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Aide-Mémoire

IMF Staff Visit – August 2008

An IMF staff team visited Port-au-Prince from August 10–15, 2008 to assess progress in the implementation of the PRGF-supported program, and discuss with the authorities the broad outlines of their planned FY09 fiscal program and a timeline for progression to Haiti’s HIPC completion point. 
 This aide mémoire documents the discussions between the authorities and the mission. Overall, the mission considers that implementation of the PRGF-supported program is broadly on track. However, it is likely that FY08 will conclude with substantial new central bank financing that will need to be reversed in FY09. Currently available resources for FY09 are limited, leaving a US$105 million gap that would need to be filled through additional external assistance and/or stark fiscal adjustment. Implementation of some HIPC triggers must be accelerated in order to reach the HIPC completion point at end-June 2009. 
Recent Developments

1.      Inflation has stabilized for the time being, but could pick up in the last quarter of the fiscal year. Headline inflation in June was 15.8 percent, but does not yet fully reflect an increase in fuel prices by 15 percent at end-June and the full phase out of the rice subsidy in [July-August]. The gourde has depreciated 11.7 percent on an annual basis and, in line with program provisions, the BRH sold over US$16 million from end-May through early August to help slow the depreciation. As a result of the commodity price shock, and the ensuing protests and political turmoil, growth is likely to be lower than expected. Growth has been concentrated in construction, real estate, and agriculture. 

2.      As a result of budget support shortfalls and lower than expected revenues, interim central bank financing rose to G1.1 billion by end-July. The BRH had not sterilized the consequent money creation, which contributed to far higher-than-programmed base money growth. To rein in money growth, in July the BRH announced a reduction in the gourde component of reserve requirements for foreign currency deposits, which has allowed sterilizing some G1 billion through the issuance of bonds. The mission notes that meeting the program’s end-September base money growth target will require further sterilization.
Outcomes in FY08
3.      Revenues are expected to be lower than anticipated for FY08. The authorities project revenue for the year to total G25.3 billion, or about 90 percent of the indicative program target of G28.1 billion. Revenues could turn out slightly higher if additional enforcement measures by the DGI, for example collecting accrued tax liabilities from government employees, are implemented. Overall, the shortfall in revenue compared to the program relates mainly to the loss of revenue stemming from suspension of the automatic fuel price mechanism, weak economic activity, and somewhat slower than expected improvement in revenue administration. 
4.      Suspension of the automatic fuel price mechanism has cost around G1.2 billion from end-March through mid-August, reflecting revenue losses of G300-400 million per month. At this point, if international prices do not go down further, the authorities do not have clear plans to eliminate the subsidy and revert back to the automatic price adjustment mechanism. The staff team acknowledges the difficulty of the political situation and continued fragility of the social situation, but urges the authorities to reinstate the automatic price adjustment mechanism as soon as possible in light of the severe budgetary pressure for the remainder of FY08 and in FY09. If needed, targeted assistance to vulnerable groups could be considered to cushion the impact of fuel price increases in the transition.
5.      Net external financing for the budget is expected to be G1.2 billion (US$32.4 million) lower than anticipated. Given the high and unavoidable costs of the rentrée scolaire (commencement of the school year) of about G1.0 billion, or G400 million higher than expected, the authorities anticipate that they will fully use the room provided by the program adjustor for central bank financing, G1.1 billion (US$30 million). This would provide an overall spending envelope of G46.3 billion for FY08, compared with the program projection of G48.7 billion. The authorities plan to submit a supplementary FY08 budget to Parliament as soon as possible, to obtain the budget authority needed for the additional rentrée scolaire and other expenditures.
6.      To keep within the overall expenditure envelope, the MEF is monitoring spending on a daily basis. Investment spending and certain transfers are being postponed in order to stay within the program cap on central bank financing. This should enable the authorities to meet the adjusted quantitative fiscal program targets for end-September 2008. 

