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I. Tntroductior. 

The 1985 Article IV consultation discussions with Haiti were held 
in Port-au-Prince during August 13-29, 1985. Representatives of Haiti 
in the discussions included the Minister of State for Economy, Finance 
and Industry; the Ministers of Commerce; Agriculture; Planning; and 
Lahor; the Secretary of State for Finance and Budget; the Governor of 
the Bank of the Republic; the President oE the National Credit Bank; and 
senior officials of various ministries, government agencies, and state 
enterprises. In addition, the mission met with representatives of the 
business and financial community. The mission reviewed its find- 
ings with the President of the Republ.ic. The staff that participated in 
these discussions included Messrs. A. Linde (Head), P. Ewenczyk, and E. 
Kumah (all-WD), J. Felman (ETR), M. Vaez-Zadeh (CBD), and h2r. A. Sharma 
(Secretary-ETR). The mission was assisted by F!r. Hodjera, the Fund 
Resident Representative in Haiti. Haiti has accepted the oblig.?tions of 
the Article IV Sections 2, 3, and 4 of the Articles of Agreement. 

On November 7, 1983, the Fund approved a two-year stand-by arranpe- 
ment with Haiti in an amount equivalent to SDR 60 million (136 percent 
of quota). Through April 1984, Haiti made three pllrchases totaling 
SDR 21 million, but no further drawings were made because of failure to 
observe performance criteria. In September 1984, the authorities 
adopted an interim financial program which included a set of performance 
guidelines for the remainder of the period of the arrangement. l/ It - 
was agreed that this program would not be formally presented to the 
Executive Board until an assessment could be made of the extent to which 
the program was succeeding in reversing the departures that occurred in 
the first year of the arrangement. The authorities, however, were not 
able to achieve the degree of adjustment that had been sought, and tlley 
later acknowledged that the interim program was no longer viable. 

The previous Article IV consultat ion with Haiti was held in J~uly 
1984 and September 1984, and was discussed at EBM/85/18 on February 8, 
1985. In concluding the consultation, Executive Directors expressed 
disappointment about the weakening of Haiti’s financial situation in 
1983184 2/ and in the first quarter of 1984185, which had erased earlier 
gains and adversely affected the already fragile balance of payments 
situation and confidence. They cautioned that the continued deteriora- 
tion in the official international reserve position, in contrast to a 
programmed improvement, eventually could lead to a recurrence of pay- 
ments arrears and impair Haiti’s capacity to preserve the longstanding 
exchange rate relationship between the gourde and the U.S. doll.ar. 
Directors made reference to the effective appreciation of the gourde in 
recent years, but they also took note of the strong export performa:lc? 
of the labor intensive enclave industry which continued to benefit Eroln 
Iow labor costs. 

l/ These guidelines were described in EBS/85/7 (8/4/?5). 
7 1 The fiscal year ends Septemher 30. 
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Although earLier in the year Haiti experienced frequent delays in 
discharging its obligations to the Fund, in more recent months payments 
have been made, with Few exceptions, on time. In 1984/85, Haiti made 
repurchases for the equivalent of SDR 9.5 million and its outstanding 
use of Fund credit declined to SDR 77.0 million at the end of the fiscal 
year. Scheduled repurchases in 1985186 and 1986187 amount to SDR 16.5 
million and SDR 18.7 million, respectively (Table 1). Further informa- 
tion on Haiti’s relations with the Fund is presented in Appendix II. 

II. Background and Recent Developments 

1. Rackground 

After making some progress in 1982 and 1983 in reducing financial 
imbalances that first developed in the late 197Os, in the last two years 
Haiti again has been confronted with serious balance of payments pt-ob- 
lems mainly because of lax fiscal policies. On balance, the economy has 
not expanded since the coffee boom of 1980, and the Central Bank has 
Lost net international reserves in each of the last six years. 

In early 1982, the authorities adopted a stabilization program 
which was supported by a stand-by arrangement with the Fund extending 
through September 1983. The program was successfully implemented and 
the overall public sector deficit declined from 10 percent of GDP in 
1980/81 to an annual average of less than 6 percent in 1981/82 and 
1982/83 (Table 2). Most of the deficit was financed with highly conces- 
sional foreign assistance, and financing from central bank credit and 
commercial borrowing declined to less than 2 percent of GDP in 1982/83, 
From some 7 percent two years earlier. The overall balance of payments 
deficit was reduced from US$55 million in 1980/81 to USS13.5 million and 
IJS$12 million, respectively, in the next two years, and the external 
payments arrears and a discount on the value of the gourde that had 
emerged in the parallel market at the turn of the 1980s virtually dis- 
appeared by the end of 1983. 

Despite the progress achieved, however, Haiti’s balance of payments 
and external debt position remained weak and needed to be strengthened 
through a continuation of tight fiscal and credit policies for several 
years into the future. To this end, the authorities framed a financial 
program that centered on fiscal policies and called for an increase of 
USSS million in the country’s net international reserves in 1983184 to 
be Followed by a similar increase the following year, and requested a 
two-year stand-by at-t-angement with the Fund for the equivalent of 
SDR 60 million covering the period through September 30, 1985. 

3 .-. Perfl>rrmance under the stand-hv arrangement 

.As id ica ted above, after some initial success Haiti’s financial 
perf.~rrnanct! deviated from the programmed course particularly in the 
aftermath of ci.viL disturbances in two of the country’s main provincial 
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Table 2. Haiti: Public Sector Operations 

Fiscal Year Ended September 30 
Est. Budget 

1981 1982 1983 1984 1985 1986 

Total receipts 
Treasury revenue 
Current surplus of public 

enterprises before transfers 
to the Treasury 

Total expenditure 
Current exuenditure 
Capital expenditure 

Of which: financed with 
foreign aid 

Grants-in-aid 

Overall deficit 

Financing 
Foreign concessional 

financing (net) 
Nonconcessional 

financing (net) A/ 
Foreign commercial loans 
Domestic bank credit 

Memorandum item 
Public sector savings 

Total receipts 

Total expenditure 
Current expenditure 
Capital expenditure 

Of which: financed with 
foreign aid 

Grants-in-aid 

Overall deficit 

Financing 
Foreign concessional 

financing (net) 
Nonconcessional 

financing (net) 2/ 
Foreign commercial loans 
Domestic bank credit 

Memorandum item 
Public sector savings 

(Ln millions of gourdes) 

756.8 895.5 -- 1,035.6 
659.6 749.3 846.5 

97.2 146.1 189.1 

1,708.5 1,577.3 1,798.5 
825.6 829.3 950.0 
882.9 747.9 

(453.5) (480.5) 

236.5 235.0 -- 

-715.2 -396.8 - - 

848.5 

(609.3) 

280.5 

-482.4 

257.1 

2.099.7 
1.122.8 

976.9 

(620.0) 

310.0 

-618.5 

,771.l 

(528.1) 

263.1 

-369.3 

.849.5 

(532.9) 

307.9 11 -- 

-184.1 

217.0 195.5 

498.2 201.4 
(252.0) (-39.5) 
(246.2) (240.9) 

328.8 310.0 265.0 

153.6 308.5 104.3 
(56.8) (-8.6) (-65.0) 
(96.8) (317.1) (169.3) 

225.0 21 - 

-40.9 
(-85.9) 

(45.0) 

-68.8 66.0 85.6 48.4 138.7 357.5 

(In percent of GDP) 

10.4 12.1 12.5 - - - 

23.4 21.4 22.0 
11.3 11.2 11.6 
12.1 10.2 10.4 

(6.2) (6.5) (7.5) 

3.2 3.9 z 

-9.8 -5.4 -6.0 - - 

3.0 2.6 4.1 

(E, (2) 
1.9 

(0.7) 
(3.4) (3.3) (1.2) 

-0.9 0 .9 1 .I) 

l,L71.2 1,397.9 1,508.9 
914.1 1,120.n 1,200.n 

277.9 308.9 

2.030.3 2,000.9 
1.259.2 1.151.4 

12.9 13.9 14.n 

23.0 20.2 18.5 
12.3 12.5 10.5 
10.7 7.7 7.9 

(6.8) 

3.4 

-6.7 

(5.2) 

2.6 

-3.7 

(4.9) 

2.8 l/ -- 

-1.7 

3.4 

3.3 
C-n.2) 

(3.5) 

0 . h 

3.5 

1.1 
C-0.6) 

(1.7) 

1.5 

7. L ?I - 

-0 , 4 
(-0.X) 

( 0 . 4 ) 

3.4 

Sources: Ministry of Finance, Economy and Industry; Bank of the Republic of Haiti; 
and Fund staff estimates. 

