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1. General trends

During fiscal year 2011 (October 2010 to September 2011), GDP grew by 5.6%, thanks to the positive performance of construction (9.2%) and manufacturing (18%) and, to a lesser extent, business services (4.6%), while the agricultural sector stagnated somewhat (1.1%) owing to adverse weather conditions. Factors including an extended period of political transition (from May to November) checked the pace of public investment and international disbursements that could have accelerated the recovery and reconstruction process. 

	Haiti’s macroeconomic performance was relatively satisfactory, from the perspective of both the central government accounts, which posted an overall fiscal deficit of 0.1% of GDP, and private lending (up 12.8% in real terms). However, with a fall in grants of almost US$ 344 million, the current account was in deficit by 0.4% of GDP, despite a 33% surge in exports and a 10.4% drop in imports. 

	Inflation rose to 8.3% from December to December largely owing to the pass-through of higher international prices for key products, such as oil and some foods, although this eased towards the end of the year.

2. Economic policy

Haiti’s main economic policy instrument is its arrangement under the Extended Credit Facility of the International Monetary Fund (IMF), which has completed its first year in July 2011. The second and third reviews carried out in March and September 2011, respectively, found performance to be satisfactory in the key areas assessed and the Fund therefore disbursed US$ 15.1 million under the programme in March 2012. 

(a)	Fiscal policy

	In 2011, the overall central government deficit was equivalent to 0.1% of GDP, much smaller than had been agreed under the Extended Credit Facility. This was largely because of a government spending undershoot —owing to the long period of political transition from May to November 2011— and relatively favourable fiscal revenues.

	Tax revenues rose to 13% of GDP, driven by an upturn in indirect taxation (VAT) (14%) and taxes on foreign trade (12%). 

	Spending rose by 5% in real terms. Current expenditure expanded by 18%, but investment fell heavily (by 34%) because of a 65% fall in international grants (in the form of budgetary assistance), which are the primary source of resources. International agencies disbursed a mere US$ 87 million in budgetary assistance in 2011, compared with US$ 225 million in 2010. Resources from the PetroCaribe programme and from the public treasury (US$ 186 million and US$ 199 million, respectively) partially offset the shortfall. Social spending fell in 2011 (2.6% in real terms), though spending on education and health went up by 1.5% and 3.6%, respectively.


(b) 	Monetary, exchange-rate and macroprudential policy

	The central bank’s monetary policy continued to be directed towards controlling inflation, as well as boosting economic growth through stimulus for lending. 

	The precautionary measures that were put in place (such as increasing bank capitalization, establishing guarantee funds and reducing the risk of higher arrears rates) to avert financial system risk following the earthquake in 2010 seem to have been successful and the main indicators of the system appear sound. 

	The benchmark interest rate (91-day bonds issued by the central bank) remained unchanged at 3%, although the monetary base shrank slightly in real terms (1.8%). Net domestic credit slipped by 1.7% reflecting the performance of the public component (repayments) since private credit rose by 12.8%
—although it absolute terms it barely matched the 2009 figure. The structure of credit extended by the financial system shows a large proportion going to wholesale and retail commerce (27%), residential and commercial mortgages (14.7%) and consumer loans (11%). 

	The monetary authorities are somewhat concerned regarding the extent of dollarization of the economy, as seen in the high proportion of deposits (58%) and loans (43%) in dollars. The concern is not dollarization levels per se, given the size of the country’s international reserves and its compliance with prudential standards (in particular the loan-to-deposit ratio in dollars), but that they could diminish the effectiveness of monetary policy and its impacts on economic activity and inflation.

	With dollars in fairly plentiful supply from both remittances and grants, exchange-rate policy required few interventions in the foreign-exchange market. The gourde held steady in nominal terms against the dollar, appreciating in real terms by 4.4% compared with 2010. However, dollar demand has come under little pressure in the economy, owing to the still modest pace of economic recovery and the consequently slack performance of imports


3. The main variables

(a)	Economic activity

	GDP grew by 5.6% in 2011 thanks to the expansion in construction (9.2%), manufacturing (18%) and, to a lesser extent, business services (4.6%). Overall performance would have been stronger but for the agricultural sector, whose lacklustre results (1.1%) were attributable, among other things, to a severe drought in some areas of the country between May and June 2011 and heavy rainfall in other areas. As a result, yields of several key crops (such as maize and beans) declined. 

	On the supply side, the economic upturn was driven by the manufacturing sector, with the food and textile industries expanding by 18%. Textiles in particular were boosted by a jump (15%) in exports of maquila-produced clothing to the United States under the preferential agreements negotiated with that country. Growth in construction (though slower than forecast, at 9.2%) and in commerce (4.6%) saw these sectors make strides towards recovering their 2009 levels, after contracting in 2010 (when commerce in particular shrank by 8%). 


