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I. SUMMARY AND RECOMMENDATIONS

A. Background

After years of graft and autocratic rule, the transitional government,
which came to power in February 1936, inherited an unstable and faltering
economy and a lack of institutions capable of participating in a democracy.
Since that time, the new government has set in motion a process of institution
building to effect a transition to democracy while putting in place a fiscal and
monetary program to regain financial stability.

At the same time, the government has introduced a set of measures to
improve the efficiency of the economy and the climate for economic growth.
These economic reform measures can be classified in three broad areas:

1) government efficiency and accountability, which include the auditing of key
state owned enterprises, increased control over treasury expenditures, the
rationalization of current and investment expenditures, and divestiture;

2) tax reform, including the elimination of all export taxes and the
implementation of a far reaching income tax reform designed to increase
economic efficiency through the reduction of marginal tax rates; and

3) trade and price policy, which includes the elimination of almost all
quantitative restrictions on imports, and their substitution with a system of
relatively low and uniform ad valorem tariffs.

The U.S. has supported the democratic transition and the economic reform
program through a $51 million ESF program during FY 1986 and FY 1987. The 1986
program (Economic Recovery Assistance, ERA I) of $18 million and a policy based
grant of $2 million (Coffee Sector Assistance, CSA) were disbursed on schedule on
the bnsis of policy measures in the areas of financial stabilization, government
efficiency and accountability, trade and price policy, petroleum reforms and
coffee tax reductions. The FY 1987 ESF program (totaling $33 million) has
provided additional support for the democratic transition as well as the
stabilization and structural adjustment program. Under the latter, significant
additional progress has been made on trade liberalization, the elimination of all
export taxes, income tax reform, and improved financial accountability. However,
full compliance with FY 1987 fiscal and monetary targets has proven difficult
largely as a result of revenue losses associated with the tax and price reform
program and disappointing econumic performance. In sharp contrast to the robust
1.5 percent GDP growth originally projected under the reform program, the economy
remains stagnant as a result of coffee export declines, contraband, and the
disappointing performance of assembly exports and foreign assistance
disbursements caused by the political and civil disruptions this summer.
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The proposed use of local currency counterpart funds is as follows:
1} the cquivalent of 32.0 million for o trust fund to be used by USAID/Haiti
for operating expenses; 2) the cquivaient of $20.0 million to support
development Ministries current budgets;  3) the equivalent of up to $10
million to support mutual agre=d upon projects in the GOI’s development
budgel; and 1 Che equivaleat of ot teast 58.0 million Lo Tinance incremental

spending for mutually determined project activities.

€. Grantee
The Grantee will bo the Government of laiti represented by the Ministry of

Finance.

D. Recommendation

The U.S. Mission recommends anthorization of a FY 1988 Economic Support
Fund grant of $40 million, disburssd in three tranches, the first for no more
than $10 million in November 1987, the second for $15 million in April 1988,
and the third for $15 million in July 1988. The disbursement schedule will
provide minimal support te the transition sovernment to effect the transition
and will provide significant tangible reward to the elected government’s
acceptance and continu:d implementation of the reform program.
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of checks and balances. The new Constitulion was overwelmingly approved in a
March 1987 referendum. The referendum was free of political interference and
generally well -run. The many technical problems which internutional observers
noted were judged not to have interfered with the expression of the popular
will, :

The post--referendum period was marked by conflict over Lhe responsibility
For running the 1987 elections between the CNG and the new Provisional
Electoral Council ‘CEP)Y established by the Constitution. The populace clearly
preforred that the CEP have this role. The CNG's embodiment of a differing
interpretation in its mid-June electoral law stimulated broad-based unrest.

However, the CNG conceded its error and, as unrest faded slowly {though not
without further incident) the electoral process gradually got back on track.
The CEP produced and the CNG decreed a new electoral law. The CEP received CNG
fundirg "with support from the U.S. and other donors) and is currently
arounizing the November national election.  The CNG has promised to give all
support the CEP requires and requests. The majority of Haitians have turned
away from criticism of the CNG’s continued tenure and toward making elections
work on time. Much time was lost in unrest and there is a great deal to be done
in a very short period. Haitians need to be sensitized to the meaning of the
choices they have Lo make, and the CEP is Just beginning to organize its major
legistical effort.

The ONG has cousistently supported a broad range of economic policy reforms
originated and implemented by the Ministries of Finance and Economy and of
Commerce and Industry. Many of the reform measures, reviewed in Section III,
hiave been controversial and resulted in political problems for the CNG and its
Ministers. The GOH has also been buffeted by economic phenomena related to the
political situation, notably a growth in labor-management disputes and of
contraband commerce.  Unrest has impacted negatively on both foreign investment
and government revenues.

“he United States and other donors moved fast to buttress the CNG when it
assumed office.  That effort was augmented in succeeding months by significant
increases in regular aid levels. That spirit continues to reign in the face
of foreign assistance funding constraints, and is reinforced by the continued
commitment of the CNG to policies it has put in place since February
1986,
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This will continue to be the right policy if the new elected government is
to be buttressed and United States national interests in Haiti are to be
protected. Pressures are likely from many fronts for a reversal of certain CNG
policies which are essential to Haiti’s future prospects. USG financial and
'echnical support ure, in turn, indispensable to those pelicies. With such
support, the CNG can stay the course during the transition period; the new
rogime will be better able to improve public living sivandards without reversing
the present government’s economic reforms; and the continued flow of
multilateral and other donor support can be maintained.

