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I. Introduction

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
Labor; the Secretary of State for Finance and Budget; the Governor of
the Bank of the Republic; the President of 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 Republic. The staff that participated in
these discussions included Messrs. A. Linde (Head), P. FEwenczyk, and E.
Kumah (all-WHD), J. Felman (ETR), M. Vaez-Zadeh (CBD), and Mr. A. Sharma
(Secretary-ETR). The mission was assisted by Mr. Hodjera, the Fund
Resident Representative in Haiti. Hailti has accepted the obligations 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 arrange-
ment with Haiti in an amount equivalent to SDR 60 million (136 percent
of quota). Through April 1984, Haiti made three purchases 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 they
later acknowledged that the interim program was no longer viable.

The previous Article IV consultation with Haiti was held in July
1984 and September 1984, and was discussed at EBM/85/18 on February 8,
1985. 1In concluding the consultation, Executive Directors expressed
disappointment about the weakening of Haiti's financial situation in
1983/84 2/ and in the first quarter of 1984/85, which had erased earlier
gains and adversely affected the already fragile balance of pavments
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 recurrtrence of pay-
ments arrears and impair Haiti's capacity to preserve the longstanding
exchange rate relationship between the gourde and the U.S. dollar.
Directors made reference to the effective appreciation of the gourde in
recent years, but they also took note of the strong export pecformance
of the labor intensive enclave industry which continued to benefit from
low labor costs.

1/ These guidelines were described in EBS/85/2 (8/4/853).
2/ The fiscal year ends Septemher 30.



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. 1In 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 1985/86 and 1986/87 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 I1.

IT. Background and Recent Developments

1. Background

After making some progress in 1982 and 1983 in reducing financial
imbalances that first developed in the late 1970s, in the last two years
Haiti again has been confronted with serious balance of payments prob-
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 US$13.5 million and
US$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
US$8 million in the country's net international reserves in 1983/84 to
be followed by a similar increase the following year, and requested a
two—year stand-by arrangement with the Fund for the equivalent of
SDR 60 million covering the period through September 30, 1985.

2. Performance under the stand-by arrangement

As indicated above, after some initial success Haiti's financial
performance deviated from the programmed course particularly in the
aftermath of civil 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
(In millions of gourdes)
Total receipts 756.8 895.5 1,035.6 1,171.2 1,397.9 1,508.9
Treasury revenue 659.6 749.3 846.5 914.1 1,120.0 1,200.0
Current surplus of public
enterprises before transfers
to the Treasury 97.2 146.1 189.1 257.1 277.9 308.9
Total expenditure 1,708.5 1,577.3 1,798.5 2,099.7 2,030,3 2,000.9
Current expenditure 825.6 829.3 950.0 1,122.8 1,259.2 1,151.4
Capital expenditure 882.9 747.9 848.5 976.9 771.1 849.5
0f which: financed with
foreign aid (453.5) (480.5) (609.3) (620.0) (528.1) (532,9)
Grants~in-aid 236.5 285.0 283.5 310.0 263.1 307.9 1/
Overall deficit -715.2 -396.8 -482.4 -618.5 -369.3 -184.1
Financing
Foreign concessional
financing (net) 217.0 195.5 328.8 310.0 265.0 225.0 2/
Nonconcessional
financing (net) 3/ 498,2 201.4 153.6 308.5 104.3 -40.9
Foreign commercial loans (252.0) (=39.5) (56.8) (-8.6) (-65.0) (-85.9)
Domestic bank credit (246.2) (240.9) (96.8) (317.1) (169.3) (45.0)
Memorandum item
Public sector savings -68.8 66.0 85.6 48.4 138.7 357.5
(In percent of GDP)
Total receipts 10.4 12,1 12.6 12.9 13.9 14,0
Total expenditure 23.4 21,4 22.0 23.0 20.2 18.5
Current expenditure 11.3 11.2 11.6 12.3 12.5 10.5
Capital expenditure 12.1 10,2 10.4 10.7 7.7 7.9
Of which: financed with
foreign aid (6.2) (6.5) (7.5) (6.8) (5.2) (4.9)
Grants-in-aid 3.2 3.9 3.4 3.4 2. 2.8 1/
Overall deficit -9.8 ~5.4 -6.0 -6.7 -3.7 -1.7
Financing
Foreign concessional
financing (net) 3.0 2.6 4.1 3.4 2.6 2.1 2/
Nonconcessional
financing (net) 3/ 6.8 2.8 1.9 3.3 1.1 -0.4
Foreign commercial loans (3.4)  (~0.5) (0.7  (-0.2) (-0.6)  (-0.R)
Domestic bank credit (3.4) (3.3) (1.2) (3.9) (1.7) (0.4)
Memorandum item
Public sector savings -0.9 0.9 1.9 0.h 1.5 3.4

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

/ Includes G 85 million in U.S. assistance under PL-480 Title TII.
/  Projection based on information provided by bilateral and multilateral lenders.
/ Definition used in financial programs.

jwlrol—



cities in May 1984. 1In an effort to balance the Treasury accounts and
thereby regain control of the fiscal situation, the authorities intro-
duced in July 1984 a tax package featuring increases in the taxes on
gasoline, diesel fuel, beer and other alcoholic beverages, cigarettes,
and travel insurance; a new tax on sales of lottery tickets; a doubling
of the registration fees for private vehicles; a 40 percent increase in
the permit fee for operating business establishment; and an extensioa of
the general sales tax to cement and telecommunication services. In the
meantime, 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, actuallv rose by 17 1/2 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 1/2 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 1/2 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 about 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 USS$12 million, compared with a programmed surplus of
US$S8 million.

