIFORUM countries

Source: MIC/DICOEX. Based on data from the General Directorate of Customs (DGA).

Table 12. Structure of trade in goods by country or groups of countries, 2012-2014 (Percentage)

e

Total 100.0 100.0
Countries with agreements 64.3 58.8
United States of America 51.4 39.3
Central America 2.2 3.0
EU (European Union 27) 8.5 9.6
CARICOM 1.9 6.5
Panama 0.4 0.4
Countries without agreements 35.7 1.2
Haiti 14.0
Canada 7.8
China 3.0
Switzerland 1.2
India 0.6
Others 9.1 o
China .. 10.7
Bolivarian Republic of Venezuela 6.4
Mexico . 5.9
Brazil . 2.4
Japan . 1.9
Others . 13.9

Source: Prepared with UNCOMTRADE data.
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The implementation of several of these agreements,
especially the ones involving the United States of
America and the European Union, has required
great effort by the Dominican government in terms
of strengthening the capacity to implement them.
To achieve this objective both agreements foresaw
external cooperation clauses and initiatives.®® As a
result, advances in modernisation and harmonisation
with international standards for the facilitation and
development of activities related to imports are
recognised. However, strengthening commercial
utilisation, i.e. developing export capacity to those
markets, still remains pending.

As shown in table 12, during 2014 the main
destination and origin of exports and imports was the
United States. Haiti was the second destination for
Dominican exports and the European Union was the
second source of imports.

Despite not contributing significantly, available figures
show that between Central America and CARICOM,
the former is more important for Dominican exports,
with 4.2 per cent of total exports, while the latter is
more important from the import perspective, with 1.5
per cent of the total value of imports.

Finally, it is worth mentioning that according to the
recent WTO Trade Policy Review on the Dominican
Republic, talks are underway to explore the possibility

of reaching new trade agreements at the very least
with Colombia, Chile, Mexico, Canada and Taiwan
Province of China.

3. Promotion of foreign
investment

Attracting high quality investment that creates decent
and good quality jobs for the Dominican population and
that contributes to foreign currency creation is key for
the Dominican Republic’s goal of reaching desired levels
of development. Thus, FDI attraction is interlinked with
the eradication of extreme poverty and hunger in the
country (first MDG), and with the third area of the NDS,
which seeks a sustainable, inclusive and competitive
economy. The Dominican government’s strategy in this
area encompasses an extensive menu that shows the
degree of openness to FDI.

In 1997% the Dominican Republic eliminated
restrictions on foreign investment and limits on
dividend repatriation to promote the attraction of
Foreign Direct Investment (FDI). Since then, the
competent national agency® has been promoting
the country as an attractive investment destination
through a comprehensive and strategic approach that
highlights its political and macroeconomic stability,
trade integration through free trade agreements and
competitive labour costs.

Table 13. Foreign direct investment by sector, 2008-2014 (millions of USD)

N TR ETARTE

Total 2870 2166 2023
Electricity 113 121 108
Trade industry 574 280 566
Real estate 527 436 264
Tourism 228 186 180
Telecommunications 213 181 500
Financial 168 137 93
Free zones 45 67 72
Mining 357 758 240
Transportation 645 0 0

2278 3142 1993 2275 16 747
259 305 450 386 1742
508 1,257 404 641 4077
160 203 274 306 2170
108 162 257 301 1422

54 -21 188 257 1372
134 159 152 205 1048
148 163 150 191 836

1,060 1,169 93 =39 3638

0 -255 25 27 442

Source: Central Bank of the Dominican Republic.

Note: sectors with negative values correspond to operational and/or divestment losses.

* Preliminary figures.
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Sectoral incentive laws provide a view of priority sectors
for the Dominican Republic. These include tourism,
where the objective is to develop new poles and
boost complementary supply and diversification,® the
film and audio-visual industry and financial services.
Other sectors that authorities promote as a priority
for investment include telecommmunications, energy,
manufacturing (textiles and footwear), agriculture,
agribusiness, infrastructure and mining.*°

Foreign Direct Investment (FDI) in the Dominican
Republic amounted to USD 2,221.5 million during
2015 as aresult of increased investment in tourism, real
estate, trade and industry and telecommunications.
During the period between 2010 and 2015, FDI in the
country exceeded USD 13,800 billion, consolidating
the Dominican Republic as the largest recipient of
foreign investment in the Caribbean and as one of the
largest recipients in Latin America.