B. Economic Background

1. Development Overview

With a per capita income of approximately $300 a year, Haiti remains one of
the world’s relatively least developed countries and is the poorest country in
the Western Hemisphere. Some 80 percent of Haitians live below an absolute
poverty level of $150 per year. Comparative indicators of health, nutrition,
and education status dramatically show the effects of low incomes, inadequate
diets, and poor social services. Haiti’s infant mortality rate of 124 per 1000
children is one of the highest in the world. Over 25 percent of pre-school
children suffer from severe malnutrition. The literacy rate is only 22
percent. Population growth is estimated at 1.9 percent per year, and the ratio
of people to arable land is one of the highest in the world. The country’s
development was held back by years of autocratic rule, low private investment
levels, minimal public inyestment in infrastructure and social services, and
high outmigration of many of Haiti’s best trained and educated people.

2. Economic Trends

In the latter half of the 1970's, economic growth in Haiti averaged 4 1/2
percent per annum. Per capita income grew at 2 percent per annum. However,
after this period of relatively rapid growth that ended in 1980, the Haitian
veonomy moved into a recession in 1981 and 1982, when output dropped by 7
percent. Economic growth resumed in 1983 through 1985 albeit at a slow pace
{Tess than one percent per annum), spurred on by assembly manufacturing and
supported by substantial increases in private investment. GDP fell 1.4
percent in FY 1986 due to depressed activity in the assembly sector, caused by
civil unrest, labor disputes, and the resulting lack of business confidence;
drought also caused reduced agricultural output. Real GDP growth in FY 1987
iz eslimated to be only 0.5 percent. During the period 1982 to 1987, rcal GDP
per capita fell by 12 percent.



TABLE IT.R.1,
SELECTED ECONOMIC INDTCATORS
(percent change except where noted)

198296 1987

faverage) {estimate)
GDP (current prices) 8.1 - 2.1
Real GDI - N 0.5
Real GDP per capita - 1.9 - 1.3
Export volume - 0.9 -12.7
Import volume - 1.7 2.8
Terms of trade 0.8 - 1.0
Inflation {(GDP deflator) 8.5 - 3.6
Money supply, percent growth of M2 8.7 8.5
Central Gov’t Deficit

(percent of GDP)

Before grants - 8.4 - 7.1
After grants - 5.4 - 2.6

Balance of Payments (percent of GDP)
Current Account Deficit  ~ - 7.3 - 6.3
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The poor performance of the economy during the 1920'5 has been marked by
only marginal improvements in the terms of trade “following a 20 percent
decline in 1981-82) and sluggish export performance. Tn the two most important
export sectors, coffee production has suffered from several poor harvests as
well as declining international pricc”: the output of the light assembly
industry has also been disappointing as political dncertainty and a loss of

confidence has inhibited orders and investmnent.
a.  Production and Employment.

The structure of output has remained relatively stable in recent years.
Agriculture accounts for about one third of Haili's output and two-thirds of
its omployment. The sector has been in a long-term doclining trend as a result
of little or no advances in technology, overutilization of limited arable land,
and unfaverable climatic conditions, particularly in recent VOArs.

Other sectors have shown vivtually no growth or only slight growth
during the 1980’s. Manufacturing and constructicn, acurunting for about one-
fifth of output, have stagnated. The services sector, accounting for
approximately 42 percent of GDP in 1985, has had an anle =1ivh Y more
favorable performance, with transport and communications, housing and
government among the most dynamic subsectors.

With continuing migration from rural areas and no major stimulus to job
craation “as was the case earlier with the assembly secior:, unemplovment has
increased. Port-au-Prince, which attracts most of the rural migrants, has an
unemployment rate of approximately 40 percent. Urban and rural areas have a
considerable degree of underemployment and unemployment combined that have been
estimated to approximate 50 percent of the labor force, with opea unemployment
at about 12 percent.

b. Prices and Wages

for

Until 1987, Haiti had relatively high price lsvels, purticularly
food, combined with low wage rates. Prices had risen bv an annual average of

more than 8 percent during the period from 1981 to 1986.

As a result of recent economic reforms, as well as a sharp growth in
contraband, 1987 saw a significant decline in prices. Inflation (as measured
by the GDP deflator) has, in fact, declined, from about 8 percent in 1986 to a
negative 3.6 percent in 1987. The consumer price index fell some 15 percent
during the first three quarters of FY 1997.



Price reductions have been especially significant for basic food
commodities such as rice, flour and sugar. The caontraband price of rice, for
example, has been well under 50 percent of previous levels. 1In turn, the
official prices of many basic commoditics have declined some 20 to 35 percent.

As a result, food prices, that hod heen kept artificially high through
import quotas and monopolies, have moved much closer to world market prices.
Wilh reductions in the price of food ‘which previously made up about two-thirds
of the consumer market baslet | renl wages and income {(for the urban consumer,

in particular' have improved.