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

The fiscal situation showed some improvement in 1984/85, 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 had been sought did not
materialize. The overall public sector deficit was reduced but only to
3 3/4 percent of GDP, compared with a program target of 2 3/4 percent,
and as expected financing for the equivalent of 2 1/2 percent of GDP was
secured from bilateral and multilateral development agencies. Central



bank lending to the public sector, including advances for the net repav-
ment of public commercial debt, amounted to 1 3/4 percent of GDP,
whereas the program had called for virtually no recourse to domestic
bank credit.

The strong growth in revenue henefitted from the full vear effect
of the tax package introduced in July 1984 and from new revenue mea-
sures. In Nctober 1984 the rate of sales tax was raised from 7 percent
to 10 percent, and in March 1985 another package of revenue measures was
passed including an increase of G 25 in the airport departure tax; a
further 33 percent increase in the excise tax on cigarettes; and a new
1S$0.60 per gallon tax on diesel fuel which brought the retail price to
US§2.25 per gallon, the same price charged for gasoline., 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 sector receipts rose by one
percentage point of GDP to 14 percent.

As regards expenditure, the authorities had planned to balance the
treasury budget 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 authorized by the
Treasury in the previous year. As 1t developed, the authorities were
not able to stamp out the recurring prohlem of spending outside the
hudget, with the result that Treasury outlays actually rose by about
7 percent (Table 3). Most of the extrabudgetary spending was related to
a national referendum on major constitutional changes that took place in
July 1985 and to government campaigning before the vote. There were
also outlays for the cash purchase of military jet aircraft, and an
unbudgeted 7 1/2 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
spending by the public sector barely changed and it remained unsustain-
ably high.

On the assumption that the public sector financing needs from the
Central Bank would he small, the financial program for 1934/85 allowed
for an increase of 3 1/2 percent in the net domestic assets of the
monetary authorities, mainly to accommodate some credit expansion to the
private sector by the National Credit BRank. 1In the event, the net
domestic assets rose by 14 percent and the net international reserve
position of the monetary authorities deteriorated by another 1US$10
million (Table 4 and 5).

Fxcessive credit expansion by the Central Bank to satisfy the
financing needs of the public sector exerted heavy pressure on the
Yalance of payments in 1984/85, and external payments arrears also
reemerged. Including these arrears, which rose by almost USS$10 wmillion
(and stood at 18812 million at the end of the fiscal year) as well as a
USSS millinn decline in the net forelgn reserves of the commercial




Table 3. Haiti: Treasury Operations

Fiscal Year Ended September 30

Est. RBudget
1981 1982 1983 1984 1985 1986
(In millions of gourdes)
Treasury receipts 659.8 824.5 920.9 1,005.0 1,193.2 1,285.0
Domestic tax revenue 611.5 666.0 773.2 857.2 1,055.9 1,140.0
Export taxes 48.3 83,3 73.4 56.9 64.1 650.0
Transfers from public enterprises - 75.2 74.4 90.9 73.2 85.0
Total expenditure 1,190.4 1,002.7 1,065.2 1,305.7 1,399.2 1,287.4
Current expenditure 825.6 829.4 950.0 !,122.8 1,259.2 1,151.4%
Wages and salaries (351.7) (400.0) (407.1) (491.5) (529.1) (530.4)
Interest payments (38.6) (51.5) (72.0) (122.6) (121.7) (1l14.3)
Other curreat outlays (435.3) (377.9) (470.9) (508.7) (608.4) (506.8)1/
Capital expenditure 364.8 173.3 115.2 182.9 140.0 136.0
Nverall surplus or deficit (=)
of the Treasury -530.8 -178.2 -144,3 -300.7 -206.0 -2.4
Financing
Foreign concessional
financing (net) 27.5 3.4 -12.6 -23.1 ~24.5 -20.2
Nonconcessional financing (net)2/ 5n3.3 174.8 156.9 323.8 230.5 22.6
Foreign commercial loans (221.0) (-7.5) (-3.2) (18.4) (-5.5) (-22.4)
Domestic bank credit (282.3) (182.3) (160.1) (305.4) (236.0) (45.0)
Memorandum 1items
Expenditure authorized by
the Treasury 876.9 961.4 902.0 1,004.7 1,160.0 1,330.0 3/
Current account surplus -166.0 -4.9 -29.1 -117.8 -66.0 133.6
(In percent of GDP)
Treasury receipt .0 11.2 11.2 11.0 11.9 11.9

Of which: domestic

tax reveanue 4/ (8.3) (9.0) (9.5) (9.4) (10.5) (10.6)
Total expenditure 16.2 13.6 13.0 14,3 13.9 11.9
Overall surplus or deficit (=)

of the Treasary -7.2 -2.4 -1.8 -3.3 -2.0 -

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

1/ Includes payment of outstanding obligations to domestic suppliers amounting to
G 48.6 million.