FDI in the Dominican Republic tends to focus on
services, following liberalisation processes in sectors
that were controlled by the state such as energy,
telecommunications, financial services, management
of ports and airports and the exploitation of natural
resources (i.e. tourism and mining).

Main FDI sources during the 2008-2014 period
included Canada (24.7 per cent of total flows), United
States of America (19.8 per cent), Mexico (12.3 per
cent), Spain (5 per cent) and the United Kingdom
(4 per cent). France, the Netherlands and ltaly
contributed 3.6 per cent of the total FDI flows received
by the Dominican Republic during this period.*' Asian
countries, who have been the biggest global investors
in the recent past, have registered no investment
in Dominican Republic, a trend which appears to
continue.

The Dominican Republic has also concluded
Agreements on the Promotion and Reciprocal
Protection of Investments (APRPIS) which establish
a number of provisions seeking to guarantee the
investment climate and provide greater legal certainty to
investors. Between 1999 and 2006 about 13 APRPIS
were signed.”? Since 2006 the country has stopped
signing APRPIS, but has concluded foreign investment
protection chapters in the DR-CAFTA and EPA.

Law 8-90 is another important instrument to promote
investment. It established export free zones and
tax exemptions, which allowed capturing important
investments for textiles, footwear, medical devices and
jewellery and export services (such as call centres).

Fiscal incentives are important instruments in the
Dominican Republic’s policy to attract investment.
They are present in the establishment of free zones,
logistics operations, infrastructure, renewable energy,
tourism or audio-visuals. According to UNCTAD’s
World Investment Report (WIR) 2015, tax exemptions
are a key determinant in influencing decisions about
the location of investments. According to the 2015
WIR, such incentives are widely used as instruments
to promote sustainable development and attract
investment linked to development goals.

In addition to incentives, the Dominican government,
through CEI-RD, provides important services to
investors which can significantly influence their
decision to invest in the country. Among these, free
technical assistance and personalised support offered
during their investment processes. In addition, CEI-RD
administers the Dominican Republic’'s Single Window
for Investment (VUI-RD), through which investors
can obtain, in one place, all permits required by
various institutions for the installation of their projects.
Furthermore, once investment projects have been
initiated, the CEI-RD has a post-investment attention
unit to provide investors with continued assistance
and facilitate their expansion processes.

4. Export promotion

The Dominican Republic has a dual trade regime,
where free zone commercial activities coexist with
industries or sectors undertaking foreign trade
activities outside the free zones, also known as the
national regime.

4.1. Free zones

The free zone regime established in 1969 is
considered the most important for export promotion
and investment attraction in the country. It is regulated
by Law 8-90,% which provides exceptional institutional
and tax treatment to companies who are exporting.*

In particular, companies are exempted from paying
most taxes (including custom fees and Tax on the
Transfer of Industrialized Goods and Services, [TBIS)
and tax charges both for traded goods (import, export
and purchases in the local market) and for revenues
that result from their operations. At the same time,
they enjoy expedited trade procedures, and a lower
minimum wage than the one applicable to the specific
sector for companies operating under the domestic
regime.“*® Companies may benefit from this treatment
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Figure 20. National and free zone exports, 2000-2014 (millions of USD)
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Source: Central Bank of the Dominican Republic, IMF’s 5th Edition of Balance of Payments Manual Methodology.
* Projection according to the IMF’s Sixth Edition of the Balance of Payments Manual methodology.

when they are located in previously designated
free zone parks or when, because of exceptional
conditions, they are declared ‘special free trade
zones'.