	On the demand side, consumption contracted by a substantial 5.6%, while investment and exports expanded by 9% and 18%, respectively. The drop in consumption despite still considerable remittances (which represent 21% of GDP), may be attributed to the scaling back or shutting down of some of the humanitarian programmes introduced in response to the earthquake, combined with the limited employment opportunities offered by the labour market. Investment levels fell short of expectations: a significant proportion of announced investments using external resources (grants), as well as initiatives using treasury funds (including US$ 186 million from PetroCaribe), were not made owing to institutional factors (the protracted political transition) and delays in disbursements from multilateral and bilateral counterparts, which provide approximately 80% of the investment budget.

(b)	Prices, wages and employment

	Short-lived spikes in inflation during the year caused some concern among the monetary authorities, whose expectations were for more moderate rates. The 12-month variation (10.4% in September and 8.3% in December) was approximately 1 percentage point over the level established in the agreements with IMF. But since the spikes were few and reflected fluctuations in international prices for key products (such as oil), the jitters eased and no change was made to policies directed towards fuelling economic recovery. 

	Average prices for some specific main spending items (food, transport and fuel) varied more dramatically: the average year-on-year increase (December to December) for 10 of these items was 12%. This significantly undermined household purchasing power, with the minimum wage falling by 6.8% in real terms.

	High levels of employment informality and lack of indicators make it difficult to assess labour market developments in Haiti. Nevertheless, net new job creation is thought to have been positive in some sectors, including construction (with a 13% increase in the number of wage earners) and commerce (whose wage bill expanded by 29%). In both cases, the indicators chiefly reflect the performance of the formal sectors of the economy.

(c)	The external sector

	The current account deficit amounted to US$ 28 million (0.4% of GDP), reflecting an improved external balance compared with 2010 (2.5% of GDP), owing to reduced imports and increased exports. 

	Despite an upturn in the unit value of exports, the terms of trade deteriorated by 17% owing to a rise in some core elements of the imports basket (rice, chicken, timber, oils) and sharper variations in petroleum prices.

	The capital and financial accounts returned a surplus (US$ 165 million) reflecting successive rounds of debt forgiveness by multilateral and bilateral partners after the earthquake. An estimated US$ 181 million in foreign direct investment went to new ventures in some tourism sectors (hotels), ongoing infrastructure projects (airports) and the extension of an export processing zone in the north-east of the country.

	At the close of fiscal year 2011, net international reserves stood at US$ 1.343 billion, thanks to inflows of external resources and net purchases of foreign currency by the central bank, totalling US$ 54 million.


4. First quarter of 2012: general trends

Under the official accounting system used in Haiti, the first quarter of the calendar year (January to March) constitutes the close of the first half of the fiscal year and is therefore extremely important in terms of identifying trends for the rest of the fiscal year. The late adoption of the budget (in April) and the delayed regularization of the political situation, with the new prime minister and his cabinet ratified only in May, largely explain why progress was falling short of expectations by the middle of the fiscal year. Budget execution undershot and many investment programmes, whether financed from national or external funds, were suspended. 

	The outlook for 2012 initially pointed to solid GDP growth (7.8%) driven by fresh momentum in the reconstruction efforts supported by larger disbursements from external cooperation funds, increased public investment, growth in certain sectors (construction) and recovery in others (commerce and financial services). However, uncertainties caused by the political situation and delays in disbursements from international partners have somewhat muddied this optimistic picture, with GDP growth now projected at 6% —only just above the 2011 rate. Many of the resources allocated to shore up production are already available, but the main constraint now is lack of capacity to absorb those funds. 

	On the fiscal front, the cumulative results to March show faltering progress towards the budgetary targets. However, in real terms and compared with the previous year, gains were made in tax revenue (3.3%), direct taxation (21.2%) and indirect taxation (5.4%), while tariff revenues stagnated (-0.4%). Although total spending rose by 4.1%, the breakdown by item shows current expenditure up 14.3%, but investment plummeting by 33%. With regard to investment, of the US$ 114 million pledged by foreign donors in budgetary assistance, only US$ 3.6 million was actually received.

	As to monetary policy, in January 2012 the authorities changed the currency mix of the reserve requirement (whose rate is 34%) on foreign-currency liabilities, increasing the share to be covered in dollars from 70% to 80% of the total. Year-on-year inflation (5.7% in March) has been falling, but the authorities remain wary of the possible impact of external shocks associated with international prices, though these have been fluctuating less sharply than during the first quarter of 2011.

	The exchange rate held steady, but the supply of dollars in the market tightened briefly in December 2011 owing to liquidity problems in the private banking system. On that occasion the authorities were forced to establish caps or de facto restrictions on payments in foreign currency and a debate arose on the need to reform the payment system used for foreign-currency transactions, both for banking operations and remittances.

	The government, in particular the Office of the President, have introduced a number of conditional transfer programmes (for example, Aba grangou and Ti manman cheri), which, though at the pilot stage, demonstrate a social policy strategy of targeting the poorest and most vulnerable households. These programmes are funded mainly by PetroCaribe and specific agreements with a number of donors (such as the World Bank and Inter-American Development Bank). Their inclusion in the budget imposes an additional fiscal burden whose financing, though guaranteed for the time being, raises the question of their long-term sustainability and of whether they can in the long run complement or substitute the broader activities of government bodies and non-governmental organizations.