2/ Definitinn used in financial prograus.

3/ TIncludes amortization payments.

zg Ratin in 1980 was 7.2 percent.
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(In millions of gourdes or as otherwise Indicated)

FY 1984/85

Position as of Prel.
Sept. 30, 1984  Dec. Mar. June Sept
I. Treasury Operations

Cumulative treasury revenue 1/ 914.1 292.5 586.7 B874.1 1,120.0
Target 250.0 300.0 573.0 849.0 1,080.0
Excess or shortfall (-) -35.9 -7.5 13.7 25,1 40.0
Cumulative expenditures

authorized by the Treasury 1/ 1,004.7 269.8 562.8 852.8 1,160.0
Ceiline = T oo En .0 ThL ant o GGG
vy Ly,Ultlets DU U PEARIV] DIl e L,uUot/.uU
Ad justment 2/ -20.8 - 7.5 9.1 6.7
Ad justed ceiling 989.2 260.0 518.5 810.1 1,096.7
Margin or excess (-) -15.5 -9.8 -44.,3 -42.7 -63.3

11. Financing of the Public Sector

Cumulative public sector

deficit (program definition) 308. 67.5 48,0 52,7 104.3
Domestic bank credit (net) 317.1 80.0 73.0 90.2 169.3
Forelgn commercial borrowing

(net) -8.6 -12.5 -25.0 -37.5 ~65.0
Ceiling 60.0 -20.0 -24.0 -19.9 15.0
Margin, or excess (-) -248.5 -87.5 ~72.0 -71.7 -89.3

ITI. Net Domestic Assets of the Monetary Authorities
Actual 1,801.4 1,836.2 1,874.6 ,921. 2,029.9
Ceiling 3/ 1,730.0 4/ 1,745.0 1,729.0 1,761.0 1,790.0
Margin or excess (-) =71.4 -91.2 -145.6 -160.8 ~239.9
IV. Credit to the Private Sector of the National Credit Bank
Actual 291.1 297.0 308.6 316.9 293.5
Celling 270.0 278.0 289.0 296.0 305.0
Margin or excess (=) -21.0 -19.0 -19.6 -20.9 ~11.5
V. Net Foreign Commercial Financing (In millions of U.S. dollars)

Actual -5.4 -2.5 -5.0 -7.5 -10.8
Ceiling 12.0 8.0 R.0 8.0 8.0
Margin or excess (=) 15.4 10.5 13.0 15.5 18.8

Sources:
Haiti; and Fund staff estimates.

1/ Includes only budgetary operations of the Treasury.

Ministry of Finance, Economy and Industry; Bank of the Republic of

Expenditures outside the

budget, such as those financed with transfers from public enterprises or the Central

Bank, are not reflected here; these outlays are shown in Table 3.

2/ The expenditure ceilings are adjusted by the equivalent of two thirds of the
cumulative excess in revenue conllections ahove target in the previous quarters or,

conversely, reduced by an amount equivalent to the total cumalative shartfall in
revenue in the previous quarters.
3/ Includes depasits of the petroleum companies with the Pank of the Repuhlirs of

Haiti.

4/ Estimated position at the end of the fiscal vear for prouramming purposcs.



Table 5. Haiti:

(In millions of gourdes)

Summaryv Accounts of the Banking System

Fiscal Year Ended September 30

1983
Before After

Bond Bond Prel.

1981 1982 Issue Issue 1984 1985

T. Consolidated Accounts BRH - BNC
Net international reserves -9.9 -103.8 -246.6 -246.3 -357.9 -403,5
Foreign assets 96.8 176.4 139.7 139.7 134.3 101.4
Foreign liabilities i06.7 -280.2 -386.3 -386.0 -492,2 -504.9
0Of which: wuse of Fund credit (-R88.7) (-220.9) (=343.0) (-343.0) (-430.1) (-406.1)
Net domestic assets 1/ 1,101.7 1,348.0 1,531.3 1,532.3 1,822,1 2,060.1
Net claims on public secteor 2/ 839.3 1,080.6 1,155.2 1,514.5 1.825.7 2,000.0
IMF Trust Fund -105.9 -104.3 ~-97.0 -97.0 -84.4 -66.2
Credit to commercial bhanks 34,4 24.9 33.2 33,2 23.5 16.6
Credit to private sector 353.6 338.6 336.7 213.5 291.1 293.5
Official capital and surplus -193.4 -174.5 -185.5 -125.6 -158.4 ~158.8
Counterpart unrequited fonreign
exchange -82.1 -77.4 -74.1 -74,1 -71.7 -67.8
Other accounts (net) 255.8 260.1 362, h7.8 -3.7 42.9
Deposits of petroleum companies - - 43.8 43,8 20.7 30.2
Liabilities to commercial banks 369.9 418.8 387.0 379.6 449,9 552.4
0f which: free reserves (86.7) (124.7) (56.8) (56.8) (62.8) (90.,0)
Liabilities to private sector 721.9 825.4 853.9 862.6 993.5 1,074.0
Currency outside banks 399.6 486.3 519.9 527.3 610.4 647.2
Deposits 322.,3 339.1 334.0 335.3 383.1 426.8
11. Banking System