7.      Implementation of end-September structural conditionality is mostly completed or well underway (Table 1). A contract for an audit of a second systemically important commercial bank has been signed and the audit is scheduled to commence soon, but completion by end-September will be a challenge. However, even if there is a delay, it is expected that the audit will be completed well ahead of the Board meeting for the fourth PRGF program review. A revised and strengthened BRH recapitalization plan has been submitted to the MEF for its comments, and these will be discussed in the coming days. Most structural benchmarks have been met or are expected to be met by end-September. Submission of a revised DGI organic law to Parliament on time will be difficult, since it is anticipated that the draft law will only be completed by end-August. This leaves a very tight schedule for the review process needed prior to submission of the law. 

FY09 budget

8.      Expenditure needs in FY09 are high. Emergency expenditures relating to the food crisis will continue and remain first priority, and new investment expenditures related to DSNCRP implementation will be needed. The wage bill will be higher, as a result of legally mandated increases in judges’ salaries and widespread hiring of teachers and police. In addition, in accordance with the BRH recapitalization plan, the MEF will pay additional interest expenditures of G260 million to the BRH for outstanding credit, for a total of G1.1 billion. Taking these factors into account and keeping other spending categories constant as a percentage of GDP to reflect a continuity budget, the mission’s preliminary estimate of expenditure needs in FY09 is G49.3 billion (Table 2).
 
9.      At the same time, expected resources are limited. The mission roughly estimates FY09 domestic revenues at G30.8 billion, by adding foregone fuel revenues back into the FY08 expected outcome (assuming a return to the automatic fuel price mechanism) and applying the nominal GDP growth rate. Gross budget support is expected to drop sharply from US$115 million to US$50 million, based on commitments to date.
 Due to the plans under discussion for administering Petrocaribe resources, including the amounts already collected (see below), these will not be available to finance the budget. Finally, to maintain the program principle of zero new central bank financing to the government, which has been key to stabilization, BRH credit extended during FY08 will need to be reversed in FY09, thereby reducing resource availability by G1.1 billion. 
10.      These projections result in a remaining financing gap of US$105 million (Table 2). The best alternative for filling the gap would be to obtain additional budget support. Similarly, there may be some coincidence between the projects to be financed in FY09 by donors (including with Petrocaribe resources) and those that are to be considered in the budget, which could reduce the projected spending needs. However, this would also imply less control by the authorities over the pace, quality, and predictability of implementation. 
11.      Absent additional external financing, these resource constraints could lead to severe real expenditure cuts. For instance, closing the remaining financing gap would require lowering domestically financed investment from G5.1 billion in FY08 to less than G3.0 billion in FY09. Such a large drop in investment spending would affect investment projects currently underway in the areas of infrastructure, agriculture and environment. In light of the difficult financing situation, the mission encourages moderation for public sector wage increases in FY09. The authorities consider that real wage increases remain desirable since absolute salary levels are still very low, but acknowledge that the actual increase will have to depend on the availability of resources.
Petrocaribe
12.      The authorities are currently discussing with Venezuela a proposal for using Petrocaribe resources that would provide additional financing, but preclude the use of the resources as budget support. At current oil prices, the Petrocaribe mechanism under discussion would increase long-term concessional financing from 50 to 60 percent of Haiti’s imports of fuel products from Venezuela. The latest proposal is to create a binational enterprise (PDVHaiti) that would be owned by PDVSA and the Haitian government through the Ministry of Economy and Finance and the Bureau de Monetization. The enterprise would be subject to Haitian laws. In addition to the concessional financing, PDVHaiti would receive assets from Venezuela in the form of electricity generation plants currently under construction. It is envisaged that the resources generated by PDVHaiti would be invested in some social projects and also in infrastructure projects (such as warehouse facilities), projects in the provinces, and eventual repayment.

