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EXECUTIVE SUMMARY

In November 2006, the Executive Boards of the International Development
Association (IDA) and the International Monetary Fund (IMF) agreed that Haiti
had met the requirements for reaching the decision point under the Enhanced
Heavily Indebted Poor Countries (HIPC) Initiative. The amount of debt relief to
be committed at the decision point was US$140.3 million in end-September 2005 net
present value (NPV) terms (US$212.9 million in nominal terms) in order to bring the
NPV of debt to 150 percent of exports. This relief represented a common reduction
factor of 15.1 percent for all creditors.

In the opinion of IDA and IMF staffs, Haiti has made satisfactory progress in
implementing the reforms specified for reaching the completion point. The first
full PRSP was presented to the IDA and IMF Boards in November 2007 and the first
Annual Progress Report was submitted in April 2009. Implementation has been
satisfactory, as indicated in the Joint Staff Advisory Note (JSAN). Despite a series of
adverse exogenous shocks in 2008 (high commodity prices and four back-to-back
hurricanes and tropical storms), Haiti has maintained a stable macroeconomic
environment, as evidenced by performance under its PRGF-supported program. IMF
staff will recommend completion of the fifth PRGF review in conjunction with
consideration of the HIPC completion point. The implementation of other triggers has
been mostly satisfactory. Overall, the authorities have implemented 11 out of 15
triggers and are requesting waivers for the remaining four, based on the good progress
achieved so far.

Substantial advances have been made toward meeting the four triggers not fully
implemented, and the authorities are committed to further progress in the
coming months. These triggers relate to publication of audited government accounts;
implementation of a new procurement law; education funding, teacher training, and
school inspections; and increasing immunization rates. Audited government accounts
have been submitted and will be published once the audited accounts have been
reviewed by Parliament. Haiti’s Parliament passed a new procurement law in June
2009 which is in line with international best practices. This law constitutes a solid
legal basis for the establishment of a modern and transparent procurement system. In
recent years, the government also took a number of steps to strengthen procurement
practices in advance of the passage of the law. Following the adoption of the 2005
decree to strengthen the previous procurement law, the National Commission for
Public Procurement (CNMP) was created, and standard bidding documents and
manuals were provided to government procurement staff to support the application of
standardized procedures by purchasing agencies. On education, the overall spending
target was narrowly missed, reflecting the need to respond to emergencies in 2008,
but a majority of education spending was devoted to primary schooling as intended.



Approximately 2,500 teachers are now being trained and are expected to graduate in
2010. Steps have been taken to increase school inspections, including with a doubling
of school inspectors. On health, immunization rates for Diptheria, Pertussis and
Tetanus (DPT3) and measles have increased, but the Bacillus Calmette-Guérin (BCQG)
rate has remained largely unchanged, though from an initially high level.

Small changes to debt and export data do not warrant a revision in the amount
of HIPC debt relief. There have been minor upward revisions to the decision point
debt stock and the goods and services export figures used to calculate HIPC
assistance at decision point. These changes would imply a downward revision in
HIPC relief, but since the implied reduction is equal to the threshold for such
adjustments (1 percent change in the targeted NPV of debt following HIPC relief), no
change in the amount of HIPC relief is proposed and the amount of relief to be
provided will remain US$140.3 million in NPV terms.

Creditors accounting for 96 percent of total HIPC assistance in NPV terms have
given satisfactory assurances of their participation in the Enhanced HIPC
Initiative. All Paris Club and multilateral creditors have confirmed their
participation. The staffs have encouraged the authorities to work toward reaching
agreements with two remaining bilateral creditors.

Staffs are of the view that Haiti does not meet the requirements for exceptional
topping-up under the Enhanced HIPC Initiative. Although the NPV of Haiti’s
debt-to-exports ratio after HIPC relief would be worse than anticipated at decision
point, after taking into account additional bilateral relief the NPV of debt-to-exports
would be just below the HIPC threshold of 150 percent at completion point. After
some deterioration, this ratio would return below the threshold in the medium-term
(after FY 2015).