Net foreign assets -18.8 -72.3 -187.0 -186.7 -257.5 -332,5
Net domestic asset 1,874.5 2,134.2 2,341.1 2,349.5 2,669, 2,964.5
Net claims on public sector 838.2 1,079.1 1,175.8 1,535.1 ,852,2 2,021.5
Credit to private sector 1,118.4 1,102.8 1,150.9 ,027.7 1,113, 1,1R7.5
(Other accounts (net) -82.1 -47.7 14.4 -213.3 296.3 —244.5
Liabilities to private sector 1,855.7 2,061.9 2,154,1 2,162,8 2,411.9 2,632,0
Monetary liabilities 817.7 909.9 923.5 931.8 1,099.2 1,210,2
Currencv outside banks (399.6) (486.3) (519.9) (527.3) (610.4) (h47.2)
Demand deposit (418.1) (423.6) (403.6) (404.5) (488.8) (563.0)
Nuasi-monev 985.6 1,004.3 1,152.1 1,152.5 1,240.7 1,348.8
Private capital and surplus 52.4 87.7 78.5 78.5 72.0 73.0

Source:

1/ The deposits of the petroleum companies with the BRH have been

outside net domestic assets.

Bank of the Republic of Haiti (BRH).

reclassified as a separate itenm

2/ Net of public sector deposits and medium= and long-term foreign liabilities of the public sector

that have been channeled through the BRH.



banks, the bhalance nf payments registered an overall deficit of

US$25 million, compared with the US$314 million surplus that had been
envisaged (Table 6). Fiscal developments also had an adverse effect on
the parallel exchange rate. 1In the early 1980s, 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 eased. In receat months, the
discount in the parallel exchange market has gone up again and it is

O

reported to be hovering at present in the 14-16 percent range.

3. Relations with the World 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 US$258.9 million, and as of June 30, 1985 a total of
USS167.8 million had heen disbursed. IDA lending has been spread over
the following sectors: Transport (6 projects); Power (4 projects);
FEducation (4 projects); Rural Development (2 projects); and one project
each Water Supply, Industrial Credit, Agricultural Development, Port
Development, Urban Development, and Forestry.

The last two credits (Power IV - USS$22.1 million and Education IV -
US$10 million) were approved in November 1984 and May 1985, respec-
tively. It is expected that a seventh transport project (USS$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 program supported by use of Fund resources. The Bank's
current lending program for 1985/89 amounts to US$154.2 million.

The last economic mission to Haiti took place in January 1985. The
missinon concluded that sustained growth would require not only major
macro—pnlicy changes, but also a substantial reallocation of public
expenditure to favor productive projects with higher economic returns
and with less emphasis on defense, public industrial and extrabudgetary
spending. Agriculture wag 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 a special Subgroup Meeting of the Caribbean
Group in Spring 1986, The mission was to assess present and proposed
expenditures 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
recurrent costs implications were fully taken into account and finance-
able, that they reflected appropriate relative roles of the private and
publin sectors, and that aid coordination was maximized.
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Table 6, Haiti: Summary Balance of Payments

(In millions of U.S. dollars)

Fiscal Year Ended September 30

Prel.

1981 1982 1983 1984 1985

Current account -108.7 =50.0 -82.4 -60,8 -5h.4
Trade balance -215.1 -123.6 -139.6 ~122.5 -105.9
Exports, t.o.b. (158.2) (195.3) (195.0) (229.5) (228.0)
Coffee /33.1/ /35.9/ /52.5/ /54.0/ J48.0/
Light assembly industry /79.6/ /98.9/ 1004/ /124 .6/ /132.9/
Dther /45.5/ 16n.5/ /42.1/ /50.9/ /47,17
Imports, c.i.f. (373.3) (313.9) (334.6) (352.0) (333.9)
Services, net =244 44,3 ~-54.6 -61.5 -66.5
Of which: travel (43.8) (39.5) (33.3) (28.0) (25.1)
interest (-9.4) (-13.4) (-1h.4) (-18.3) (-14.8)

Transfers 130.9 118.9 111.8 123.2 116.1
Private (h4.8) (49.7) (42.5) (45.0) (48.1)
Of ficial (66.1) (69.2) (69.3) (78.2) (68.0)
To private sector /18.8/ /12.2/ /13.2/ /16.2/ /15.4/