1 i Includes G 85 million in U.S. assistance under PL-4%) Title TLI. 
3 Projection based on information provided by bilateral and multilateral lenders. 
I/ Definition used in financial programs. 
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cities in Play 1984. In an effort to balance the Treasllry accounts :and 

thereby regain control of the fiscal situation, the authorities intro- 
duced in July 1984 a tax paclra,ge featuring increases in the taxes on 
gasoline, diesel f reel, beer and other alcoholic beverages, cigarettes, 
and travel insurance; a new tax on sales of lottery tickets; a douhling 
of the registration fees for private vehicles; a 40 percent increase in 
the permit fee for operating business establishment; and an extension of 
the general sales tax to cement and telecommunication services. In the 
meant ime, however, extrabudgetary spending escalated, particularly for 
free food distributed in the riot areas, employment-intensive public 
works and defense. All together, public sector expenditure exclusive of 
outlays financed with foreign grants, actually rose by 17 l/2 percent, 
instead of declining slightly as had been programmed, while public 
sector receipts grew by 13 percent, exceeding projections by only a 
small margin. As a result, the overall public sector deficit, which had 
been programmed to fall to 4 percent of GDP, widened to more than 
6 l/2 percent of GDP in 1983/84. Disbursement of foreign concessional 
loans was in line with expectations and covered about one half of the 
deficit. The remainder was financed basically with central bank credit 
amounting to G 317 million (3 l/2 percent of GDP), or more than five 
times the limit established under the program (see Table 2). 

The fiscal outturn together with a large increase in credit to the 
private sector by the state-owned National Credit Bank led to substan- 
tial departures from the credit ceilings as well. The consolidated net 
domestic assets of the Bank of the Republic (the Central Bank) and the 
National Credit Bank increased by more than 20 percent and exceeded the 
program ceiling by some 14 percent. The liabilities of these two banks 
to the private sector grew by 15 percent or ahout as projected and their 
net international reserve loss amounted to US$22 million. An improve- 
ment in the net foreign reserves of the rest of the banking system and a 
reduction in external payments arrears limited the overall external 
deficit to IJS$12 million, compared with a programmed surplus of 
US$8 million. 

The interim program for 1984/85 aimed at ;a net international 
reserve gain of at least US$14 million. Attainment of that target was 
predicated on minimal domestic bank credit expansion to the pllblic 
sector and, in the fiscal area, a compression in government olltlays, 
other than those financed with foreign concessional aid, and new revenue 
measures. 

The fiscal situation showed some improvement in L984/85, compared 
to developments in the previous year, mainly as a result of a strong 
revenue performance. The improvement, however, was not as substantial 
as had been deemed necessary in view of the country’s weak external 
position, because the restraint in spending that h.qd been sought did not 
materialize. The overall public sector deficit was reduced but only to 
3 314 percent of GDP, compared tiith a program t.arget of 2 3/4 percent, 
and as expected financing for the equivalent of .! l/2 percent of GDP was 
secured from bilateral and muLtiLateral development agencies. Cent t-al 
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bank lending to the public sector, including advances for the net repay- 
ment of public commercial debt, amounted to 1 3/4 percent of GDP, 
whereas the progcan had called for virtually no recourse to domestic 
bank credit . 

The strong growth in revenue benefitted from the full year effect 
of the tax package introduced in .July 1984 and from new revenue mea- 
surtls. In Qctobrr 1984 the rate of sales tas was raised from 7 ?et-cent 
to LO percent, and in March 1985 another package IJ~ revenue measures was 
passed including an increase of G 25 in the airport departure tax; a 
Illrther 33 percent iriclrease in the excise tas on cigarettes; and a new 
ll.Y$O.60 per gaLLon tax on diesel fuel which brought the retail price to 
lJSS2.25 per gallt~n, the same price ch.at-ged for gasoLi.ne. These measures 
were instrumental in boosting treasury revenue by more than one fifth, 
and although the operating surplus of the public enterprises did not 
improve as much as expected, total pubLic sectl>r receipts rose by one 
percentage point of GDP to 14 percent. 

As regards expenditllre, the authoriti.es I~ad planned to balance tile 
tre;lsury budf;et in 1984/85, and to do so, budgetary appropriations were 
set at the level of projected revenue, which implied a reduction of some 
6 percent with respect to the high spending levels authX>rized by the 
Treas:lry in the previous year. 4s it developed, the allthorities were 
not- able to stamp out the recurring problem of spending outside the 
bud>:e t , , with the result that Treasury outlays nc tually rose by about 
7 percent (Table 3). Plost of the extrabudgetary spending was related to 
a national referendum on Imajor constitutional changes that took place in 
Jr~ly 1985 and to government campaigning before the vote. There were 
also outlays for the cash purchase :?f military jet :<ircraft, and an 
unbudgeted 7 l/2 percent increase in the government payroLl. Cutbacks 
in capital expenditure by the public enterprises helped to offset the 
resulting 12 percent rise in current expenditure and, as a result, total 
spendins by the public sector barely changed and it remained unsustain- 
ably hi,gh. 

On the ;Issumption that the public sector financin% needs from the 
Centr;ll Rank wo111d he smaL1, the financial program for 1984/85 allowed 
For an increase of 3 1/2 percent in the net domestic assets of the 
monetary authorities, mainly to .accommodste some credit expansion to the 
privfste sector by the National credit Rank. In the event, the net 
domes t ic .?ssets rose by 14 percent and the net international reserve 
position of the monet;qry authorities deteriorated by another IJS$LO 
million (Table 4 and 5). 

Excessive credit expansion by the Central Rank to satisfy tile 
firlancin!; nt?eds of the public sector exerted heavy pressure on the 
haL.1nce of paAyments in 1984/85, and external. payments arrears also 
ceeme rsed. TncI~idin~ these arrears, which rose by almost fUS$l@ million 
(and stood at !lS$L2 million at the end nf the fiscal year) as weLL as a 
ZSS5 mill ion decline in the net foreign reserves of the commercial 



1981 

Fiscal Year Ended September 30 
Est. 

1982 1983 1984 1985 
Budget 

1986 

Table 3. Haiti 

Treasury receipts 
Domestic tax revenue 
Export taxes 
Transfers From public enterprises 

Total exnenditure 
Current expenditure 

Wages and salaries 
Interest payments 
Other current outlays 

Capital expendi.ture 

Overall srlrplus or deficit (-) 
of the Treasury 

. 

Financing 
Foreign concessional 

financing (net) 
Nonconces.sional financing (net)L/ 

Foreign commercial loans 
Domestic bank credit 

Memorandum items 
Expenditure authorized by 

tile Treasury 
Current account surplus 

Treasury receipt 
Of Aich: domestic 

tax revenue y 

Total expenditure 

Overall surplus or deficit (-> 
of the Treasliry 

Treasury Operations 

(In millions lof aourdes) 

659.8 824.5 920.9 1,005.O 1,285.0 - - - 1,193.2 
611.5 666.0 773.2 857.2 1,055.9 1,140.O 

48.3 83.3 73.4 56.9 64.1 50.0 
-- 75.2 7.4.4 90.9 73.2 85.0 

1,190.4 1,n02.7 1,065.2 1,305.7 1,399.2 1,287.4 
825.6 829.4 950.0 1,122.8 1,259.2 1,151.4 

(351.7) (400.0) (4337.1) (491.5) (529.1) (530.4) 
(38.6) (51.5) (72.0) (122.6) (121.7) (114.3) 

27.5 3.4 -12.6 -23.1 -24.5 -20.2 
503.3 174.8 156.9 323.8 230.5 22.6 

(221.0) (-7.5) (-3.2) (18.4) (-5.5) (-22.4) 
(282.3) (182.3) (160.1) (305.4) (236.0) (45.0) 

876.9 961.4 902.9 1,004.7 
-166.0 -4.9 -29.1 -117.8 

(In _percent) 

1,160.O 
-66.0 

9.0 11.2 11.2 11.0 11.9 

(10.5) 

13.9 

(8.3) (9.0) (9.5) (9.4) 

16.2 13.6 13.0 14.3 

-7.2 -2.4 -1.8 -3.3 -2.0 -- 

(435.3) (377.9) (470.9) (508.7) (608.4) 
364.8 173.3 115.2 182.9 140.0 

-530.8 -178.2 -144.3 -300.7 -206.0 

(506.8)J 
136.0 

-2.4 

1,330.o 31 
133.6 - 

11.9 

(10.6) 

11.9 

Sources: . Y,linistry of Finanl:e, Economy and Industry; Bank of the Republic of Haiti; 
and Fund staff estimates. 

b l/ Includes p;lyment of olltstanding obligations to domestic suppliers amounting to 
G T8.6 million. 