13.      Staff encourages the authorities to ensure that the use of Petrocaribe financing provides for effective budget coordination, no contingent government fiscal liabilities, and transparent resource use. The proposed mixed enterprise would not be part of the central government, which poses challenges for complementing and/or substituting government spending through the budget and for the DSNCRP. A systematic coordinating mechanism will therefore be needed at the technical level. Also, the agreement should ensure that the government has no contingent liabilities, including fiscal risk for completing projects. Finally, in line with the authorities’ original intentions, the mission encourages transparency in the use of these resources, including regular reporting on PDVHaiti and its activities. 
Timeline for the HIPC completion point

14.      The authorities and the mission discussed a tentative timeline (Table 3) for reaching the HIPC completion point at end-June 2009. Considering the timeframe needed for implementing some of the remaining triggers, the authorities agree with staff that this would likely be the earliest date the completion point could be reached. However, the authorities are deeply concerned that a completion point in mid-2009 would cause substantially foregone MDRI debt relief, including from the IDB. The mission understands that the IDB is considering increasing interim HIPC relief to make the delay cost-neutral, but that this has not yet been decided. 
15.      Most HIPC triggers are already realized (Table 4) or well underway, but three triggers could prove problematic. First, the new public procurement law is finished but has to be submitted to Parliament by the new PM. Once passed, the trigger requires six months of audits of contracts over US$1 million and other random audits. The authorities have committed to start the audits as soon as the law is passed by Parliament. Second, a centralized database for external debt has not yet been created. UNCTAD signed an agreement on August 12 to provide technical assistance, and the database is now expected to be in place by [the end of the year.] Thereafter, two quarterly reports will need to be generated from the new database. Finally, ASYCUDA/SYDONIA has been installed in the airport in Port-au-Prince, but not yet in the port and not in the provincial centers listed in the HIPC trigger. Equipment is available to run the system in the provinces, but some buildings need to be repaired to house it. Nevertheless, the authorities expressed confidence that this trigger can be met before March 31, 2009. Although final costing for the DSNCRP sectoral strategies has not been completed, the FY08 budget covered several DSNCRP priority areas and the FY08 Program for Public Investment integrated priority DSNCRP projects. Likewise, the authorities have worked with donors to reorient projects to support DSNCRP priorities. On that basis, staff and the authorities agree that the Annual Progress Report should cover December 1, 2007-November 30, 2008 as the first year of DSNCRP implementation. 
Next steps

16.      The staff team proposed to conduct the mission for the fourth program review in mid-November. At that time, understandings will need to be reached on quantitative and structural PCs for the third and final program year, which covers FY 2009. 
Laure Redifer, Mission Head
August 14, 2008

Table 1: Structural Performance Criteria and Benchmarks for the Fourth Program Review

	Measures
	Date

(Month-end)
	Status

	1.   Structural performance criteria
	
	

	· Limit current account spending to no more than 10 percent of non-wage current expenditure 
	Quarterly
	Expected to be completed. Oct 07- June 08, current account use was 1.87% of non-wage current expenditure.

	· Finalization and approval of a strengthened plan to recapitalize the central bank (PC)
	September 2008
	Expected to be completed. MEF will give BRH comments.

	· Complete independent assessment of an additional systemically important bank (PC)
	September 2008
	Risk of delay. Contract is signed but audit has not yet commenced. 

	2.   Structural benchmarks
	
	

	· Establish three new customs control posts on major roads 
	September 2008
	Expected to be completed. Posts should be minimally operational by end-Sept, perhaps not fully in use.

	· Develop and implement modules on the investment program for the public financial management system SYSDEP 
	September 2008
	Expected to be completed. The inclusion of investment and real estate spending in SYSDEP is in experimental stages. Will be fully operational by end-Sept and will start using on Oct. 1.

	· Develop and begin implementation of a plan to improve systemic liquidity forecasting
	September 2008
	Expected to be completed. BRH and MEF working on enhancing communication on expenditure needs.

	· Initiate regular central bank reporting on monetary policy goals and implementation
	September 2008
	Risk of delay. BRH is concerned that this would not be useful at this stage.

	· Improve regulatory framework and supervision of credit unions
	September 2008
	Expected to be completed. BRH has submitted a draft law to MEF and will share with IMF staff for comments.

