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I, Introduction

The 1983 Article IV consultation discussions and review of the
current stand-by artangement with Haiti were held in Port-au-Prince
from July 17 to August 4, 1983.2/ Representatives of Haiti in the
discussions included the Minister of State for Finance. Economic
Affairs and Industry: the Ministers of Commerce. Agriculture and
Natural Resources. and Planning: the Governor and other senior officials
of the Bank of the Republic: the President of the National Credit
Bank: and senior officials of various ministries, government agencies
and state enterprises. Also during this period, a new program was
negotiated in support of which Haiti is requesting a two-year stand-by
arrangement from the Fund (see attached letter dated September 1, 1983
from the Minister of State for Finance, Economic Affairs and Industry
and the Governor of the Bank of the Republic of Haiti requesting a
stand-by arrangement in an amount equivalent to SDR 60 million).

The program in support of which the new stand-by arrangement is
being requested would extend from October 1, 1983 through September 30,
1985. The new arrangement, which would be for an amount equivalent to
174 percent of Haiti's current quota of SDR 34.5 million, would consist
of SDR 14.77 million from ordinary resources and SDR 45.23 million from
borrowed resources. The phasing of purchases under the stand-by arrange-
ment is set out in Table 1. A walver of the limitations in Article V,
Section 3(b)(1ii) of the Articles of Agreement 1s required.

As of August 31, 1983 the Fund's holdings of Haitian gourdes amounted
to SDR 90.1 million. equivalent to 26l.2 percent of quota, of which
49.3 percent corresponded to purchases under the compensatory facilityv,

1/ A staff team consisting of Mr. Pujol (Head), Mr. Linde. Mr. Hodjera.
Mr. Incer and Mr. Brou (all WHD), and Ms. ffrench-Mullen (Secretary-WHD)
visited Port-au-Prince from July 17 through August 4 to hold the
discussions which provided the basis for this paper. The mission was
assisted by Mr. Selby. the Fund resident representative in Haiti.

2/ Haiti has accepted the obligations of Article VIII, Sections 2.

3 and 4, of the Articles of Agreement.




Table 1. Halti: Projected Purchases and Scheduled Repurchases, August 1, 1983-September 30, 1985

_Operations During Period of Arrangement

First Program Year Second
Qutstanding Proj. 1983 1984 Program Year Proj.
August 31, Sept. 30, Oct.- Jan.- April- July— o0ct. 1984/ Sept. 30
1983 1983 Dec. Mar. June  Sept. Sept. (985 1985

{In millions of SDRs)

Purchases 55.65 65.15 7.00 7.00 7.00 7.00 32.00 115.72
Under tranche policies 3B.65 48,15 7.00 7.00 7.00 7.00 32.00 105.09
Credit tranches (15.41) (19.73) (3.18) (3.18) (3.18) (3.18) (2.05) (32.34)
Enlarged access (12.46) (17.64Y (3.82) (3.82) (3,82) (13.82) (29.95) {(h2.87)
Extended facility (10.78) (10.78) (=} (—) (--) (--) (--) (9.88)
Compensatorv financing 17.00 17.00 -— - - - —-- 10.63
Repurchases - - - - 9,43
Under tranche policy - - - - 3.0k
Credit tranches {—) {==) (—) {(—) (2.18)
Enlarged access (==} (- (--) (- (--
Extended facility (==} (-=) (--) (--) {0.90)
Compensatory financing == - - - 6.37
Net purchases 7.00 7.00 7.00 7.00 22.57

Memorandum ltems
Total holdings {end of

period) 90.10 99.60 106.60 113,60 120.600 127.60 150,17 150,17
(Excluding compensa—
tory facility) (73.10) (B2.60) (B9.60}) (96,.A0)(103.60)¢(110.60)  {139.54) (139.54)
{Under credit
tranches) (38.65) (48.15) (55.15) (62.15) (69.15) (76.15) (105.09) (105.09)
Outstanding under
Trust Fund (ead of period) 18.04 17.93 17.93 17.15 17.15 1A, 12 13.36 13.36

{In percent of current quota of SDR 34.5 million}1/

Total holdings {end of

period) 261.17 288.71 308.99 329,27 349,56 369.85 435,28 435,28
(Excluding compensa- :

tory facilicy) (211,900 (239.44)(259.71)(280.00)(306.29) (320,58) (404, 40) (404,46)
{Under credit

tranches) (112,03 (139,50)3(159.86) (18N, 14)(200,43) (220,72) (304,61} (304,61)

Source: Internmational Monetary Fund,

1/ New propesed quota is SDR 44.1 million.




44,7 percent to purchases in the credit tranches, 31.2 percent to
purchases under the extended facility, and 36.1 percent to purchases
under the policy on enlarged access. Full use of the amounts still
available under the current stand-by arrangement would raise the Fund
holdings of gourdes to the equivalent of 288.7 percent of quota by
September 30, 1983, when the current arrangement expires. The proposed
new stand-by arrangement, if fully utilized and taking into account
scheduled repurchases, would increase the Fund holdings of Haitian
gourdes to 435 percent of gquota by the conclusion of the period of the
arrangement (404 percent of quota if purchases under the compensatory
financing are excluded). Further Information on Haiti's relations
with the Fund is presented in Appendix I.

The last Article IV consultation with Haiti took place in August-

September 1981 and the staff reports (SM/81/228 and SM/81/229) were
discussed by the Executive Board on December 23, 1981 (EBM/81/151).

IT. Ecconomic Background and Recent Developments

i. Background developments

The economic and financial conditions in Haiti started to dete-
riorate in FY 1979/80,1/ Despite a strong export performance--largely
because of a bumper coffee crop accompanied by record prices in inter-
national markets—-the deficit in current account of the balance of
pavments more than doubled and the overall balance of payments
registered a deficit of US$12 million, after four years of continuous
surpluses (Table 2). The rise in income of the coffee sector boosted
tax revenues, but government expenditures rose more than revenue and
the overall public sector deficit reached the equivalent of 5.6 percent
of GDP, of which 3.3 percent of GDP had to be financed by means other
than concessional external aid (Table 3).

Public sector outlays continued to expand at a brisk pace in
FY 1980/81, both on current operations and on certain large industrial
and commercial projects. But with international coffee prices falling
and the coffee crop shrinking, government receipts contracted in absolute
terms. As a result, the public sector deficit widened to an unprece-
dented G 721 million in FY 1980/Bl, the equivalent of 9-1/2 percent of
GDP, of which 6 1/2 percentage points were financed by means ather than
concessional assistance. To finance this deficit the public sector con-

tracted sizable loans abroad on commercial terms and heavy use was made
of central bank credit.

The combination of domestic demand pressures and the weakening of
the export sector--which was further aggravated by the world recession--
led in FY 1980/81 to a depletion of the official international reserves

l/ The Haitian fiscal vear extends from October 1 to September 30.

#



Table 2. Hairi:

{In millions

i~

of U.5. dollars)

Summary Balance of Pavments

Fiscal Year Ended September 30

Esr. Proj.
1679 1980 1981 1983 1983 1984
Goods and services =124.7 -190,3 -2Rh,2 -19n,0 -204.9 =2lb.7
Trade balance -109.2 ~15%4 .4 -2R1.1 -148.7 -175.5 =-182.3
Exparts, f.o.b. (143.9) (217.9) (15n.2) (182,01 (189.4) (99,2
of fee 39,3/ f9n.af 1331/ 735.9%/ 56,3/ faa R/
Light assembly {ndustry /56,17 148,07 f171.6/ /184,87 196,04 /113.0/
Other f48.5/ /59.0/ f45.5/ f6l.3/ /319.1/ fal.4f
[mparcs, c.i.f. (253,10 (372.3F (419.5) (330.7) (364.9) (361.5)
Petroleum products f34.5/ fel.af /64,77 151.0/ 1an,3/ /ae.0/
Nther fZ18.n/ 31097 /354,87 [279.77 /298,67 /319.5/
Investment {ncome -13.3 -14.3 -13.1 -14.0 -15.0 -18.6
Tnterest on public debt 1/ (-4.3}) (-5.h) (7.5} (=10.m) {-14.3) (-~16.9)
Other T(-9.0)  (-8.7)  (-%.8)  (-3.8) (=07}  (-1,7)
Travel (net) j2.zn 35.9 43.8 39.9 46.1 47.8
0ther services (net) -34 .4 -57.5 -51,4 —6h.H -h2.5 -hl.h
Transfers 75.8 Al.4 120.3 113.9 125.3 11L.0
Private transfers Ja.l 52.0 ha B 49,7 49.7 53.0
Public cransfers 41,7 n.g 55.% ha.l 75.4 8.0
To private sector (9.8) (58.9) (11.92 (1.2 {1n,2) (12.2)
To public sector (31.9) (1.1 (43,A) 152,00} (h5,4} (65.8}
Current aceount balance -48,9 -1n7.9 -165.9 -7t,1 -8l.h -R5.7
Capital movements {net} 55.3 8S.9 10g.2 5h.9 75.9 93.7
Private sector 15.3 29.9 16.5 2.0 3.7 19.2
DMrece investmeat (12.0% 13,0 [R. 2 {L}.&6} (1.0} {15.7
nNther medium- and long-term (9.5) 119,5) (12.5) {10.5) 119.5) (21.5)
Short-term (-2.2 (-2.5} {-1.3 (-8.11 (-0.8) (2.4)
Official capital 33.4 4a.) 103.1 37.6 66.5 965
Multilateral and bllateral (29.1) (31.7) (a4 by 146.3) (44.0%  {58.4)
Drawings 30,6/ f3a.0/ 147.1/ 49,6/ 146,77 /R2.2
Amortization /-1.8/ 1-2.% /-2,5¢ /=33 /=2.1 f-3.6/
Commercial credite
med{um— and long-term {6.3) {13.3) (56.8) (-4.13) {-8.2) (-2.1)
Drawings /R.B/ 12304 Jes.0/ 18,0/ /5.5/ fll.ng
Amortization F=4.5/ f=9.2/ /-8.2/ /=83 [-13.74 [=13.11
0f which: changes in
publicly guaranteed
debt (==} 113.2) (8.1} (0.5} {-1.1 (-2.1)
Changes in shore-term
commatcial debt - (2.8) (1,71 (=4,4) (10,7) ()
IMF Trust Fund 5.8 B.0 -- -1.1 -N.A =2.0
Errore and omissions -3.2 2.7 -13.4 -2.n -1.7 --
Unrequired earnings 7.6 BB 1.7 - - it
tverall balance
Tdeficit -9 14.0 -12.2 =55.1 -19.2 =5.7 ELE
Change in net internatlonal
reserves {increase -) -14.n 12.2 16,5 1R.8 2k h —&.0
Net use of Fund resources
(decreage =) (=5.2) (=2.%; tle.9 (2RLE27 P2k, 10 129,91
Other (net) (increase) {~R.,R) (15,1 (17.8) {-9.m) 1n,51 (=37.9)
Fxternal payments arrears
(decrease -} - - 0.8 Maa -9 -
Memoranda |tems
Current account balance
as percent of GDP —4.4 -7.8 -11.0 -4 ,h -4.h 4.5
Gross official reserves
lend of period) 4.7 40,0 19.4 35.% 5.7 B4
Net International reserves
(erd nf period) 447 12.5 =2.n =20.8 =4 l.u -19.4

Sources: Bank of the Pepublic of Haiti; and Fund staff estimates.

1/ TIncludes charges on uge of Fund credit and interest on short-term deht.
3/ Includes purchase under the campensatory fipancing facility for SDR 17

million.




