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EXECUTIVE SUMMARY

1. The Haitian population has demonstrated resilience and creativity in the face of
severe challenges. Marred by political instability, economic mismanagement and
exogenous shocks, Haiti has suffered negative economic growth in three decades of the
last forty years. Even when economic growth has taken place, it has not been sustained.
Haiti’s pattern of socio-economic development has also been characterized by marked
inequalities in access to productive assets and public services, the result of exclusionary
policies and ineffective public institutions. The resulting widespread poverty has meant
that less of the gains from growth, when this has materialized, have been shared by the
poor. In turn, the inability of poor Haitians to exploit growth-promoting opportunities for
investment in physical and human capital has created a vicious circle of weak economic
growth and persistent poverty and inequality.

2. Following the 2006 presidential and parliamentary elections, the Government of
Haiti and the international community have before them new opportunities to promote
inclusive growth. Within this context, the challenge is to identify and implement actions
to overcome the legacy of past decades and set Haiti on a path to high, sustained and
broad based growth. Constraints to growth and poverty reduction are widespread and
severe, and they are interrelated and mutually re-enforcing. As discussed in Chapter one,
in addition to political instability, the key constraints are: (i) ineffective institutions and
poor economic governance, (ii) inadequate infrastructure, and (iii) poor access to and
quality of education. Chapter two highlights Haiti’s widespread poverty and high
inequality in income and in access to basic services. The constraints to growth discussed
in Chapter one and the poverty and inequality characteristics reviewed in Chapter two
point to the need to ensure that the benefits of growth are shared through polices which,
on the one hand, provide equal access to services for the poorest regions and households
and, on the other, build institutions that are responsive, effective and accountable to their
citizens.

3. Chapter three provides a historical overview of the development of the Haitian
state and its impact on institutional capacity and economic governance. It sets out the
foundations for a state building agenda in Haiti which, based on experience in fragile
states around the world, is known to be the priority in helping such countries to set the
basis for broad-based growth. This chapter presents a set of recommendations aimed at
building the institutional capacity of core public agencies and limiting the opportunities
for elite capture and corruption. It then outlines a new role for the state in terms of
service delivery and in engaging users of services and citizens more broadly. Chapters
four and five provide a more detailed discussion of how service delivery in infrastructure
and education can be improved by strengthening the capacity and accountability of
service providers and ensuring that users, especially the poor, have access. In doing so,
the report lays out a short and medium term agenda for improving basic state functions in
an efficient, transparent and accountable way, as well as expanding basic infrastructure
and improving access to and quality of primary education. The successful
implementation of this agenda would require close partnership and sustained commitment
of both Government and donors. Table 1 attached below summarizes the main



recommendations contained in the above chapters. These are consistent with the broad
thrust and build on the interventions identified in the Interim Cooperation Framework
prepared in 2004 by the Government with the support of the donor community.

I. Trends, Determinants and Constraints of Haiti’s Economic Growth

4. Haiti’s economy is in a long-term slump. Between 1961 and 2000, Haiti’s real
income per-capita fell by an average of 1 percent per year, resulting in a per capita real
GDP reduction of 45 percent over the period. Positive growth rates have been observed
only in the decade of the 1970s as a result of greater political stability, paradoxically
achieved during a dictatorship. Indeed, Haiti’s economic performance has been one of
the worst in Latin America and the Caribbean (LAC) region and similar to that observed
in the worst performing sub-Saharan African (SSA) countries.

5. As discussed in Chapter one, Haiti’s growth experience in the 1970s and the
second half of the 1990s shows that the country is capable of experiencing rapid growth.
However, these spurts in economic activity were not sustained due to either restrictive or
ineffective economic policies, or political instability. Rapid economic expansion during
the 1970s was achieved through the interaction of private sector dynamism in exports of
agricultural crops and assembly manufactures, and public sector investment in
infrastructure. This spurt in economic activity was not sustained in the early 1980s as the
Government increasingly intervened by employing fiscal and trade policies that were
restrictive of the private sector and biased against exports, created monopolistic public
enterprises and spent public funds without increasing the country’s productive or
absorptive capacity. The 1990s showed two opposite trends: in the first half, the
economy entered in a profound recession (due to high political instability, a donor-
imposed trade embargo and natural disasters); after 1995, the economy recovered,
boosted by a significant but short lived increase in external aid. Yet the per-capita real
GDP growth was negative for that decade. Growth performance in the first half of 2000s
remained poor as a result of continued political instability.

6. The relatively better growth performance in the 1970s is associated with growth
in total factor productivity (TFP), while in the rest of the period of analysis (1960-1969
and 1981-2003) TFP contribution to growth was negative. Haiti's contribution of
physical capital went from one of the lowest in the region in the 1960s to being at about
the regional standards in the 1980s, and it declined afterwards. The contribution of
human capital shows only a slight upward trend since the 1960s. The above trends are
linked to declining productivity in the agricultural sector, the unproductive nature of
investment and measurement difficulties facing the country’s national accounting system,
and the limited contribution of human capital throughout the period.

7. This chapter also reviews the empirical evidence provided by Loayza et al. (2005)
on the determinants of economic growth in Haiti. This shows that the bulk of the change
in real per capita growth is not explained by the traditional growth determinants as
currently measured and that there is a large negative effect on growth not captured by the
panel regression. A comparison with other LAC and SSA countries points to the model’s
inability to capture the negative effects of political instability and violence on growth.
Forecasting Haiti’s economic growth under an ambitious reform scenario (with policy



determinants of growth moving to the top 25 percent of the LAC region and the world),
Loayza et al. project a significant potential change of 6-8 percent, with both structural
and stabilization policies playing a role in supporting an increase in growth. Within
these, improvements in public infrastructure and education would render the largest
contribution to economic growth. As discussed in this Chapter, these forecasts tend to
underestimate the impact of improved political stability and reduction in violence on
economic growth.

8. This chapter’s analysis of the constraints to growth in Haiti in a comparative
perspective depicts the country as one of the most difficult environments in the world in
which to do business. It identifies inadequate infrastructure, political instability and
inefficient bureaucracy, and education as the critical constraints to growth in Haiti.
Political instability has weakened private sector confidence and the quality of public
institutions. While sustained political stability will be a necessary condition for restoring
growth in Haiti, an improvement in the quality of public institutions and economic
governance will also be critically needed to improve the business environment.
Infrastructure limitations are also significant, but would need to be addressed with a
strong emphasis on rehabilitation and maintenance.  Similarly, much needed
improvements in human capital need to be accompanied by the lifting of other
restrictions to growth, least a swift improvement in education will only result in increased
brain drain with a limited impact on growth.