'I Definition used in financial programs. 
T! Tncludct~ amort izqtion payments. 
T *I Ratio in 1980 was 7.2 percent. - 
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Table 4. Haitt: Performance Under the Financial Programs 
for 1983184 and 1984lR5 

(In millions of gourdes or as otherwise lndlcated) 

FY 1984,‘85 
Position as of Prel. 
Sept. 30, 1984 Dec. M3r. June Sept 

I. Treasury Operations 

Cumulative revenue l/ treasury 914.1 292.5 586.7 874.1 - - 
Target 950.0 300.0 573.0 849.0 

Excess or sl1ortEall (-) -35.9 -7.5 13.7 25.1 

Cumulative expenditures 
authorlzed bv the Treasury L/ 1,004.7 269.8 562.8 852.8 

Ceiling 1,010.n 240.0 526.0 801 .o 
Adjustment ?/ -20.8 -- 7.5 9.1 
Adjusted ceiling 989.2 260.0 518.5 810.1 

Yargin lot- excess (-) -15.5 -9.8 -44.3 -42.7 

II. Financing of the Public Sector 

Cumulative public sector 
deficit (program definitlon) 308.5 67.5 48.0 52.7 

Domesttc hank credit (net) 317.1 so.0 73.0 90.2 
Foreign commercial borrowing 

(net) -8.6 -12.5 -25.n -37.5 
Ceiling 50.0 -20.0 -24 .o -19.9 

Margin, or excess (-) -148.5 -87.5 -72.0 -71.7 

III. Net Domestic Assets of the Monet?iry Authorities 

Actual 1,801.4 1,836.2 1,874.h 1,921.R 
Ceiling 3/ 1,730.o 41 1,745.0 1,729.0 1,761.O - 

Margin or excess (-) -71.4 -91.2 -145.6 -160.8 - - 

IV. Credit to the Prtvate Sector of the National Credit Rank 

Actual 291.1 297.0 308.6 315.9 
Celling 270.0 278.0 289.0 296.0 

Margin or excess (-) -11.0 -19.0 -19.6 -20.9 

V. Net Foreign Commercial Financing (In millions of Il..?. dnllars) 

Actual -5.4 -1.5 -5.0 -7.5 
Ceiling 12.0 8.n 8.0 8.0 

Marzin or excess (-) 15.4 1n.5 13.0 15.5 

1,120.O 
1,080.O 

40.0 

1,lhO.O 
1,080.O 

16.7 
1,096.7 

-63.3 

104.3 
169.3 

-55.Q 
15.0 

-89.3 

2,029.9 
1.790.0 

-239.9 

293.5 
3n5.0 

-11.5 

-lOA 
9.n 

18.8 

Sourcr~: Plinistry of Finance, Economy 2nd Indllst ry; Bank 3f the Rvpllhli,: tnf 
Haiti; and Fund staff estimates. 

L/ Incllxies only budgetary operatinns of the Treasury. Expendi tnlres c-Butside ttlr 
bu:ge t , such as those financed with transfers from public ellterpri<r< *Jr the Central 
Bank, .are (not reflected here; these #olltLnyq 3r~ <how in Tabl? 3. 

2/ The expenditure ceilings are adjusteTA hy the equivdlrnt of two thirds (of the - 
cumulative excess in revenue collections ahove target in the prrviN>us quartrr, or, 
conversely, reduced by an amount eql~inleht ta) the tot.31 ~:rlmlll.-ltivc sh~~rtf~~ll in 
revenue in the prevtous quarters. 

I 
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Table 5. Haiti: Summary Accounts of the Banking System 

(In millions of ,gourdes) 

1981 

Fiscal Year Ended September 30 
1983 

Before After 
Bond Bond Prel. 

1982 Issue Issue 1984 1985 

1. Consolidated Accounts BRH - BNC 

Net internat ional reserves -9.9 -103.8 -246.6 -246.3 -357.9 -403.5 
Foreian assets 95.8 174.4 139.7 139.7 134.3 101.4 
Foreign liabilities 106.7 -280.2 -386.3 -386.0 -492.2 -504.9 

Of which: use of Fund credit (-88.7) (-22rl.9) (-343.0) (-343.0) (-430.1) (-406.1) 

1Jet domestic assets 1/ 
Net claims on public-sector ?/ 
IYF Trust Fund 
Credit to commercial banks 
Credit to private sector 
Official capital and surplus 
Counterpart unrequited fnreiqn 

exchange 
Other accorlnts (net) 

. Deposits of petroleum companies -- 
- 

-- 
- 

Liabilities to commercial banks 369.9 418.8 
Of which: free reserves (86.7) (124.7) 

Liabilities to private sector 
Currency outside banks 
Deposits 

Net foreign assets -18.8 -72.3 -187.0 -185.7 -257.5 

Net domestic asset 1,874.5 3,134.2 2,341.l 2,349.5 2,669.5 
Net claims on public sector 838.2 1,079.l 1,175.R 1.535.1 1,857.Z 
Credit to private sector 1,118.4 1,102.g 1,150.9 1.027.7 1,113.h 
Other accounts (net) -82.1 -47.7 14.4 -213.3 -296.3 

Liabilities to private sector 1,855.7 2,061.g 2,154.l 2,lh2.8 2,411.9 
Monetary liabilities 817.7 909.9 923.5 931.8 1,099.2 

Currency outside banks (399.6) (486.3) (519.9) (527.3) (610.4) 
Demand deposit (418.1) (423.6) (403.4) (404.5) (488.5) 

r)uasi-monev 985.6 1,064.3 1,152.l 1,152.5 1,340.7 
Private capital and surplus 53 4 A. 87.7 75.5 78.5 73.0 

1,101.7 1,348.0 1,531.3 1,532.J 1,821.l 2,060.l 
839.3 1,080.6 1,155.2 1,514.5 1.825.7 3,non.o 

-105.9 -104.3 -97 .o -97.0 -84.4 -66.2 
34.4 24.9 33.2 33.2 23.5 16.6 

353.6 338.6 336.7 ‘13.5 291.1 393.5 
-193.4 -174.5 -185.5 -125.6 -158.4 -158.8 

-82.1 -77.4 -74.1 -74.1 -71.7 
255.8 260.1 362.8 67.8 -3.7 

43.8 43.8 20.7 

-67.8 
42 9 . 

30.2 

387 .o 
(56.8) 

853.9 
519.9 
334.0 

379.6 
(56.8) 

449 9 
(62:8) 

552.4 
(90.0) 

721.9 
399.6 
322 3 . 

11. 

825.4 
486.3 
339.1 

862.6 993.5 1,074.O 
527.3 610.4 647.2 
335.3 383.1 42h 8 . 