Table 3. Haiti: Public Sector Operations
Fiscal Year Ended September 30
1982 1983 1984
1979 1980 1981 Prog. Actual Prog. Est. Frogram
(ln millions of gourdes)
General government current
account surplus ar
deticit (=) 3B.5 -45.3 -157.9 -45.1 =10.2 =-30.0 45.5 36.0
Public enterprises currenc
account surplus or
deficit (-2 b1.2 bl.1 97.2 20.0 71,0 1,0 114.0 154.0
Operating surplus {bl.2) {o2.1) (97.2) {...) t148. 1) (oe-2 (143.59) €154.0)
Less: net transfers to
general government (—=) (—=) (=) (...) (=75.1) {...) (—-29.5) {(-=)
fublic secter savings 9.7 lo.B  -b0.7 24,7 bl 8 Lo, 0 159.5 190.0
Grancs-in-aid 159.5 185.5 218.0 2100 260.0 2500 .o 329.0
Capital expenditure LE0, 2 571.0 B8e6.3 b54.7 733.7 775.0 797.9 872.0
Nonconsolidated public
sector -h.2 -19,0 7.8 -— - - —_ -=
Uverall public sector
deficit -227.2 -388.7 -721.2 ~420.0 =431,9 =425.0 -311.4 -353.0
Net external borrowing 167.0 175.5 475.0 1895.0 192, 275.0 239.0 293.0
Cancesslonal (145.5) (158,5) (223.0) (195.07 (231.5) t275%.0) (220.0)  (293.0}
Commercial (21,5 017,000 (252,00 L/ (——) (-39.5} -} 119.0 (——1
Het domestic borrowing B, 2 21322 24602 2250 240, 9 150.0 12.4 a0
Consolidated Central
Bank and BNC (60.2) {213.2) (2ul.4) (225.0) (241.3) (130.0) (5&.9) (ol
Private banks (- (=Y (-15.2) (==Y (=N,4) (-~) (13.5) (--
Memorandum item
Fublic secror deficit
(program deflinition) -81.7 =230.2 -4958.2 =125.0 -20l.4 =1%5Q.0 -491.4 —h0,.0
(In percent of GDP)
General government current
account surplus or
deficic (-} 07 -0.7 -2.1 =-l.1 -l -0.3 0.5 0.4
Fublic enterprises current
account surplus nr
deficit (=) tal 0.9 1.3 1.4 0.9 1.2 1.3 l.h
Public sector savings 1.8 0.2 -1.8 0.3 0.7 1.0 1.8 2.0
urants-in-aid 2.8 2.7 2.9 2.k 3.2 Z.h 3.7 3.9
Capltal expenditure At B.2 11.7 7.4 9.y 8.0 9.u 9.3
Uverall public sectnr
deficie (-} -4.1 ~5.6 =9.5 4.7 -5.3 =44 3.5 -3.7
Net external borrowing 3.0 2.5 6.3 2.2 1.4 2.9 2.7 3.1
Concesslonal (Z.n) 12.3) (3.0} (2.2) (2.8} (2.9) (2.5} (3.1
Commercial (0.4) (n.2) 3.1/ (==} (=0.4} (-} (0.2) -=)
Net domestic borrowing l.1 31 3.2 2.5 2.9 1.5 0.3 .o
Consolidated central
bank and BNC (1.1} {3.1) (3.4) (2.5) (3.0 (1.9 (0.7} (0.6
Private banke (- (-=) =02 (—=y (-0.1 -=3 (0.1} [——1
Domestic and nonconcessional
external financing 2/ -1.5 -1.3 bt =2, -2.5 =-1.5 ~l.0 =

Sources: Minlstry of Finance and Econcmic Affaire; Ministry of Planning; Bank of the
Kepublic of Haiti; and Fund staff estimates.

I/ lncludes G 209 million to filnance conatruction of the Leogane sugar mill,

E/ Referred to as public sector deficit {program definition) in the Letter <f Intent.



that had been accumulated in previous years, and as foreign exchange
became scarce external payment arrears began to accumulate. 1In an

effort to conserve the increasingly scarce foreign exchange for essential
imports, the authorities imposed, for the first time in Haiti, surrender
requirements on the export proceeds of certain basic commodities and

on private remittances and introduced a number of administrative trade
restrictions. As the financial imbalance became more acute, a parallel
market for foreign exchange emerged with the gourde being discounted—-at
one point by as much as 10-12 percent. These developments contributed

to a loss of confidence and there was an ocutflow of speculative capital.
The overall balance of payments registered a deficit of US$55 million

in FY 1980/81, including some US$20 million in external payment arrears.
Economic activity, meanwhile, became quite depressed and Haiti's national
income contracted in real terms.

In an attempt to redress this situation, during the course of
FY 1981/82 the authorities adopted a stabilization program which was
supported by the Fund with a stand-by arrangement in an amount equiva-
lent to SDR 34.5 million (100 percent of quota) (EBS/82/120). This
arrangement, which was approved by the Executive Board on August 9,
1982 (EBM/82/103, 8/9/82), extends through September 30, 1983.

This program focused on reducing that portion of the public sector
deficit financed by means other than concessional assistance from the
equivalent of 6-1/2 percent of GDP in FY 1980/81 to 2-1/2 percent in
FY 1981/82 and 1-1/2 percent in FY 1982/83. Emphasis was placed on
the portion of the public sector deficit financed by nonconcessional
credit because the expenditures financed with concessional assistance
involve mostly investment expenditures, whose rate of disbursement
depends largely on the development agencies abroad, that are financed
on such soft terms that the servicing of the resulting obligations
generates relatively little pressure on the international reserves of
the country. To help achieve its objectives, the program called for
drastic cuts in government spending., Treasury expenditures were to be
reduced by about 20 percent in FY 1981/82 from the levels of FY 1980/81,
and by an additional & percent in the fiscal year ended September 30,
1983, To increase revenue, the Government introduced a 7 percent
general sales tax. However, because of the weakness of the economy,
the difficulties customarily faced in the introduction of a new tax,
and the fact that this tax was to replace a number of existing excise
taxes and specific duties, only a moderate increase in revenue was
expected in the short run from this measure.

Improvement in the public finances was expected to increase the
availability of credit to the private sector and to reduce pressures
on the balance of payments. The objective was to lower the overall
balance of payments deficit to US$25 million in FY 1981/82 and
USS10 million in FY 1982/83, while completely eliminating external
payment arrears by the end of the program period.




2. Performance under the current financial program

Haiti's performance under the current financial program has been
quite satisfactory; the quantitative performance criteria under the
stand-by arrangement were all being met as of the end of August 1983
(Table 4) and there has been a marked improvement in the fiscal posi-
tion and the balance of payments. Haiti's purchases from the Fund
under the arrangement have amounted to SDR 25 million to date, and an
additional SDR 9.5 million 1s scheduled to be purchased in September 1983.

Fiscal performance has been particularly encouraging. The monthly
ceilings that had been established on Treasury expenditure have been
strictly adhered to since May 1982, The use of domestic and nonconces-
sional external financing by the public sector from the beginning of
the current fiscal year (October 1982) through August 1983 was only
G 108 million, compared with a program lmit of G 129 million. For
FY 1982/83 as a whole, the limit on the domestic and nonconcessional
external borrowing had been set at G 150 million, and on present trends
it is expected that it will remain considerably below this limit.

The better-than—expected fiscal outcome has been malnly related to
a buoyant revenue performance. The implementation of the new sales
tax and the efforts to improve overall tax administration seem to be
paying off handsomely in terms of revenue growth. Government revenue,
which had been projected to rise by less than 5 percent in FY 1982/83,
is increasing at an annual rate of over 10 percent, and total government
revenue may surpass budget projections by as much as G 80 million,
The operations of the public enterprises also have developed favorably.
The latest data available suggest that, excluding the new Leogane sugar
mill, the public enterprises as a group are likely to be approximately
in balance in their overall position in FY 1982/83.

The significant strengthening in the public finances has facili-
tated the achievement of the credit targets. The program had contemplated
a 14 percent expansion in the net domestic assets of the monetary
authorities in FY 1982/83. The increase through the first 11 months
of the current fiscal year ran at about 13 percent on an annual basis
and the program limit as of August 1983 was observed with a margin of
G 4 million., The monetary authorities' net international reserves
declined by some USS$28 million in the first eleven months of FY 1982/83,
but this reduction is largely related to the repayment of outstanding
external payments arrears accumulated outside the banking system
which, in accordance with the schedule agreed under the program, have
been kept at nc more than USS510 million since the end of March 1983,

The growth in banking system system liabilities to the private
sector has been roughly on target, Earlier in the year, however, the
private banks' credit expansion to the private sector was faster than
expected, reflecting in part the rise in the demand for credit by the
private sector associated with an incipient recovery in economic



Table 4. daitl: <Current Stand-By Arrangement Juanclbtative Pertormance Criterja

1In millions of gourdes; end of period)

FY 198178l FY 1982783
Har. Apr. May June July Aug. Sepe. et Nov. Dec. Jan, Feb. Mar. Apr. Hay June July Aug. 1/ Sept.
Treasury expenditure n 83 [T i 1] 76 1o I iy 73 I8 13 5 5 73 78 75 5
Cumalative from Seprember Jn X/ 519 602 ef0 74l slu LE) 962 N 150 225 0 ¥75 450 935 295 676 751 8%
Less: roncessional flnancing {cumulacive
trom Seprember J0}pl/ -9 -1 -1n -1a -4 -14 -14 - -- - - -z -2 -2 -2 -2 -2 -2

Adjusted actuain sng 5o L1 728 790 i 944 i v 2% ELY) 73 dd8 543 SYu by Jal Bla
Lelllng e e olu 7au giv HH0 450 I3 L 423 300 a5 450 a2y buy LY} 750 825 10V
Lxcess 1-), or margin 10 12 14 & £ u - -= - 2 2 2 4 1 1 i
Use of domexllc and nonconcessicoal

external Iinancing by the publlc sector

teusulative trom >eptember 30, 19u1)1/
Nel domestic pank credit to the

public sectur 134 174 1836 152 lya L9+ 24l 232 221 2hl L3 250 245 222 55 ok 2461 294
Net forelgn commerclal barrowing

fvugulative {rum September 3u, 1481} ses -12 -1z -la -In =31 =4 EAM -2n -iE =14 b -9 B k] 22 14 la
Bublic secter deficit {prog. definitian)li/ 1o2 174 laoB lod 18 201 Lud 5 234 28 el 230 28 83 283 295 iy
Ceiling L T U /A T Bt TR v s Je sl 2% 288 3¢ MWe o 35 30 s a0
Excess 1-), ur margin a2 7 L 24 il a4 13 k) La 52 bh 43 13 3 bl

Het domesatic assecs ol Lhe monelary
authorities (mtock oucscanding at

end of perind)el L2093  L2we pase 12% L2ey LS L3 L0 LW LT 0,03 1357 L350 Ldel Lok Lewh  Lale 1.5
ulficial arrears tchange frum

tdarch 31, L9411} - I 3 - = - -7 -7 -d - -8 =22 -t ] =2 2 2
Adjusted actuals Ledd 1,257 L2su 4,27 1,000 1,30 L3 s 1,des 1AL 1, M9 1320 L9 L Jes 1,302 LLald 1,use
Ceiling o seraen s Lgen Lysde L0 LMy Lde Ldes 13500 Ly 1,380 LB Lew Lald LAl Land 1396
Excess =), 9T Dargin -1 T 14 -8 1 le -au 19 1n 5e ah Sh 15 12 “

Suources:  Miniwtry of Flnance and Economic Affalrs; Bank of the Republic of Haiti; and Fund statf =srcimates.

1/ Freliminary.

77 September 1981 for FY I[98L/6. and seplemper 1980 fur Ff LJul/d3,

3/ Thls concept corresponds Lo tow nonconcessionsl tinancing recelved by the public sectur and Ls defined as the sum of
fal net credlt lrom the domeal ¢ panking dystea tw tne puplic sector; (b) oec foreign Elnancing ~f the publlc sector on
nonconcesslonal terms; and (¢} dumestic burrowing by the public sector outside the banking system.