To puhlic sector /47.3/ /57.0/ /56.1/ /62.0/ /52.6/
Capital account 53.5 35.4 70.3 48.5 31.2
Official capital, net 103.7 30,3 75.9 55.3 37.3
Multilateral and bilateral (43.4) (39.1) (h5.7) (62.0) (53.12)
Commercial (50.4) (-7.9) (11.3) (=1.7) (-13.9)
Publiclv guaranteed debt and other official (9.9) (N0.9) (~-1.1) (=5.0) (-2.7)
Private capital, and errors and omissions -50,2 5.1 =5.6 -6.8 -6.1
Overall balance -55.2 -13.64 -12.1 -12.3 -25,2

Financing:

Monetary capital (increase -) -1.3 -8.1 -5.6 -8.1 5.0
Arrears (decrease -) 20.5 N4 -12.2 -h.3 9.6
Change in net internatinnal reserves (increase -) 36.0 21.3 29.8 26.7 10.6
Net use of Fund resources (decrease -) (13.8) (28.9) (25.8) (21.8) (-9.4)
Other, net (increase -) (22.2) (=7.6) (4.1) (4.9) (20,0)

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



ITI. Summary of 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 filscal 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 labor inten—
sive light assembly industry to continue to outperform 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 Tahle 6).

The performance of this industry has bheen 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 counsequent 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 1985/86 aimed at reversing the
financial slide of the last two years and to move the overall bhalance of
payments into surplus for the first time since 1979.

1. Fiscal policies

The financial program for 1985/86 calls for a reduction in the
deficit of the overall public sector of 2 percentage points of GDP to
1 3/4 percent, and to achieve that target the operations of the Treasury
will need to be brought into balance. The borrowing requirement of the
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rest of the general government should be fully funded with soft loans
from bilateral and multilateral development agencies and, as in 1984/85,
the public enterprises are expected to generate a small overall surplus.

The imbalances in the operations of the Treasury in recent vears
have come ahout despite revenue actions by the authorities on a number
of fronts. 1In 1982 they introduced (with Fund technical assistance) a
new 7 percent general sales tax, which replaced a large number 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 Jduties on an ad
valorem basis. In addition, the rate of taxation on imported petroleum
products has bheen raised significantly, and there have been periodic
ad justments 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 export taxes on coffee
and bauxite has gone from 7 percent of GDP in 1979/80 to more than
10 1/2 percent last year. Over the same period, however, total receipts
of the Treasury rose only from 9 1/2 percent to 12 percent of GDP
because of the revenue loss when bhauxita mining operations were discon-
tinued in 1982, and because U.S. AID has been making substantial finan-
cial assistance available to Haiti under the PL-480 program conditioned
on reductions in export taxes and income tax rates to stimulate produc-
tion and investment. The export tax rate on coffee was lowered by
10 percent last year and another final reduction of L5 percent is to go
into effect in 1985/86. 1/

Although some of the changes referred to above have made the tax
system more responsive to movements in income, about one half of
Treasury revenue is still derived from taxes assessed on a specific
basis. For that reason and because the tax burden still remains compar-
atively low, the authorities believed that additional revenue measures
would need to be taken to achieve the Govermment's fiscal objectives.

At Haiti's request the Fiscal Affairs Department is preseatly conducting
an assessment of the need for long—term technical assistance 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 legislation that might bhe required
to strengthen duty collections.

1/ The authorities have said that the problems faced by the coffee
sector are quite complex and their resolution might require a whole
revamping of production and marketing patterns that goes heyond a simple
change in tax rates. More details on this subject were provided in
SM/84/275, Appendix I.



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
a doubling of the tax on airline tickets purchased by Haitians to vield
an estimated G 10 million, and further tax increases on petroleum deriv-
atives to provide another G 33 million. The retail price of kerosene
was raised by US$0.60 per gallon to US$1.77 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 being passed on to the
Treasury through tax increases.

In an effort to achieve better control on public spending the
authorities have made drastic changes in budgetary procedures; for the
first time a unified budget has heen adopted which incorporates all
receipts and expenditures of the public sector. Under this formula
certain expenditures that in the past were incurred outside budget
channels and were financed with transfers from public enterprises are
now subject to budgetary control. The budget also broke new ground in
making specific provisions for all debt service payments instead of
allocating global sums solely on the hasis of estimates. The authori-
ties felt that these changes should make it possible to use the budget
as a more effective instrument of financial policy. 1In this regard,
they have asked for additional Fund technical assistance in the area of
expenditure and budget control, and the Fiscal Affairs Department is
reviewing needs in this area as well.

To balance the treasury accounts the budget calls for a reduction
of 2 percentage points of GDP in treasury expenditure. This reduction
reflects in part the nonrecurrent nature of some of the outlays that
took place in the last two years outside the budget. The authorities
were of the 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 projected to swing from
a large deficit in 1984/85 to a surplus that would be sufficient to
cover development expenditures of the Treasury.

The foreign financial assistance available to Haiti has been
declining steadily in recent years and will amount to an estimated
5 percent of GDP in 1985/86, compared with 7 1/2 percent three years
ago. There are indicatinns however, that these aid flows could resume
on a larger scale 1f Haitl provided evidence of its willingness to
address the imbalances in the economy and reorient its spending priori-
ties towards sound development projects.