Banking System 

-332.5 

2,9h4.5 
2,021.5 
l,lR7.5 
-244.5 

2,h72.0 
1,21il.2 

(647.7) 
( 5 h 3. i-1 ) 

1,348.S 
73.~~ 

Source: Bank Qf the Republic of Haiti (BRHj. 

l! The deposits of the petroleum companies with the BRH have been reclassified as a separate it-n - 4 outside net domestic assets. 
‘)I Xet of public sector deposits and medium- and lonq-term CI foreign liabilities of the p~ubli~: se!:te~lr 

thyt have heen channeled through the BRH. 
, 
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banks, the halance Iof payments registered an overall deficit of 
US$25 million, compared with the US$14 million surplus that had been 
envisaged (Table 6). Fiscal developments also had an adverse effect on 
the parallel exchange rate. In the early 198Os, the gourde began to 
sell at a discount which at one point reached 15 percent before receding 
to less than 5 percent as fiscal pressures cased. In recent months, the 
discount in the parallel exchange market has gone up again and it is 
reported to he hovering at present in the 14-16 percent range. 

3. Relations with the idorld Bank Group 

The Bank Group began its operations in Haiti in 1956. Since then 
the International Development Association (IDA) has approved 22 credits 
for a total of USS258.9 million, and as of .June 30, 1985 a total of 
USSlh7.8 million had been disbursed. IDA lending has been spread over 
the following sectors: Trsnsport (6 projects); Power (4 projects); 
Education (4 projects); Rural Development (2 projects); and one project 
each Water Supply, Industrial Credit, Agricultllral Development, Port 
Development, Urban Development, and Forestry. 

The last two credits (Power IV - USS32.1 million and Education IV - 
USrjlO million) were approved in November 1984 and May 1985, respec- 
tively. It is expected that R seventh transport project (I!S$24 million) 
will be presented to the Bank Board for approval in May 1986. The Bank 
is also considering the possibility of extending a sectoral credit for 
agriculture. According to Bank staff this loan would be conditioned on 
the existence of appropriate macroeconomic policies within the context 
of a financial pro,qram supported hy use of Fund resources. The Bank’s 
current lending program for 1985/89 amounts to lJS$154.2 million. 

The last economic mission to Haiti took place in .January 1985. The 
mission concluded that sustained growth would require not only major 
macro-policy changes, but also a suhstantial reallocation of public 
expenditllre to favor productive projects with higher economic returns 
and with less emphasis on de fense, public industrial and extrabudgetary 
spending. Agricultllre was identified as one specific area that will 
require additional budgetary resources. The mission also called for 
improved planning and budgeting procedures. As a follow up to the 
economic mission, a World Bank team visited Haiti in October 1985 to 
conduct an in-depth review of public expenditures with a view to pre- 
senting its findings to n special Subgroup Neeting of the Caribbean 
C: r o u p in Spring 1986. The mission was to assess present and proposed 
esperldit:lres against the following criteria: that they supported output 
expansion in those areas of the economy with the highest productive 
potential, that they were efficient and cost-effective, that their 
recllt-rent costs implications were fully taken into account and finance- 
able, that they reflected appropriate relative roles of the private and 
public sectors, and that aid coordination was maximized. 
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Table h. Haiti: Summary Balance of Payments 

(In millions of [U.S. dollars) 

1981 

Fiscal Year Ended September 3r1 
Prel. 

1982 1983 1984 1985 

current account 
Trade balance 

Exports, f.o.b. 
Coffee 
Light assembly industry 
Other 

Imports, c.i.f. 
Services, net 

Of which: travel 
interest 

Transfers 
Private 
Official 

To private sector 
To public sector 

Capital account 
Official capital, net 

Multilateral and hilateral 

0 
ChmmerciaI 
Publicly guaranteed debt and other ofEicia1 

Private capital, and errors and omissions 

Overal 1 balance 

Financing : 
CI 

Monetary capital (increase -) 
Arrears (decrease -) 
Change in net international reserves (increase -) 

Net use of Fund resources (decrease -) 
Other, net (increase -) 

-1nu.7 
-215.1 
(158.2) 

133.11 
179.61 
/45.5! 

(373.3) 
-24.4 
(43.5) 
(-9.4) 
130.9 
(54.A) 
(bh.1) 
./lh.h/ 
147.31 

53.5 
103.7 
(43.4) 
(50.4) 

(9.9) 
-50.2 

-55.2 

-1.3 
?i). 5 

36-n 
(13.8) 
(22.2) 

- 50 . n 
-123.6 
(195.3) 

!35.91 
/9R.9/ 
/5n. 51 

(31X.9) 
-44.3 
(39.5) 

(-13.4) 
118.9 
(49.7) 
(69.2) 
!I;,.?! 
/57.n/ 

35.4 
30.3 

(39.1) 
(-7.9) 

(0.9) 
5.1 

-13.6 

-h.l 
0 . 4 

21.3 
(18.9) 
(-7.h) 

-hO.S 
-122.5 
(229.5) 

/54.0/ 
i124.6! 

150.91 
(352.0) 

-61.5 
(28.Q) 

C-18.3) 
113.2 
(45.0) 
(78.2) 
lLh.21 
/bZ.O/ 

-5h.4 
-1n5.9 
(22H.h) 

! 4 8 . 0 / 
1132.91 

/47.1! 
(333.9) 

-66.5 
(25.1) 

(-14.9) 
116.1 
(48.1) 
(58.0) 
/15.4/ 
/52.6/ 

48.5 31.3 
55.3 37.3 

(62.0) (53.0) 
(-1.7) (-13.0) 
(-5.0) (-2.7) 

-h.Y -h.l 

-12.3 

-8.1 
-6.3 
Ih.7 

(21.8) 
(4.91 

-25.2 

5 . n 
9.t; 

10.6 
(-9 .A) 
(20.0) 

sources : Hank of the Republic of Haiti; and Fund staff estimates. 
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III. Summary oE Policy Discussions 

As the previous discussion suggests, the serious balance of pay- 
ments problems that Haiti continues to face can be readily traced to 
large and recurrent fiscal imbalances. The Haitian authorities have 
stated that some of the outlays incurred outside the budget in the last 
two years were motivated by special circumstances, but they also 
acknowledged that by and large expenditure restraint did not receive the 
attention that it deserved. 

The relaxed fiscal stance also has contributed to a rise in domes- 
tic prices in the last three years that was twice as rapid as those in 
Haiti’s principal trading partners. As a consequence, pressures for 
wage increases have emerged, but the authorities have managed thus far 
to resist calls for compensatory wage awards, taking the position that 
wage increases would tend to perpetuate Haiti’s grave unemployment 
problem. In the last four years there has been only one relatively 
large minimum wage increase (13 percent in October 1984), and it has 
been announced that there will be no further wage adjustment in the next 
two years. 

Moderate wage policies have made it possible for the lahor inten- 
sive light assembly industry to continue to outperEorm the rest of the 
economy. In the last ten years export earnings from these activities 
have gone up from almost none to US$133 million (calculated as value 
added) ; and in the last five years, these earnings have almost doubled, 
outdistancing in the process traditional mainstays of the economy such 
as coffee and other agricultural products, and accounting now for almost 
60 percent of total merchandise exports (see Table 6). 

The performance of this industry has been particularly welcome 
because, in other respects, the external environment has not been pro- 
pitious to a reactivation of the domestic economy. Tourism has suffered 
in recent years because of the adverse publicity regarding the AIDS 
disease, and the economy has not fully recovered from the termination of 
bauxite mining operations in 1982 and the consequent loss of jobs, 
export earnings, and government revenue. 

The authorities realize that the maintenance of a competitive cost 
structure will become increasingly untenable if present financial imbal- 
ances are allowed to prevail much longer. Accordingly, they have devel- 
oped fiscal and monetary policies for 1985186 aimed at reversing the 
financial slide of the last two years and to move the overall hrilance of 
payments into surplus for the first time since 1979. 