This has alleviated pressures for minimum wage increases. In fact,
there have been no adjustments to the minimum wage since October 1984, and the
level, in real terms, is less than three-quarters of the 1981 level. Overall,
during the past tuo years, priviate sector wages do not appear to have increased
much, even though ther: hove been significant selective wage increases (by more
than 20 percent) in the public sector {for teachers, health workers, and some public

enterprise employees).
3. Public Sector Finances

Until 1980, the financial performance of the public sector reflected
Haiti’s tradition of conservative fiscal management. Beginning in fiscal years
1980 and 1981, however, public spending picked up considerably and the public
sector began to rely heavily on central bank financing. Despite efforts during
1982-84 to stabilize publie finances, the public sector deficits before grants
averaged around 10 percent of GDP, considerably higher than the under 8 percent
rates that prevailed during the previous five-year period. During 1985 and
1986, the deficits (before grants) were reduced considerably -- to some 7.9 and
5.1 percent of GDP, resprctively, By FY 1986, reductions in outlays and a new
fiscal package were sufficient to ensure that the deficit was fully financed
with concersional external financing. Under the new government, and despite
significant tax reductcns ‘and a reduction in the public enterprise surplus by
more than 20 porcent as well as a reordering of spending priorities, the
fiscal picture continued to improve. Total expenditures were reduced 10
percent through an elimination of wasteful expenditures.

With increases in grants, the overall public sector deficit was reduced
from 4.1 percent of GDP in FY 1985 to less than one percent in FY 1986. This
permitted the public sector te alsc reduce its domestic debt (by some 0.3
percent of GDP) for the first time since the 1970's.



Summary Public Sector Operations
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TABLE II.B.3.

In millions of gourdes

Fiscal Years Ended September 30

1982 1983 1984 1985 1986 1987
Total receipts 895.4 1035.6 1171.2 1382.5 1325.2 1185.1
Treasury current revenue 749.3 846.5 914.1 1123.2 1129.9 1020.5
Public enterprise 146.1 189.1 257.1 258.3 195.3 164 .6
of which transfers 75.1 T4.4 90.9 73.2 104.6 88.5
Total Expenditure 1577.3 1789.0 2129.7 2142,3 1897.7 1975.1
Treasury current outlays 848.5 939.9 1114.7 1318.9 1271.4 1219.0
Public Sector Capital Expenditure 728.8 849.1 1014.9 823.5 626.2 756.1
Public Sector Deficit -681.9 -753.4 =-958.5 ~759.8 =572.5 -=790.0
Grants-in-aid 285.0 280.5 310.0 359.5 470.0 497.0
Overall public sector deficit
(after grants~in-aid) =396.9 ~ 472.9 -648.5 -400.3 -102.5 =293.0
(In Percent of GDP)
Total receipts 12.1 12.7 129 14.3 1.8  10.6
Treasury current revenue 10.1 10.4 10.1 10.1 11.6 9.1
Public enterprise 2.0 2.3 2.8 2.7 1.7 1.5
of which transfers 1.0 0.9 1.0 0.8 0.9 0.8
Total expenditure 21.2 22.0 23.4 22.1 16.9 17.7
Treasury current outlays 11.4 11.5 12.3 13.6 11.3 10.9
Public sector capital expend1ture 9.8 10.4 11.2 8.5 5.6 6.8
Public sector deficit -9.2 -9.2 -10.6 7.9 =5.1 =7.1
Grants-in-aid 3.8 3.4 3.4 3.7 4.2 A
Overall public sector deficit
(after grants=in-aid) -5.3 -5.8 ~7.1 - 4.1 -0.9 -2.6
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During 1987, the government’s ambitious economic reform program,
exacerbated by growing contraband, began to have significant adverse effects
on the government finances. As a result of tax and tariff reforms and
parastatal price reductions described in Section TII aud Annex A, Treasury
receipls declined some 5 percent and were about 8 percent below projected

levels,

Customs and corporate income tax collections were particularly
disappointing. Customs receipts are expected to be down about 20%
G 60 million) as compared with projections. Corporate tax revenues were also
some G 15 million lower (20%) than projected.

Treasury current expenditures also declined during the year (by about 4
percent], but were in excess of previously planned targets by about 7
pereent, Despite the reduction in current outlays, there was a significant
expansion of public sector capital expenditures with a resulting increase in
the overall deficit to 7.1 percent of GDP (before grants) and 2.6 percent of
GDP after grants.

. Cf more concern, the current deficit is expected to be about twice as high
‘G200 million) as originally projected. These 1987 results, which also
reflect some of the transitory effects of the recent civil disturbances,
augurs poorly for 1988 which will reflect the full year fiscal impacts of the
1987 tax and tariff reforms. The projected fiscal situation is set forth in
detail in Section IV A.1l.

’

1. Balance of Payments

Haiti’s long tradition of conservative fiscal policy has also applied
to monetary management (i.e., limited deficit financing through monetary
atpansion). Because of this, the official exchange rate of 5 gourdes to the
.S, dollar has been maintained since 1919. However, beginning in FY 1981,
‘here was significant expansion of credit to the public sector. Between FY
1921 and FY 1986 domestic credit expansion averaged about 15 percent per
vear. This credit expansion together with a recession-induced weakening of
export earnings in 1981, were the basic causes of the balance of payments

crisis that emerged in ['Y 1981 and resulted in a $57 million FY 1981 balance
of payments deficit. Net international reserves of the banking system
declined over $130 million between 1981 and 1986.