In this connection, the World Bank intends to step up its involve-
ment in Haiti as indicated above while the Inter—American Development
Bank has recently taken a decision to extend Haiti's access to conces-
sional financing (under its Special Funds window) for agriculture, rural .
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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, although new disbhursements might not start in the
current fiscal year.

2. Monetary and credit policies

The growth of banking system liahilities 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 Haiti have been receiving in relation to rates paid
abroad has widened.

Reacting to growing uncertainty as to the direction of economic
policy, the private commercial banks have assumed a conservative lending
posture ln recent years. During the three-year period ended in
September 1984 private bank credit to the private sector rose by only
7 1/2 percent, while their deposit base expanded by one fourth and their
foreign position turned from debtor to relatively large creditore. This
swing involved a net capital outflow of US$22 million over that
period. 1In a situation of balance of payments weakness, the hanks also
have found it profitable to coacentrate more on trade related traans-
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 1984/85 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
last two years have been an importaant cause 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 BNC had been using
as a source of loanable funds) to the Central Bank and imposed ceilings
on the BNC'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 efforts to control overall
credit expansion by extending what amounted to overdraft privileges to
ministries and povernment agencies by cashing checks which the Central
Bank had returned because of insufficient funds. Steps have now been
taken to put an end to this practice as well.



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 hank credit.

An important element of the financial plan for the current year is
the avoidance of any net recourse to central bhank credit. This might
prove difficult to achieve and is dependent on the authorities' success
in obtaining new foreign commercial credits to perait a planned reduc-
tion in external payments arrears to foreign grain suppliers by US$9
million. The authorities 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 alsc noted that, given the central bank's low
foreign reserve position, any slippages in the fiscal stance was likely
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 United States, and the
appreciation of the U.S. dollar in the 1980s therefore has had little
effect on the sector (Chart 1). Similarly, 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 restrictions (see Chart 1).

The authorities realize that a return to a situation of price and
exchange rate stability becomes all the more difficult with each passing
vear that adjustment is postponed. They believe, however, that despite
the ground lost in the last two years, the economy still can be restored
to a financially viable position without fundamental modifications of
the exchange rate regime that has been in existence since 1919. 1In this
regard, the authorities recalled that the discount of the gourde that
first developed in 1981 was quickly eliminated with the implementation
of adjustment measures in 1982 and 1983, and they believe that the
current discount could be similarly rolled back. The mission pointed
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 two years ago
because of heavy repayment schedules on outstanding Fund credit and
commercial debt.

The fiscal and credit policies for 1985/86, if successfully imple-
mented, should contribute to a major improvement in the balance of
pavments, from a US$25 million deficit last vear to an overall balance
of payments surplus of about US$18 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 he sufficient to allow for any build up of
the central bank's gross foreign 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 payments, the staff urged the authorities to consider taking
additional adjustment measures to provide the Central Bank 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 referrved to above involves mainly
overdue obligations of the Edible 0il Company (ENAOL). Until February
1985, the Government had only a minority interest in this company but
was the guarantor of all its debts. When the company began to fall
behind in payments, the Government assumed full ownership. In August
1985 the ex-refinery price of edible o0il was raised by 9 percent, and to
further improve profit margins, the authorities plan to reduce the
importation of 0il seeds for 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 petroleuam companies from time to
time, and this led to occasional interruptions in the 0il supply. In an
effort to regularize the provision of foreign exchange for oil imports,
Haiti Ifntroduced in 1981 partial surrender requirements of foreign
exchange proceed from exports of traditional products. 1In July 1984
the Central Bank accepted the commercial banks proposed modification of
these requirements whereby the commercial banks would set aside 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 Bank for purposes of moni-
toring these transactions. The authorities believe that this new
arrangement has not only facilitated prompt payment for oil imports, hut
has also made it possible for the commercial banks to overcome problems
that had arisen because nf the segmentation of the foreign exchange
market hetween banks which concentrated their business with traditional
exporters and those which did most of their operativns with the expand-
ing assembly industry.

As regards debt management, the authorities restated their inten-
tion to continue to rely on availahle grants and loog-term concessionary
loans from international and bhilateral development agencies and to keep
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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 USS$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
production cycle, exports are projected to rise by ahout 9 percent in
1985/86. Imports would decline marginally and the current account
deficit would narrow by about 2 1/4 percent of GDP. The capital account
shows the concessional aid flows that have been identified and scheduled
commercial debt repayments. Because arrangements on new commercial
credits have yet to be finalized the forecast cor

of US89 million.

tains an unfinanced gap

Underlying the scenario for the years through 1990 is the assump-
£ i 1

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 fulfill 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 1/2 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. 1In
this regard the staff is maintaining a close working relationship with
its World Bank counterpart to harmonize a common policy approach to
Haiti's balance of payments and development needs.

Under the base scenario the ratio of the current account deficit to
GDP would remain in the 1-1/2 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 1987-90 of a similar
order of magnitude as the scheduled amortization of foreign commercial
debt. This would suggest that some additional external financing might
be required in the period ahead. On the other hand, no monetary capital
inflows have bheen 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 1/2 percent growth in the value of light assembly exports, implying
some deceleration from the very high rate of expansion observed in

-
W
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projections.