I1. Poverty and Inequality

9. The analysis of poverty conditions and trends in Haiti detailed in Chapter two
highlights a number of key points. The country is the poorest in LAC and among the
poorest in the world, with more than half of the population (54 percent) living below the
US$1-a-day and 78 percent living below the US$2-a-day line (2001 data). In terms of
other human welfare indicators, Haiti ranks at or near the bottom in the region, and
among the worst in the world. An overwhelming portion of the rural population lives in
poverty (86 percent). There are also large pockets of urban poverty in slum areas in Port-
au-Prince, while many intermediate cities and small municipalities have low poverty
rates. Wide disparities exist regionally, with poverty being the lowest in the Ouest region
(34 percent), which includes the capital of Port-au-Prince, and highest in the Nord-Est
region (81 percent). Nonetheless, even in the Ouest region poverty is extremely high by
international standards. Indeed, the poverty rate for the Ouest region, the richest in Haiti,
is higher than that of any country in Latin America and the Caribbean.

10. Haiti also suffers from substantial inequality, with nearly half of the national
income going to those in the richest 10 percent of the population. Little variation is seen
in the quality of living conditions across the poorest 80 percent (which encompass the
group defined as poor in the US$2-a-day poverty line). Inequality in Haiti is among the
highest in the LAC region, which in turn has higher levels of inequality than any other
area of the world. Due to the country’s widespread poverty, lack of security, frequency
of natural disasters and dearth of formal private or public insurance mechanisms, most
Haitians face high vulnerability. While one cannot expect absolute poverty to fall in
Haiti without positive high growth, the country’s high inequality has meant that less of



the gains from growth, when this has materialized, have been shared by the poor.
Inequalities in access to infrastructure and social services and in ownership of assets have
made it harder for poor Haitians to take up the opportunities afforded by the limited
economic growth that the country has experienced. In turn, high inequality and poverty
have been a constraint on the country’s growth as poor Haitians’ inability to exploit
growth-promoting opportunities for investment in physical and human capital has
perpetuated the low growth-high poverty circle.

11.  Although recent data offers a clear portrait of poverty in Haiti in recent years, the
picture of what has happened over time in the country is much hazier. Growth figures
calculated from national accounts data show a near continual decline in GDP per capita
over the 1990s. At the same time, two pieces of evidence suggest that individual welfare
may have improved along some lines during that decade. Indeed, Demographic and
Health Survey (DHS) data show improvements in asset ownership, housing conditions,
some child health measures, and child nutrition and school attainment between 1995 and
2000. Additionally, estimates based on household surveys suggest that poverty and
inequality rates have not changed substantially over the last two decades. Chapter two
suggests that part of the explanation can be found in the fact that, while GDP per capita
declined, consumption levels were maintained by remittances. In particular, the Haitian
population has become increasingly reliant on the money sent by the Haitian diaspora
living abroad. The acceleration in the growth of remittances since the mid 1990s likely
accounts for the fact that poverty may not have changed substantially during that period
and some welfare measures may have improved modestly, even while GDP per capita
continued to decline. Indeed, many Haitians have avoided falling into complete
destitution in the face of many shocks (both domestic and exogenous) by using
remittances for food consumption, and education and health services.

I11. State Building, Security and Institutions

12.  Contemporary Haiti lacks a set of public institutions capable of carrying out the
basic state functions in an effective, responsive and accountable fashion. In recent years,
institutions have lost trained personnel and other resources, have not modernized their
procedures and provided few incentives for staff performance. Political instability and
budget constraints are part of the explanation but, as Chapter three describes, the
institutional gap has its roots in Haiti’s historical development. Since independence, the
lack of effective and accountable institutions and of rules that are aimed at addressing and
responding to public interest have placed the country in a perennial cycle of contested
governments, political instability, popular uprisings and violent regime changes.

13.  Chapter three argues that Haiti’s overarching challenge is to reform public
institutions. This entails strengthening the role of the state in four key areas: (i) capacity
to guarantee citizen security within a rule of law, (ii) capacity for economic governance
(sound macro-economic management, public administration, and market formation and
regulation), (iii) capacity to plan and oversee basic service provision and infrastructure
development — whether the state provides services and infrastructure directly or works
through NGOs and private firms, and (iv) transparency and accountability. These areas



are key since they address the basic functions of any state and have the potential for
reducing poverty and inequality while promoting broad-based growth.

14, Since state-building is an incremental process, the Government will need both a
medium term strategy and a short term program of priority actions. Ensuring public
security and the rule of law is the area where state failure is most critical in Haiti, both for
its direct consequences and for its indirect impact on institution building. Indeed,
ensuring a dramatic improvement in security will be critical for the success of any other
intervention in the country. This chapter recommends that short term actions focus on:
improving coordination between MINUSTAH and the Police Nationale Haitienne
(PNH), accelerating the reform of the PNH and targeting slum areas with multi-
dimensional development interventions. Over the medium term, it is recommended that
the Government sustain police reform with elements to improve the relationship between
the PNH and citizens, and strengthen other elements of the judicial and penal system,
starting with criminal courts in urban centers and gradually broadening coverage to other
geographic areas and jurisdictions.

15. In the area of economic governance, the chapter highlights recent advances made
in Haiti to increase transparency and efficiency in the use of public resources and external
assistance, notably changes in the legal framework for budget formulation and execution,
the setting up of critical institutions and agencies, and efforts at disseminating basic
information and engaging some groups to monitor the implementation of the economic
governance reforms. Going forward, Chapter three recommends that the short term focus
of Government efforts be on ensuring the full implementation of the new legal
framework by building capacity of central government agencies for revenue, expenditure
and human resource management and then gradually extending coverage to offices
handling financial management and planning functions in sectoral ministries. Ensuring
these core institutions function appropriately and in coordination is key for encouraging
both a steady flow of resources (including those of donors) and their efficient use. The
chapter also points to the need for redistributive policies--through increased collection of
progressive taxes to mobilize much needed public resources, improved efficiency and
targeting of public spending, and the provision of public transfers to the poorest linked to
incentives to build human capital.

16.  Finally, this chapter highlights the importance of promoting a transparent, results-
based approach to public service delivery and engaging stakeholders in a way that
promotes voice and accountability around public action. This requires building
ministerial capacity to plan and track basic service delivery, whether by public or private
providers at the central or decentralized level. This should focus on equalizing access to
productive assets for the poorest. Where private sector provision of services is working,
it should be supported and scaled up. To ensure accountability and responsiveness, in the
short term the Government should share basic information on service delivery, initiate
efforts to improve public expenditure tracking, and enact a Freedom of Information Law
to establish the general principles of transparent government and citizens’ right to
information. Medium term efforts could focus on using a more decentralized, territorial
approach for planning public investments to better integrate the country and organize its
development around the growth potential and needs of the various regions; further



mobilizing civil society groups to monitor government performance in service delivery
and economic governance through social accountability initiatives at the local and
national level; and enhancing the role of the Parliament in the economic governance
agenda, most notably in budget approval and control.