	· Submit a new organic law for the DGI to Parliament
	September 2008
	Risk of delay. Draft law will be completed by end of August. Will be very tight for new PM to submit to Parliament by end-Sept.
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(Fiscal year ending September 30; in millions of gourdes)

29 33 34 35 36 38 45

2007 2008 2008 2008 2009

Oct-Sep Oct-Dec Jan-Mar Apr-Jun Jul-Sep Oct-Sep

Prel. EBS/08/70 Prel. Prel. Prel. Proj. Proj. Proj.

Total revenue and grants 34,165 44,386 10,828 10,396 10,030 9,491 40,745 43,601

Revenue 23,197 28,146 6,557 7,263 6,249 5,267 25,336 30,765

Domestic taxes 15,740 18,788 4,506 4,891 4,193 3,422 17,011 20,655

Customs duties 6,828 8,622 1,947 2,252 1,925 1,668 7,792 9,462

Other current revenue 629 736 104 120 132 177 533 648

Grants 10,968 16,240 4,271 3,133 3,781 4,224 15,409 12,837

Budget support 1/ 2,171 4,600 1,361 223 870 1,314 3,769 2,037

Project grants 8,797 11,640 2,910 2,910 2,910 2,910 11,640 10,800

Total expenditure 2/ 33,700 48,695 11,847 11,050 12,267 10,645 45,809 49,250

Current expenditure 18,315 28,325 6,877 5,516 6,673 5,585 24,652 28,690

Wages and salaries   8,087 12,566 3,185 2,824 2,817 2,817 11,642 13,501

Net Operations 3/ 2,478 8,022 2,795 1,349 1,823 908 6,875 6,753

       Operations   6,322 6,754 1,302 1,489 1,442 908 5,141 6,753

Interest payments  2,420 1,141 197 202 229 485 1,113 1,990

Transfers and subsidies  5,330 6,596 700 1,142 1,804 1,376 5,022 6,446

o/w Rice subsidy ... 1,140 ... ... 456 190 646 ...

Capital expenditure  15,385 20,370 4,970 5,533 5,593 5,060 21,156 20,560

Domestically financed 3,546 4,314 955 1,519 1,579 1,046 5,100 6,246

Foreign-financed 11,839 16,056 4,014 4,014 4,014 4,014 16,056 14,314

Overall balance

Including grants 465 -4,309 -1,018 -654 -2,237 -1,155 -5,063 -5,649

Excluding grants -10,503 -20,549 -5,290 -3,787 -6,017 -5,378 -20,472 -18,485

Excluding grants and externally financed projects 1,336 -4,492 -1,275 227 -2,003 -1,364 -4,416 -4,171

Excluding externally financed projects and project grants 3,507 107 86 450 -1,133 -51 -647 -2,135

Financing -465 4,309 1,018 654 2,237 1,155 5,063 1,449

External net financing

-106 3,743 613 852 1,175 616 3,256 1,677

Loans (net) 1,620 3,363 613 852 1,175 616 3,256 1,677

        Disbursements 3,406 5,156 1,104 1,283 1,646 1,104 5,137 3,534

            Budget support 364 739 ... 179 542 ... 720 20

            Project loans 3,042 4,416 1,104 1,104 1,104 1,104 4,416 3,514

        Amortization -1,786 -1,793 -491 -431 -471 -488 -1,881 -1,857

Arrears (net) -1,726 0 0 0 0 0 0 0

Internal net financing

-1,264 -335 213 -481 763 399 894 -1,140

Banking system -1,264 0 264 -402 804 475 1,140 -1,140

         BRH -949 0 333 -401 733 475 1,140 -1,140

         Commercial banks -315 0 -70 -1 71 0 0 0

Other nonbank financing 0 -335 -50 -79 -41 -76 -246 0

Arrears (net) 0 0 0 0 0 0 0 0

Prospective rescheduling 4/ 134 158 67 12 71 7 157 315

HIPC 5/ 771 743 125 272 228 132 757 597

Unidentified financing 0 380 0 0 0 0 0 4,200

Unidentified financing (in U.S. dollars) 0.0 10.0 0.0 0.0 0.0 0.0 0.0 105.0

Sources: Ministry of Finance and Economy; and Fund staff estimates

1/ Budget support 2006 and 2007 includes grant from Canada to cover debt service to the IDB. For 2009 it includes a grant form the European Union.