Since the early 1990s, exports of goods originating
in the free zones have exceeded domestic exports,
accounting for about 80 per cent of the total during
some years. As seen earlier, after suffering a decline
during the second half of the 2000s, the export
performance for companies benefiting from this
regime improved at the beginning of this decade and,
as shown in figure 20, the export value has been
growing steadily. However, in very recent years, their
contribution to total exports has decreased because
exports of companies under the domestic regime
have behaved more dynamically and have gained
ground. This is partly because of the importance of
gold exports since 2013 due to the operational start-
up of a major mining project. In 2014, exports from
free zones represented 53 per cent of total exports,
compared with 60 per cent in 2010.

The opposite result is seen in relation to imports, as
shown in figure 21. Free trade zone imports have
increased their contribution to total imports, going
from 17 per cent to 20 per cent between 2010 and

2014. This was due to a sharp decline in the value of
domestic imports, associated partly with reduced oil
prices. A slow but steady decline can be observed in
terms of contribution to GDP, going from 5.4 per cent
in 2000 to 3.1 per cent in 2014.4

According to Ministry of Finance figures,*” the main
beneficiaries of tax expenditures in the Dominican
Republic are () widespread exemptions applied to
individuals, followed by (i) the free zone sector. In
2015 tax exemptions to this sector® were estimated
to be RD$ 37,741.4 million,*® equivalent to 18.7 per
cent of the total estimated tax expenditure or 0.8 per
cent of GDP. Out of this total, the most significant
are other Selective Consumption Taxes (SCT), which
means selective taxes other than hydrocarbon SCT,
tariffs and Income Tax. As shown in table 14, Income
Tax exemptions for free zones accounted for 55 per
cent of the total tax expenditure, tariffs for 76 per cent
and other SCT for 75.5 per cent.®®

Despite a reduction in relative contribution, the number
of free zone companies attained its highest figure in
2014, with 614 companies and 60 parks. At the same
time, employment levels reached 153,342 jobs, a level
not seen since 2005, according to figures from the
National Council of Export Free Zones (NCEFZ).5
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Figure 21. National and free zone imports (millions of USD)
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Source: Central Bank of the Dominican Republic, IMF’s 5th Edition of Balance of Payments Manual Methodology.
* Projection according to the IMF’s Sixth Edition of the Balance of Payments Manual methodology.

Table 14. Free zone area tax expenditure (millions of RD$ and percentage)

Detail Income Tax SCT

Hydrocarbons

Tax expenditure in free trade

12 803.3 271.8
zones
Percentage sacrifice by free 55 1 10
zones
Total tax expenditure 23241.9 28 182.6

Other SCT Tariffs Equity
7699.9 14149.2 2817.3 377415
76.5 76.0 111 18.7
10 070.8 18 622.0 25408.3 | 2017519

Source: General Directorate of Internal Taxes (GDII). 2015 Estimated Tax Expenditure Report.

4.2. The reactivation and export
promotion law

After free zones, the second most important trade
regime is the one related to Reactivation and Export
Promotion and its Regulation, established by Act 84-
99 (Decree No. 213-00). This law is essentially about
tax compensation for export companies through three
mechanisms:

1. A drawback system for the reimbursement of
tariffs and other charges on the import of in-
puts in general.

2. Compensation of up to 3 per cent of the FOB
value of exported goods, whose total value shall
not exceed the value of the custom duties paid.

3. A temporary admission regime for inward pro-
cessing. This allows the suspension of tariff
and [TBIS payment® on some imported prod-
ucts, including those from free zones, which
must be processed and re-exported within 18
months of being traded.

However, neither the reimbursement nor the
compensation mechanisms (1. and 2.) have been
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implemented, the only mechanism that is operating
effectively is number 3.