In 1982, the GOH adopted a stabilization program which was supported
by a SDR 34.5 million IMF stand-by arrangement extending through September
1983. The austerity program successfully increased public sector revenues,
controlled expenditures, and reduced the deficit and the need for Central Bank
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TABLE II.B.4

HAITI: SUMMARY OF BALANCE OF PAYMENTS

(in millions of U.S. Dollars)

Este.
Fiscal Year ending September 1981 1982 1983 1984 1985 1986 1987
CURRENT ACCOUNT -174.7 -118.1 =-151.7 =-139.0 =130.8 -96.4 -130.7
Trade Balance =215.1 -123.6 =-139.6 =-122.5 =-116.7 =82.2 -115.8
Exports f.o.b. 158.2 195.3  195.1 229.5 217.2 216.2 199.2
Coffee 33.1 35.9 52.5 54.0 48.0 57.5 344
Light Assembly 79.6 98.9 100.4 124.7 126.9 130.1 130.2
Other 45.5 60.5 42.1 50.9 42 .3 28.7 34.6
Imports c.i.f. 373.3  318.9 334.6 352.0 333.9 298.4 315.0
Services (net) <244  ~44,2 ~54.6 -61.5 ~62.2 =66.2 =-71.1
0f which: Travel 43.8 39.5 33.3 28.0 25.1 19.6 19.0
Interest 9.4 ~13.4 -16.4 -18.3 -13.1 -15.1 -14.7
Other 0.0 0.0 0.0 =-71.2 =74.2 ~70.7 -75.4
Private transfers 64.8 49.7 42.5 45.0 48.1 52.0 56.2
CAPITAL ACCOUNT 118.2 96.5 133.9 118.6 116.5 125.2 159.9
0fficial Grants 66.1 69.2 69.3 78.2 87.3 106.7 121.8
0f which ESF 0.0 0.0 0.0 0.0 0.0 12.0 29.0
Official capital (net) 103.7 30:3 75.8 60.3 17.0 27.3 43,7
Multilateral and bilateral 43 .4 39.1 65.7 67.8 45.0 29.3 52.8
Commercial 50.4 -8.7 10.6 =5.6 =25.2 -2.0 -9.1
Publicly guaranteed debt 9.9 -0.1 -0.5 -1.9 =2.7 - -
and other official capital
Monetary capital -1.3 -8.1 =5.6 -8.1 -13.6 -7.1 -8.4
Private capital and errors and =50.3 5.1 =5.6 =-11.8 = 1.4 -1.7 2.7
omissions
OVERALL BALANCE =56.5 -=21.6 =17.8 =20.4 -14.3 28.8 29.2
Changes in net international 56.5 21.6 17.8 20.4 14.3 -28.8 =29.2
reserves (increase =)
Fund purchases (+) 13.8 28.9 25.8 21.8 “9.4 -17.4 =13.2
and repurchases (~)
Other (net) (increase =) 22.2 -7.6 4.0 4,9 14 .1 -13.8 =-13.1
Arrears (decrease =) 20.5 0.3 -12.0 =6.3 9.6 2.4 -2.9

SOURCE: Bank of the Republic of Haiti and IMF.
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financing. The overall balance of payments deficit was reduced to $21.6
million in 1982 and $17.8 million in 1982. The external arrearages were
almost liquidated and a 10 to 15 percent discount on the value of the gourde
that had c¢merged in 1981 was reduced to around 5 percent by the end of 1983.

Despile the progress achieved, however, Haiti’s balance of payments
and external debt position remained weak and needed to be strengthened through
continued tight fiscal and credit policies for several years. To this end,
the GOH and TMF negotiated a new SDR $60 million stand-by arrangement for 1984
and 1985. However, because of excessive expenditures the GOH was not able to
make drawings under the stand-by after April 1984. Domestic financing of the
public sector deficit equivalent to 3.7 and 2.2 percent of GDP in FY 1984 and
FY 1985, respectively, increased the pressure on the gourde and the parallel
market discount on the gourde reached 20 percent by the end of 1985,

The outbreak of civil disorders beginning in November 19535, the fall of
the Duvalier government in February 1986, and subsequent events, including
growing labor disputes both in the public and private sectors, airport
closures, and intermittent looting of residences and businesses exacerbated
the balance of payments crisis and eliminated all export growth in FY1986,
Imports, however, also fell-off, from %334 million in FY 1985 to $298 million
in FY 1986. This decline coupled with a $30 million increase in grant
disbursements, including $12 millior in ESF and a $7.6 million increase in
P1-480, prevented a further deterioration of the balance of payments and
generated an overall balance of payments surplus of $29 million in FY 1986.

It had been anticipated that FY 1987 would see significant expansions in
exports. However, civil and political unrest during the summer months and the
fall-off in coffee exports frustrated the expectation for expansion and
instead produced a $23 million decline in exports. The projected 8.5 percent
growth of the assembly export sector has had to be revised down lo a virtually
zero growth rate for FY 1987. Coffee exports suffered from both a 17 percent
decline in price and a 28 percent decline in volume exported.

The political uncertainty and civil unrest were also partially
responsible for explaining the disappointing levels of foreign aid
disbursements in FY 1987. As a result, the capital account is currently
estimated to be only $160 million compared to the $190 million projected
earlier by the GOH’s economic reform program and the IMF. The revised
estimate includes some $29 million in ESF actually disbursed in FY 1987.
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The decline of exports and the limited expansion of foreign aid
disbursements largely explain the modest expansion of imports, which only
increased from $298 million in FY 1986 to an estimated $315 million in FY
1987. This import level contrasts sharpely with the $362 million FY 1987
imports the GO Feonomic Reform Program and the IMF b previously forecasted,
which had anticipated a robust growth of real GDP of 1.5 percent,  The
seonomic stagnation and the resulting low level of imports largely explain the
balance of payments surplus of 229.2 million in FY 1997,

Consistent with the balance of payments surplus nnid the underlying
economic stagnation in FY 1987, the paralled marke!l Jiscount on the dollar
remained below ten percent up through June 1987. However, the political
instability and civil unrest which ensued in July and August generated
significant capital flight and increased the parallel rate to the 15-20
bercent range in August and September 1937.