17. Donors’ assistance for state building and institutional development will be
important. Lessons from past experience in Haiti and other countries facing similar
institutional challenges point to the need for such assistance to be better coordinated,
focused on the broad priorities highlighted above and sustained over time. Notably,
donor-financed activities will need to be more disciplined about not competing with
government for essential staff, working through government channels, and helping to fix,
rather than circumventing, what does not work.

IV. Building Infrastructure to Last

18. Dramatic improvements in Haiti’s currently poor levels of infrastructure quality
and coverage are essential to restart economic growth and reduce poverty. Infrastructure
reform must also be a central part of any state building strategy, both because the
provision of infrastructure services (as public goods) is a central, defining function of the
state and because the malfunctioning of current infrastructure institutions is a major
source of current state weakness. The electricity sector represents a massive drain on
scarce government resources; the telephone utility has historically been an extra-
budgetary source of financing for politicians; and poor security and management of ports
result in a significant loss of government revenues.

19.  The underlying argument of Chapter four is that a two-pronged approach is
needed for infrastructure reform in Haiti: on the one hand swift execution of projects by
donors to produce rapid results, in the form of actual service delivery to the population
and, on the other, medium to longer-term improvements in public capacity to pursue not
just sustainability of investments, but a more effective and transparent government role.
For the shorter term, this chapter discusses the need for more effective donor
involvement. While some important successes — such as the setting up of the road
maintenance fund - were achieved recently, the lack of an integrated, strategic approach
and poor coordination in implementation have slowed progress. The chapter also
considers the need for urgent donor efforts, built around infrastructure, to address the
socio-economic causes of violence in Haiti’s slums. This issue is of particular relevance
both because of its implications for state building and national stability, and because,
while slum upgrading was an expressed priority of the ICF, little has been done. Efforts
to strengthen the Road Maintenance Fund to ensure effective road rehabilitation and
maintenance are also urgently needed.

20.  The medium to longer-term emphasis on governance and capacity strengthening
builds first on the main lesson of past donor interventions in infrastructure: that works
are not sustainable without maintenance, which requires institutional capacity to organize
and pay for it. The analysis also considers the need to strengthen the minimal functions
required of the state in infrastructure: designing strategies and policies, setting and
enforcing the rules for public and private operations, and coordinating national and
international actors engaged in the sector. This does not imply a larger role for the state
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but a cleaner and more effective one than played at present. Six specific priority areas are
highlighted for infrastructure reform:

Improving donor involvement. This involves both better coordination and securing
longer term donor commitment. There is a need for better information sharing among
donors and the government, through stronger central capacity to compile and
disseminate this information. Reinforcing the coordinating capacity of the existing
sectoral tables is considered, as well as the option of introducing some kind of donor
resource pooling system for infrastructure.

Slum upgrading to prevent violence. Cross-sectoral  slum upgrading
projects/programs can prevent violence through mainstreaming violence prevention
into the design of infrastructure projects (e.g. including labor-intensive construction,
street lighting, and community centers) and through providing a vehicle for specific
anti-violence components, such as mediation services. They also provide a channel
for community organization. Pilots should be attempted before larger projects.
Strengthening the functioning of the Road Maintenance Fund through: enhanced
coordination on the programming of road maintenance activities; ensuring regular and
adequate budgetary transfers to the FER account of proceeds from earmarked taxes
for road maintenance; and developing expertise in FER to promote an efficient model
for routine and emergency road maintenance, using either small firms or community-
based micro-enterprises.

Making the Ministry of Public Works, Transport and Communication (MTPTC) more
effective: a new institutional diagnosis should be undertaken for the MTPTC, and a
firm plan developed for implementing its recommendations. Greater sectoral
specialization is needed to develop the Ministry’s ability to make policy and strategy
and plan investments, through a strengthening of the cadre technique and appointment
of merit-based, non-political staffing. It needs to better oversee and coordinate with,
and interfere less, in state-owned infrastructure companies. Some decentralization of
functions to regional offices would make these more effective.

Overhauling state utilities. There is a need for strong government leadership of
reform, in particular to implement the recommendations of the audits and
organizational diagnostics underway on the key state enterprises. Funds must be
channeled to the rehabilitation of existing dilapidated assets and improving service to
existing customers before coverage can be expanded. Maintenance must be provided
for by ensuring adequate funding and training staff. Transparency and accountability
require better information systems, a more active role for boards of directors and open
contracting, and regular public disclosure of information on levels and quality of
services provided to the public and the performance of public utilities. And realistic
strategies are needed for involving the private sector, where possible.

Enhancing the legal and regulatory framework for public and private service
provision.  This requires not just updating laws but actually enforcing them.
Structures are needed in particular to improve oversight, promote competition where
possible, and set the ground rules for all operators.
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V. Investing in Children

21. Education is a well documented condition for growth and also has beneficial
impacts on nutrition, health, empowerment of girls and poverty. It provides a means for
avoiding the inter-generational transmission of poverty and thus offers hope that children
will help families break out of the vicious circle of poverty. Educational access in Haiti
has declined in recent years and disparities between urban and rural enrollment have
worsened. The costs of education for poor families is a major deterrent that prevents
them from enrolling their children in schools. In addition, the public sector suffers
weaknesses similar to other sectors and as a result education services are offered
primarily through a range of private providers with negative implications for equality,
quality and efficiency within the sector. Ninety-two percent of schools in Haiti are
operated by a diverse group of private actors ranging from commercial entities to faith-
based schools who have stepped in to “fill the gap” in the education sector. While it is
helpful that this gap has been filled, the sanitary conditions and the quality of teaching in
several private schools are major drawbacks due to a weak institutional capacity of the
Ministry of Education in performing its normative role, providing a policy framework
and a strategy that engages public and private actors, and ensuring some minimum
accountability. This along with the low levels of public spending for the sector and the
constraint on the demand side has resulted in some of the poorest educational indicators
in the world.

22.  Chapter five recommends that the sector agenda focus on a re-defined role for the
state in education in order to attain the goal of having every Haitian child in school. As
in the infrastructure sector, this report does not advocate a larger role for the public sector
but a more effective and facilitating one, whereby public agencies set the sector strategy,
provide the rules, regulations and incentives for public and private actors, respond to
private demand by providing sufficient inspectors to license and accredit non-public
schools, and ensure that donor investments in the sector are used in a coordinated and
transparent manner. Priorities for the short-term include:

e increasing the share of public spending on education to strengthen the state’s
capacity, and investing in primary education;

e strengthening the newly established National Partnership Office (NPO) which was
launched by the Transition Government in an attempt to improve dialogue, strategic
planning and accountability in the sector; and

e launching an effort to scale up enrollment of children by providing public transfers
(including through a major scale up of donor assistance) to private schools; emphasis
would be put on those schools which can increase enrollment of the poorest children
and ensure quality improvements.