Upon reaching the completion point, Haiti would also qualify for additional debt
relief under the Multilateral Debt Relief Initiative (MDRI). Debt relief under the
MDRI would cover all remaining debt service obligations on eligible credit balances
to IDA and the Inter-American Development Bank (IADB). MDRI relief net of HIPC
assistance would lead to a nominal reduction in the stock of debt owed to IDA of
US$446 million and to the IADB of US$395 million.

Haiti’s debt burden will decrease significantly after it receives Enhanced HIPC
assistance and MDRI relief. HIPC and MDRI assistance would bring the NPV of
debt-to-exports ratio in FY 2009 from 169 percent (taking only traditional relief into
account) to 79 percent. The NPV of debt-to-exports ratio would rise to 111 percent in
FY 2014 before declining in subsequent years.



While Haiti’s debt ratios would be much more manageable after HIPC and
MDRI relief, Haiti’s risk of debt distress would remain high. This reflects recent
and near-term borrowing requirements, a relatively weak export base, and the need
for further policy and institutional strengthening to enhance debt-carrying capacity.
Sensitivity analysis shows the potential for significant deterioration in debt ratios
under adverse circumstances such as growth or export shocks. Taken together, these
factors underscore the importance of maximizing grant assistance and borrowing only
on highly concessional terms.

The staffs recommend that the Executive Directors of IDA and the IMF approve
the completion point for Haiti under the Enhanced HIPC Initiative.



I. INTRODUCTION

I. This paper discusses the progress made by Haiti under the Enhanced Heavily
Indebted Poor Countries (HIPC) Initiative. It recommends that the Executive Directors of
the International Development Association (IDA) and the International Monetary Fund
(IMF) approve the completion point for Haiti under the Enhanced HIPC Initiative. In the
view of the staffs, Haiti has made satisfactory progress in achieving the completion point
triggers, despite a challenging environment during the HIPC interim period, marked by major
natural disasters, the food and fuel crisis, difficult political conditions and the global
economic downturn. Haiti has fully implemented the completion point triggers on preparing
and implementing a Poverty Reduction Strategy Paper (PRSP), maintaining a stable
macroeconomic environment, tracking poverty-reducing spending and publishing quarterly
reports, aligning public spending with PRSP priorities, enacting and reporting on
implementation of an asset declaration law, strengthening tax and customs administration,
improving debt management and reporting, establishing a financing mechanism to allow
50,000 additional children to attend school, and approving an HIV/AIDS prevention and
treatment plan. Four of the 15 triggers have not been fully implemented, specifically, the
triggers on submitting and publishing audited government accounts; implementing the new
public procurement law; increasing education spending, training new teachers, and inspecting
schools; and increasing immunization rates for DPT3, BCG and measles. The authorities are
requesting waivers for the four triggers not fully implemented on the basis of progress
achieved so far.

2. In November 2006, the Executive Boards of IDA and the IMF agreed that Haiti
had met the requirements for reaching the decision point under the Enhanced HIPC
Initiative.' Directors welcomed the progress made by Haiti in restoring political and
economic stability and solid performance under successive programs supported by the
Fund’s Emergency Post-Conflict Assistance, under which macroeconomic stability was
restored through fiscal discipline and improved economic governance. In view of Haiti’s
high debt burden, Executive Directors agreed that a total of US$140.3 million in NPV terms
(US$212.9 million in nominal terms) would be required to reduce the NPV of debt to

150 percent of exports. This relief represented a common reduction factor of 15.1 percent for
all creditors. At the same time, interim relief was granted by the Boards of IDA and the IMF
until the country reached its floating completion point. Interim assistance has also been
provided by the IADB and the Paris Club. Executive Directors determined that the
completion point would be reached when Haiti complied with the triggers set out in Box 2 of
the decision point document and satisfactory assurances of other creditors’ participation in
the Enhanced HIPC Initiative were received.

! See Haiti—Enhanced Initiative for Heavily Indebted Poor Countries—Decision Point Document (IDA/R2006-
0206 and IMF Country Report No. 06/440 .



3. This document is organized as follows: Section II assesses Haiti’s performance in
meeting the requirements for completion point under the Enhanced HIPC Initiative.

Section III provides an updated debt sustainability analysis (DSA), including the status of
creditor participation, delivery of debt relief under the Enhanced HIPC and MDRI Initiatives,
and consideration of topping-up assistance under the Enhanced HIPC Initiative. Section IV
summarizes the main conclusions and Section V presents issues for discussion by the Boards
of IDA and the IMF.