4/ werlned a3 (ne dlfference between ta) the sum of the monetary authorities' liapllities to 1ne private sectur and
theit net liabilities co private commerclal banks; and (b) tne monetary authuritice net international resurves, including
fareign lLiabllities related to offivial external payment arreats.




activity. To finance this credit expansion, the private banks began
to withdraw excess reserves maintained with the central bank. 1In
April 1983, the authorities raised the legal reserve requirements by
4 percentage points to mop up some liquidity and to help assure achieve-
ment of the balance of payments target. In addition, the central bank
called back advances granted to the National Credit Bank (the state-owned
commercial bank which previously had been part of the central bank)l/

to curtail credit expansion.

It now appears that the overall balance of payment outcome in
FY 1982/83 may be somewhat better than the US510 million deficit
originally targeted under the program, even after full elimination of
external arrears. The improvement of the public finances together
with the tightening of credit policies appear to have eased the pressures
on the balance of payments, and the discount on the gourde in the
parallel market has come down markedly in recent months. In the official
market the Haitian gourde continues to be pegged to the U.S5. dollar
at the rate of G 5 per U.S. dollar.2/ )

Economic activity, which had declined over the past two years,
is showing signs of recuperation and Haiti is likely to register some
growth in FY 1982/83 (Table 53). The prospects for the next two years
are for a continuation of this trend, as the U.5. recovery is likely
to have a positive impact on activity in the light manufacturing assembly
industry. Price movements in Haiti tend to follow fairly closely those
in the United States, and the slowdown in inflation in the United
States has been reflected in a reduction of inflation in Haiti in 1983.

I1I. The Financial Program for 1984 and 1985

1. Qutline of the new financial program

Although the Haitian authorities have reason to be pleased with
the significant turnaround that the current program has brought about in
the financial and balance of payments situation, they recognize that

1/ Work on the final separation of the accounts of these two banks
has been progressing and a final audit of the accounts is planned for
the end of this fiscal year (September 30, 1983).

2/ Real effective exchange rate calculations indicate that the gourde
has appreciated in real terms against a trade-weighted package of cur-
rencies of Haiti's partners during the last four years (Chart 1 and
Table 10). This appreciation, however, has been mostly a consequence
of the appreciation of the U.S. dollar, to which the gourde has been
pegged for the last 3i) years, and reversed an equivalent real effective
depreciation that had taken place from 1977 to 1979; in fact the index
of the real effective exchange rate in mid 1983 was at about the same
level as it was in late 1977, a period characterized by a balance of
payments surplus,



activity. To finance this credit expansion, the private banks began

to withdraw excess reserves maintained with the central bank. In

April 1983, the authorities raised the legal reserve requirements by

4 percentage points to mop up some liquidity and to help assure achieve-
ment of the balance of payments target. In addition, the central bank
called back advances granted to the National Credit Bank (the state—owned
commercial bank which previously had been part of the central bank)l/

to curtail credit expansion.

It now appears that the overall balance of payment outcome in
FY 1982/83 may be somewhat better than the US$10 million deficit
originally targeted under the program, even after full elimination of
external arrears. The improvement of the public finances together
with the tightening of credit policies appear to have eased the pressures
on the balance of payments, and the discount on the gourde in the
parallel market has come down markedly in recent months. In the official
market the Haitian gourde continues to be pegged to the U.5. dollar
at the rate of G 5 per U.5. dollar.2/

Economic activity, which had declined over the past two years,
is showing signs of recuperation and Haiti is likely to register some
growth in FY 1982/83 (Table 5). The prospects for the next two years
are for a continuation of this trend, as the U.S. recovery is likely
to have a positive impact onr activity in the light manufacturing assembly
industry. Price movements in Haiti tend to follow fairly closely those
in the United States, and the slowdown in inflation in the United
States has been reflected in a reduction of inflation in Haiti in 1983.

ITI. The Financial Program for 1984 and 1985

1. Qutline of the new financial program

Although the Haitian authorities have reason to be pleased with
the significant turnaround that the current program has brought about in
the financial and balance of payments situation, they recognize that

1/ Work on the final separation of the accounts of these two banks
has been progressing and a final audit of the accounts is planned for
the end of this fiscal year (September 30, 1983).

2/ Real effective exchange rate calculations indicate that the gourde
has appreciated in real terms against a trade-weighted package of cur-
rencies of Haiti's partners during the last four years {Chart 1 and
Table 10J). This appreciation, however, has been mostly a consequence
of the appreciation of the U.S5. dollar, to which the gourde has been
pegged for the last 30 years, and reversed an equivalent real effective
depreciation that had taken place from 1977 to 1979; in fact the index
of the real effective exchange rate in mid 1983 was at about the same
level as it was in late 1977, a period characterized by a balance of
payments surplus,
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Table 5. Haiti: National Income Statistics
Fiscal Year Ended September 30
Est. Proj.
1979 1980 1981 1982 1983 1984
(In millions of gourdes, except as indicated)

GDP at current market prices 5,597 - 6,939 7,557 8,161 8,820 9,500
Rate of change in real GDP 7.3 6.4 -0.9 -1.3 1.0 3.0
Rate of change in GDP deflator 4.3 16.5 9.9 9.4 7.0 4.6
Rate of change in nominal GDP 11.9 24.0 8.9 8.0 8.1 1.7
Less: net factor payment abroad -67 ~71 -65 =70 71 -81
GNP at market prices 5,530 6,868 7,492 8,091 8,749 9,419
Plus: mnet use of foreign savings 245 539 830 381 408 428

(= current account deficit)

Of which: net official capital (167) (242) (515) (188) (232) (282)
Plus: net transfer receipts

from abroad 379 412 601 569 626 655
Gross domestic expenditure 6,154 7,819 8,923 9,041 9,783 10,502
Consumption 5,105 6,557 7,546 7,892 8,431 8,942
General government 532 736 817 835 814 914
Private (residual) 4,573 5,821 6,729 7,057 7,617 8,028
Gross domestic investment 1,049 1,262 1,377 1,149 1,352 1,560
Public sector 480 572 887 734 798 872
Private sector and inventory

changes 569 690 490 415 554 688
Gross national savings 425 311 =54 199 318 477
Public sector 100 17 -61 61 159 190
Private sector 325 294 7 138 159 287

(In percent of GDP)

Consumption 91.2 94,5 99.8 96.7 95.6 95,2
General Government 9.5 10.6 10.8 10.2 9.2 9.
Private sector 81.7 83.9 89.0 86.4 86.4 84.5
Gross domestic investment 18.7 18.1 18.2 14,1 15.3 16.4
Public sector 8.6 8.2 11.7 9.0 9.0 9.2
Private sector and inventory

changes 10.1 9.9 6.5 5.1 6.3 7.2
Net use of foreign savings 4,3 7.7 11.0 4.7 4.6 4.5
Of vhich: net official capital 3.0 3.5 6.8 2.3 2.6 3.0
Net transfer receipts from abroad 6.8 5.9 7.9 7.0 7.1 6.9
Gross national savings 7. 4.5 -0.7 2.4 3.6 5.0
Public sector 1.8 0.2 -0.8 0.7 1.8 2.0
Private sector 5.8 4.3 0.1 1.7 1.8 3.0

Sources: Bank of the Republic of Haiti; Institute of Statistics; and Fund staff estimates.
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Haiti's balance of payments remains very weak and highly vulnerable

to adverse external developments and sudden changes in weather condi-
tions. Currently, the level of gross official international reserves
is equivalent to only some three weeks of imports. The authorities
believe that there is a continued need for cautious financial policies
in the period ahead in order to achieve the necessary strengthening

of the economy, and would like to maintain a continuous financial
relationship with the Fund while this effort is under way. The Haitian
authorities have indicated their preference for a two-year stand-by
arrangement because it would provide a more appropriate framework and
firmer evidence of support for the type of administrative fiscal
reforms that they are planning to implement under the new program.

Foreign donors, who for a time had considered to cut back sharply
the flow of financial assistance te Haiti because of their concern
with the poor economic management, are aware of the progress achieved
in the past year and a half. Several of them have indicated their
readiness to increase substantially their development assistance,
provided that economic and financial policies are developed within the
framework of a medium-term horizon and supported by a financial arrange-
ment with the Fund. The increased concessional assistance from abroad
will allow Haitl to increase its development expenditures next year
without impinging on the overall balance of payments result. At the
same time, there will be some need for increasing expenditures in
connection with the maintenance of those development projects that
come on stream, and the Hailtian Government should be prepared to meet at
least some of these additional expenditures out of the growth of tax
revenues.

The new program seeks a strenghtening of Haiti's international
reserve position, and its main thrust is the consolidation of the
gains achieved in improving the public finances through full implemen-
tation of a number of fiscal reforms. These reforms, which have been
suggested in the past by various Fund fiscal experts assigned to Haiti,l/
include the introduction of a comprehensive "fichier fiscal” information
system to facilitate cross—-checking among the new sales tax records,
customs returns, and corporate and individual tax returns; the strength-
ening of the tax assessment procedures for various taxes; the simplifi-
cation of the appeal procedures in cases of tax delinquency; and the
reformulation of the accounting and expenditure control procedures of
the Government. On the strength of the new sales tax introduced last
year and the implementation of the above reforms, it is expected that
government revenue will continue to show considerable buoyancy. This
would permit to increase expenditures while maintaining domestic and
nonconcessional external borrowing below 1 percent of GDP. The increase

1/ Currently the Fiscal Affairs Department has two experts in Haiti
working with the authorities the in introduction of the new sales tax and
the reform of the government accounting system. The authorities have
indicated their desire that this technical assistance continue and
be expanded in the future.
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in expenditures contemplated under the new program would go mainly to
cover maintenance costs and counterpart funds associated with the
development projects.

The monetary program is designed to complement the fiscal program;
it will include a set of ceilings on the net domestic assets of the
consolidated accounts of the Central Bank and the National Credit Bank
based on the target to increase the net intarnzticnal res=rves by at
least USS$8 million in FY 1983/84 and by a similar amount in FY 1984/85.
The Fund resources made available under this program may be used, to
build up the gross foreign reserve position of the central bank, or be
kept undrawn as a secondary line of reserves to strengthen confidence.
By the end of the second program year it is expected that gross foreign
reserves would be at a level equivalent to about two—and-one-half to
three months of imports, a level similar to that maintained by Haiti
before it experienced a deterioration in its balance of payments.

It 1s the aim of the new program to help foster a reactivation of
economic activity. The authorities helieve that this can best be
achieved by concentrating the country's development efforts in the
completion of ongoing investment projects that have received the support
of multilateral development agencies. To this end the financial and
fiscal policies in the years ahead are designed to achieve the mobili-
zation of additional domestic savings and to channel more of the finan-
cial resources of the public sector towards covering the maintenance
costs associated with such projects and providing the necessary counter-
part funds for their completion.

2. Performance criteria

The new program will have as performance criteria: (1) a set of
quarterly ceilings on the cumulative outlays of the Treasury (see
paragraph 8 and Table 1 of the letter of intent); (2) a set of quarterly
ceilings on the domestic and nonconcessional external financing received
by the public sector (referred to as "public sector deficit™ in
paragraph 10 and Table 2 of the letter of intent); (3) a set of cellings
on the net domestic assets of the consolidated balance sheets of the
central bank (BRH) and the National Credit Bank (BNC)} (see paragraph
11 and Table 3 of the letter of intent); (4) a limit of USS$12 million
on public sector foreign borrowing with maturities of less than 12 years
(paragraph 14 of the letter of intent}; (5} a review before October 25,
1984 in order to reach understandings with the Fund on the fimancial
policies to be followed in the second year of the arrangement (para-
graph 17 of the letter of intent); and (6) the usual understandings
regarding the exchange practices and restrictions on imports for balance
of payments reasons (paragraph 16 of the letter of intent). The letter
also includes the usual consultation clauses. Table & summarizes the
program's quantitative performance criteria.
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Table 6. Haiti: Proposed Stand-By Arrangement
Quantitative Performance Criteria

1983 1984
Oct.1l- Jan, 1- April 1- July 1 -
Dec. 31 Mar. 31 June 30 Sept. 30

(In millions of gourdes)

Treasury outlays 1/
{cumulative from beginning
of fiscal year) 250 505 2/ 760 2/ 1,010 2/

Domestic and nonconcessional
external financing of the
public sector 3/
{cumulative from the
beginning of fiscal year) 5 15 25 60

Net domestic assets of the
consolidated balance sheet
of the central bank and the
National Credit Bank
(stock outstanding) 1,510 1,525 1,540 1,575

Net domestic assets of the
National Credit Bank
(cumulative change since the
beginning of fiscal year)4/ 3l 26 31 35

(In millions of U.5. dollars)

Contracting and/or
guaranteeing commercial
debt of less than 12 years
maturity {cumulative from
beginning of fiscal year) 12 12 12 12

Sources: Haitian authorities; and Fund staff estimates.