2/ Commitment basis except for domestically financed capital expenditure, which is reported on cash basis from 2007 on.

3/ Includes statistical discrepancy.

4/ Including clearance of arrears accumulated in agreement with Italy, France, and Spain.

5/ HIPC debt relief.
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6/30/2009 Bank Board to approve HIPC CP -- 9 months after data cutoff (max of 15 months allowable)

6/29/2009 Fund Board to approve HIPC CP -- 9 months after data cutoff (max of 15 months allowable)

6/8/2009 Issuance to Fund/Bank Boards of HIPC CP document (incl LIC and HIPC DSA), PRSP APR, JSAN

5/31/2009 Bank/Fund management clearance -- HIPC CP document (incl LIC and HIPC DSA), PRSP APR, JSAN

Fund staff clearance process - 10-15 working days

4/27/2009 Send for Bank staff clearance process -- HIPC CP document (incl LIC and HIPC DSA), PRSP APR, JSAN 

JSAN/PRSP APR -- 40 working days needed

HIPC document -- 30 working days needed

4/13/2009 Bank/Fund draft JSAN and HIPC CP document

3/31/2009 Submit to parliament compliance report on monitoring assets declarations covering the preceding year

3/31/2009 Publish quarterly report (FY09 Q1) on centralized external data data

3/31/2009 Publish quarterly report (FY09 Q1) on poverty tracking spending 

3/31/2009 Finish establishing ASYCUDA/SYDONIA and customs control in stipulated cities

3/31/2009 Authorities submit finalized APR

3/9/2009 Bank/Fund do HIPC and LIC DSA calculations

3/6/2009 Authorities submit preliminary APR

2/23/2009 Bank/Fund follow up with creditors to complete HIPC mission work - at least 80% of data must be reconciled to move forward

2/2/2009 Bank/Fund HIPC DSA mission to Haiti

1/15/2009 Completion of 4th PRGF review

1/6/2008 Commence public procurement audits for all contracts over $1 million and random contracts

1/6/2009 Authorities begin drafting PRSP Annual Progress report (APR)

12/31/2008 One year mark of implementation of PRSP

12/31/2009 Publish quarterly report (FY08 Q4) on centralized external data data

12/31/2009 Publish quarterly report (FY08 Q4) on poverty tracking spending 

12/31/2010 Complete independent audit showing 50,000 additional children in primary school.

12/31/2008 Show that spending for education is at least 21% of total recurring spending, of which 50% on primary, 

   2500 new teachers trained, and 2 visits to each primary school by inspectors

12/31/2008 Parliamentary passage of public procurement law

12/31/2008 Finish centralized data base for external and domestic foreign currency-denominated debt

12/31/2008 Document explaining alignment of budget and PRSP

12/8/2008 Send request to authorities for data reconciliation for end-Sept 2008 data - can build off decision point

11/10/2008 PRGF mission for 4th program review

9/30/2008 Verify that 50,000 additional children are attending primary school

9/30/2008 Submit public procurement law to Parliament for approval

9/30/2008 Submit to Parliament audit of govt accounts for FY07

Table 3. Calendar for HIPC completion point 



Table 4. Haiti—Status of HIPC Completion Point Triggers
	Completion point trigger
	Status
	Expected fulfillment

	PRSP
	Final decision on date implementation commenced. One Annual Progress Report on implementation must be produced.
	Realization expected.

	Macroeconomic stability
	Performance under PRGF-supported program strong through 3rd review.
	Realization expected.