4.3. The law for competitiveness and
industrial innovation

Under Law 392-07,% known as the PROINDUSTRIA
Law, all previously classified companies that do not
operate under the free zone regime enjoy a number
of facilities that allow them, among other things,
to modernise, innovate, rapidly depreciate their
equipment and perform deferred ITBIS payments. An
assessment carried out by PROINDUSTRIA in 2014
revealed that between 2008 and 2013, exporters
received a refund of RD$ 754 million (equivalent to
USD 20.8 million, or 0.11 per cent of national exports),
8,000 new jobs were created in manufacturing (2
per cent of total employment in the sector) and the
industrial machinery park was renovated with a
deduction due to investment that amounted to RD$
8,659 million (equivalent to USD 229.4 million, or 1.2
per cent of domestic exports).5*

To summarise, the trade regime duality that exists in
the Dominican Republic consists of the co-existence

of: (i) a free zone regime where companies linked to
global value chains operate free of many charges,
with exceptional institutional treatment and reduced
linkages with the national productive apparatus; and
(i) a national system which operates half-heartedly
and has not been able to provide an advantageous
tax treatment for exports.

4.4. An assessment of incentive
schemes for the export of goods

One of the most controversial subjects in the debate
about the impact of trade policies on development
is the effectiveness of tax incentive schemes for
investment, exports and employment. The main
controversy revolves around whether the tax
cost associated with such schemes is more than
compensated by the social benefits it generates.
The debate is particularly intense in the case of free
zones regimes where companies benefit from a broad
regime of exemptions, as described above.

Unfortunately, the evidence on the characteristics
of general export activities in terms of added value,
productive linkages, quantity and quality of jobs

Figure 22. Value of main exports under the national regime, 2013-2014 annual average (millions of USD)

71 - Golo (1) |  1,600.5

08 - Fruits (6)

39 - Plastic products (10)*

72 - Iron and steel (11)

18 - Cacao (12)

27 - Fossil fuels (14)*

17 - Sugar (15)

26 - Minerals (16)

22 - Beverages alcohol (17)

07 - Vegetables (20)

21 - Diverse food preparations (21)

25 - Cement (23)

Il Mainly mineral

Source: Developed with UNCOMTRADE data.

I Mainly of agricultural origin

! Mainly manufacturing

Note: the number on the left of the description corresponds to the HS chapter, and the number to the right in parenthesis to
the place occupied by the chapter in the total value of exports, both national and from free zones. The description was simpli-
fied to reference the most important product or products within the chapter.

* Export of plastic products (Ch. 39) exclusively carried out by companies under the national regime.

** Sales carried out in ports, especially for the replenishment of airplanes and boats.
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and tax contributions is very limited, particularly for
those outside the free zones. The same applies to
measurements about the net effect of incentives.

Export activities under the national system®® are
diverse and combine the production of commodities,
including mining, and manufacturing. Hence, their
characteristics in terms of added value, production
chains and quantity and quality of jobs are very
different. As discussed elsewhere, exports under the
national scheme (or national exports) account for
less than 50 per cent of total exports. On average
between 2013 and 2014, they were equivalent to
USD 4,576 million. Manufacturing accounted for 49
per cent of these (USD 2,235.1 million), minerals for
33 per cent (USD 1,517 million), and products of
agricultural origin for 22 per cent (USD 824 million).%®
Figure 22 shows the 12 chapters where domestic
exports represent all or a very high proportion of total
exports.

For the most part, domestic manufacturing exports
are carried out by import-substitution companies that
produce or have produced mainly for the domestic
market but have expanded sales to foreign markets,
particularly regional ones, Haiti being the main one.
In most cases, external markets are not their most
important market. Industrial enterprises are located
primarily in urban areas of the capital Santo Domingo,
on the southern coast, and Santiago, which is the
country’s second largest urban centre in the north.
Available statistics on the manufacturing sector are
limited, and beyond the exported value by type of
product, they are not disagregated by target market
(domestic or external).

As is common in small economies, these types of
businesses tend to import a high portion of their
inputs and capital goods, although some activities like
the production of some processed foods or furniture
manufacturing are part of national production chains
and help shape a relatively dense economic fabric.
Others such as cement manufacturing contribute to
short or vertically integrated chains within the same
company. This means that their knock-on effect on
other productive activities is limited, although probably
greater than that of free trade zone companies.®”

Finally, given that export manufacturing companies
also produce for the domestic market, it is difficult to
discern the impact that trade has had on employment
in this sector. In 2014, the manufacturing sector as
a whole employed 417,000 people, or 9.9 per cent

of total employed people, of which just over 250,000
were employed in the domestic industry, that is,
outside the free zones. This accounted for 6 per cent
of the total working population.