The international reserve position of the monetary authorities {Central
Bank and National Credit Bank) deteriorated up through FY 1985 but registered
some improvement in FY 1986 and FY 1987. Net foreipn assets declined From
$-2.0 million in September 1981 to $-92.9 million in September 1985 and then
increased to $-73.6 million by September 1926 and an eobimated $~-18.8 million
in September 1987. Even with this improvement, gross foreign assets as of
September 1987 were only $36.0 million. This would cover only one month of
imports, short of the usually recommended 2 months level. The Central Bank’s
liquid gross foreign assets (cash and dollar denominated demand deposits} are
only $12 million as of SepEember. These levels of internaticnal reserves are
insufficient to cover normal fluctuations in thn availability and needs for
foreign exchange needed to finance foreign trade and deht servicing. The
restoration of a satisfactory international reserve position is important to
the continued maintenance of exchange rate stability. Given recent
adjustments of the exchange rate in real terms /see Following section), sound
reserve policies should permit the GOH to continue bo sdbere Yo it abdective
of maintaining the fixed parity of the gourde to the dollar.
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ITI. THE_ECONOMIC_ REFORM_PROGRAM

Since the transitional government took over in February 1986, a systematic
economic reform program has heen initiated with the support of the major
multilateral and biluteral donors {principally USAID). The economic reform
program is based on a set of measures designed to achieve financial stability,
and another set of measures desigrned to increase the efficiency of the economy

and enhance the prospects for growth.

The first priority of the new government was to reach financial stability.
After years of ygraft and excessive public spending which was financed to a
large extent by the Centiral Dank, inlernational reserves were depleted, the
commercial debt had increased rapidly, inflation exceeded the inflatien of
Haiti’s main trading partnevs, and the parallel foreign exchange market

discounted the gourde by up to 20 percent.

The transitional government conmiited itself to a reversal of these trends
through fiscal and monetary restraint. It set as an objective the reduction of
the overall deficit of the public sector {(before grants) to 7% of GDP, coumpared
to an average of near 10 percent in the period FY 1981-85. The deficit was to
be more than offset by foreign srunts, thus allowing the public sector to
reduce its debt to the domestic banking system and to foreign commercial
creditors.

Fiscal austerity has permitted the government to pursue a less
expansionary monetary policy while providing a sufficient expansion of credit
to the private scctor. The government is also committed to a fixed exchange
rate policy and recognizes that this requires a tight monetary policy. It
believes that, in the transition ro new democratic institutions, the
maintenance of the fixed exchangse rate provides a firm anchor for fiscal and
monetary policy and that growth of the export oriented assembly industries
requires a climate of confidence that is best engendered by the maintenance of
the fixed parity.

The appreciation of the 1.5, dollar against other major currencies and an
inflation rate in Haiti that exceeded that of its trading partners resulted in
a significant real appreciation of the gourde, measured in terms of relative
price movements, between 1979 and 1935. However, the competitiveness of the
assembly industries did not deteriorate to the same degree as wages continued
to be largely market determined and fell in real terms. From the end of FY
1985 to April 1987, the gourde depreciated in real effective terms by about 26
percent. In addition, pressure for higher wages has been mitigated by the
recent sharp reduction in the consumer'price index, and the Government
believes that the current competitiveness of the econoﬁy can be maintained
without moving from the fixed parity.
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While the first priority of the GOH has been to achieve financial
stability, the government has also enacted a number of economic policy measures
designed Lo increase economic efficiency and generate growth in real GDP.
Policy changes have been made in three broad areas; a) government efficiency
and accountability; b)) tax reform; and ¢) trade and price policy.

Ao Government Efficiency_and_Accountability

To «date significant progress has been made to increase government
officiency and accountability. Financial and/or management audits of public
owned enterprises financed from ESF loecal currency proceeds were initiated in
Junuary 19787, Audits have been completed for ENAOL (the edible oil plant),
DARBONNE “the sugar mill), CIMENT D’HAITI (the cement plant), LOTERIE DE L’ETAT
“thi Stote Jotlery), 0AVCT (the state vehicle insurance agency) AAN, (the
Alrport Authority), COMMISSION CONTROLE JEUX DE HASARD (office for control of
gomes of chance) and the Ministry of Finance.

The Port Authority (APN), the State owned Bank (BNC), and TELECO
‘Telccommunication) were audited with funds provided by these state owned
enterprises. BNDAI'’s (state owned agricultural and industrial bank) audit was
cempleted with USAID project funding.

The audits found that an important number of enterprises were in weak
Tinanciul situations with poor or non existent financial control systems and
very weak accounting systefis. With the assistance of auditing firms, actions
wers taken in order to develop improved accounting systems.

[n most cases, the audits showed that "zombie" checks had been
eliminated. Tn addition, as the audits were being completed, the Directors of
three of the most important state owned enterprises (the Minoterie, Teleco and

DY were dismissed.

The audits also uncovered areas of waste and inefficient operations. As a
consequence, all new budgets presented to the Ministry of Finance for the FY
1988, have been carefully analyzed in order to avoid waste and improve
efficiency.