	PFM and Governance
	
	

	a. Tracking poverty-reducing spending and publishing quarterly reports at least 6 months prior to CP.
	Poverty-reducing spending being tracked based on existing classifications. Quarterly reports published through June 2008. 
	Realization expected.

	b. Align public spending priorities with PRSP.
	Execution of FY09 budget will be used to evaluate first year of implementation and reflected in the Annual Progress Report.
	Realization expected.

	c. Submit government account audits to the Court of Accounts and to parliament, in conformity with legally mandated calendar.
	Court has issued comments, and the audit and opinion will be submitted to Parliament together with the FY09 budget. 
	Realization expected.

	d. Adopt and implement a new law for public procurement, in line with international best practice. Audits for all contracts over US$1 m and random audits of other contracts for six months prior to the CP.
	The draft procurement law is finished, can be submitted once a new PM is approved. Auditing process can be started as soon as law approved.
	Once law is submitted, takes 3 months to be passed by Parliament, and another 6 months to do audits.

	e. Adoption of a law on asset declaration and submission of 1annual compliance report on monitoring of asset declarations covering the preceding year.
	Law was passed by the parliament. The report will be submitted to the Court of Accounts and Parliament in FY09. 
	Mostly realized; the submission of report is straightforward.

	Structural Reforms
	
	

	a. Reinforcing and establishing customs control in Cap Haitien, Gonaives, St. Marc, Miragoane, Malpasse, Ouanaminthe and Belladere, including by installing ASYCUDA.
	Installation of SYDONIA World finished in Port-au-Prince airport, and is being extended to ports. Equipment available to extend to other areas, but no buildings. 
	AGD has committed to complete this by March 31, 2009.

	b. Extending use of central taxpayer file to all taxpayers in PaP and registering all the taxpayers identified in the tax centers of Cayes, Miragoane, St. Marc, Port de Paix, Cap Haitien, and Fort Liberte.
	The central taxpayer file is being used for all taxes throughout Port-au-Prince and has had a large impact on tax revenues. Already being used for four largest taxes in the provinces. 
	Realized.

	Education
	
	

	a. Public financing mechanism to get 50,000 children into primary school, verified by independent audit.
	Program is underway and more than 35,000 children already benefiting. The process for an independent audit underway.
	Authorities estimate that more than 50,000 additional children will be in primary school when this school year starts. 

	b. Spending for education reaches at least 21% of actual total recurrent spending, of which 50% on primary education over the year prior to CP and training of 2,500 new teachers and two visits per year of all primary schools by inspectors.
	FY08 budget had education as 20.3% of recurrent spending, of which 38% on primary school. Percentage should exceed 50 after additional spending for the “rentrée scolaire” in September. 2500-2750 teachers will be in training by September, 2008. The number of inspectors has been doubled to 600, and achievement of goal of two visits per school on average is underway.
	Realization expected by end of 2008, with support of World Bank fast track initiative.

	Health
	
	

	a. Increase by 10 % points immunization rates for DPT3, BCG and measles.
	Starting point was 54% coverage, and has been increased by more than 10 points. 98% coverage for measles. 
	Realized.

	b. Approval by Government of National Policy, Strategic Plan and Scale Up Operational Plan for HIV/AIDS prevention and treatment.
	PM approved the Strategic Plan and an integrated operational plan.
	Realized.

	Debt management
	
	

	a. Centralize all info on public external and domestic foreign currency denominated debt in a single database.
	UNCTAD is helping MEF implement SYGADE software for centralized database, but contract has only just been signed.
	Should be completed soon now that contract signed.

	b. Publication of two quarterly reports on external debt data prior to CP.
	Once centralized database has been established, can generate reports.
	6 months after establishment of database.


� The team, composed by Laure Redifer (Head, WHD) and Katja Funke (FAD), was joined by Mr. Joseph Denis (World Bank) and assisted by Ugo Fasano (Resident Representative). 


� The projected budget envelope does not include additional spending foreseen in the DSNCRP. The authorities expect to hold an early conference with donors to discuss implementation and additional financing needs of the DSNCRP. 


� Not including some US$15 million (G600 million) in possible additional HIPC interim assistance being considered by the IDB. 


� Petrocaribe deliveries started in March 2008, with US$262 million received to date, of which the financing portion of US$135 million has been retained in accounts at the state-owned bank, BNC.  The deliveries will continue at 14,000 barrels per day on average, for 360 days per year. Using a per barrel price of US$116 for oil, this would give a rough estimate for FY09 of US$540 million, 60 percent of which is US$350 million. This estimate, however, is extremely rough since four different petroleum products are delivered under the agreement.