23.  These efforts would then need to be expanded over the medium-term and be
accompanied by actions to strengthen the capacity of the Ministry of Education to design
and implement sector policies, notably with a focus on providing incentives for public
and private actors and effectively discharging its role of sector regulator and
accreditation. The chapter presents the results of a costing exercise to assess the
financing requirements for enrolling all Haitian children in school and improving the
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quality of education over the next ten years. The chapter also discusses the option of
introducing a pilot approach to targeting cash transfers to the poorest households that are
least able to afford the costs of education in exchange for their commitment to send their
children to school and having them vaccinated and well-fed. There is now significant
experience in such cash transfer type of programs in many middle income countries in the
region and new results also show that they can be effective poverty reducing programs in
low income countries and fragile states. However, providing public transfers to schools
or cash transfers to poor families will require that a solid fund channeling mechanism be
set up as well as an information data base to ensure that internal and external
accountability mechanisms guarantee that resources are well targeted and used
transparently and efficiently.

V1. Other Interventions

24.  This report is focused on a select list of cross-sectoral binding constraints to
growth and poverty reduction which also constitute the minimum functions that a state
must fulfill to provide its basic, pure public goods. This means only that these constraints
and these functions require priority attention, not that they should be addressed to the
exclusion of others that are more sector specific. Indeed, policies aimed at improving
additional aspects of the climate for private sector activity in agriculture, manufacturing
and services, as well as enhancing the provision of other social services, will need to be
implemented, once the critical bottlenecks identified above have started to be tackled.
The Interim Cooperation Framework, prepared in 2005 by the Transition Government
with donor participation, identifies priority interventions in several sectors. Also, several
recent studies have examined sector specific constraints to growth and poverty reduction
which, therefore, have not been discussed in this report." However, the recommendations
of those studies need to be part of the elaboration of a comprehensive medium-term
growth and poverty reduction strategy for Haiti.

Table 1: Summary of Policy Recommendations

Priority Recommended Policy Actions

Medium-Term Reform Actions

State Building, | Security and Judicial Reform:

Security and
Institutions

o Accelerate reform of PNH (police), incl.
establishing new rules and operating standards,
vetting and training personnel, and improving
oversight arrangements and career
management.

e Pilot slum upgrading projects with a focus on
violence prevention (also see recommendations
for Infrastructure).

e Sustain police reform efforts, with
elements to improve the relationship between
the PNH and citizens, including greater
accountability of police officers for areas
under their jurisdiction and
professionalization and training of the force’s
members.

o Reform the judicial and penal system with
emphasis on personnel selection, monitoring

1 several of these studies are listed in the Bibliography; these include a review of existing constraints and
priority interventions for rural development (World Bank, Haiti-Agriculture and Rural Development,
2005), an assessment of existing social protection mechanisms (World Bank, Haiti-Social Protection
Policy Brief, 2005) and a review of Haiti’s conflict poverty trap (Haiti-Country Social Analysis, 2006).




Economic Governance:

Focus on ensuring full implementation of the
new legal framework by building capacity of
central government agencies for revenue,
expenditure and human resource management:

e Continue to keep unprogrammed expenditure
through “current accounts” at minimum level
and reduce administrative lags in expenditure
processing; develop standard formats for budget
preparation and reporting, train staff in their use,
and monitor compliance; strengthen CSCCA
including support in preparation of budget
execution reports for the new legislature.

e Strengthen tax administration with main
focus on enforcement expanded to provinces and
ports - restoring security and presence of
customs in sea ports in and outside Port au
Prince will be critical for this.

o Creation of registry of state employees and of
agency overseeing application and further
development of rules on appointment,
remuneration, evaluation and overall career
management; identify critical needs for new
hires and training.

e Ensure compliance with new procurement
decree and promote training of staff and
potential bidders.

Service Delivery:

e Start to develop in core ministries systems for
tracking service delivery, starting with review of
information already collected, specification of
services and qualitative/quantitative goals and
indicators, and  determining  additional
information needs; engage sectoral tables
established under ICF in this effort.

and evaluation, and provision of personnel
adequate salaries; provision of additional
material and technical assistance; reform of
legal codes.

e Repeat, since most of the benefits have
been lost, the 1990s program of prison and
prison staff upgrading.

Continue to ensure full implementation of the
new legal framework, with expanded focus to
financial management and planning functions
in sectoral ministries:

e Ensure a more redistributive and efficient
pattern of public expenditures by basing

Government budget on a multi-year
framework,  adopting  procedures  for
preparation and selection of investment

projects; and adopting program budget
approach for key ministries.

o Institute procedures that embody the broad
principles lacking in the Organic Budget Law
(i.e., transparency, performance, responsibility
and consolidated cash management); continue
to strengthen the CSCCA.

e Implement tax policy reform to broaden
the tax base and enhance revenue collection
by fighting evasion, reorganizing tax
collection functions along functional lines and
creating ownership for reforms.

e Elaborate inventory of all positions,
elaboration of simplified job classification
scheme, standardized salary grid, description
of duties and needs based training programs.

o Improve legal framework for procurement.

e Develop, with donor  assistance,
mechanisms for citizen collection of data or
evaluation of services; use citizen input to set
new targets and agree with them and donors
on indicators and monitoring process.

o Pilot territorial approach to participatory
planning, building on existing initiatives and
use it as basis for planning public investments.




Transparency, and
Participation:

e Share information collected as per above as a
means of demonstrating performance to the
broader public. Focus on improving
information systems on public expenditures and

sectoral project databases.

Accountability

e Enact a Freedom of Information Law and of
a Law on Asset Declaration and Disclosure.

e Continue to mobilize civil society groups
to monitor government performance through
social accountability initiatives at the local
and national level.

e Encourage and support  grassroots
organizations to participate in local territorial
plans in a meaningful way.

e Support Parliament to ensure it can play its
legislative and oversight role, including on
budget approval and control.