The 401 contracted with an international audit firm in August 1987 to
develop a plan to implement an ongoing program of audits, management reviews
ant fmproved financial accountability for all GOH institutions. The audit
firm is carrying out a review of financial control systems currently
implemented by the Cour Superieure des Comptes, the Ministry of Economy and
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Finance and its unit for control of State owned enterprises, the major
development Ministries (Health, Education, Agriculture, Public Works) and the
newly created election commission (Conseil Electoral Provisoire, CEP). 1In
addition, the study will review the audit reports on various agencies and
state enterprises. In consultation with officials of the Cour Superieure des
Comptes, the Ministry of Economy and Finance and USAID/Haiti, the consulting
team has developed a comprehensive plan to increase financial management
efficiency and accountability in the public sector.

Under the economic reform program, steps have also been taken to close
inefficient state owned enterprises. Two of the most important and costly
(for the Treasury) state owned enterprises, Darbonne and ENAOL, were closed in
May 1986. The GOH assumed the debt of the two enterprises but has eliminated
the annual subsidy that covered their losses.

A significant recent innovation with regard to improved state owned
enterprises management is the creation in the Ministry of Finance of a unit in
charge of their financial control. This unit is under the direct control of
the Minister and addresses issues which could not be addressed under the
previous regime. For instance, it supervised audits of 15 state owned
enterprises. The unit is also gathering basic information on each state owned
enterprise such as labor force composition, value of yearly sales,
contribution to GDP, investment, etc. The unit is considering various
alternatives that would improve the efficiency and management of the

enterprises.

B. Tax Reform

Under the Duvaliers during the first half of the 1980’s, the government
introduced a number of new taxes basically designed to increase government
revenue, without regard for economic efficiency or equity. Starting in 1986,
the transitional government began a systematic tax reform program in order to
improve collection performance and at the same time to create more efficiency

in the overall tax system.

The most important step in the tax reform is the income tax legislation
passed in October 1986. The tax base was enlarged significantly. Under the
provisions of an amnesty program, a large number of professionals and small
businesses who had previously been outside the income tax system were induced
to comply. The number of tax rates were reduced from ten to four, and the
maximum rate was reduced from 50 percent to 30 percent. Rates are the same for
individuals and corporations. Additionally, numerous’low yielding taxes, as

well as earmarked taxes, were eliminated.
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Although the new tariff code is the cornerstone of Haiti’s trade
liberalization program, institutional problems and contraband have presented
considerable implementation problems and previously unanticipated impacts.
For example, Customs Valuation Service operations have little effecliveness
and are subject to long delays. This impedes the rigorous application of the

new tariff code.

In addition, contraband accounts currently for at least 20 percent of all
imports into Haiti. The result has been considerably lower than anticipated
customs revenue and a loss of the ten percent sales tax “TCA) which is not
recovered from contraband sales.

Contraband has jeopardized the trade liberalization program and is also
impeding the restructuring of industry. Some industries !such thnse producing
pasta, delergents, tomato paste, shoes, biscuits) are ffering considerably

5U
from contraband and a number of firms have even closed down.

The problem of contraband is essentially political rather than technical
and will be difficult to bring under control. It is also having some
significant positive short-term effects. It has, for example, revived
commercial activity in the provincial ports and border regions as well as
crealed thousands of marketing jobs. 1In addition, contraband has also reduced
substantially the cost of basic consumption -items, especially food, and has
improved the welfare of the urban consumer, especially the poor for who basic
food commodities constitute a large proportion of household expenditure.

Annex A provides further details of the price and tax reduction
accomplishments, during 1986 and 1987, under the Economic Reform Program. The
following two sections describe continued policy implementation needs, and
IMF/World Bank support of the reform program.

D. Continued Policy Implementiation Needs

Despite the major accomplishments of the economic reform program, further
.improvements to properly implement the reforms must be made over the next
several years in order to fully realize the beneficial impacts of the
program.

1. Trade Liberalization

Over the next year, primary emphasis should be placed on successful
termination of the transitional regime for industries affected by trade
liberalization. The GOH is expected to abide by its previously announced
intention to terminate exemptions for the 75 industries by the end of calendar:
1987,
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a. State enterprise reforms, including:

~continued efficicncy improvements in several of the largest
enterprises {e.g. the Minoterie and Ciment d’Haiti) to reduce unit
costs,

~the replacement o0f the sinte owned agriculturanl and development

bank {BNDAT" and the apricultural development bank (BCA) with a new

agricultural development bank.

~Gradually eliminating public enterprise arrearages to the
Treasury while cnsuring that all public enlerprises operate in a
fully compelitive cnvironment, subject to taxation.

b.  Public sccter efficiency:

The GOH needs to continue with institutional changes that will
permit the officient preparation of the public investment budget.
These institutional changes are essential to ensure adequate
support for expansion of the productive sectors, particularly for
increased agricnllura! sresduction and for export, and for ensuring
adequate and efficient publie investment in the social sectors.