1/ Excludes Treasury outlays financed with foreign concessional loans.

2/ ‘The expenditure ceilings for these quarters may be increased, overall,
by the equivalent of two thirds of the cumulative excess in collections
from those targeted in the previous quarters, or, conversely, be reduced
by an amount equivalent to the total cumulative shortfall in revenue in the
previous quarters.

3/ Defined as the sum of: (a) net credit from the domestic banking
system to the public sector; (b) net foreign financing of the public
sector other than that covered by multilateral and bilateral development
agencies; and (c) domestic borrowing by the public sector outside the
banking system.

4/ Subject to consultaticon with the Managing Director. Defined as the
difference between (a) the deposit 1iabilities to the private sector of
the BNC plus its net claims on the central bank; and (b) the net foreign
asset position of the BNC, including any unremitted collections abroad
as a foreign liability,



In the case of the ceiling on the cumulative outlays of the Treasury,
an element of flexibility has been introduced by allowing for an adjust-
ment in the ceiling of the last three quarters of the program year to
the extent that the cumulative revenue performance is different from
the one projected under the program. Should revenue fall below projec-—
tions, the expenditure ceilings for those quarters would be lowered by
the full amount of the shortfall; should it exceed projections, the
expenditure ceilings would be increased by two thirds of the cumulative
excess in collections.

In addition to the performance criteria discussed above, the
program introduces a2 new set of ceilings on the net domestic assets of
the National Credit Bank (BNC) (see paragraph 12 and Table 4 of the
letter of intent). The process of separating the operations of the
BNC from those of the central bank has been a long and complicated
one. The authorities are convinced of the importance of completing
such separation and of transferring responsibility for public sector
operations from the BNC to the central bank, except for those operations
in which the BNC would clearly be acting as an agent for the central
bank under specific instructions. Because there are still some accounts
which have to be settled between the two banks, and the rules on the
future financial relationships between the central bank and the BNC
have yet to be completely defined, the authorities considered it useful
to introduce a set of cellings on the net domestic assets of the BNC
to avoid pressures on the the central bank. In view of the lack of
experience with the operations of the BNC under the new rules, it was
decided that this particular ceiling should not be a performance criterion;
its nonobservance would give rise to consulations between the Haitian
authorities and the management of the Fund so as to find sclutions to
the problems that might arise in the event of departures from these
ceilings.,

I¥. Summary of Policy Discussions

1. Fiscal policy

The authorities emphasized the importance they attach to the
achievement of a strenghtening of the public finances. They noted that
the policies pursued since the middle of FY 1981/82 helped to arrest
the deterioration of the country's financial situation. The new finan-
cial program was, therefore, designed to consolidate the gains achieved
so far, while strengthening the administrative capacitv of revenue of
collecting units and expenditure controls.

The recoveryv of tax revenue has been an important element in the
improvement of the public finances over the last vyear. Behind this
strong performance were the various reforms introduced in the tax
system over the past couple of years. These included the passage of a
new income tax law, the adoption of a reference price system for the
valuation of coffee export proceeds, the establishment of a valuation
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system in the customs service to allow for the assesment of import
duties on an ad valcorem basis, and the introduction of the new 7 percent
general sales tax. This last measure, whose implementation only started
during the course of FY 1982/83, is expected to give an important boost
to government receipts in FY 1983/84.

In an effort to raise additional revemues in the next fiscal year,
the Government intends to extend the general sales tax to certain
services--such as local telephone calls and cable television--which
had not been covered by the original sales tax legislation and has
recently introduced a new tax on mining activities and adjusted several
nontax fees. The Government is also engaged in a program to strengthen
tax administration. In this regard, assistance is being provided by
other countries for the training of 75 customs officers and 45 auditors,
and for the introduction of electronic computing facilities. Also,
steps have been taken to strengthen the hand of the Director of Internal
Revenue in enforcing collections, including the passage of a new law
which simplifies the procedures in establishing tax assessments and
handling tax appeals. The new law gives the Internal Revenue Service
the power to attach liens on the properties of delinquent taxpayers.

In addition, a comprehensive tax information system is being developed
to facilitate cross—checking among the sales tax records, the custom
declarations, and the corporate and individual tax returns. On the
basis of these reforms and of the expanded coverage of existing taxes,
it is expected that Treasury receipts will reach G 950 million, or the
equivalent of 10 percent of GDP, im FY 1983/84, compared with 9-1/2 per-
cent in FY 1982/83 (Table 7}.

The rise in government revenue in FY 1983/84 should both cover
a moderate growth in current expenditures and increase the avallability
of funds required as counterpart for the investment projects financed
with the assistance of multilateral and bilateral development agencies.
The maintenance of the quarterly limits on Treasury outlays should
assist in keeping total spending under adequate control, The authorities
noted that in the past they had shown their willingness and ability to
reduce government expenditures as necessary, and indicated that they
would be prepared to do so again in the future if the need arose.

On the basis of the current revenue and expenditure projections,
the authorities expect that the deficit of the Central Government to be
financed out of central bank rescurces or from commercial credite will
not exceed G 60 million in FY 1983/84. Since the authorities expect
that the overall financial position of the public enterprises and the
rest of the public sector will be in balance, they have decided to
limit the access of the overall public sector to credit other than that
covered by multilateral and bilateral concessional assistance to no
more than G 60 million during FY 1983/84.
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Table 7. Haitl: Treasury Operations 1/ .

(In millions of gourdes)

Fiscal Year Ended September 30

1982 1983 1984
1979 1980 1981 Program  Actual Program Est. Program
Treasury revenue 570.1 691.1 659.8 725.0 749.3 750.0 830.0 950.0
Income taxes 78.4 88.0 115.8 122.0 123.3 132.0 144.0 159.0
Excise taxes 59.5 69.6 115.0 aes 151.1 143.0 158.0 178.0
General pales tax - - - - - - 90.0 150.0
Cof fee export tax 50.3 116.3 42.5 45.0 45.6 57.5 62.0 48.0
Tax on bauxite 46,5 43.1 3.2 25.0 33.8 - -- -
Import duties and fees 195.9 239.4 236.7 rea 206.5 201.5 214.0 225.0
Other 139.5 134.,7 1l46.6 vee 189.0 216.0 162.0 190.0
Treasury ocutlays 590. 4 901.3 1,190.6 960.0 938.1 900.0 900.0 1,010.0
Current 531.6 736.4 817.7 811.1 834.6 780.0 814.0 914.0
Capital 58.8 164.9 372.9 148.9 103.5 120.0 86,0 96.0
Treasury's surplus or deficit (-) -20.3 -210.2 -530.8 -235.0 -1B8.8 -150.0 =70.0 =-60.0
Concessional financing (net)2/ -— - 27.5 10.0 14.0 - 2.0 -—
Nonconcessional financlgg_l/ 20.3 210.2 503.3 225.0 174.8 150.0 68.0 60.0
Domestic financing (net} 22.3 214.7 282,3 225.0 182.3 150.0 62.5 60,0
Consolidated Central Bank
and BNC (22.3) (214.6) {297.5) (225.0) (1B2.2 (150.10) (49.0) (60.0)
Private banks (=} (0.1)  (-15.2) (-} (0.1) (--)  (13.5) (--)
External commercial borrowing
(net) -2.0 4.5 221.0 &/ - -7.5 - 5.5
Memorandum 1temg
Treagury expenditure
(program definition)5/ 590.4 901.3 1,163.1 950.0 924.1 900.0 899.0 1,010.0
Nonconcessional financing as
percent of GDP 0.4 3.0 6.7 2.5 2.1 i.5 0.8 0.6
Treasury's revenue as percent
of GDP 10.2 9.9 8.7 8.9 9.2 8.5 9.4 10.0

Sources: Ministry of Finance and Economic Affairs; central bank (Bank of the Republic of Haiti): and Fund
staff estimates.

1/ The coverage of the Treasury's operations presented in this table excludes outlays
financed with concessional agsistance other than for budget support.

2/ For budget support only; excludes project financing from international development agencies,
as well as the outlays assoclated with these credits.

3/ Program definition of Central Government deficit.

%/ 1Includes loan of G209 million to finance construction of the Leogane Sugar mill.

Eﬂ Excludes Treasury cutlays financed with concesslonal budget support loams.
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2. Monetary policy

The limitation on the access of the public sector to domestic bank
credit is expected to facilitate monetary management and to assure a
reasonable avallability of credit to the private sector, while providing
for an increase in the net international reserves of the central bank
of some USS8 million in FY 1983/84 (Table 8). To keep total credit
expansion to a rate consistent with the balance of payments objective,
the increase in net domestic assets of the combined operations of the
central bank (BRH) and the National Credit Bank (BNC) has been-subject
to a set of ceilings. Moreover, for the operations of the banking
system as a whole to remain consistent with the program, measures
are being taken to ensure that all commercial banks, including the BNC,
are in full compliance at all times with their legal reserve requirements.

For some time now, the authorities have been engaged in a project
to separate the operations of the National Credit Bank (BNC) from
those of the central bank. Prior to 1979 these two banks were a single
institution. The process of separation of the accounts has as its
ultimate goal the concentration of all public sector operations in the
central bank, while leaving all commercial type operations to the BNC.
Although several important steps already have been implemented in the
process of separating the accounts, a review of balance sheets of
these twe banks by an independent auditing firm has revealed a large
nunber of nonperforming assets in the BNC that weaken its capacity to
act as an effective commercial bank.l/ Some of these assets stem from
old operations with public sector related institutions, while others
relate to loans to the private sector that have proven to be uncol-
lectible. Similarly, the accounts of the central bank include
under unclassified assets a number of old claims on the public sector
which have never been properly regularized. The authorities are aware
that, if a sound domestic financial market is to be preserved in Haiti
and confidence is to be maintained among depositors, a state—owned
commercial bank (such as the BNC) must have a strong balance sheet
and its operations should be subject to the same rules and regulations
as applied to other commercial banks operating in Haiti. To capitalize
the BNC adequately and to regularize existing obligations, the Government
will be issuing a special 20-year bond gj to replace a number of the
bank's outstanding claims; in the future the BNC will not be authorized
to extend credit to the public sector, and for any other commercial
operation involving the public sector (such as the opening of letters
of credit abroad) the BNC will act only under instructions from the
central bank. The public sector debt to the central bank is to be

1/ An external audit of the BNC is to take place on the position as
of September 30, 1983.