II. ASSESSMENT OF REQUIREMENTS FOR REACHING THE COMPLETION POINT

4. Haiti has made good progress in meeting the completion point triggers. The
conditions for reaching the floating completion point triggers, as spelled out in Box 2 of the
decision point document and below in Box 1, relate to:

o Preparation of a full PRSP and satisfactory implementation for at least one year, as
evidenced by an Annual Progress Report.

o Maintenance of macroeconomic stability as evidenced by satisfactory performance
under the PRGF-supported program.

o Strengthened public finance management and governance through better expenditure
tracking and alignment with the PRSP, auditing of public accounts and greater
transparency, improved procurement practices, and asset declarations.

o Strengthened tax administration and policy through improved customs controls and
tracking of taxpayers.

° Education—increased primary education funding, school enrollment, teacher training,
and school inspections.

o Health—greater immunization coverage and an HIV/AIDS prevention and treatment
strategy.

o Improved debt management capacity.
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Box 1. Status of Floating Completion Point Triggers

Triggers

Progress

1. PRSP: Preparation of a full PRSP through a participatory
process and satisfactory implementation of its recommended
actions for at least one year, as evidenced by an Annual
Progress Report submitted by the Government to satisfaction
of IDA and the IMF.

Implemented. A full PRSP drafted in a participatory process
was approved by the Government and submitted to the
International Development Association (IDA) and the
International Monetary Fund (IMF) on November 30, 2007. The
first Annual Progress Report (APR) was submitted to IDA and
the IMF on April 23, 2009. The JSAN of the APR is being
presented to IDA and the IMF Boards together with this
document.

2. Macroeconomic stability: Maintenance of macroeconomic
stability as evidenced by satisfactory performance under the
PRGF-supported program.

Implemented. Macroeconomic developments since the decision
point have been broadly satisfactory. The PRGF-supported
program has remained on track. The fourth review of the
program was completed on February 11, 2009. IMF staff will
recommend that the fifth PRGF review be completed together
with the discussion of the HIPC completion point.

3. Public expenditure management:

(a) Adoption of an automated mechanism to track public
expenditures for poverty reduction on the basis of existing
expenditure classification, publication of quarterly reports on
these expenditures executed over a period of at least six
months preceding completion point.

(b) Alignment of public spending priorities with the I-PRSP,
and, when completed, the PRSP, reflecting emphasis on pro-
poor growth.

(c) Up-to-date preparation of Government accounts by the
MEF and their annual audit by the supreme audit institution
(CSCCA), submission to Parliament and publication of audited
Government accounts following generally accepted audit
standards and legally mandated timetable.

(d) Adoption and satisfactory implementation of a new public
procurement law, in line with international best practice.
Compliance by all Government purchasing agencies evidenced
by independent audit of contracts above US$1 million
equivalent and also of a representative random sample of all
other Government contracts, awarded during the 6 months
preceding the audit.

(e) Adoption of a law on asset declaration and submission to
the CSCCA and to the Parliamentary ethics and anti-corruption
commissions of at least one annual compliance report on the
monitoring of asset declarations covering the preceding year.

Implemented. Poverty-reducing spending is being tracked based
on existing classifications. Quarterly reports published through
December 2008 are available on www.mefhaiti.gouv.ht, with the
most recent report covering the period October 2008-March 2009
also on the website.

Implemented. Budget allocations and public spending have been
aligned with PRSP priorities, as discussed in the APR and JSAN.

Substantially implemented. The audited Government accounts
for FY 2006 and FY 2007 have been completed and submitted to
the Parliament on January 10, 2009. The accounts will be
published in the official gazette after review by Parliament. The
FY 2008 accounts have been submitted to the CSCCA.

Partially implemented. Haiti’s Parliament passed a new
procurement law in June 2009. The law constitutes a solid legal
basis for the establishment of a modern and transparent
procurement system. Full compliance was not achieved because
of obstacles encountered in submitting the draft procurement law
to Parliament, including the five-month political stalemate in
2008. Despite the absence of a consistent legal framework for
procurement, partial adoption of improved procedures by some
key government entities has occurred.