Finally, an essontial element of medium-term reform is responsible
action on government staffing and the wage bill. Starting with a
thorough program of audits in the central ministries and a World
Bank study of government staffing reforms, the basis can be laid
for the new gevernment to reduce governmental operating
expenditures aver the next several years,

E. IMF_and World Bank Suppurt_of Reform Program

The TMF and World Banl: have supported the GOH’s reform efforts with a
Structural Adjustiment Facility {SAT) and an Economic Recovery Credit (ERC).
The first $11 million tranche of the SAF was disbursed in December 1986 and
the second tranche of $17 million had been tentatively scheduled for December
1987. The first $20 millicn tranche ol the ERC was disbursed in early Spring
1987 and the second tranche of 471 million had been scheduled for release in
October 1987. However, beth the IMF and the World Bank Missions which visited
Haiti in September 1987, raised serious questions about policy reform
implementation shortfalls and the future timing of the sccond tranches of the
SAF and ERC. The primary focus of concern was the proposed fiscal program of
the GOH. The problem of a projected shortfall in revenues due to both tax and
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IV. MACROECONOMIC IMPLICATTIONS

During FY 1986 and 1987, the economic reform program was formulated
and implemented within a framework of fiscal and monetary parameters which were

largely consistent with financial stability. The reform programs overall
abjoctives were to generate a GDP growlh rate of at least equal to 4 1/2
preroest o rear while reducing inflation to the level of Haili’s main trading

partuers and achieving an annual overall balance of payments surplus equivalent
to at least 1 percent of GDP over the next three years. This seclion describes
the fiscal, monetary and balance of payments implications of the FY 1988
program and quantifies the levels of balance of payments and budget support
assistance which will continue to be required in FY 1988. The revised program
objectives remain the same, except that the growth target has had to be reduced
to 2.5 percent for FY 1988 in light of fairly optimistic but realistic
~upectations for FY 1988 that have been tempered by the disruptions that

occured in 1987,

A. Fiscal Implications

Projections of the operations of both the consolidated public sector and
Treasury are presented in Table IV.A.1. Since the FY 1988 budget has not been
finalized, these projections are very tentative. For the public sector, which
includes parastatal operations and donor funded projects, total expenditures
ara projected to increase some $29 million in FY 1987, with almost two thirds
golng to a capital expenditure increase. 1In spite of these increases, total
public sector expenditures remain below both the FY 1985 level and the FY 1987

.

program level,

Total receipts of the public sector, including Treasury revenue and public
enterprise operating surpluses, are only projected to increase $5 million in FY
1228, from $237 million in FY 1987 to $242 million in FY 1988. Revenue growth
will be constrained by the loss of the flour mill transfers to the Treasury,
the limited growth of GDP, contraband, and weak administrative structures
within tax and customs administration. The resulting deficit before grants is
progected to increase from $148 million in FY 1987 to $172 million in FY 1988.
Grants, including FY 1987 and 1988 ESF, are projected to increase from $99
mitlion in FY 1987 to $117 million in FY 1988. The deficit after grants, which
increases from $49 million in FY 1987 to $55 million in FY 1988, will largely
be financed by concessionary financing. However, some $6 million is projected
to be covered by Central Bank financing.



A. Consolidated Budget

Total receipts
Expenditures

of which capital
Deficit (before grants)
Grants

Deficit (after grants)

B. Treasury Operations

Treasury Receipts

Tax Revenue

Transfers from Public
Enterprises

Cash grants

Treasury expenditures
Current expenditures
Development budget

Treasury deficit
(surplus)
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Table IV.A.1.

Public Sector Operations
(In dollar millions)

1985

277.0
428.4
164.7
=-151.4
89.0
=-62.4

239.4
224.8

14.6
295.8
260.4

25.4

- 46.6

1986

265.0
378.4
125.2
=-113.4
94.0
=19.4

Prog.
1987

258.0
421.6
190.6
=-163.6
96.0
=67.6

Est.
1987

237.0
385.0
161.2
-148.0
99.4
~49.4

245.0
204.1

17.7
23.2

267 .4
252.2
15.2

- 22.4

Proj.
1988

242.0
414.0
180.0
-172.0
117.0
=55.0
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A clearer picture of the projected fiseal situation is provided by the
Treasury accounts. For Treasury operations, FY 1927 will result in a
significantly higher Treasury deficit than anticipated, as compared with an $8
million surplus originally planned. Treasury receipts are expected to be some
821 million Lelow target.  This is the result of higher than =nticipated
revenue shortfalls, mainly from income and tax and price reductions,
contraband, reduced transfors from public enterprises, as well as slower than

anticipated disbursements of cash grants.

In addition, Treasury expenditures, which had declined significantly in FY
1986 and were scheduled to be reduced further in FY 1987, will show an

expected increase [over program levels) of more then 9 million.

Although the budget outlook for FY 1988 is subject to a good deal of
uncertainty, initial projections shew some further weakening of  Treasury
receipts and increased expenditures. Within constraints to be agreed upon by
the TMF and the GOIl, that will require further expenditure reductions and
revenue enhancements, there is a clear need for increased levels of budget

support.

Initial IMF projections show a level of budgect support consistent with the
$10 million programmed for FY 1987 ESF to be disbursed in FY 1988 plus $20
million FY 1988 ESF budget support. This leaves an additional $30 million
budget deficit for 1988. - It is assumed that a portion of this shortfall will
require additional ESF budget support or appropriate reprogramming of the
World Bank’s Economic Recovery Credit.

B. Monetary and Price Impacts

The proposed macroecconomic reform program would maintain monetary
vestraint and limit domestic inflation to 4.3 percent. The programn provides
for a2 $6 million or 1.3 percent increase of Central Bank credit lo the public
sector., Credit expansion to the private sector by the National Credit Bank
(BNC) is limited to $ 4 million, or 7 percent. Net domestic assets of the
monetary authorities are targeted to remain constant. The projected increase
in net foreign assets of $18.7 million and the increase of net domestic assets
are consistent with a 7.0 percent increase in the money supply (M2). This
coupled with a projected 2.5 percent increase in rcal GDP implies that
inflation will be limited to around 4.5 percent in FY 1987, ‘he projected rate

of Haiti’s main trading partners.
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TABLE IV.C.1
HAITI: SUMMARY OF BALANCE OF PAYMENTS, FY 1986-1988
(in millions of U.S. Dollars)

FISCAL YEARS ENDED SEPTEMBER 30

rev. est. proj.