2/ These bonds will have a 10—year grace perioed and accordingly will
have no immediate impact on public sector outlays or on the liquidity of
the BNC, other than that arising from the payment of the interest that
they earn.
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Summatry Accounts of the Banking System

(In millions of gourdes)

September U

1983 Proj.
September 30U Before Bond After Bond 1984
1979 1980 1981 1482 Ilssue Issue 1/  Program
I. Consolidated Accounts dRiA=-BNC
Net international reserves 223.4 lbl.b -9.9 -lu3.8 =237 .U -244,U —2Ua .U
Foreign assets 273.5 199.8 96.8 170.4 133.0 1lp.0 L/ 315.0
Foreign liabilities =-5u.1 =-37.2 -106.7 -280.2 =370.U -370.0 -519.uU
Net domestic assets 571.9 785.7 1,1Ul.7 1,348.U 1,468.0 1,475.0 1,575.0
Net claims on public sector 2/ 364.7 577.9 8139.3 1,080.7 1,139.6 1,381.0 17 1,441.0
IMF Trust Fund -8l.6 -120,3 -105.9 -l04.J3 -y7.u -97.u " -87.u
Credit to commercial banks 42.4 22, 34.4 24.9 39.0 39.u 3.0
Credit to private sector and other
unclassified accounts (net) 240, 4 305.4 333.9 J40.8 IB6.4 152.0 1/ 182.0
Liabilities to private commer—
cial banks 209.3 327.1 369.9 414.8 341.0 3sl.g 3bo.U
Cash in vaults 18,3 32.1 33.7 28.9 32.0 32.0 aee
Reserve deposits 191.0 295.0 336.2 389.9 309.0 309.0 .
Of which: Ffree reserves (10.3) {8u.3) (B6.7) (124.7) (==) (==} (==)
Liabilities to private sector 586.0 621.2 721.9 825.4 890.0 89J.0 i,005.0
Currency in circulation 342.4 341.2 399.6 486.3 3350 535.0 ol5.0
Currency issue (36U0.7) (373.3) (433.3) (515.2) (567.0) {567.0) [
Less: cash in vault (=18.3) (-32.1) (-33.7) (-28.9) (~32.0) {(-32.u) QP
Total deposits 243,060 280.0 322.3 339.1 355.0 355.0 4UU. L
Vemand deposits (87.3)  (97.2) (L&7.8) (lZ2.9) (lud.u) {luo.0) (115.u)
Savings deposits (99.5) (lle.¥) (l1B.5) (125.3) {139.0) (L49.0) {aan)
Time deposits and other (6l.8) (65.9) (76.U) L99.0) (116.u) (llé6.U) [
1I. Banking System
Net foreign assets 195.1 147.3 -18.8 =72.3 =2U2.0 -2u9.u 1/ =-lBu.u
Net domestic assets 1,182.0 1,492.2 1,874.5 2,134.1 2,387.0 2,394.0 2,575.U
Net claims on public sector (net) 3788 592.0 838.2 1,u79.1 1,151.5 1,392.0 1/ 1,452.0
Credit to private sector and other
net unclassified accounts (net) 803,2 90U.2 1,U36.3 1,U55.u 1,235.5 lL,uul.u L/ 1,123.0
Liabilities to private sector 1,377.1 1,039.5 1,855.7 2,ubl.9 2,185.U 2,185.0 Z2,395.0
Money and quasi-money (M2) 1,347.5 1l,e0l.)} 1,803.3 1,974.2 2,U93,0 2,093.0 Z2,3u3.0
Money (Mi) (6U6.9) (675.2) (817.7) {9U4.9) (955.0) (955.0) {1,050.0)
Juasi-money (740.6) (925.8) (985.p) 1,064.3 (1,138.0) (1,138.0) (1,253.u)
Private capital and surplus 2Y.6 38.5 52.4 87.7 92.u 2.0 .U

Sources:

Bank of the Republic of Haiti; and Fund staff estimates.

1/ Takes into account the absorption by the public sector of G 103 million in ocutstanding obligations tuv the
BRH previously recorded as unclassified assets, G 131 million in obligations to the BNC, previously classified
as credit to the private sector, and the write-off of G 7 miliion in uncollectible foreign assets of the BNC.

X/
channeled through the BNC.

Net of public sector deposits and medium— and long-term liabilities of the public sector that have been
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consolidated through the issuance of a special bond and allocations
will be made in the Govermment's financial programing sufficient to
pay interest on these bonds.

The credit operations of the BNC are to be limited to the resources
it can acquire through its normal deposit operations, net of its reserve
requirements with the central bank. To enforce control over the operations
of the BNC, the authorities have introduced ceilings on the expansion
of the net domestic assets of the BNC.

With regard to interest rate policy, the authorities recognize the
need to maintain domestic interest rates competitive with those offered
in foreign markets in order to encourage domestic financial savings and
discourage capital flight. At present, it appears that interest paid on
large certificates of deposit in Haiti are competitive with yields on
equivalent financial instruments abroad. The authorities plan to keep
the interest rate policy under review in the light of changes in the
underlying circumstances.

3. External policies

Observance of the ceilings on the net domestic assets of the mone-
tary authorities and the public sector deficit, together with maintenance
of competitive interest rates, should help produce the programed improve-
ment in Haiti's balance of payments performance. The global balance of
payments objective is an increase in the net international reserve posi-
tion of at least US$8 million in FY 1983/84, to be followed by a similar
increase in FY 1984/85. Such an improvement in net international re-
serves, together with the purchases under the arrangegement with the Fund,
would enable the central bank to attain gross foreign assets sufficient
to cover the normal needs of the economy. External payments arrears of
more than US$20 million had developed during FY 1980/81 and FY 1981/82,
but they had been reduced to about US$10 million by March 1983. By the
end of September 1983 only some USS$2 million remained in outstanding
arrears which the authorities intended to pay at the beginning of October.
The authorities indicated that, as the forelgn reserve position of the
central bank improves, the existing exchange surrender requirements on
exports of basic commodities and private remittances would become redun-
dant and would be phased out, so as to return in due course to Haiti's
tradition of complete freedom of exchange transactions.

The authorities indicated that the trade restrictions that had
been imposed in early 1981 had been eased considerably. The outright
ban on certain imports is no longer in place and those products whose
importation had been prohibited are now subject to import quotas.
Furthermore, the quota system is being administered with a great deal
of flexibility., In principle, global annual quotas are applied to a
number of products and these quotas are then allocated among importers
on the basis of established market shares. 1In practice. however, gquotas
are only permanently in effect for milk and batteries, and the economy
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remains very open, The Ministry of Commerce will enforce specific
quotas only when it becomes obvious that the local market is being
affected greatly by particular import items, threatening a major
displacement of local production. Moreover, if a local producer tries
to take advantage of his privileged position in a protected market to
raise prices or to hoard goods, import restrictions on the particular
item will be eased so as to stabilize prices. The Government has a
monopoly on imports of rice, vegetable oil, cement and sugar, but the
private sector 1s permitted to import some high-quality rice and
certain oil products subject to prior authorization.

Haiti's foreign financing traditionally has consisted almost
exclusively of grants and long-term concessionary loans from interna-
tional and bilateral development agencies, and therefore its debt service
payments have been quite small (in FY 1980/81 the debt service ratio
was 8.3 percent of exports of goods and services) (Table 9), During
1980-81, however, a large commercial debt (of about US$42 million) in
the form of suppliers' credit was contracted for the construction of
a new sugar mill. The service of this loan, which is to be amortized in
the period from 1983 to 1993, has introduced an additional burden on the
balance of payments with the debt service ratio rising to 11 percent of
exports of goods and services in 1983, Public sector finances will
also be unfavorably affected, since this mill has yet to start its
operations and is unlikely to reach its full production capacity for
some time. The Haitian authorities are attempting to renegotiate this
loan to provide sufficient time for the mill to generate its own finan-
cial resources. Assuming this loan is not renegotiated, and taking
into account repurchases from the Fund, the debt service ratio is likely
to rise to 16 percent by 1986 and decline somewhat thereafter.

Meanwhile, {n line with its objective of avoiding the generation
of undue pressures on the balance of payments in the future, the
Government intends to pursue a cautious external public borrowing
policy, generally limiting such borrowing to long-term financing at
concessionary terms from multilateral and bilateral development agencies,
Other types of official foreign borrowing will be subject to careful
scrutiny in order to avoid the incurrence of debt at unfavorable terms
or unrelated to the country's development needs.

In line with this objective a limit of US$12 million has been
placed for FY 1983/84 on the contracting (or guaranteeing) of official
foreign debt with maturities of less than 12 years, except for the
accomodation of self-liquidating short-term credits within the fiscal
year. (This exception is made to accomodate possible short-term credit
operations by the government-owned flour mill in connection with the
importation of wheat.) Moreover, the Government of Haiti will refrain
from extending guarantees on foreign credits to the private sector,
and neither the central bank nor the BNC will guarantee any indebtedness
to private foreign creditors or anv foreign credits to the private
sector.
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Fxports of gouds, services
and private transfers 5.1 4.R 5.9 hy 2 a.n 7.2 9.9 z EL bl
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and interest payments on total debt outstandine.



Although the administrative reforms and other measures that the
Government of Haiti is introducing are expected to make a significant
contribution to the efforts to mobilize domestic resources for the
development of the country, the authorities are conscious of the need
for substantial support from bilateral donors and multilateral develop-
ment agencies. They have indicated that it is their intention to seek
an increase in such assistance in the future and to that effect they
intend to make a presentation at the time of the next Caribbean Group
for Economic Cooperation and Development, chaired by the World Bank,
to indicate those projects that should be given priority.

V. Staff Appraisal and Proposed Decision

The economic situation of Haiti started to deteriorate in FY 1979/80
as a surge 1n public sector spending gave rise to an excessively large
public sector deficit. The increased reliance on central bank credit
to finance this deficit, together with the weakening of export earnings,
resulted in the depletion of the international reserves of the central
bank, and in FY 1980/81 there was an accumulation of external payment
arrears, As the payments situation grew progressively more difficult
the viability of the official exchange rate came under question and
capital flows were affected adversely.

L%

In FY 1982/83 the Haitian authorities adopted a stabilization
program which was supported by the Fund with a stand-by arrangement
extending through September 1983, The implementation of this program
has been satisfactory. The overall public sector deficit has been
reduced substantially. Furthermore, the public sector deficit net of
concessionary aid flows has dropped from the equivalent of 6-1/2 percent
of GDP in FY 1980/81 to 2-1/2 percent of GDP in FY 1981/82, and it is
expected to fall to about 1 percent of GDP in FY 1982/83. At the same
time, the overall balance of payments deficit has been reduced from
USS55 million in FY 1980/81 to USS19 million in FY 1981/82, and it is
expected to be under US$10 million in FY 1982/83, External payments
are being put on a current basis and pressures on the value of the
gourde have eased.

The authorities have formulated a new two—year program designed
to re-establish a satisfactory international reserve position and to
consolidate the strengthening of the public finances, and thus establish
the basis for sustained economic growth. In the attached letter, the
Haitian authorities describe the policies they intend to follow in
pursuit of these aims and request a stand-by arrangement for a period
of two years in an amount equivalent to SDR 60 million in support of
their program. The Fund resources provided under this program will
build up the gross foreign reserve position of the central bank and
provide a secondary line of reserves,

In the view of the staff the program correctly places major
emphasis on the strengthening of the foreign reserve position of the
central bank. Balance of payments surpluses will have to be registered




over a period of several vears if Haiti is to rebuild its international
reserves to a level that would provide a cushion adequate to cope with

fluctuations in its balance of payments. HRestoration of confidence in

the gourde through an improved reserve position should enhance Haiti's

capacity to attract and retain private investment.

The staff welcomes the steps that have been taken to strengthen
the public finances. The Haitian authorities recognize that fiscal
policy is the cornerstone of the efforts to improve the country's
overall financial and economic situation. Reduction of the reliance on
domestic and nonconcessional external financing eases the pressures omn
the balance of payments. The efforts being made to improve tax collec-
tions are well placed, given the substantial tax evasion that has
existed in the past. The introduction of a comprehensive "fichier
fiscal.,” the strenghtening of tax assessment procedures, and the sim-
plification of appeal procedures are fiscal reforms that should help
correct this situation. The resources provided by these reforms and the
new sales tax introduced last year should improve the capacity of the
country to expand its development efforts in a framework of stability.