Infrastructure e Pilot slum upgrading projects with a focus on | e Scale up slum upgrading interventions.
violence prevention.
e Revamp MTPTC as per results of
e Emphasize strengthening of core | institutional diagnosis, to depoliticize,
infrastructure (with rehabilitation and adequate | increase sectoral specialization and expertise,
maintenance) before these are expanded; in | and decentralize some responsibilities.
particular, strengthen the functioning of the
Road Maintenance Fund. e Overhaul state companies by increasing
transparency and accountability, involving
e Continue to improve transparency and private sector, and acting on
accountability of public utilities. recommendations of audits for ANP, EDH,
CAMEP and TELECO.
e Commission institutional diagnosis for
MTPTC to enhance its capacity and improve | e Enhance legal and regulatory framework to
efficiency. strengthen  supervisory institutions and
accommodate competition and private
e Develop realistic strategies for involving | involvement.
private sector in state companies.
o Develop coherent territorial strategies for
e Improve donor coordination by clarifying | planning countrywide growth, to drive
responsibilities within government, | infrastructure investment.
strengthening database, appointing and funding
active coordinators for all sector tables. e Continue to improve donor coordination.
Education e Start gradual increase in public resources | e Continue gradual increase in public

allocated to primary education to reach EFA
medium-term targets.

¢ Reinforce Ministry of Education’s normative
functions of regulation and quality control and
capacity for non-public school accreditation.

e Establish National Partnership Office as
public-non public partnership coordination
body and National Partnership Fund as
financial mechanism to support improvements
in public and non-public schools.

e Launch effort to scale up enrollment of
poorest children and improve educational
quality by: (i) providing public transfers to non-

resources allocated to primary education to
reach EFA medium-term targets.

e Strengthen Ministry’s capacity to assess
student/school performance by improving
administration and use of national exams
(incl. public disclosure of results at school
level).

e Enhance capacity of in-service teacher
professional development centers around the
country to service both public and non-public
teachers.

e Gradually expand effort to scale up
enrollment of poorest children and improve
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public schools; or (ii) designing a conditional
cash transfer mechanism to address education
demand constraints faced by households.

e Increase donor financing to
implementation of above interventions.

support

educational quality through public transfers
to non-public schools or a conditional cash
transfer mechanism; complement these
efforts through continued development of
local school management committees and
school-parent associations.

Other Policies

e Maintain macroeconomic stability.

e Strengthen  institutional  capacity  for
preventing and mitigating natural disasters.

e Maintain macroeconomic stability.

e Strengthen institutional capacity for
preventing and mitigating natural disasters.

e Reduce inefficiencies in  remittance
sending processes, leverage remittances as
collateral and help disseminate information to
migrants’  hometown  associations  on
community-level viable projects.
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CHAPTER 1
TRENDS, DETERMINANTS AND CONSTRAINTS OF
HAITI’S ECONOMIC GROWTH

Haiti’s economy is in a long-term slump. During 1961-2000, Haiti’s real per-capita
GDP fell by an average of 1 percent per year, resulting in an overall decline of 45
percent over the period. Despite positive growth rates observed during the 1970s and, to
a lesser extent, in the second half of the 1990s, these spurts in economic activity were not
sustained. The relatively better growth performance in the 1970s is associated with
growth in total factor productivity (TFP), while in the rest of the period of analysis
(1960-1969 and 1981-2003) TFP’s contribution to growth was negative. The above
trends are linked to declining productivity in the agricultural sector, the unproductive
nature of investment and measurement difficulties facing the country’s national
accounting system and the limited contribution of human capital throughout the last four
decades. A detailed analysis of the constraints to growth in Haiti in a comparative
perspective depicts it as one of the most difficult environments in the world in which to do
business. Inadequate infrastructure, political instability and inefficient bureaucracy, and
poor access to and quality of education emerge as the binding constraints to sustained
growth. Political instability weakens private sector confidence and the quality of public
institutions; the latter affects the business environment and the provision of basic
services. Infrastructure limitations are significant and need to be addressed with a
strong emphasis on rehabilitation and maintenance.  Similarly, much needed
improvements in human capital need to be accompanied by the lifting of other
restrictions to growth, least a swift improvement in education will only result in
increased brain drain.

I. Growth Performance during 1961-2000

25.  Growth Trends. Haiti’s economy is in a long-term slump. Between 1961 and
2000, Haiti’s real per-capita GDP fell by an average of 1 percent per year, resulting in a
per capita real GDP reduction of 45 percent during the period (see Figure 1.1). Positive
growth rates were observed during the 1970s. The 1980s and 1990s showed two opposite
trends: (a) in the decade of the 1980s and the first half of the 1990s the economy entered
in a profound recession, with this trend deepening in the first half of the 1990s; and (b)
after 1995, the economy recovered. Yet the per-capita real GDP growth remained
negative for the decade of the 1990s. Also, the economic recovery of the second half of
the 1990s was short lived. The average growth rate in 2000-2004 was negative.

26.  Haiti’s economic performance has been one of the worst in the world (see Table
1.1). Ten-year averages of GDP growth per capita show that the LAC region converted a
pattern of negative growth in the 1980s into positive growth in the 1990s. In comparison,
Haiti’s average annual real GDP growth per capita, which was already under-performing
in comparison to the LAC average during the 1960s and 1970s, showed a greater decline
during the 1980s, and even a deeper fall during the 1990s--by far the worst performer in



the region. Haiti’s average annual real GDP growth per capita has also been significantly
below that of Sub-Saharan Africa in all decades with the exception of the 1970s.

Figure 1.1: Per Capita Real GDP Growth, 1991-2004
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Table 1.1: Average Annual Real Growth Rates of GDP per Capita, 1961-2000
(in percent)

1961-00 | 1961-70 | 1971-80 | 1981-90 | 1991-00
Haiti -1.0 -1.4 2.6 -2.3 -2.3
LAC** 1.7 2.6 3.1 -0.8 1.7
Sub-Saharan Africa 0.2 19 0.8 -1.3 -0.4
World*** 25 3.2 2.5 2.3 2.0

*Simple average, own calculations **Weighted average, n = 26. For 2000-02, weighted average, n = 22
*** \Weighted average, n = 109. For 2000-02, weighted average, n = 103
Source: lanchovichina and Kacker, 2005.

217. Historical analysis. President Francois Duvalier’s dictatorship in the 1960s
marks one of the saddest chapters in Haitian history with tens of thousands Haitians
killed or exiled. During this period, the Haitian economy suffered from a near dearth of
private sector investment, declining world market prices and simultaneous increases in
taxation for agricultural products which greatly depressed agricultural production; several
hurricanes aggravated this situation by affecting coffee (then the major export) and other
agricultural crop production. The virtual isolation of Haiti from the world’s community
as a result of President Duvalier’s brutal dictatorship meant that during this period the
country received almost no external aid for development purposes.