Table 7. Haiti: Summary Balance of Pavments Medium-Term Outlook
(In millions of U.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 -39.4
Trade balance -105.9 -74.,1 -83.9 -85.3 -96.1 -97.8
Exports, f.o.b. (228.0) (248.4) (261.5) (284.7) (300.3) (326.8)
Coffee /48.0/ /54.2/ /52.1/ /58.7/ /56.3/ /63.5/
Light assembly /132.9/ /i44.2/ [156.4/ /169.8/ /184.3/ /200.1/
Other /47.1/ /50.0/ /53.0/ /56.3/ /59.7/ /63.3/
Imports, ce.i.f. (333.9) (322.5) (345.4) (370.0) (396.4) (424.6)
Services (net) -66.5 -68.3 -75.2 -81.2 -87.1 -93.6
Of which: travel (25.1) (26.4) (26.9) (27.4) (28.0) (28.5)
interest (-14.8) (-13.6) (-15.3) (-15.7) (-15.6) (-15.6)
Transfers 116.2 131.0 135.9 141.1 146.4 152.0
Private transfers (48.2) (50.1) (52.6) (55.3) (58.0) (61.0)
Official transfers (68.0) (80.9) (83.3) (85.8) (88.4) (91.0)
Capital account 31.2 28.9 36.3 39.5 43.6 47 .4
Official capital, net 37.3 23.9 36.3 39.5 43.6 47 .4
Multilateral and bilateral (53.0) (45.0) (46.8) (48.9) (51.1) (53.4)
Commercial (-13.0) (=17.2) (-6.9) (-6.2) (-5.6) (-5.1)
Trust Fund (-2.8) (-4.0) (-3.6) (-3.2) (-1.9) (-0.9)
Private capital and
errors and omissions -6.1 5.0 - - - -
Overall balance -25.2 17.5 13.1 14.1 6.8 8.0
Financing 25.2 -17.5 -13.1 -14.1 -6.8 -8.0
Monetary capital (increase -) 5.0 -- -= —= - --
External payments arrears
(decrease -) 9.6 -9.0 -3.0 - - -
Changes in net international
reserves (increase -) 10.6 -17.5 -20.0 -19.5 -12.8 -8.9
Fund repurchases -9.4 -17.5 -20.0 -19.5 -12.8 -8.9
Other (net) (increase -) (20.0) --) (-=) (--) (=) (--)
Financing gap -- 9.1 9.9 5.4 5.9 0.9
Current account balance
as percent of GDP -2.8 0.5 -1.0 -1.0 -1.4 -1.4
Sources: Bank of the Republic of Haiti; and Fund staff estimates and



Table 8. Haiti:

A Medium-Term External Debt and

Debt Service Payments Scenario, 1985-90 1/

Fiscal Year Ended September 30

Prel. Projections
1985 1986 1987 1988 1989 1990
(In millions of U.S. dollars)
External debt outstanding 670.1 667.4 676.7 695.6 722.0 758.5
Of which: concessional (479.5) (524.6) (571.4) (620.3) (671.4) (724.8)
MF 2/ (81.3) (63.7) (43.7) (24.3) (11.5) (2.5)
Trust Fund (14.1) (10.2) (6.6) (3.4) (1.5) (0.6)
commercial éj (95.1) (78.0) (67.0) (57.7) (49.6) (42.6)
Loan disbursements 61.0 51.6 54,2 56.9 59.8 62.8
Debt service 40.1 67.9 60.1 55.7 47.0 41.8
Amortization 4/ 25.2 54.3 44.8 40.0 31l.4 26.2
Of which: IMF (9.4) (17.6) (20.0) (19.5) (12.8) (9.0)
Interest payments 14.8 13.6 15.3 15.7 15.6 15.6
Of which: IMF (7.0) (6.2) (4.8) (3.2) (1.8) (1.1)
(In_percent)
External debt outstanding as per-
cent of GDP 33.4 30.9 29.3 28.0 27.3 26.8
Of which: 1IMF (4.0) (2.9) (1.9) (1.0) (0.4) (0.1)
Debt service payments as percent of
exports of goods and services 12.4 19.6 16.6 14.3 11.5 9.5
Of which: IMF (5.1) (6.9) (6.9) (5.8) (3.6) (2.3)
Debt service payments as percent of
exports of goods, services,
and private transfers 9.6 15.2 12.9 11.2 9.0 7.5
Of which: IMF (3.9) (5.3) (5.3) (4.5) (2.8) (1.8)

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

1/ Government and government—guaranteed external deht, use of Fund credit and external
payments arrears, including rescheduled amounts; end of period.

2/ Use of Fund credit outstanding at end of period; no drawings from the Fund are

assumed for the period 1986-90.

3/ Medium— and long-term debt only.

aﬂE'government—guaranteed debt.