1. Fiscal policies 

The financial program for 1985/86 calls for a reductilln in the 
deficit of the overall public sector of 2 percentage points of GDP to 
1 314 percent, and to achieve that target the operations of the Treasirry 
will need to be brought into balance. The borrowing requirement of the 
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rest of the general government should he fully funded with soft loans 
from bilateral and multilateral development agencies and, .as in 1984/85, 
the public enterprises are expected to generate a smaL1 overall surplus, 

The imbalances in the operations of the Treasury in recent years 
have come about despite revenue act i.ons by the authorities on a number 
of fronts. In 1982 they introduced (with Fund technical assistance) .+ 
new 7 percent general sales tax, which replaced a large nllrnber of speci- 
fic taxes, surcharges, and other levies, and the rate was Later raised 
to 10 percent. They have also adopted a new reference price system for 
the valuation of coffee export proceeds, a new income tax law, and a new 
customs tariff to facilitate the assessment of import slllties on an ad 
valorem basis. In addition, the rate of taxation on imported petroleum 
products has been raised signi f icantl.y, and there have been periodic 
adjustments on a number of excises and other taxes and fees that are 
still assessed on a specific basis. 

As a result, revenue from taxes other than esport taxes oh coffee 
and bauxite has gone from 7 percent of GDP in 1979/80 to more than 
10 L/2 percent last year. Over the same period, howcvcr, total receipts 
of the Treasury rose only from 9 l/2 percent to 12 percent of GDP 
because of the revenue loss when hauxitc? mining operations were discon- 
tinued in 1982, and because U.S. AID has Seen making substantial. finan- 
cial assistance available to Haiti under the PI,-480 program conditioned 
on reductions in export taxes and income tax rates to stimulate produc- 
t ion and investment. The export tax rate on coffee was lowered by 
10 percent last year and another finaL reduction of 15 percent is to go 
into effect in 1985186. l-1 

Although some of the changes referred to above have made the tax 
system more responsive to movements in income, about nne half of 
Treasury revenue is still derived from taxes assessed on a specific 
basis. For that reason and hecause the tax burden still remains compar- 
atively low, the authorities believed that additional revenue measures 
would need to be taken to achieve the Government’s fiscal objectives. 
At Haiti’s request the Fiscal Affairs Department is presently conducting 
an assessment of the need for long-term technical ;lssistance in the 
customs service. The authorities have expressed an interest in 
throughly reorganizing the Customs Administration and indicated their 
willingness to pass and implement :any legisLati.on that might he required 
to strengthen duty collections. 

l/ The authorities have s:lid that the problems f.lced by the cofEee - 
sector are quite complex and their resolution might require a whole 
revamping of production and mArk,?ting patterns that yoes hoyond a simple 
change in tax rates. Nore det:3ils on this subject were pr3vid?d in 
SM/84/275, Appendix I. 
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In the meantime, the budget for 1985/86 has been built around the 
assumption that public sector revenue will rise by 8 percent, or at 
about the same rate as the projected growth in nominal income. On the 
expectation that there will be little real economic growth, new revenue 
measures were introduced in October 1985 to ensure attainment of the 

revenue forecast . The main components of the latest revenue package are 
d dolubl.ing of the tax on airline tickets purchased by Haitians to yield 
an estimated G 10 million, and fllrther tax increases on petroleum deriv- 
a tives to provide another G 33 million. The retail price of kerosene 
was raised hy US$O.60 per gallon to LTSS1.77 per gallon to bring it more 
in Line with that of gasoline and diesel fuel, and the savings from 
recent declines in international oil prices was heing passed on to the 
Treasury through tax increases. 

Tn an effort to achieve bettet- control on public spending the 
authorities have made drastic changes in budgetary prc-jcedures; for the 
first time a unified budget has heen adopted which incorporates a11 
recei.pts and expenditures of the public sector. Under this formula 
cert4 in expendi ture.5 that in the past were incurre:rl outside budget 
channels and were financed with transfers from public enterprises are 
now subject to budgetary control. The budget also broke new ground in 
makin specific provisions for all debt service payments instead of 
allocat in? global sums solely on the hasis nf estimates. The nuthori- 
ties felt that these changes should make it possible to use the budget 
as a more effective instrumeht of financial policy. In this regard, 
they have asked for additional Fund technical assistance in the area Iof 
exnenditure and budget control, and the Fiscal Affairs Department is 
reviewing needs in this area as well. 

To balance the treastlt-y accounts the budget calls for a reduction 
of 2 perCentage POilltS Of GDP in tr:?aSlJry expE!nditUre. This reduction 
reflects in part the nnnrecut-rent nature of some uf the outlays that 

took place in the Last two years outside the budget. The authorities 
\gere of tile view that some of the problems that led to heavy spending to 
ease political tensions were not likely to recur. The wage bill has 
heen kept flat, and the current account has been projectetl to swing from 
a l,arge deficit in 1984/85 to a surplus that would be sufficient to 
cover %ievelopment eupendi tures QF the Treasury. 

Tile foreign financial assistance available to Haiti has been 
decIini.ng steadily in recent years and will amount tn an estimated 
5 percent of GDP in 1985186, compared with 7 l/2 percent three years 
ago. There are indicatil>ns however, that these aid flows could resume 
on a l.at-~;c~r scale if Haiti provided evidence of its willingness to 
add rrss ?he imbalances in the economy arld reorient its spending priori- 
ties towards sound development projects. 

In this connrction, the iJorld Bank intends to step up its involve- 

lnelt i.n H:liti as indicated above while the Inter-American Development 

Znnk hqs recently taken a decision to extend Yaiti’s access to conces- 
sionnl financing (under its Special Funds window) for agriculture, rural 
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development and urban development. Hitherto, IDB financing from Special 
Funds was limited to social sectors such as health, water, education and 
social housing where a number of projects already have been completed. 
An IDB mission recently visited Haiti to identify new projects that 

would qualify under the new decision. The amount OF new commitments 
remains as yet undetermined, but it is likely that IDB will expand 
lending to Haiti, althollgh new disbursements might not start in the 
current fiscal year. 

2. Monetary and credit policies 

The growth of banking system liahilit ies to the private sector 
during the last two years conFormed closely to programmed targets, and 
there has been no changes in either interest rates or legal reserve 
policies over this period. While the authorities are committed to a 
policy of flexibility as regards interest rates, they saw no need to 
match the decline in international rates. As a result, the premium that 
large depositors in ilaiti have been receiving in relation to rates paid 
abroad has widened. 

Reacting to growing uncertainty as to the direction of economic 
policy, the priv.ate commercial banks have assumed a conservative lending 
posture in recent years. During the three-year period ended in 
September 1984 private bank credit to the private sector rose by only 
7 l/2 percent, while their deposit base expanded by one fourth and their 
foreign position tllrned from debtor to relativeLy large creditor. This 
swing involved a net capital outflow of US$22 million over that 
period. In a sitllrltion of balance of payments weakness, the hanks also 
have found it profitable to concentrate more on trade related trans- 
actions as opposed to domestic Lending and in the case of the larger 
foreign banks their share of income derived from fees and charges has 
increased to 40 percent. These trends ended in 1984185 and, for the 

first time in three years, the expansion of the banks’ private loan 
portfolio exceeded the growth in their liabilities to the private sec- 
tor; their net Foreign assets declined by US$5 million. 

The operations of the state-owned National Credit Rank (BNC) in the 
ljst two years have been an important camsc of financial instability. 
In 1983/84 BNC’s credit to the private sector jumped by more than one 
third, a much Faster rate than the growth in its liabilities to the 
private sector. To halt this credit expansion the authorities gradually 
transferred deposits of the public sector (which the ENC had been using 
as a source OF Loanable funds) to the Central Bank and imposed ceilings 
on tile RNC’s outstanding credit to the private sector. In 1984/85 the 
BNC observed credit restraint with regards to the private sector, but at 
the same time it undermined central bank efFocts to control overall 
credit expansion by extending what amounted to overdraft privileges to 
ministries and government agencies by cashing checks which the Central 
Rank had returned because of insuFficient funds. Steps have now been 
taken to put an end tf) this practice as well. 
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By far the combined credit expansion of the BNC and the Central 
Bank to the public sector has been the main source of balance of pay- 
ments pressure in the last two years. In 1983/84 the financing needs of 
the public sector accounted fully for the increase in the net domestic 
assets of the banking system, and last year the public sector share 
reached almost two thirds of total bank credit. 