28. Following the death of Francois Duvalier in 1971 and the succession of the
presidency to his son, Jean-Claude Duvalier, the Haitian economy entered a period of
rapid economic growth due to: (a) expansion of small scale export-oriented assembly
industries; (b) increased public investment, including for several major infrastructure
projects;? (c) strong increases in private consumption and housing investment related to
rapid urbanization; (d) an improvement in the country’s terms of trade since 1975 due to
a significant increase in coffee prices; and (e) the growth of tourism.® Of notable
importance, during this decade the manufacturing sector doubled its production mainly
due to the growth of the apparel assembly that took advantage of the proximity of Haiti to
the US, low labor costs and tax incentives.* However, since agriculture maintained a
dominant share in GDP and continued to be dependent on whether hazards, the year-to-
year pattern of GDP growth in the 1970s remained erratic.

29.  This spurt in economic activity experienced in the 1970s was not sustained in the
early 1980s as the Government increasingly intervened by employing fiscal and trade
policies that were restrictive of the private sector and biased against exports, created
monopolistic public enterprises and spent public funds without increasing the country’s
productive or absorptive capacity.” This was combined with unfavorable external
developments in the early 1980s, including the 1981-83 US recession and declining
world coffee prices which affected Haitian assembly and coffee exports, the closure of a
bauxite mine in 1982, and the negative impact of HIV aid on the tourism sector.
Following the departure of President Jean-Claude Duvalier administration in 1986, the
situation was characterized by political instability and civil unrest associated with
attempted elections and changes in governments. Six different presidents followed each
other between 1988 and 1991. This resulted in loss of private investors’ confidence,
work stoppages, unattended economic problems and a sharp drop in much needed
external assistance. Thus, except for a short-lived improved economic performance
during 1986-87, the decade of the 1980s is characterized by declining output, rising
inflation, unsustainable fiscal and balance of payments deficits, and a breakdown in the
provision of general services.

30.  The economic decline gathered considerable momentum after 1991 following the
overthrow of the democratically elected President Aristide by a military coup d’etat and
the subsequent imposition of sanctions by the international community in the form of an
embargo on most trade and financial transactions and the suspension of most external aid.
A major collapse of the economy ensued. Between 1991 and 1994, real GDP fell by
around 20 percent and the rate of inflation rose from 12 percent to 51 percent. Loan
disbursements were stopped and substantial arrears accumulated on external debt service
payments to bilateral and multilateral institutions. Exports of goods and services fell

2 These included the construction of the hydro-electric station at Peligre and improvements to the Port-au-
Prince harbor and to the telephone system.

® Arrivals climbed from an average annual of 50,000 during the 1960s to about 300,000 in the late 1970s.

* The number of enterprises operating in the assembling sector grew from 13 to 127 between 1967 and
1979.

® In particular, the Government directed a significant share of public investment to uneconomic projects,
including the establishment or takeover of five major industrial enterprises which were run inefficiently and
represented a massive drain on public funds.



from US$224 million in 1991 to US$67 million in 1994, while at the same time imports
of goods and services dropped from US$532 million to US$235 million. Investment as a
whole decreased from 14 per cent of GDP in 1991 to 6 per cent in 1994, with the fall in
public investment (resulting from the suspension of most external aid) accentuating the
deterioration of Haiti's physical and social infrastructure. The manufacturing sector was
hit the hardest by the 1991-1994 trade embargo, which limited access to imported inputs
and thus severely affected the productive capacity of the sector. The trade embargo
spawned a 50 percent reduction of the sector’s production. Following the lifting of the
embargo in 1994, only the garment sector re-established itself and other assembly exports
have virtually disappeared. As a result, Haiti’s exports have become highly concentrated
(with nearly 90 percent of these being apparel exports).

31.  With the return to democracy and the end of sanctions in 1994, an economic
reform program was initiated aimed at restoring macroeconomic stability, liberalizing
trade and modernizing State enterprises. This paved the way for a substantial increase in
financial flows to Haiti.° In 1996-97, the economy grew at 3.4 percent largely driven by
construction and public works as a result of the repairs carried out on highways leading
into some major agricultural production zones and other urban infrastructure works. The
economic recovery was also the result of a significant increase in exports of textile and
agricultural products resulting from improved private sector confidence. However, this
recovery was very short lived and during 1997-1999, the growth rate of Haiti's economy
showed a virtually steady decline and there was even a recession from 2000 to 2002.
This was the result of: (i) political crisis (during 1997-99),” which led to a reduction in
international aid; and (ii) a fall in coffee and cacao prices, leading to a decrease in export
earnings. The devastation caused to agricultural plantations by hurricane Georges in
September 1998 aggravated the deterioration in economic performance. In 2000,
agricultural production also suffered from a serious drought.

32.  The political deadlock following the disputed 2000 parliamentary elections again
undermined private sector confidence and dampened investment, and led to a sharp
cutback in donor assistance. The political polarization intensified in late 2003, leading to
street demonstrations and increasing violence that culminated in an armed conflict and
President’s Aristide’s resignation in early 2004. The May and September 2004 floods
further aggravated the situation causing damage to the economy estimated at 5.5 percent
of GDP. As a result, the period 2000-2004 was characterized by negative real GDP
growth (-1.2 percent on average), high inflation, and large fiscal and external deficits.

I1. Growth determinants — the traditional approaches

33.  The traditional approach of the growth accounting framework, which breaks
GDP growth down into growth of factor input quantities and the growth of total factor
productivity (TFP), is employed to analyze the sources of Haiti’s poor growth
performance. The methodology identifies the basic factors that explain growth: labor

® Net external resource flows amounted to around US$650 million (or 25 percent of GDP) in FY1994/95,
before leveling off to around US$300 million (7 percent of GDP) in FY1998/99.

" 1n 1997, President Aristide broke from his Organisations Populaires de Lavalas to create Fanmi Lavalas.
The split led to a deadlocked Parliament in 1997-98 which was subsequently suspended in 1999.



use, physical capital, human capital and total factor productivity (i.e. the unexplained
residual after deducting the contribution of capital and labor). The growth of the latter is
usually the result of the continuous process of factor reallocation to activities of higher
productivity as well as adoption of new technologies or better “quality” factors that boost
production without commensurate increases in factor use.

34, Haiti's contribution of physical capital went from one of the lowest in the region
in the 1960s to being at about the regional standards in the 1980s, and it declined
afterwards. The contribution of human capital shows a slight upward trend since the
1960s. Remarkably, unlike what happened in the rest of the period of analysis, i.e. 1960-
2003, the relatively better growth performance in the 1970s is associated with a positive
contribution of TFP. In the rest of the period of analysis, TFP contribution to growth was
negative, thus negatively affecting economic performance (see Figure 1.2). Comparing
the Haiti TFP trends within the region, TFP contribution to growth was much lower than
regional values, except during the 1970s (see Figure 1.3).