4/ Including repayments of external

Includes debt of the Bank of the Republic of Haiti

payments arrearse.
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recent years. However, should these exports coatinue to grow at the
same rates as in the recent past in a context of prudent financial
management, Haiti's growth prospects would be considerably enhanced,
provided that developments in 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 years and
reliance on central bank financing has been high.

The authorities made a successful attempt to stabilize the economy
in 1982/83 but the galns were subsequently eroded when public spending
surged in the second half of 1983/84. Towards the end of that year and
early in 1984/85 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 Bank 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 1984/85. The overall balance of payments registered a deficit of
JS$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. Nonetheless,
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. The
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



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 goverament 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, including overdue obligations, but the amount involved
would not exceed G 45 million, compared with G 170 million in 1984/85,
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. Tt 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 Office 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 1%979. 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
World 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 staff
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
be held on the standard 12-month cycle.
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Fund Relations with Haiti
(As of September 30, 1985

-

Membership Status
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(b) Status - Article VIITI

A. Financial Relations

APPENDIX

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
(c) Fund credit: SDR 77.0 million or 174.4 percent of quota
0f 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
(d) Reserve tranche position: SDR 69,779
(e) Current Operational Budget: Not applicable
(f) Lending to the Fund: Not applicable
(g) Overdue payment: None

Current Stand-By or Extended Arrangement and

Special Facilities

1983 to September 30, 1985

(a) Current staand-by arrangement
(i) Duration: November 7,
(ii) Amount: SDR 60.0 million
(iii) Utilization: SDR 21.0 million
(iv) Undrawn balance: SDR 39.0 million.
(b) Previous stand-by arrangement

(1)
(ii)

(iii)

SDR 34.5 million
SDR 34.5 million

Amount :
Utilization:

Duration: August 1982 to September 1983

II
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(c) 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 utilized.

(d) Special facilities: CFF
(i) Year approved: 1981
(ii) Amount: SDR 17.0 million

SDR Department

(a) Net cumulative allocation: SDR 13.7 million
(b) Holdings: 3,373
(c) Current Designation Plan: not applicable

Administered Accounts (amounts)

(a) Trust Fund Loans: Disbursed SDR 13.6 million
Outstanding SDR 13.4 million

(b) SFF Subsidy Account
Payment: 0

B. Nonfinancial Relations

Exchange rate: 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 0-2,
paragraph (b){(i). (Since 1981 an informal
parallel market developed with the gourde

trading at a small discount. Durin

ing
FY 1984 the discount has heen in the range
t

c L. Q- \
L > to © perce
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=
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.
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Last Article IV The last Article IV consultation discussion
consultation: were held during July 6-25, 1984; Septem-
ber 10-18; and September 27, 1984, and were
concluded at EBRM/85/18 (2/8/85). The repor
prepared for the Board discussiocons were
SM/84/275 and EBS/85/2. For consultatinn
purposes, Haiti is on a 12-month cycle.
Technical assistance: Long—-term technical assistance is being
provided by two fiscal experts in the fields
of government revenue, including the imple-
mentation of a general sales tax, and of bud-
geting, accounting and expenditure control.
Resident respresen-— A Fund resident representative is stationed
tative: in Port-au-Prince.
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Haiti--Statistical Issues

1. Qutstanding statistical issues

a. Real sector

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

be. 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 Yearbhook. Data for local governments have
never been supplied.

The data in IFS are veported 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. 1In both cases there are differences which cannot be
explained on the basis of information sent separately in Report Forms
10R and 20R and data reported to the area department.

d. Balance 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 (¢} the use of financial
statements, submitted to the tax administration, in estimating the data

A

on the transactions of the private sector (including direct investment

enterprises).

o

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

The table below shows the currentness and coverage of data pub-

j 2R try naca of Hairi 4n Fho Auncuact 1085 icane of TRC
e (llu)lLL] Ppagc Cf malti 1n Ltne AldgUsSL 1707 105UC UL 110

e
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 past vear have
been provided on an irregular basis, and the coverage and currentness of
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

Latest Data in
August 1985 IFS

1983
September 1984
n.a.
n.a.
n.2.

02 1984
02 1984

Nede

December 1984
December 1984
December 1984

September 1984
1981

N.a.

1983

June 1985

June 1985
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Haiti: Financial Relations with the World Bank Group

(In millions of U.S, dollars)

Commitment (Net of Undisbursed
Cancelations) Disbursements Amount

I. IDA Operations (As of September 30, 1985)

Sector
Transportation 70,4 62,1 4.9
Power 80.6 53.2 25.5
Education 34,5 21.1 13.1
Industrial credit 7.0 5.0 1.0
Water supply 6.6 6.6 -
Rural development 29.1 15.4 13.0
Agricultural development 3.2 2.8 -
Urban development 21.0 5.4 14,5
Forestry 4,0 1.0 2.8
Total 256.4 172.6 74.8 1/
Repayments 0.18
Total outstanding 256.22 2/
Ti. IBRD Operations (As of September 30, 1985)

Sector
Transportation 2.6 2.6 -

Source: World Bank.

1/ Difference due to SDR exchange rate.
2/ May vary due to exchange rate.