Meanwhile, in recent years, exports of minerals
have consisted of gold and silver mainly from a
particularly large-scale mining project developed by
a transnational mining corporation in partnership with
the state in the centre of the country, although in the
past the extraction of ferronickel was noteworthy.
Due to their nature, these are very capital-intensive
activities, with few jobs available and few domestic
productive linkages, although they generate important
tax revenues associated with tax levies and state
involvement in the aforementioned project.*®

Finally, export products of agricultural origin consist
mainly of fruits, particularly bananas, cocoa and raw
sugar, and vegetables. Their levels of ‘backward’
linkages are reduced, and although there are no
disaggregated statistics, the employment level is very
variable,®® with the banana industry generating most
jobs, which are mainly located in the north western
region of the country.

We must insist on the fact that the national system
offers export activities fewer advantages than the
free zone regime. Hence, the fiscal cost is not even
measured because the only mechanism operating is
‘temporary import of goods’ which is understood as
an advantage with regard to customs processes, not
as a tax incentive.

Meanwhile, the free zone regime has received much
more attention and because of their situation of
institutional exceptionality, there is a higher volume of
information than in the case of the national system.
Between 2013 and 2014, the average annual value of
exports of goods under this regime was USD 5,098
million, half of all exports of goods, and all of them
were from the manufacturing sector. In that period,
the contribution of these activities to the GDP was, on
average, 3.1 per cent.®®

At the same time, there are now more than 600
companies under the regime, which creates a
significant number of jobs. After the significant
reduction experienced due to the decline of textile
manufacturing activities in the mid 2000s, total
employment has recovered significantly, especially
during this decade. 2015 closed with a total of
161,257 jobs, with almost half being held by women
(CNZFE 2016).
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In 2013 and 2014, products of greater importance in
terms of export value were:

e medical appliances and devices (USD 1,029 million
per year or 20.2 per cent of export value), which
consist of items such as catheters and feed tubes

e cigarettes and cigars (USD 616 million or 12.1 per
cent)

e eglectrical machinery and apparatus (USD 579
million, 11.4 per cent) consisting of electrical
devices such as switches and control devices

e Kknitted and non-knitted garments and clothing
accessories (USD 695.6 million or 13.7 per cent)

e footwear and similar articles (USD 352 million or
6.9 per cent)

e pharmaceuticals (USD 302 million or 5.9 per cent)

Except for some subsectors,®” the activities of
companies under the free zone regime have relatively
few linkages with the rest of the economy. These are
limited to the payment of wages and compulsory social
security contributions, and payment of basic services
such as energy, water from the public network,
telecommunications and others. Indeed, as shown in
table 15, local expenses remained stable over the past
decade, while the contribution to the GDP declined
significantly from 6.1 per cent between 2000 and
2004, to 4 per cent between 2005 and 2009, and to
3.2 per cent of GDP between 2010 and 2014.

However, it should be noted that between 2010 and
2014 local expenses increased nominally by 42 per
cent, and that between 2000 and 2014, expenditure
per worker grew from USD 5,217 to USD 8,922 for
a cumulative growth of 71 per cent. Expressed as a
percentage of exports they remained stable between
2000 and 2008, with an average ratio of 20.8 per
cent, rising to 25.8 per cent between 2009 and 2014
(see figure 23).

In general, the activities operating under the free zone
regime are part of global value chains, and often
the companies involved are part of transnational
corporations that locate part of their operations in
suitable territories for cost reasons and the quality of
resources (e.g. labour force), time and frequency of
transportation and tax treatment. This is the case for
companies engaged in the manufacturing of devices
and medical® gear and the manufacturing of electrical
machinery and devices. In other activities, such as the
manufacturing of garments and clothing accessories,

there are subsidiaries for corporations and individual
companies working under contract for such
corporations. Although there are no available statistics
on the corporate links and shareholding structure of
the sector’s companies, in 2014, 78 per cent of the
cumulative investment in the sector was foreign, and
49 per cent had the United States of America as its
origin (CNZFE 2015).