Figure 1.2: Growth Accounting Figure 1.3: TFP contribution to Growth in
Decomposition Haiti and LAC
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35.  The above trends are related to three main issues affecting Haiti’s economy:
declining productivity in the agricultural sector, the unproductive nature of investment
and measurement difficulties facing the country’s national accounting system, and the
limited contribution of human capital throughout the period. As shown in Avila and
Evenson (2004), aggregate TFP index growth rate for Haitian agriculture was 0.6 percent
during 1961-80 and -1 percent during 1981-2001 as compared to 1 and 1.7 percent for
Sub-Saharan Africa and 1.5 and 2.4 percent for Latin America and the Caribbean during
the same periods. Improvements in agricultural productivity have been constrained by
the elevated fragmentation of rural property® combined with peasants’ low incomes.
Today, around 80 percent of land owners own less than two hectares and only two
percent own more than ten hectares. Also, peasants’ income levels have been so low that
there has been virtually no peasant saving or investment. Hence, technology levels and
labor productivity remain strikingly low: for the majority of peasants farm implements

® Land fragmentation is due mainly to subdivision on inheritance.



and production techniques remain those of two centuries ago (see Chapter 2).°
Agricultural productivity increases have therefore been minimal and have not kept pace
with the growth of the population. Low technology levels have turned agriculture into a
soil-use intensive activity, accelerating soil deterioration and further reducing the
productivity of the sector. In the 1960s-1980s, Government policies compounded the
situation with the levying of high export taxes and the maintenance of export
monopolies.’® Producer incentives were also eroded by high transport costs, lack of
access to finance (see para. 59 ) and adverse natural events (notably hurricanes, floods
and droughts). This resulted in peasants being trapped in a price-cost squeeze, with
international relative prices for agricultural exports falling more rapidly than costs of
production. Because of insufficient producer incentives, peasants have tended to increase
food production, mainly of non-taxed subsistence crops, and cut down production for
export. As a result, the exporting capacity of Haiti’s agricultural sector has been reduced
to a few products of modest significance and of a volatile nature. Agricultural production
has contracted to the point that half of the food consumed in Haiti is imported which
generates significant pressures on the balance of payments.
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37. Haiti’s paradox of high investment levels (in terms of GDP) accompanied by a
sustained contraction of per capita GDP can be explained by the unproductive nature of
investment and measurement difficulties facing the country’s national accounting system.
The unproductive nature of past investments relates to: (1) chronic lack of routine
maintenance for infrastructure (see Chapter 4); (2) the uneconomic nature of some large

® 1n 2002, in Haiti there was a tractor per 5,570 hectares - they were respectively 500, 323 and 403 hectares
each per tractor in Nicaragua, the Dominican Republic and Bolivia — much higher than the LAC regional
average of 84 hectares per tractor (CEPAL, 2005).

1% The most striking example is coffee, the chief export crop. Throughout the last four decades, at least
one million people on the hillsides depended on it for their livelihood. Yet, coffee was subject to high
export taxes (representing around 40 to 50 percent of producer prices).



public investments;** and (3) the fact that investments were undertaken in an overall non-
conducive environment. Poor past donor coordination and the high volatility of external
aid have also affected the impact of investments in Haiti. Yet the above explanations
alone are insufficient to explain such a paradox; with recurring negative returns on
capital, a contraction of investment - and not a sustained increase like in Haiti - should be
observed. This seems to indicate that the high levels of investment in Haiti are due, at
least in part, to measurement problems within the national accounts, a subject that is
discussed in Box 1.1.

Box 1.1: The Enigma of High investment as a Share of GDP in Haiti

The system of national accounts in Haiti faces several challenges. First, the Haitian Institute of Statistics
(IHSI) is underfinanced and has weak institutional capacity. Second, the availability of data is very limited
and outdated. National accounts are established following the old SCN 1968 methodology and the current
base year is 1986/87 (temporarily chosen as reference year to replace the original one of 1975/76, however
migration to the temporary reference year was never completed). Currently, the IHSI is trying to apply the
1993 SCN recommendations and to use 1999/2000 as the reference year, but there have been delays in this
regard.

The shortcomings of the system of national accounts partly explain the investment enigma: investment in
terms of GDP in Haiti seems to be extremely high taking in consideration the country’s output
performance. Besides the low quality and/or unavailability of data, the enigma can be explained by:

o Under-estimation of GDP: The base year currently employed (1986/87) does not take into account the
explosive increase of the informal sector experienced in recent years and the full effect of worker’s
remittances on the economy. The current methodology to estimate the value added of agriculture and
construction takes in account only part of the informality in those sectors. In transport and personal
services, the collection data does not cover informal activities.

« Overestimation of Investment: There are several factors affecting investment estimates, with some of
them tending to underestimate the figures and others tending to overestimate them. The new effect is
unclear. Public investment figures are largely overestimated because several current expenditures are
recorded as investment (this is because donor financed programs are recorded as investment regardless
of the final use of funds). For private investment, capital imports are largely overestimated because a
large amount of consumption and intermediary goods are registered as capital goods—Iargely due to
tax incentives favoring importing capital goods. With respect to the factors underestimating
investment, such as smuggling and informality, these tend to underestimate GDP as well; thus, the net
effect of these factors on the investment to GDP ratio is diluted.

Source: IHCE.

38. Comparing Haiti’s growth performance to the Dominican Republic’s, with
which it shares some similarities and a common island, serves as a natural experiment
where various factors are controlled, particularly the initial conditions and some external
shocks (such as adverse natural events). From a starting point of identical levels of real
output per capita in 1960, the two countries have followed divergent growth paths (see
Figure 1.5). Haiti suffered long periods of sustained real output contractions while the
Dominican Republic experiences two golden decades of growth (the 1970s and 1990s),
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becoming one of the fastest growing economies in Latin America and the Caribbean
(annual real GDP growth averaged 5 percent between 1970 and 2000).

Figure 1.5: GDP Per-Capita in Haiti,
Dominican Republic and LAC

Figure 1.6: Growth Accounting
Decomposition in Haiti and Dominican
Republic
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39.  These sharply diverging economic growth performances cannot be explained by
geographic or climate differences, however. Both countries have a similar geographic
fragmentation index (Luke et al., 2003), both have been repeatedly exposed to adverse
natural events, and neither is characterized by ethno-linguistic fragmentation. The US is
the main trading partner for each, in part due to preferential access under the Caribbean
Basin Initiative and its successor, the Caribbean Basin Trade Partnership Act. In
different degrees, poor economic governance and weak institutions have severely
affected both countries by raising the cost of doing business and limiting the impact of
growth on poverty reduction.*> Corruption is prevalent in both countries at the local and
national scales. Finally, both countries have suffered from infrastructure shortages, in
particular prolonged electricity crises and ineffective remedial measures. What then
explains the two countries’ diverging growth performances?

e A more enabling environment for private activities. The Dominican Republic
experienced relative political stability, maintained a stable macro environment over
prolonged periods and succeeded in attracting FDI (such as through legislation
ensuring equal treatment of national and foreign investors) and remittances to help
fuel private investment. Like Haiti, the Dominican Republic benefits from large
remittances (over US$2 billion annually), but contrary to what happens in Haiti, about
thirty percent of remittances is productively invested or saved as a result of the more
attractive investment climate. In Haiti, the use of remittances remains
overwhelmingly directed to consumption (due to both much higher levels of poverty
and a less attractive investment environment).