The staff agrees with the authorities on the importance of strength-
ening the various administrative and institutional units of the public
sector. In this context, it is iwmportant that the National Credit Bank
be managed as an efficient commercial bank and, thus, it should observe
the same rules and regulations applicable to other banks. Much is
being done to solidify the financial position of this bank, but the
success of these efforts hinges on a major improvement im lending
practices. The use of external auditors should help foster sound
operating practices, while the ceiling introduced by the authorities
on the net domestic assets of the National Credit Bank should help keep
its expansion within prudent limits.

With respect to interest rate policy, the current structure of
Haiti's interest rates appears appropriate, and the authorities have
indicated that they will maintain a close check over the adequacy of
such rates. In reviewing this policy from time to time., it will be
important to avoid the introduction of interest rate subsidies and to
ensure that domestic rates are competitive with those abroad.

The projected increase in concessional assistance from foreign
donors should enable Haiti to expand its development expenditures
without placing undue pressures on the overall balance of pavments.

The intention of the authorities to pursue a cautious externmal public
borrowing policy, generally limit{ng such borrowing to long-term financ-
ing at concessionary terms from multinational and bilateral development
agencies, should help achieve a sound evolution of the balance of pay-—
ments in the medium to longer run. Meanwhile, with the strengthening

of the international reserve position and the elimination of external
payments arrears, confidence should return and the pressures on the
value of the gourde should fade.



Summing up, in the view of the staff the program presented by the .
Haitian authorities correctly focusses on the need to strengthen Haiti's
balance of payments and to consolidate the improvement of its public
finances, so as to create an environment conducive to a sustained
growth performance. The policies that the authorities propose to
pursue are sultably designed to achieve these objectives.




Proposed Decision

Accordingly, the followlng draft decision is proposed for adoption
by the Executive Board:
l. The Government of Haiti has requested a stand-by

arrangement for the period from , 1983 to

September 30, 1985 for an amount equivalent to SDR 60 million.
2. The Fund approves the stand-by arrangement attached
to EBS/83/222 .

3. The Fund waives the limitation in Article V,

Section 3(b)(iii), of the Articles of Agreement,
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Fund Relations with Haiti
(As of August 31, 1983)

Date of membership: September 8, 1953.
Status: Article VII1I.
Quota: Current: SDR 34.5 million.

Proposed: SDR 44.1 million.

Fund holdings of Millions Percent
Haitian gourdes: of SDRs of Quota
Total 90.1 261,2
Under tranche policies 38.65 112.0
Credit tranches (15.41) (44.7)
Extended facility (12.46) (31.2)
Enlarged access (10.78) (36.1)
Under compensatory
financing facility 17.0 49.3
SDR Department: Millions Percent of
of S5DRs Allocation

Net cumulative

allocations 13.70 100.0
Holdings n.78 0.6
Trust Fund loan: ' Millions
of SDRs
Disbursements 18,57
Repayments 0,53
Gold distribution: 16,260,997 fine ounces.

Direct distribution of
profits from gold sales: US$$3.02 million.

Subsidy account payment: SDR (0,98 million.

Exchange rate: The exchange value of the Haitian gourde
remains pegged to the 11.5. dollar at 1its
historical rate of G 5 per U.S. dollar.
The Fund's holdings of gourdes are valued
on the basis of a representative exchange
rate under Rule 0-2, paragraph (b)(i}.

Resident represen-— A staff representative is stationed in Port-
tative and technical au-Prince, Long-term technical assistance is
assistance: being provided by two fiscal experts for the

implementation of a general sales tax and in
the area of budgeting, accounting and expen-
diture control.

Last consultation: The last Article IV consultation discussions
were held from August 24 to September 11,
1981 and the consultation procedure was com-—
pleted at EBM/81/161 on December 23, 198l.
The relevant staff reports were $M/81/228 on
and SM/81/229,




- 27 - APPENDIX I1

Haiti: Summary of Financial Programs 1/

Targets

1. To achieve an increase in international reserves of at least
USS8 million in each of the next two fiscal years.

2. To reduce the public sector deficit financed by means other than
concessional aid in FY 1983/84 to G 60 million, or less than l percent
of GDP.

3. To maintain a rate of inflation no higher than that of Haiti's
main trading partners.

4, To provide a domestic environment which would contribute to the
reactivation of domestic economic activity on a sustainable basis
taking advantage of the more favorable external conditions. Current
prospects are that the economv may expand at a rate of about 3 percent
in FY 1983/84.

5. To limit the pressures on the balance of payments arising from the
service of external debt.

fra To restore the financial viability of the National Credit Bank.
Instruments

1. The placement of a set of quarterly ceilings on the net domestic
assets of the consclidated balance sheet of the central bank and the
National Credit Bank.

2. The adoption of a number of measures to increase Treasury revenues,
including a comprehensive set of steps to strengthen tax administration,
the widening of the coverage of the general sales tax, the introduction
of the new mining tax, and the adjustment of several nontax fees.

3. The adoption of a set of quarterly ceilings on Treasury expenditures.
These cellings may be adjusted, upward or downward, depending on the
actual behavior of revenue,

4, The adoption of a set of quarterly ceilings on the nonconcessional
financing received by the public sector so as to ensure the availability
of credit to the private sector.

5. The concentration of foreign borrowing for development purposes on
loans from multilateral and bilateral development agencies at conces-—

sionary terms, and the limitation to USS$12 million on the contracting

l/ Actual and projected data on selected economic and financial in-
dicators for the fiscal years 198(~84 are shown in Table 10.
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of new external debt with maturity of less than 12 years. Also, the
prohibition to the central bank and the National Credit Bank tc issue
guarantees on any Iindebtedness to private foreign creditors or any
foreign credits to the private sector.

6. The establishments of limits on the rate of expansion of the net
domestic assets of the National Credit Bank, the application to this
bank of the same rules and regulations that apply to other commercial
banks, and the issuance of a special 20-year bond to consolidate out-
standing obligations and capitalize this bank adequately.

Main Assumptions

1. The coffee crop is projected to be some 25 per cent lower in volume
than in FY 1982/83, but the unit price is expected to be 5 percent
higher.

2. Haiti's exports of light manufactures are projected to increase

by 20 percent on the assumption that the recovery of economic activity

in the United States continues. A number of investments which are
currently under consideration in the light assembly industry are expected
to go through.

3. The flow of bilateral and multilateral financial assistance is
expected to increase to US$58.6 million in FY 1983/84, compared with
US$44 million in FY 1982/83.

4, Interest rates in Haitl are expected to remain competitive with
those prevailing abroad.
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Fiscal Year Ended September 30

Est. Praj.
_ FURG i981 1952 1583 199«
fAnnual percentage changes, unless otherwi{se specified)
MNatlsnal income and prices

SLP at constant prices N - -l.2 1.0 3.4

GDF det later 1h, 5 4.4 9.4 1.0 a.h

Consumer prices (average) 18,1 B.2 [ L L5

External sector ion the basis of

1.5, dollars}

Exporte, f.o.b. al.4 -28.1 k.9 a.l 9.2

lmporte, c.i f. 47 12.7 -xl.) Tt 4.5

Non=of1 fmports. o d.f. wl. 2 1s.1 -21.7 5.7 5.7

Exprirt volume an -3n.7 1.7 1.5 1.5

Import volime in, 4 “.h Sria [ EAN Ik

Terms ot rrade tdeterioratlon =) 1.0 —4.n 2.7 2.8 --

Homlnal effective exchanga rate
{depreciation -} 0.7 .48 S0 .1

Real effective exchange rate
tdepreciation -3 ) *.9 [ S0 .

Treasury
Revenues 1.2 -4.5 1i.n I, 8 144
Expenditures 9l.A 32.1 -21.2 4.1 12.2
Monev and credit {banking svstem)

Net domestic assets 1/ P 231 [ L2.3 8.3
Public sectar 1/ 15,5 (15.03 (1300 t2.a (2.7
Private sector |/ (7.0 (AL t1.n, 19.9) 15.5)

Moner and quasi-mapcy (M2} 19.0 13,2 1.1 h.i lu.n

Velucity (GDF relatlve to M2) a,0 Gl P 4,0 4.0

[nterzat rates (minlmum annual
vield on large denmmination
ang=vear certificates of
deposit) 120 1.6 130 1x.n ia.n

(In percent of GUP)
Publt. sector

Savings n.2 -N.a .7 1.5 2.0

Gverall public sectar detiecit (-1 -9.m -9.5 mh, 7 -3.5 -3.7
Foreign financine {2.9) (h.3) (2.4 [ (3.1)

Uoncessinnal [ 3.0 11,81 MY 3.1/
Uommercial FAATY 73,37 I=0lai 10227 ==
Domestle tinancing (5.1 3.3 (2.%) 0 8 {.6)
Domestic and noncancessional
external financing 27/ -3 -h.b =225 =1.0 =06
Gross domestlc lnhvestment 18,1 18,2 14.1 15.3 16.4
Gross naricnal savings 4,9 0.7 2.4 Ak 5.0
Transfers from abrrad Lo 7.4 Y 7.1 k.9
Current account defictc 7.7 Li.u a,? L.h [}
External debt ¢inclusive of
af Fund purchases {end of Wilh 1.8
{In percent
Lebt gservice pavments 3/ 10,7 il.4
Interest pavments s/ B a. A 5.
ila millions o1 N5, dollars)
fiveral l balance ot pavments -1z2.2 =-55.0 19,2 =%.7 B0
Grouss official rescrves Imonths
nf imports)s/ 1.3 0.6 1.3 "8 1.9
External payments arrears - c0.5 0.9 -- --

Sources: Minlstey of

of Halti:

17

Finance and Ecanomic Atfairs; Bapk of the Kepublic
and Fund staff estimates.
Changes in relatlon o llabilities to the private secror at the begin-

nlog ot the period.

2t FReferred te as public sectrr deficit in the Letter of Intent.

3/ Debr service an medium— and loang-term external debt . 1ncludes use of
Fund resources.

4/ 1Includes Interest pavments.

E! Trcludes 2ross foarelgn reserves of both the Bank of the Republle of
Haiti and the National Credit Bank.
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Haiti: Stand-By Arrangement

Attached hereto is a letter, dated September 1, 1983, from the
Minister of State for Finance, Economic Affairs, and Industry, and the
Governor of the Bank of the Republic of Haiti requesting a stand-by
arrangement and setting forth the objectives and policies that the
Government of Haiti intends to pursue through September 1985. To
support these objectives and policies the International Monetary Fund
grants this stand-by arrangement in accordance with the following
provisions:

1. For the period from 1983 to September 30, 1985,
Haiti will have the right to make purchases from the Fund in an amount
equivalent to SDR 60 million, subject to paragraphs 2, 3, 4, and 5

haolAcor eritrhnnekr Foarrhar vaudnwy hey Fha TianAd
C2.0W, WILNOUT Turc L ITViTw o) i Julid.

2. f(a) Until September 30D, 1984 purchases under this arrangement
shall not, without the consent of the Fund:, exceed the equivalent of
SDR 28 million, provided that purchases shall not exceed SDR 7 million
until January 31, 1984, the equivalent of SDR 14 million until April 30,
1984, and the equivalent of SDR 2! million until July 31, 1984.

(b) The right of Haiti to make purchases during the remaining
period of this stand-by arrangem

shall be determined.

wwement shall be subject to such phasing as

I plect Lo Such

{(c) None of the limits in (a) or (b) above shall apply to a
purchase under this stand-by arrangement that would not increase the
Fund‘'s holdings of Haiti's currency in the credit tranches beyond
25 percent of quota, or increase the Fund's holdings of that currency
resulting from purchases of borrowed resources beyond 12.5 percent of
quota.

3. Purchases under this stand-by arrangement shall be made from
ordinary and borrowed rescurces in the ratio of ! to 1.2 until purchases
under this arrangement reach the equivalent of SDR 32,487,500 and there-
after each purchase shall be made from borrowed resources only, provided
rthat any madil fisatinn hu tha Pimd af rtha nrannrtrinns nf ardinarv and
that any medification by the Fund of the preoporticons of ordinary and
borrowed resources shall apply to amounts that may be purchased after
the date of modification.