Implemented. The Law has been in effect since February 2008.
A report on the first year since the law was enacted was
submitted to the Court of Accounts and Parliament in April 2009.

4. Structural Reforms: Strengthen tax administration and
policy by:

(a) reinforcing and establishing customs control in Cap

Implemented. ASYCUDA World is operational in Port-au-
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Box 1. Status of Floating Completion Point Triggers

Triggers

Progress

Haitien, Gonaives, Saint Marc, Miragoane, Malpasse,
Ouanaminthe and Belladere, including by installing the
automated system for customs data (ASYCUDA).

Prince, Cap Haitien, Gonaives, Saint Marc, Miragoane,
Malpasse, Ouanaminthe and Belladere.

(b) extending use of the central taxpayer file to all taxpayers in
the Port-au-Prince metropolitan zone and registering in it all
the taxpayers identified in the tax centers of Cayes, Miragoane,
Saint Marc, Port de Paix, Cap Haitien and Fort Liberté.

Implemented. The central taxpayer file is being used for all
taxes throughout Port-au-Prince metropolitan zone and
registering in it all the taxpayers identified in the tax centers of
Cayes, Miragoane, Saint Marc, Port de Paix, Cap Haitien and
Fort Liberté.

Social Sectors:

(i) Education:

(a) Adoption and satisfactory implementation of a public
financing mechanism to help poor families pay for costs of
school fees in non-public schools to allow enrollment of an
additional 50,000 out-of-school children in primary school as
evidenced by the results of an independent audit of schools
receiving public transfers.

(b) Actual recurrent expenditures for education reach at least
21 percent of actual total recurrent Government spending, of
which at least 50 percent is spent on primary education, over
the 12 months preceding completion point, enabling inter alia
the training of 2,500 new primary teachers (at least 1 year) and
on average two visits per year of all primary schools by the
Ministry of Education, Youth, and Sports (MENIJS) inspectors.

Implemented. A satisfactory mechanism transferring subsidies
to schools has been established, and is now supporting an
estimated 80,000 children, far exceeding the target of 50,000
children. Based on preliminary results as of mid-June 2009, the
independent audit of schools receiving public transfers verified
transfers for over 50,000 children.

Substantially implemented. Spending for FY 2007 increased to
19.4 percent and budget allocations for FY 2008 reached 20.3
percent, just short of the 21 percent. Basic education
expenditures did account for 50 percent of education spending,
in-line with the target. Approximately 2,500 student-teachers
have been enrolled in the teacher training program and are
expected to complete their training in 2010. With respect to
school visits by inspectors, the Ministry has doubled the number
of inspectors and acquired dozens of motorcycles and other small
vehicles to facilitate travel to and from schools. Full compliance
was not achieved because capacity constraints and changes in
leadership at the Ministry of Education slowed the reforms.

(ii) Health and HIV/AIDS:

a) Increase by at least 10 percentage points immunization rates
for DPT3, BCG and measles.

b) Approval by the Government of National Policy, Strategic
Plan and Scale up Operational Plan for HIV/AIDS prevention
and treatment.

Substantially implemented. Immunization rates for DPT3
increased from 47 percent in 2005-06 to 68 percent in 2007 and
for measles from 45 percent in 2005-06 to 54 percent in 2007.
But for BCG the rate remained at around 70 percent in 2007,
compared to 73 percent in 2005-06.

Implemented. The National Policy Strategic Plan and Scale up
Operational Plan for HIV/AIDS prevention and treatment was

approved by the Prime Minister on January 15, 2007. The Plan
for HIV/AIDS prevention and treatment is being implemented.

6. Debt management

(a) Centralization of all information on public external and
domestic foreign currency debt in a single database;

Implemented. The SYGADE software for centralized database
has been installed and quarterly reports have been produced,
supported by technical assistance and training from UNCTAD.

(b) Publication of two consecutive up-to-date quarterly
reports on external debt data with a maximum 3 month-lag in
the period immediately preceding the completion point.