An important element of the financial plan for the current year is 
the avoidance oE any net recourse to central hank credit. Th i s m i gh t 
prove difficult to achieve and is dependent on the authorities’ success 
in obtaining new foreign commercial credits to permit a planned reduc- 
tion in external pa-yments arrears to foreign grain suppliers by LJS$9 
million. The authoritles have acknowledged that it might be difficult 
to secure the necessary foreign credits and accordingly have assumed 
that central bank financing of about G 45 million would in fact be 
necessary. The mission reminded the authorities that the financial 
programs for the last two years had also limited domestic bank credit to 
the public sector to relatively small amounts, but the limits estah- 
lished eventually were widely exceeded. The authorities were urged to 
tighten fiscal and credit controls so as to adhere to the budgeted 
targets. The mission also noted that, given the central bank’s low 
foreign reserve position, any slippages in the fiscal stance was 1ikeLy 
to compound the external arrearages problem and put further pressure on 
the exchange rate. 

3. External policies 

The continued growth of the light assembly industry has been one 
bright spot of Haiti’s economic performance in recent years. Most of 
the output of this industry is directed to the ilnited States, and the 
appreciation of the 1J.S. dollar in the 1980s thereEore has had little 
effect on the sector (Chart 1). Simi larly , the industry appears to have 
been unaffected by the steady increase in the real effective value of 

the gourde over the same period mainly because the wage structure has 
been kept highly competitive, and the exchange and trade system 
generally free of restrict.ions (see Chart L). 

The authorities realize that a return to a situation of price and 
exchange rate stability becomes a11 the more difficult with each passing 
year that adjustment is postponed. They believe, however, that despite 
the ground lost in the last two years, the economy still can he restored 
to a financially viable position without fundamental modifications of 
the exchange rate regime that has been in existence since 1919. In this 
regard, the authorities recalled that the discount of the gourde that 
first developed in 1981 was quickly eliminated with the implementati.on 
of adjustment measures in 1982 and 1983, and they helieve that the 
current discount could be similarly rolLed back. The miss ion po in ted 
out that in 1982/83 the official international reserve position, 
although weak, was less precarious than at present, and the country’s 
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debt position also was currently more pressing than it was ttwo years ago 
because of heavy repayment schedules on outstanding Fund credit and 
commercial deht. 

The fiscal and credit policies for 1985/86, if success flu1 ly imple- 
mented, should contribute to a major improvement in the balance of 

payments, from a I1!3$25 million deficit last year to an overall halance 
of payments surplus oE about US$lB million. While recognizing that this 
balance of payments outcome would be an important first step in reestah- 
lishing a more stable financial climate, the staff cautioned that the 
surplus envisaged would not be sufficient to allow for any huilal up of 
the central bank’s gross Eoreign assets. At present the official gross 
international reserves amount to the equivalent of only three weeks of 
current imports. Given the importance attached to the prompt settlement 
of external pnyments, the staff urged the allthorities to consider taking 
additional adjustment measures to provide the Central Rank with a more 
comfortable foreign reserve cushion. Reduction in the government wage 
bill was mentioned as one action that could generate additional savings. 

The emergence of external arrears referred to above involves mainly 
overdue obligations of the Edible Oil Company (ENAOL). iJnti1 February 
1985, the Government had only a minority interest in this company hut 
was the guarantor of all its dehts. When the company began to fall 
behind in payments, the Government assumed full ownership. In August 
1985 the ex-refinery price of edible oil was raised by 9 percent, and to 
further improve profit margins, the authorities plan to reduce the 
importation of oil seeds Eor full processing at the plant and concen- 
trate more on processing only imported semi-refined oil, reportedly a 
more profitable activity. 

Haiti also has been in arrears to petrole[lm companies from time to 
time, and this led to occasional interruptions in the oil supply. In dri 
effort to regularize the provision of Eoreign exchange For oil imports, 
Haiti introduced in 1981 partial surrender requirements of foreign 
exchange proceed from exports of traditional products. In July 198k 
the Central Bank accepted the commercial banks proposed modific.ation OF 
these requirements whereby the commercial banks would set .-1s ide up to 
50 percent of the foreign exchange received by them from all merchandise 
exports to cover the oil import bill and some debt-service payments. 
Monthly reports are submitted to the Central Rank for purposes of moni- 
toring these transactions. The authorities believe that this nyw 

arrangement has not only facilitated prompt payment for oil imports, bllt 
has also made it possible for the commercial banks to overcome problems 
that had arisen because of the segmentation of the fore igri exchange 

market between banks which concentrated thei.r business with traditional 
exporters and those which did most OF their opemtions wit11 the expand- 
ing assembly industry. 

As regards debt management , the allthoritilzs restated their inten- 
tion to continue to rely on available grants and long-term concess ij.)11:drv 
loans from international and hilateral development .-3.9encio2s 2nd to keen 
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to a minimum the use of foreign commercial borrowing. In the last two 
years Halti reduced its foreign commercial indebtedness by US$15 mil- 
lion, and a similar amount is payable in 1985/86, including the external 
arrears of ENAOL. As indicated above the authorities have been trying 
to obtain new foreign commercial credits to ease somewhat the burden of 
these debt repayments, but their goal is to continue to reduce over time 
the stock of external debt contracted at commercial terms. 

4. Medium-term prospects 

The prospects for the balance of payments over the medium-term are 
set out in Tables 7 and 8. On the expectation of further expansion in 
the light assembly sector and taking account of the biennial coffee 
product ion cycle, exports are projected to rise by about 9 percent in 
1985186. Imports would decline marginally and the current account 
deficit would narrow by about 2 l/4 percent of GDP. The capital account 
shows the concessional aid flows that have heen identified and scheduled 
commercial debt repayments. Because arrangements on new commerciaL 
credits have yet to be finalized the forecast contains an unfinanced gap 
of US$9 million. 

Underlying the scenario for the years through 1990 is the assump- 
tion that prudent financiaL poLicies will continue to be pursued to 
restore the balance of payments to a sustainable position that would 
enable the country to fulfil1 its external obligations, including repay- 
ments of outstanding Fund credit. The value of exports have been con- 
servatively estimated to grow at an annual average rate of 7 l/2 percent 
while import growth would be contained to within 7 percent annually. 
Foreign aid has been projected on the basis of existing commitments and 
approved lending programs. The base scenario will need to be revised at 
a later date to reflect a possible expansion in the financial assistance 
provided by donor countries and international development agencies. In 
this regard the staff is maintaining a close working relationship with 
its World Bank counterpart to harmonize a common policy approach to 
Xait i’s halance of payments and development needs. 

Under the hase scenario the ratio of the current account deficit to 
GDP would remain in the l-112 percent range from 1987 to 1990, and the 
overall. balance of payments would be in surplus each of those years. 
There would still be unfinanced gaps in the period 1957-90 of a similar 
order of magnitude as the scheduled amortization of foreign commercial 
debt. This would suggest that some additional external financing might 
he required in the period ahead. On the other hand, no monetary capital 
inflows have heen assumed, but as confidence is restored as the adjust- 
ment takes hold, there might be justification for some relaxation of 
this assumption Later on. 

These results naturally are quite sensitive to assumptions regard- 
ing export and import growth. The base scenario incorporates an 
8 L!2 percent growth in the value of Light assembly exports, implying 
some deceleration from the very high rate of expansion observed in 
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Table 7. Haiti: Summary Balance of Payments Medium-Term Outlook 

(In millions of 1J.S. dollars) 

Fiscal Year Ended September 30 
Prel. Projections 
1985 1986 1987 1988 1989 1990 

Current account -56.3 -11.4 -23.2 -25.5 -36.8 

Trade balance 
Exports, f.o.b. 