As noted above, the assessment of the tax treatment
net effect of free zones companies is controversial.
A recent study by the consulting firm Analytica,
sponsored by the Dominican Association of Free
Zones (ADOZONA), found that companies in the
sector showed a tendency towards diversification
of activities®® and an increase in the quality of jobs
associated with that diversification.®* In addition,
companies in the sector, measured by number of
employees, have a significantly larger average size than
other companies in the country and create 0.8 indirect
jobs for every direct job, which means that in addition
to the direct contribution to the GDP equivalent to 3.2
per cent, they have an indirect contribution of 2.1 per
cent, and make significant indirect tax contributions,
in particular due to payment of income taxes and
contributions to social security. The study estimated

Table 15. Contribution to GDP, number of jobs and local
expenses of free trade zone companies,

2000-2014
Year Perc%n;:ge gl Number of Locall 9xpenses

(vercentage) jobs (million USD)
2000 5.1 195 262 1018.6
2001 5.1 175078 977.9
2002 5.4 170 833 886.5
2003 7.5 173 367 810.8
2004 7.3 189 853 863.4
2005 4.8 154 781 1005.4
2006 4.5 148 411 973.7
2007 4 128 002 1010.9
2008 38 124 517 954.3
2009 3.2 112618 959.0
2010 3.1 121 001 1123.0
2011 3.3 125117 1163.5
2012 3.2 134 226 1298.2
2013 3.2 144 383 1326.0
2014 3.1 153 342 1.368.1

Source: CNZFE (2015).
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Figure 23. Local expenses of free zone export companies, 2000-2014 (percentage of exports)
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Source: Prepared using data from CNZFE (2015).

that the sector’s total net profits in the form of wages,
indirect tax contributions and local investment is 4.8
times the value of tax expenditures (exemptions)
that it benefits from (Analytica 2015). However, it
should be noted that the analysis was aggregated
and comparative, and therefore cannot account for
the effect of the exemptions on companies and their
performance.

In contrast, using company-level microdata, Artana
and Templado (2015), sought to test the hypothesis
that tax exemptions have positive effects on the
performance of companies in three countries: Costa
Rica, El Salvador and the Dominican Republic.
Performance was measured by sales and rates
of return, comparing free zone companies and
companies outside them (with exemption benefits and
without them, respectively). Overall, they found that
there is a high risk that income tax exemptions have
favoured highly profitable projects that would have
probably taken place regardless of the exemptions.

In the case of the Dominican Republic, the results
were mixed. It was not found that the tax treatment
for free zones had a positive effect on pre-tax profits.
However, free zone companies were found to be more

2007 2008 2009 2010 2011 2012 2013 2014

labour-intensive and their income more dynamic,
suggesting positive impacts on employment and
sales.

5. Instruments concerning
imports

The regime covering import activity in the Dominican
Republic is also dual, treating imports from countries
with whom there are no trade agreements differently
(Most Favoured Nation Treaty MFNT, or simply MFN)
from countries with whom there are trade agreements,
depending on specific agreement provisions.

5.1. Trade barriers under MIFN

The main trade barrier applicable to goods
originating from member countries of the World Trade
Organisation (WTO) which are not part of any trade
agreement is the customs tariff established under Law
146-00,% which specifies five tariff rates, O per cent,
3 per cent, 8 per cent, 14 per cent and 20 per cent,
applied to almost all of the 7,048 tariff lines.

The rate applicable depends on the degree of
elaboration. In general, the lower rates of O per
cent and 3 per cent are applied to machinery and
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equipment and basic agricultural or industrial inputs,
encompassing 58 per cent of all tariff lines (3,778 lines
with O per cent rates and 289 with 3 per cent rates).
Rates of 8 per cent and 14 per cent are applied on
intermediate or semi-processed products (902 lines)
and of 20 per cent on finished products (2,002 lines).
A few lines® are subject to tariffs rates of 40 per cent.

The average MFN tariff of the Dominican Republic
is 7.8 per cent, with an average tariff 