Implemented. The report for end-December 2008 has been
generated and is on the website www.methaiti.gouv.ht. The
second report for end-March 2009 was published in June.
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A. PRSP

3. The Poverty Reduction Strategy Paper or DSNCRP (Document de Stratégie
Nationale pour la Croissance et la Réduction de la Pauvreté) was approved by the
Government and submitted to IDA and the IMF on November 30, 2007. The DSNCRP
was prepared through a participatory process consisting of consultations with civil society,
government officials, and development partners. The overall strategic priorities were
structured around three pillars: (i) enhancing human development, with a focus on improving
delivery of basic services; (ii) improving security and the justice system; and (iii) promoting
vectors of growth through agriculture and rural development, tourism, and infrastructure. The
DSNCRP also emphasized the importance of a stable macroeconomic framework and sound
management of public resources.

6. The DSNCRP was discussed by the IDA and IMF Boards in February 2008. As
noted in the Joint Staff Advisory Note (JSAN), the DSNCRP presents the government’s
long-term vision to foster growth, reduce poverty, and raise living standards. Staffs
considered the three strategic pillars—human development, democratic governance, and
vectors of growth—to be an appropriate focus in light of the challenges facing Haiti.
Addressing these areas can both improve welfare in the short-term and provide the
foundation for long-term economic growth. At the same time, staffs also recommended that
the government continue its work on several elements of the strategy. Specifically, work is
needed to identify a clear set of specific actions for each sector, develop a consistent set of
indicators and targets, and ensure that an adequate monitoring and evaluation mechanism is
in place. It will be important to link the DSNCRP three-year costing strategies into the annual
budget process to ensure that sufficient resources can be garnered for its implementation.

7. Although the government has set up participatory and inclusive mechanisms to
monitor implementation of the DSNCRP, the lack of available statistics hampers a
proper assessment of progress in poverty reduction. As noted in the JSAN, the
participatory monitoring structures include a wide range of stakeholders, and the qualitative
instruments used are valuable. However, conducting a new household consumption survey
will be essential to update poverty measures since the last survey was conducted in 2001. The
household survey would also provide baselines for several indicators to measure progress on
the DSNCRP. Staffs recommend that the government ensure the survey is completed in a
timely manner and its results used to target future policy actions under the DSNCRP.

8. The first Annual Progress Report (APR) of the country’s DSNCRP highlights
the progress and the challenges during the first year of PRSP implementation. Haiti was
hit by a series of unexpected and devastating shocks since the DSNCRP document was
approved in 2007. In April 2008, Haiti experienced riots over rising food and fuel prices
which prompted the resignation of the Prime Minister and led to a five-month political
stalemate that severely constrained government operations including the approval of key
economic legislation and the FY 2009 budget. Subsequently, Haiti was also hit by four
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back-to-back hurricanes and tropical storms in August-September, which caused extensive
food shortages with 60 percent of the Fall harvest destroyed. Distribution networks,
transportation, and housing were destroyed and damage to infrastructure is estimated at about
15 percent of GDP. These events altered considerably the DSNCRP implementation and
priorities.

9. Despite the challenges and disruptions caused by the succession of shocks,
implementation of the PRSP has been satisfactory. The JSAN reviewing the first Progress
Report has been prepared by the staffs of IDA and the IMF and is being presented along with
this document to the Boards of IDA and the IMF. The APR highlights progress in the areas
of macroeconomic stability, economic governance, and social sector policies. Overall, the
staffs of the IDA and IMF have reviewed progress on each of the pillars of the DSNCRP and
concluded that progress during the first year of implementation has been satisfactory.

10. The IDA and IMF staffs conclude that the trigger on the preparation of a full
PRSP through a participatory process and satisfactory implementation for at least one
year has been implemented.

B. Macroeconomic Stability

1. Since reaching the decision point in November 2006, Haiti has maintained
macroeconomic stability. Despite difficult political conditions, continuing security
challenges, and severe shocks including multiple natural disasters, the authorities have
established a solid track record of economic performance, building upon the stabilization
efforts begun in 2004 (see Text Table 1). Following successful completion of a
Staff-Monitored Program and two annual programs supported by Emergency Post-Conflict
Assistance leading up to the decision point, performance under the PRGF-supported program
has remained satisfactory.

12. Growth picked up somewhat and inflation declined steadily through FY 2007.
After a peri