4. Haiti will not make purchases under this stand-by arrangement,
other than the initial purchase in an amount equivalent to SDR 7 million
that it may request within 15 days of the effective date of this arrange-
ment, that would increase the Fund's holdings of Haiti's currency in
the credit tranches beyond 25 percent of quota or increase the Fund's
holdings of that currency resulting from purchases of borrowed resources
beyvond 12.5 percent of quota:
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(a) through September 30, 1984

(1) during any period in which data at the end of the
preceding quarter indicate that the ceiling on the
cumulative Treasury ocutlays referred to in para-
graph 8 and set forth in Table 1 of the attached
letter; or

(ii) during any period in which data at the end of the
preceding quarter indicate that the ceiling on the
cumulative deficit of the public sector referred
to in paragraph 10 and set forth in Table 2 of the
attached letter; or

(1ii) during any period in which the ceiling on the net
domestic assets of the consolidated balance sheets
of the central bank {BRH) and the National Credit
Bank (BNC) referred to in paragraph |l and set
forth in Table 3 of the attached letter; or

(iv) if the ceiling on the contracting or guaranteing of
foreign debts of less than 12 years maturity as
described in paragraph l4 of the attached letter; or

(v) 1if the intention regarding the guaranteeing of foreign
credits referred to in the last sentence of paragraph 14
of the attached letter
is not observed; or

{b) After September 30, 1984, if suitable performance clauses
for the remaining perind of the stand-by arrangement
have not been established in consultation with the
Fund as contemplated in paragraph 17 of the attached
letter, or, if such clauses, having been established,
are not being observed; or

{c) throughout the duration of the arrangement, 1f Haiti:
(i) imposes or intensifies restrictions on payments and
transfers for current international transactions:
or

(ii) introduces multiple currency practices; or

(1ii) concludes bilateral payments agreements which are
inconsistent with Article VITI; or

{iv) 1imposes or intensifies import restrictions for
balance of payments reasons.
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5. Haiti's right to engage in the transactions covered by this
stand-by arrangement can be suspended only with respect to requests
received by the Fund after (a) a formal ineligibility, or (b) a decision
of the Executive Board to suspend transactions, either generally or in
order to consider a proposal, made by an Executive Director or the
Managing Director, formally to suppress or to limit the eligibility of
Haiti. When notice of a decision of formal ineligibility or of a
decision to consider a proposal is given pursuant to this paragraph 5,

this arrangement will
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has taken place between the Fund and Haiti and understandings have been
reached regarding the circumstances in which such purchases can he
resumed.
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6. Purchases under this stand-by arrangement shall be made in the
currencies of other members selected in accordance with the policies
and procedures of the Fuid, and may be made in SDRs if, on the request
of Haiti, the Fund agrees to provide them at the time of the purchase.

7. The value dare of a purchase under this stand-by arrangement
involving borrowed resources will be normally either the 15th day or
the last day of the month, or the next business day if the selected day
is not a business day. Haiti will consult the Fund on the timing of
purchases involving borrowed resources.

8. Haiti shall pay a charge for this stand-by arrangement in
accordance with the decisions of the Fund.

its
stand-by
the
including

At
U

9. (a) Haiti shall repurchase the outstanding amount of
currency that results from a purchase under this
arrangement in accordance with the provisions of
Articles of Agreement and decisions of the Fund,
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and reserve position improves.
{b) Any reductions in Haiti's currency held by the Fund shall
reduce the amounts subject to repurchase under (a) above
in accordance with the principles applied bv the Fund for
this purpose at the time of the reduction.

The value date of a repurchase in respect of a purchase
financed with barrowed resources under this stand-by
arrangement will be normally either the 6th day or the
22nd day of the month, or the next business day if the
selected day is not a business day, provided that repur-
chase will be completed not later than seven vears from

the date of purchase.

(c)
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10. During the period of the stand-by arrangement Haiti shall
remaln in close consultation with the Fund. These consultations may
include correspondence and visits of officials of the Fund to Haiti or
of representatives of Haiti to the Fund. Haiti shall provide the Fund,
through reports at intervals or dates requested by the Fund, with such
information as the Fund requests in connection with the progress of
Haiti in achieving the objectives and policles set forth in the attached
letter.

l11. In accordance with paragraph 17 of the attached letter, Haitil
will consult the Fund on the adoption of any measures that may be appro-
priate at the initiative of the Government or whenever the Managing
Director requests consultation because any of the criteria in paragraph 4
above have not been observed or because he considers that consultation
on the program is desirable, Also, in the period through September 30,
1984 Haiti will consult with the Managing Director whenever there 1s
evidence that the ceiling on the net domestic¢ assets of the National
Credit Bank referred to In paragraph 12 and set forth in Table 4 of the
attached letter is not observed. In addition, after the period of the
arrangement and while Haiti has outstanding purchases In the upper
credit tranches, the Government will consult with the Fund from time
to time, at the initiative of the Government or at the request of the
Managing Director, concerning Haiti's balance of payments policies.
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Port—-au-Prince, Haiti
September 1, 1983

Mr. J. de Larosiére
Managing Director
International Monetary Fund
Washington, D.C. 20431
U.S.A,

Dear Mr. de Larosidre:

1. The Haitian economy remains largely an agricultural society
whose development has been hampered by relatively scarce physical
natural regources, lack of adequate infrastructure, and a weak external
sector. Also, the relatively large size of our population is a source
of pressure on our limited resources. Haiti's export earnings have
consisted largely of the proceeds of coffee exports, some tourism, and
the sales of a still relatively small, albeit growing, light assembly
industry. OQur export earnings have, therefore, been largely dependent
on the fluctuations in economic activity abroad and the international
price of coffee. Efforts have been made in recent years to develop
and diversify our economy with the assistance of friendly governments
and the international development agencies, but progress has been slow
and much still remains to be accomplished.

2. The sharp rise in international coffee prices in FY 1979/80
was accompanied by a bumper coffee harvest, boosting export receipts
and tax revenues in that year and permitting an increase in the rate
of Government spending of almost 50 percent. Public sector outlays
continued to expand at a brisk pace in FY 1980/81, but with interna-
tional coffee prices falling and a smaller coffee crop being harvested,
government receipts contracted in absolute terms. As a result, the
public sector deficit which had to be financed by nonconcessional
external aid widened to the equivalent of 6-1/2 percent of GDP in
FY 1980/81, a level unprecedented in the economic history of the country.
Sizable credits were contracted abroad on commercial terms to finance
some industrial investments and increasing reliance was placed on
the central bank to finance the budget deficit, The combination of
domestic demand pressures and the weakening of the export sector,
because of deteriorating economic conditions abroad, led to a depletion
of the official international reserves which had been accumulated in
previous years. A forelgn exchange shortage developed and external
payment arrears accumulated. As the financial imbalance became more
acute, a parallel market for foreign exchange emerged with the gourde
selling at a rising discount. These developnments contributed to a
loss of confidence on the part of both private investors and foreign
donors. There was a reduction of foreign capital inflows, economic
activity became quite depressed and Haiti's national income contracted
in real temms.
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3. In an attempt to redress this situation, the Haitian Govern-
ment adopted a stabilization program during the course of FY 1981/82,
This program was supported by the International Monetary Fund with
a stand-by arrangement extending through the end of FY 1982/83 in an
amount equivalent to S$DR 34.5 million. The program called for a
reduction of that portion of the public sector deficit not financed
bv concesslional external aid to the equivalent of no more than
?2-1/2 percent of GDP in FY 1981/82 and 1-1/2 percent of GDP in
FY 1982/83. To help achieve these objectives, the program called for
very drastic cuts in the level of government spending, to bring it more
in line with government revenue., To increase revenue, the Government
decided to introduce a new general sales tax. However, because of the
normal difficulties in the introduction of a new tax and the fact that
this tax was to replace a number of existing excise taxes and specific
import duties, relatively little relief was expected in the short run on
the revenue side. The improvement in the public finances was expected
to increase the availability of credit to the private sector and to
reduce the pressures of government spending on the balance of payments,
thereby facilitating the elimination of the external payments arrears.
The objective was to lower the overall balance of payments deficit from
US$55 million in FY 1980/81 to US$25 million in FY 1981/82 and US$10 mil-
lion in FY 1982/83.

4, The stabilization program just described has been implemented
as planned. As a result, the public finances have shown a significant
strengthening and this has contributed to the improvement in the over-
all financial situation. Government outlays have been kept under tight
control, in compliance with the limits established in the program, and
the government revenues have shown a stronger performance than originally
envisaged, partly in response to improvements in tax administration. As
a consequence, nonconcessional borrowing requirements of the public
sector have been held below the ceiling established in the progranm,
making possible a greater availability of credit to the private sector
and assisting the process of economic recovery. The results of this
improvement in the publie finances have been reflected in a strengthening
of the balance of payments—-with the overall external payments position
approaching equilibrium once account is taken of the repayment of
arrears. Confidence in the gourde is returning, as reflected by the
drop in the discount offered in the parallel market, and signs can be
seen of an incipient recovery in economic activity. Prospects for next
year are for the economy to expand at a rate of about 3 percent,
provided that the foreign exchange situation continues to improve and
confidence is fully restored.

5. Despite the gains achieved, the underlying economic and
financial conditions are still fragile and the country's international
reserve position remains weak. Therefore, the Government of Haiti has
prepared a new financial program to be 1mplemented during the next two
vears for which we request the support of the International Monetary
Fund in the form of a two-year stand-by arrangement for an amount
equivalent to SDR 60 million. On the basis of current prospects and
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the policies described in this letter, it would be our aim to keep a
portion of the resources available under this arrangement as a secon-—
dary line of reserves.

6. The most important objective of this new program would be the
restoration of the net international reserve position of the central
bank, which we consider crucial to the full return of confidence. This
would be accomplished by the implementation of a monetary and fiscal
program consistent with the achievement of an overall balance of payments
surplus of the order of USS8 million in each of the next two years.

The foreign exchange resources obtained from the Fimd would be used
during this period to provide a necessary cushion to the gross reserve
position of the central bank while the rebuilding of the net intermational
reserve position is brought about., Another very important objective

of the program would be the attaioment of a sustained positive rate of
economic growth. Although a reactivation of world economic activity
will undoubtedly have a favorable impact on activity in Haiti, the
Government realizes that in order to take full advantage of these
circumstances it must consoclidate the recent gains achieved in strength-
ening the public finances, so that the flow of foreign assistance for
development purposes 1s not deterred by the lack of sufficient counter—
part local funds. To this end, the financial and fiscal policies in

the years ahead are designed to be consistent with the mobllization of
additional domestic resources and the continued strengthening of the
public finances, so as to achleve a higher rate of domestic savings and
investment.

7. An important element in the recent improvement of the public
finances has been a strong revenue performance. Behind this strong
performance has been a series of reforms introduced in our tax system
over the past years, some of which have been carried cut with the
technical assistance of the International Monetary Fund. These reforms
have included the passage of a new income tax law, the adoption of a
reference price system for the valuation of coffee export proceeds, the
establishment of a valuation system in the customs service to allow
for the assessment of import duties on an ad valorem basis, and the
introduction of the new 7 percent general sales tax. This last measure,
which was implemented only during the course of this last fiscal year,
is expected to give an important boost to government receipts in
FY 1983/84., 1In an effort to raise additional revenues in the next
fiscal year, the Government has recently introduced a new tax on mining
activities and adjusted several nontax fees, and it intends to extend
the general sales tax to certain services-—such as local telephone calls
and cable television—-—which had not been covered by the original sales
tax legislation. The Government is also engaged in a program to
strengthen further tax administration. In this regard, assistance is
being provided by friendly countries for the training of 75 additional
customs officers and 45 auditors, and for the introduction of electronic
computing facilities. Also, steps have been taken to strengthen the
hand of the Director of Internal Revenue in enforcing collections,
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including the passage of a new law which simplifies the procedures in
establishing tax assessments and handling tax appeals. The new law also
gives the Internal Revenue Service the power to attach liens on the
properties of delinquent taxpayers. 1In addition, a comprehensive tax
information system is being developed to facilitate cross-checking
between the sales tax records and the corporate and individual tax
returns. On the basis of these reforms and of the expanded coverage

of existing taxes, it is expected that government receilpts will reach

G 950 million, or the equivalent of 10 percent of GDP in FY 1983/84,
compared to an estimated 9.5 percent in FY 1982/83.