Coffee 
Light assembly 
Other 

Imports, c.i .f. 
Services (net) 

Of which: travel 
interest 

Transfers 
Private transfers 
Official transfers 

-105.9 -74.1 -83.9 -85.3 -96 .l 
(228.0) (248.4) (261.5) (284.7) (300.3) 

148.01 154.21 152.11 158.71 156.31 
1132.91 1144.21 1156.41 1169.81 1184.31 

/47.1/ /50.0/ 153.01 156.31 159.71 
(333.9) (322.5) (345.4) (370.0) (396.4) 
-66.5 -68.3 -75.2 -81.2 -87 .i 
(25.1) (26.4) (26.9) (27.4) (28.0) 

(-14.8) (-13.6) (-15.3) (-15.7) (-15.6) 
116.2 131 .o 135.9 141.1 146.4 
(48.2) (50.1) (52.6) (55.3) (58.0) 
(68.0) (80.9) (83.3) (85.8) (88.4) 

Capital account 31.2 28.9 36.3 39.5 43.6 

Official capital, net 
Multilateral and bilateral 
Commercial 
Trust Fund 

Private capital and 
errors and omissions 

37.3 23.9 36.3 39.5 43.6 
(53.0) (45.0) (46.8) (48.9) (51.1) 

(-13.0) (-17.2) (-6.9) (-6.2) (-5.6) 
(-2.8) (-4.0) (-3.6) (-3.2) (-1.9) 

-6.1 5.0 

17.5 

-17.5 

-- 

Overall halance -25.2 

Financing 25.2 

13.1 

-13.1 

14.1 

-14.1 

6.8 

-6.8 

Monetary capital (increase -) 
External payments arrears 

(decrease -) 
Changes in net international 

reserves (increase -) 
Fund repurchases 
Other (net) (increase -) 

Financing gap 

5.3 

9.6 

10.6 
-9.4 

(20.0) 
-- 

-- 

-9.0 

-17.5 
-17.5 

(--I 
9.1 

-0.5 

-3.0 

-20.0 -19.5 -12.8 
9.5 -12.8 
(--I (--> 
5.4 5.9 

Current account balance 
as percent of GDP -2.8 

-39.4 

-97.8 
(326.8) 
163.51 

/200.1/ 
163.31 

(424.4) 
-93.6 
(28.5) 

(-15.6) 
152.0 
(61.0) 
(91.0) 

47.4 

47.4 
(53.4) 
(-5.1) 
(-0.9) 

-- 

a.3 

-8.0 

-- 

- 

-8.9 
-8.9 

(--> 
0.9 

Sources: Bank of the Republic of Haiti; and Fund staff estimates and 
projections. 
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Table 8. Haiti: A Medium-Term External Debt and 
Debt Service Payments Scenario, 1985-90 11 

Fiscal Year Ended September 30 
Prel. Projections 
1985 1986 1987 1988 1989 1990 

(In millions of U.S. dollars) 

External debt outstanding 
Of which: concessional 

IMF 21 
Trust Fund 
commercial 31 - 

Loan disbursements 61.0 51.6 

Debt service 
Amortization 41 

Of which: i%F 

Interest payments 
Of which: IMF 

External debt outstanding as per- 
cent of GDP 
Of which: IMF 

Debt service payments as percent of 
exports of goods and services 
Of which: IMF 

670.1 667.4 - - 
(479.5) (524.6) 

(81.3) (63.7) 
(14.1) (10.2) 
(95.1) (78.0) 

40.1 67.9 
25.2 54.3 
(9.4) (17.6) 

14.8 13.6 
(7.0) (6.2) 

(In nercent) 

33.4 30.9 
(4.0) (2.9) 

12.4 19.6 
(5.1) (6.9) 

676.7 695.6 
(571.4) (620.3) 

(43.7) (24.3) 
(6.6) (3.4) 

(67.0) (57.7) 

54.2 56.9 

60.1 
44.8 

(20.0) 

15.3 
(4.8) 

55.7 
40.0 

(19.5) 

15.7 
(3.2) 

29.3 
(1.9) 

28.0 
(1.0) 

16.6 
(6.9) 

14.3 
(5.8) 

722.0 
(671.4) 

(11.5) 
(1.5) 

(49.6) 

59.8 

758.5 
(724.8) 

(2.5) 
(O-6) 

(42.6) 

62.8 

47.0 
31.4 

(12.8) 

15.6 
(1.8) 

41.8 
26.2 
(9.0) 4 

15.6 
(1.1) b 

27.3 26.8 
(0.4) to.11 

11.5 
(3.6) (9::) 

Debt service payments as percent of 
exports of goods, services, 
and private transfers 
Of which: IMF 

15.2 12.9 11.2 
$96) (5.3) (5.3) (4.5) (2) ,I:,', 

Sources: Data provided by Haitian authorities; and staff estimates. 

+/ Government and government-guaranteed external debt, use of Fund credit and external 
payments arrears, including rescheduled amounts; end of period. 

21 Use of Fund credit outstanding at end of period; no drawings from the Fund are 
assumed for the period 1986-90. 

31 Medium- and long-term debt only. Includes debt of the Bank of the Republic of Haiti 
anTgovernment-guaranteed debt. I 

41 Including repayments of external payments arrears. - 
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recent years. However, should these exports continue to grow at the 
same rates as in the recent past in a context of prudent financial 
management, Haiti’s growth prospects would he considerably enhanced, 
provided that developments Ln the coffee sector do not take an adverse 
turn. 

IV. Staff Appraisal 

The Haitian economy has been stagnant since 1980 and the country’s 
external position has weakened considerably over this period with over- 
all balance of payments deficits having been recorded in each of the 
last six years. These problems stem primarily from severe financial 
imbalances in the public sector, particularly at the Treasury level. 
Large public sector deficits have been incurred in recent ye.ars and 
reliance on central bank financing has been high. 

The authorities made a successful attempt to stabllize the economy 
in 1982183 but the gains were subsequently eroded when public spending 
surged in the second half of 1983184. Towards the end of that year and 
early in 1984185 efforts were made to get the stand-by program back on 
course. Significant strides were made on the revenue front, but the 
authorities were not able to curtail public spending and the stand-by 
arrangement could not be revived. 

Excessive credit expansion by the Central Rank to meet the Financ- 
ing needs of the public sector weakened further the Bank’s foreign 
reserve position and led to the reemergence of external payment arrears 
in 1984185. The overall balance of payments registered a deficit of 
lJS$25 million, compared with the US$14 million surplus that had been 
envisaged, and for the second time in recent years the gourde came under 
pressure and sold at a discount in the parallel exchange market. 

The lack of fiscal discipline exhibited in recent years and the 
related high rate of inflation have raised questions regarding the 
authorities’ capacity to preserve the fixed parity between the gourde 
and the U.S. dollar. As prices continue to increase at double the rate 
in the U.S., demands for compensatory wage awards have been strong. The 
performance of the light assembly industry, however, attests to the 
authorities’ success in keeping labor costs under control. Nonet heless, 
the maintenance of a competitive cost structure will become increasingly 
difficult if present financial imbalances are allowed to prevail much 
longer and, therefore, it is all the more important that these 
imbalances be eliminated promptly. 

The budget for 1985/86 calls for a reduction in the overall public 
sector deficit of 2 percentage points of GDP to 1 3/4 percent. Th e 
operations of the Treasury would need to be brought into balance if this 
reduction is to be achieved. To this end, a new revenue package has 
been passed and expenditure authorizations have been set at a level 
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8 percent lower than last year, while taking into account the nonrecurr- 
ing nature of some of the outlays incurred in 1984/85. A hiring freeze 
is in place and there will be no increase in remunerations to public 
employees. Despite this the staff believes that the government wage 
bill is too high and some reduction in this area would free resources 
that are badly needed to make basic services more available, and to 
provide better for the maintenance of the capital stock. 

Some central bank financing may be required to cover commercial 
debt repayments, inclrld ing overdue obligations, but the amount involved 
would not exceed G 45 miLlion, compared with G 170 million in 1984185, 
and G 317 million in 1983/84. The staff would urge the authorities to 
prevent a recurrence of earlier events when domestic bank credit was 
initially set at prudent levels that eventually were widely exceeded. 
Fiscal and credit controls should be tightened and the authorities 
should especially guard against spending outside the budget. It was 
noted that any slippages in the fiscal stance would work at cross pur- 
poses with the objective of strengthening the balance of payments and 
easing pressures on the exchange rate. The adoption of a unified budget 
is a welcome development. The new budgetary procedures should facili- 
tate debt management and a closer monitoring of the operation of the 
public enterprises. It would now be important that the Budget Of Eice be 
given the freedom to fully enforce these new procedures. 