1986 1987 1988
CURRENT ACCOUNT - 96.4 -130.7 -178.7
Trade Balance - 82.2 -115.8 =-166.2
Exports (f.o.b.) 216.2 199.2 219.1
Manufactures 130.1 130.2 140.6
Coffee 57.5 34.4 41.2
Other 28.7 34.6 37.3
Imports (c.i.f.) - 298.4 315.0 385.2
Services (net) - 66.2 - 71.1 - 72.5
Tourism 19.6 19.0 19.0
Interest - 15.1 - 14.7 - 12.0
of which: Fund - 6.2 - 4.9 - 4.1
Other - 70.7 - 75.4 - 79.5
Private transfers 52.0 56.2 60.0
CAPITAL ACCOUNT 125.2 . 159.9 157.1
0fficial grants 106.7 121.8 92.6
0f Which: ESF . 6.0 29.0 10.0
Official capital (net) ’ 27.3 43.7 64.8
Multilateral and bilateral 29.3 52.8 58.5
Commercial - 2.0 - 9.1 6.3
Monetary capital - 7.1 - 8.4 -
Private capital and errors and - 1.7 2.7 -

ommisions

OVERALL BALANCE 28.8 29.2 - 21.7
OVERALL BALANCE TARGET - -~ 24.7
Changes in net reserves - 28.8 - 29.2 - 24.7
Fund - 17.4 - 13.2 - 6.4
Other - 13.8 -13.1 - 6.8
Arrears 2.4 - 2.9 - 11.5
UNFINANCED GAP - 46.0
Proposed FY 1987 ESF financing 40.0
Unfinanced 6.0

Source: Bank of the Republic of Haiti, IMF, and USAID
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D. Performance Targets

Targets for quarterly revenues and expendilures of the Treasury
have been established. They are (in millions of dollars):

Treasury

Revenuest 55 110 165 220
Treasury
Expenditures 70 140 210 280

The reform program allows for the increase in the expenditure
targets if Treasury revenue or foreign concessionary financing exceeds
budget projections.

Additionally, quarterly targels consistent with financial
stability have been developed for the monetary aggregates. The targets

are {in millions of dollars):

Dec B7 » March 88 June 88 Sept 88

Met domestic assets 300 300 300 300
Credit to public sectorx 400 402 404 406
Credit to private sector -~ 60 61 63 64
V. THE ECONOMIC RECOVERY ASSISTANCE PROGRAM

A. The On-Going Program

Financial support by AID of Haiti’s economic reform program began
in August 1986 with the signing of the first LESF program (Economic
Recovery Assistance, ERA I). The total funding was $18 million, and all
funds were disbursed in three tranches. The following conditions were
attached to FRA I:

a) Compliance with monetary and fiscal targets;
b) Continuation of the program to liberalize the trade regime;

—————— e e e e -

*Preliminary only, to be revised in consultation with IMF staff.




































between price increases on the world markel and increases in domestic pump
prices ‘approximalely 30%) has been absorbed by (a) Treasury (which loses the
procecds of the variable tax) and (b) the companies which reduced their margins

by 3 cents per gallon (21 cents instead of 24).

Two weeks later, under tremendous pressure by truckers, the price of
swmoline was reduced to $1.99 a gallon. On September 10, 1987, the pump price

of pasoline was further decreased by 4 cents a gallon to $1.95,

With the newly introduced tariff system in March 19, 1987, a new tax
structure for gasoline (and petroleum products) has been established: a new ad
vialovem custom duty of 57.8 percent of the C.I.F. value of 'he product is
collected by Customs. The other component of the tax is an excize tax of €9
ceats per gallon for gasoline and gasoil and 50 cents per gallon for kerosene.
The variable tax, which was equal to zero for many months, has been abolished.

The new taxation system for gasoline will have a net favorable effect on
GO revenues as comparced with the old system. The latter was composed of an
excise tax of $1.05 per gallon and a variable tax (which was equal to zero
P
under prevailing CTF prices. The new system is expected to generate higher
vevenue in a market of rising world prices and also compensate, in part, for

the demise of the variable tax.

With the new petroleum tax sytem, the Petroleum Bureau, the Department of
Comnerce and the petroleum importing companies have also agreed that from now
on pump prices will fluctuate on a monthly basis. The fluctuations of pump
prices will reflect the flactuations of the petroleum prices on the world
market.  However, pump prices will change only if price changes represent more

than 2 cents per gallon.

B. Flour

On January 7, 1986, the GOH reduced the price of flour from $26.61 per sack
of 169 1bs. to $I5.61. The price decrease reduced the gross revenue of the
Minoterie. Prices of flour were also reduced in February 1986. The ex-factory
price of a 100 1b. sack was reduced to $22.61. Of the $3 reduction per
sack, $1.23 represented taxes; $0.93 had been deposited in non-treasury
accounts and had not been budgeted. On a yearly basis, and with production of
approximately 2.6 million sacks, this tax represented $2.5 million. This has
been transferred to the consumers in the form of lower flour prices. The
remaining 30.30 cents per sack represents the reduction of the value—added tax
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