8. The rise in government revenues expected for FY 1983/84
should permit a moderate growth in current expenditures and increase
the availability of funds needed as counterpart for the Investment
projects financed with the assistance of multilateral and bilateral
development agencies. However, to ensure continuocus discipline in
government spending, a set of quarterly limits has been established on
Treasury outlays as shown in Table 1. This limit on expenditures may
be subject to an ad justment depending on the actual revenue performance,
Should revenue, cumulative from the beginning of the fiscal year exceed
the targets specified in Table 1, the expenditure ceiling for the
subsequent quarters may be increased overall by the equivalent of two
thirds of the cumulative excess in collections in the previous quarters.
Conversely, should revenue collections fall short of targets, the expen-
diture ceiling for subsequent quarters will be reduced overall by an
amount equivalent to the shortfall in revenue. On the basis of the
current revenue and expenditure projections for the Treasury, the deficit
of the Central Government to be financed with central bank resources
or with commercial credit will not exceed G 60 million in FY 1983/84,

9. The administrative reforms which the Government of Haiti has
been introducing over the past few years and those which are planned
for the period ahead are expected to make a significant contribution
to the authorities' efforts to mobilize domestic resources for the
development of the country, Nonetheless, Haiti will still continue to
need significant support from bilateral donors and multilateral develop-
ment agencies. It is the authorities' intention to seek an increase
of such assistance in the future, and to that effect they intend to
make a presentation at the time of the next Caribbean Group for Economic
Cooperation and Development chaired by the World Rank. In this context,
as in the past, the additional assistance sought will be technical as
well as financial. We feel that the performance achieved over the past
year and a half shows the commitment of the Government to improve the
management of our resources and deserves the support of the international
community.

10. The public enterprises in Haiti have for a number of years
enjoyed a relatively sound financial! position as their pricing policies
have been managed with sufficient flexibility te cover their costs and
allow for a reasonable margin of profitability. Recently, the public
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sector has expanded the scope of its activities through direct invest-
ments in a number of new industrial and commercial activities, such as
a new sugar mill and cement plant. To the extent that some of these
new activities may require some additional investment expenditures which
cannot be covered from the enterprises’' operating surpluses, other than
those financed with foreign development assistance, the Government will
make an appropriate allocation in the budget to cover such outlays, so
that as a group the public enterprises will not require additional net
financing from the central bank or commercial sources. Accordingly,
the total finanecing of the overall public sector other than that
covered by multilateral and bilateral assistance will be subject to the
quarterly limits shown in Table 2.

11. The above limitation on the access of the public sector to
domestic bank credit is expected to facilitate the management of
monetary policy. Restraint in the use of credit by the public sector
to the amounts established should permit a level of bank credit to
the private sector consistent with the expected recovery in economic
activity, while permitting the central bank to accumulate USS8 million
in net international reserves in FY 1983/84. To keep total credit
expansion of the banking system to a rate consistent with the balance
of payments objective, the increase in the net domestic assets of the
consolidated balance sheet of the central bank (BRH) and the National
Credit Bank (BNC) will be subject to ceilings as specified in Table 3.
Moreover, for the operations of the rest of the banking system to
remain consistent with this credit program, measures will be taken to
ensure that commercial banks, including the National Credit Bank (BNC),
will be in full compliance with their legal reserve requirements at
all times,

12. The process of separating the accounts of the National Credit
Bank (BNC) from those of the central bank (BRH) has been in progress
for some time, and the National Credit Bank is to undergo an audit at
the end of the current fiscal year. The authorities are aware that,
if a sound domestic financial market is to be preserved in Haiti and
confidence is to be maintained among depositors, a stateowned commercial
bank, such as the BNC, must have a healthy balance sheet and its opera-
tions be subject to the rules and regulations that apply to other com-
mercial banks operating in Haiti. The special relationship that existed
in the past between the BNC and the Government resulted in a number of
ohligations which are still pending settlement. In order to capitalize
this bank adequately and to regularize the existing obligations, the
Government will be issuing a special 20-year bond to consolidate out-
standing cobligations of the public sector with the BNC; furthermore,
from now on the BNC will no longer extend credit to the public sector
and, for other operations involving public sector transactions—--such
as the opening of letters of credit for the public sector-—-the BNC will
only act under specific and previous instructions of the central bank
(BRH)., The government debt to the central bank {BRHM) is alsc to be
consolidated through the issuance of a bond. Appropriate allocation
will be made in the Government's financial programing to pay interest
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on these bonds on a monthly basis. Tne credit operations of the BRC
will pe limited to the resources that it can acquire through its normal
deposit operations, without need for additional support from the central
bank, and it will meet reserve requirements as do the other commercial
banks. To ensure these results, a set of ceilings will be placed on

net credit operations of the BNC as specified in Table 4.

13. The Haitian authorities recognize the need to maintain
domestic interest rates competitive with those offered in foreign
markets in order to encourage domestic financial savings and discourage
capital flignt. At present, interest rates in Haiti appear to be
competitive with yields of equivalent financial instruments abroad.
However, tne interest rate policy will continue to be kept under review
in the light of changes in the underlying circumstances, and adjust-—
ments will be made as needed in order to ensure the continued stimula-
tion of savings and avoid the introduction of subsidies. In particular,
we are prepared to consider any necessary modification in interest
rates that may be required should the expansion in private financial
savings lag behind the levels consistent with the attainment of the
credit and balance of payments targets.

14, The Government intends to pursue cautious external public
borrowing and debt management policies to avoid the generation of
undue pressures on the balance of payments in the future. Consonant
with its objective of accelerating the pace of Haiti's development,
The Government will seek long—term foreign financing at concessionary
terms, particularly from multilateral and bilateral development agencies.
Other types of official toreign borrowing wiil be subject to careful
scrutiny in order to prevent the incurrence of debt at unfavorable
terms ot unrelated to the country's development needs. In line with
this objective, during FY 1983/84 the public sector, including public
financial institutions, will neither contract nor guarantee foreign
debts with maturity of less than |2 years for more than the equivalent
of Us312 million, except for the accommodation of self-liquidating short-
term credits within the fiscal year. Moreover, all foreign obligations
incurred or guaranteed by the Government or any of its instrumentalities
will have to be registered with the !linistry ot Finance and the central
bank (BRH). Finally, during tne period of the program, neither the
central bank (BRH), nor the National Credit Bank (BNC) will guarantee
foreign credits to the private sector, and the tvovernment of Haiti will
not guarantee loreign credits to the private sector.

I5. The official value of the gourde has remained fixed in relation
to the U.S5. dollar since 1919, and it is the intention of the authorities
to maintain this relationship unchanged. During the past Cwo years the
pressures that developed in the balance of payments resulted in the
accumulation of external payments arredrs and a parallel market arose
in which the gourde was sold at a discount. VFor the f[irst time in its
history, Haiti introduaced partial surrender requirements on export
proceeds. With the improvement in the financial situation, the payment
arrears are being liquidated and the pressure on the value of the
gourde has subsided. All payments arrears will have been repaid before
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the new program becomes effective, and the new financial program is de-
signed in such a way as tec prevent demand pressures originating in the
public sector from creating an imbalance between the demand and supply
for foreign exchange, and to permit a restoration of the central bank's
foreign exchange holdings so that the normal operating needs of the mar-
ket can be covered without the recurrence of arrears. The authorities
expect that as the foreign reserve position of the central bank improves
the existing surrender requirements will become redundant, and they may
be gradually phased out so as to return in due course to Haiti's tradi-
tion of complete freedom in excnange transactions which has so well
served the country in the past.

16, During the period of the stand-by arrangement, the Haitian
authorities do not intend to introduce any multiple currency practices
or impose any restrictions on payments and transfers for current inter-
national transactions. Furthermore, during the period of the stand-by
arrangement, the authorities do not intend to impose new or intensify
existing restrictions on imports for balance of payments reasons or to
conclude any bilateral payments agreements witn any Fund member.

17. The Haitian authorities believe that the policies set forth
in this letter are adequate to achieve the objectives of the program,
but will take any further measures that may become appropriate for tnis
purpose. During the period of the requested arrangement, the Haitian
authorities will periodically consult with the Fund, in accordance with
the Fund's policies on such consultations about the progress being made
in the implementation of the program described above and any policy
adaptations judged to be appropriate for the achievement of its objec-
tives. With respect to the program for FY 1984/85, the Government of
Haiti will consult with the Fund before October 25, 1984 in order to
reach understandings on the policies and measures for the remaining
period of the stand-by arrangement.

Sincerely yours,

Allan M. Nolte Frantz rlerceron
Governor Minister of State for Economy,

Bank of the Republic of Haicil Finance and lndustry
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(In millions of gourdes)

Targets for the Cellings on the
Cumulative Cumulative
Treasury Revenues Treasury Uutlays

Octoper 1, 1983 to December 31, 1Y83 245 250

October 1, 1983 to March 31, 1984 490 505 1/
October 1, 1983 to June 3u, 1984 735 Jou L/
Uctober 1, 1983 to September 30, 1984 350 1,01y 1/

1/ The expenditure ceilings for these quarters may be increased,
overall, by the equivalent of two thirds of the cumulative excess in
collections from those targeted in the previous quarters, or, conversely,
be reduced by an amount equivalent to the total cumulative shortfall in
revenue in the previous quarters.
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Ceiling on Cumulative
Public Sector Deficit

Qctober 1,
Uctober 1,
Uctober 1,

QOctober 1,

1983 to

1983 to

1983 to

1983 to

December 31, 1983
March 31, 1984
June 30, 1984

September 3uJ, 1984

=5

=15

=245

-60

1/ Defined as the sum of:

(a) net credit from the domestic panking

system to the public sector; (b} net foreign financing of the public
sector other than that covered by multilateral and bilateral develop-
ment agencies; and (c¢) domestic borrowing by the public sector outside

the banking system.
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Haiti: Table 3. Net Domestic Assets of the Consolidated
Balance sSnheets of tne Central sBank (BRd) and tne National
Credit Bank (8NC)1/

(In millions of gourdes)

June 3U, 1983 (actual)
September 30, 1983 (estimated)

Limits during FY 1983/84

vctober 1 to Decemper 31, 1983
January 1 to March 31, (984
April 1 to June 3U, LlY34

July | to 3eptember 30, 1984

1,440

1,475

1,540

1,575

i/ Defined as the difference between (a) the sum of their liabili-
ties to the private sector and the reserve liabilities to private cou-

mercial banks; and (b) their net international reserves.
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Haiti: Table 4. Net Domestic Assets of the National Credit Bank 1/

(In millions of gourdes)

Position as of:

September 30, 1932 (actual) 237
June 30, 1983 (actual) 237
September 30, 1983 (projected) 229
Limits on the cumulative change from the
September 30U, 1983 position

October 1, 1983 to December 31, 1983 31
January 1, 1984 to March 31, 1984 2b
April 1, 1984 to June 30, 1984 31
July 1, 1984 to September 30, 1984 35

1/ befined as the difference between {(a) the deposit liabilities to
the private sector of the BNC plus its net claims on the central bank
(BRH); and (b) the net foreign asset position of the 8NC, including any
unremitted collections abroad as a foreign liabilicy.