The staff agrees with the authorities that the fiscal and credit 
policies for 1985/86, if fully implemented, should enable the economy to 
run a balance of payments surplus for the first time since 1979. The 
staff cautioned, however, that the surplus envisaged probably would not 
allow for any replenishment of the central bank’s gross foreign assets. 
It is the view of the staff that these reserves are inadequate and that 
the authorities might consider additional streamlining of public expen- 
diture, perhaps in connection with the ongoing discussions with the 
Vorld Bank, to further reduce the public sector financing needs. 

Apart from the recent incurrance of external payments arrears, 
Haiti maintains a generally open exchange and trade system. The staEf 
encourages Haiti to adopt policies, Leading to restoration of external 
competitiveness that would permit the elimination of the exchange 
restriction. In the meantime, Executive Board approval for the 
maintenance of the exchange restriction is not recommended. 

It is recommended that the next Article IV consultation with Haiti 
he held on the standard L?-month cycle. 



. 
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Fund Relations with Haiti. 
(As of September 30, 1985) 

. 

APPENDIX II 

I. Membership Status 

:;; 
Date of membership - September 8, 1953 
Status - Article VIII 

A. Financial Relations 

II. General Department (General Resources Account) 

(a> Quota: SDR 44.1 million 

(b) Total Fund holdings of Haitian gourdes: SDR 120.9 million 
or 274.3 percent of quota 

cc> Fund credit: SDR 77.0 million or 174.4 percent of quota 
Of which: SDR 27.8 million or 63.0 percent of quota 

under credit tranche 
SDR 9.9 million or 22.4 percent of quota 

under EFF 
SDR 28.5 million or 64.5 percent of quota 

under EAR 
SDR 10.8 million or 24.5 percent of quota 

under CFF 

Cd) Reserve tranche position: SDR 69,779 

(e> Current Operational Budget: Not applicable 

(f) Lending to the Fund: Not applicable 

(8) Overdue payment: None 

II. Current Stand-By or Extended Arrangement and Special Facilities 

(a> Current stand-by arrangement 
(i) Duration: November 7, 1983 to September 30, 1985 

(ii) Amount: SDR 60.0 million 
(iii) Utilization: SDR 21.0 million 

(iv) Undrawn balance: SDR 39.0 million. 

(b) Previous stand-by arrangement 
(i) Duration: August 1982 to September 1983 

(ii) Amount: SDR 34.5 million 
(iii) Utilization: SDR 34.5 million 
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(cl In addition, from August 1974 to July 1982, four stand-by 
arrangements and one extended arrangement were approved, 
for a total amount of SDR 54.7 million, of which SDR 21 
million was ut ilized. 

(d) Special facilities: CFF 
(i) Year approved: 1981 

(ii) Amount: SDR 17.0 million 

IV. SDR Deoartmen t 

Net cumulative allocation: SDR 13.7 million 
Holdings: 3,373 

cc> Current Designation Plan: not applicable 

V. Administered Accounts (amounts) 

(a> Trust Fund Loans: Dishursed SDR 13.6 million 
Outstanding SDR 13.4 million 

(b) SFF Subsidy Account 
Payment: 0 

B. Nonfinancial Relations 

VI. Exchange rate : 

VII. Last Article IV 
consultation: 

The Haitian gourde remains pegged to the 

per U.S. dollar. The Fund’s holdings of 
gourdes are valued on the basis of a rep- 
resentative exchange rate under Rule O-2, 
paragraph (b)(i). (Since 1981 an informal 
parallel market developed with the gourds 
trading at a small discount. Wring 

FY 1984 the discount has been in the range 
of 5 to 8 percent.) 

The last Article IV consultation discussions 
were held during July 6-25, 1984; Septem- 
ber 10-15; and September 27, 1984, and were 
concluded at EBM/85/18 (2/8/85). The report 
prepared for the Board discussions were 
SM/84/275 and ERS/85/?. For consultation 
purposes, Haiti is on a 12-month cycle. 

VIII. Technical assistance: Long-term technical assistance is being 
provided by two fiscal experts in the EieLds 
of gover;l:nent revenue, including the imple- 
mentation OF a Qeneral sales t2x, and 0f hud- 

meting, accounting and expenditure control. 

IX. Resident respresen- A Fund resident representative is staltioned 

tative: in Port-au-Prince. 
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Haiti--Statistical Issues 

APPENDIX III 

1. Outstanding statistical issues 

a. Real sector 

The data for prices and external trade are uncurrent and no data 
for production are reported. 

b. Government finance 

The 1984 GFS Yearbook includes data on revenue through 1983 and on 
the economic classification of expenditure for the years 1981 and 1982 
for the consolidated central government. Data on revenue, expenditure, 
capital expenditure and outstanding debt for 1984 have now been received 
for publication in the 1985 Yearbook. Data for local governments have 
never been supplied. 

The data in IFS are reported directly by the IFS correspondent and 
there appear to be substantial coverage differences between these data 
and those published in the GFS Yearbook which need to be reconciled. 

C. Monetary accounts 

Data for the monetary authorities and deposit money banks differ 
substantially from those reported to the Western Hemisphere 
Department. ln both cases there are differences which cannot be 
explained on the basis of inEormation sent separately in Report Forms 
1OR and 20R and data reported to the area department. 

d. Ralance of payments 

The official balance of payments statistics suffer from conceptual 
shortcomings as well as from deficiencies in the basic sources of 
information that are utilized in the compilation data. In June 1984, a 
technical assistance mission visited Haiti and reviewed the sources and 
methods used in the compilation of balance of payments statistics. The 
mission report, transmitted to the authorities in October 1984, stressed 
the need for remedial action in several areas including: (a> an 
improvement in the quality of external trade statistics; (b) the 
implementation of new benchmark surveys; and (c) the use of financial 
statements, submitted to the tax administration, in estimating the data 
on the transactions of the private sector (including direct investment 
enterprises). 

2. Coverage, currentness, and reporting of data in IFS 

The table below shows the currentness and coverage of data pub- 
lished in the country page of Haiti in the August 1985 issue of IFS. 
The data are based on reports sent to the Fund’s Bureau of Statistics by 
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the Banque de le Republique d'Haiti, which during the 
been provided on an irregular basis, and the coverage 
the data are generally inadequate. 

Real Sector 

Government Finance - 

Monetary Accounts - 

External Sector - 

Status of IFS Data 

National Accounts 
Prices 
Production 
Employment 
Earnings 

Deficit/Surplus 
Financing 
Debt 

Monetary Authorities 
Deposit Money Banks 
Other Financial Institutions 

Merchandise Trade: Value - 
(Exports) 
(Imports) 

Prices 
Balance of Payments 
International Reserves 
Exchange Rates 

past year have 
and currentness of 

Latest Data in 
August 1985 IFS 

1983 
September 1984 
n.3. 
n.a. 
n.a. 

02 1984 
92 1984 
n.a. 

December 1984 
December 1984 
December 1984 

September 1984 
1981 
n.a. 
1983 
June 1985 
June 1985 
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llai ti: Financial Relations with the World Bank Group 

(In millions of U.S. dollars) 

Commitment (Net of Ilndisbursed 
Cancelations) Disbursements &noun t 

I. ID.4 Operations (.4s of September 30, 1985) 

Sector 
Transportati.~>n 
Power 
Edllcation 
Industrial credit 
Water supply 
Rural development 
Agricultllral development 
Urban development 
Forestry 

Total 
Repayments 
Tot.31 outstanding 

70.4 62.1 
80.6 53.2 
34.5 21.1 

7.0 5.0 
6.6 6.6 

29.1 15.4 
3 3 .L 3.8 

21.9 5.4 
4.0 1.0 

256.4 
0.18 

256.22 2/ - 

172.6 

4.9 
25.5 
L3.1 

1.Q 
-- 

13.0 
-- 

lG.5 
2.5 

74.8 1/ --- - 

Ii. tBRD Operations (As of September 30, 1985) 

Sector 
Transportation 2.6 2.6 - 

Source: World Bank. 

I/ Difference due to SDR exchange rate. 
71 b!ay vary due to exchange rate. - 