12 World Bank (2005), Dominican Republic: Poverty Assessment.




e Differences in productivity. Growth accounting analysis shows that dissimilarities in
performance between the two countries are mainly associated with differences in
productivity gains (see Figure 1.6). In Haiti, the dramatic income declines in the
1980s and 1990s are related to large TFP decreases, whereas the converse is true in
the Dominican Republic.

e A more outward oriented growth strategy. Long-run GDP growth in the Dominican
Republic has been largely associated with a shift away from traditional exports
(sugar, tobacco, coffee, cocoa, and minerals) toward FTZs, tourism,
telecommunications and financial services. Haiti tried to follow a similar strategy but
failed in diversifying its economy into more dynamic sectors. The incipient
industrialization of the early 1970s based on assembly products was interrupted by
the 1991-94 embargo. Also, the precipitous liberalization of external trade in the
1990s in the absence of an investment environment conducive to a supply response
contributed to the collapse of production of some agricultural commodities.
Similarly, while the tourism sector in the Dominican Republic emerged as a
substantial force, directly accounting for 6-7 percent of economic output and
employment, the development of tourism in Haiti has been erratic and never reached
its full potential due to political instability, the negative impact of HIVV/AIDS in the
early 1980s and the lack of tourism infrastructure.

40. Loayza, Fajnzylber and Calderon (2005) use cross country growth regressions
that included several variables for a sample of LCR countries to evaluate the
determinants of their economic growth. Table 1.2 shows the results for Haiti’s growth
performance, comparing the 1990s to the 1980s. The observed sharp decline in growth
rates in the 1990s as compared to the 1980s contrasts significantly with the improvement
that would be projected by model estimates. Indeed, the difference between actual and
projected rates is about 3 percentage points. Structural policies have a large explanatory
importance accounting for more than 2 percentage points of the growth difference; they
were however offset by the worsening in stabilization policies. A comparison of
performance in the 1980s with the 1970s highlights the sizable cyclical-reversion effect,
confirming that the expansion of the late 1970s proved to be a transitory phenomenon.
External factors also played against growth in the 1980s with respect to the 1970s.



Table 1.2: Explaining Changes in Growth Between Decades
(change in the average growth rate of real GDP per capita)

1980s compared to 1970s 1990s compared to 1980s

Actual change between decades -4.8% -0.6%
Change explained by the regression . 2.3%
Transitional Convergence® -0.3% 0.5%
Cyclical Reversion -1.2% 0.5%
Structural Reforms . 2.2%
Stabilization Policies 0.4% -0.6%
External Conditions -1.2% -0.4%
Change not explained by the regression -2.9%

Note: Transitional convergence refers to initial GDP/capita and cyclical reversion to the initial output gap. Structural reforms
include secondary enrollment, primary domestic credit/GDP, structure-adjusted trade volume/GDP, government consumption,
main telephones lines per capita, the first principal component of four indicators reported in the International Country Risk Guide
(prevalence of law and order, quality of the bureaucracy, absence of corruption, and accountability of public officials); external
conditions include growth rate of terms of trade and period shifts; and stabilization policies include inflation, standard deviation
of output gap, index of exchange rate overvaluation and frequency of years under banking crisis.

Source: Loayza, Fajnzylber and Calderon, 2005.

41. In addition, Haiti’s volatility of real per capita output, lower than the LAC and
SSA average during the 1970s and 1980s, was instead much higher than the LAC, SSA
and world average during the 1990s (see Table 1.3). Haiti was one of only four LAC
countries (with Colombia, Grenada and St. Vincent and the Grenadines) for which
volatility increased in the 1990s as long-run growth declined, quite an undesirable
combination.

Table 1.3: Volatility of Output per Capita (1961-2000)

1961-00 | 1961-70 | 1971-80 | 1981-90 | 1991-00
Haiti 0.0262 0.0255 0.0276 0.0108 0.0372
LAC 0.0302 0.0213 0.0370 0.0310 0.0197
SSA 0.0324 0.0338 0.0373 0.0293 0.0244
World 0.02241 0.0233 0.0248 0.0218 0.0186

Source: Loayza et al., 2005; and lanchovichina and Kacker, 2005.

42. Table 1.4 provides a comparison of Haiti’s changes in growth with other LAC
countries. It shows that a significant share of the change in real per capita growth in
several other LAC countries is also not explained by the traditional growth determinants
and that there is a large effect on growth not captured by the panel regression. In most of
these countries, however, the effect of the factors not included in the regression on
growth has been positive while in Haiti it has been negative-with the exception of
Colombia and Jamaica. For Colombia and Haiti, the difference between actual and
projected rates exceeded 3 percentage points. It is doubtful, however, whether these
disappointing cases can be used as evidence of policy reform failure. It is more likely
that the inability to explain Colombia and Haiti’s growth deterioration resides on the
empirical model’s failure to consider the negative effects of political instability and
violence. The experience of Colombia and Haiti can be regarded as the flipside of what

3 The “conditional convergence” hypothesis maintains that, ceteris paribus, poor countries should grow
faster than rich ones because of decreasing returns to accumulable factors of production.
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happened in El Salvador and Nicaragua in the 1990s. These Central American countries
were able to resolve the civil war and political strife that afflicted them in the 1980s and
their growth improvement in the 1990s was well above what the model could project.
Political instability and violence impairs a country’s growth performance in ways that are
not captured by standard determinants, and, conversely, a recovery from them is bound to
be underestimated by them. Another factor not captured explicitly in the growth models
but that is present in the Haitian economy is the proceeds from the drug trade. The large
unexplained residual in the sources of growth analysis may be capturing this effect. Drug
trade interacts with weak governance and prudential regulations, fueling consumption
and services in the economy but negatively affecting political stability, crime and
violence, governance and the rule of law. Because the proceeds from drug trade by their
nature are not easily quantified, however, we cannot analyze their direct impact on
growth.

Table 1.4: Explaining Changes in Growth Between Decades in Haiti and Other LAC Countries

(change in the average growth rate of real GDP per capita — 1990s compared to 1980s)
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Actual change -0.59 4.40 4.14 3.80 3.49 3.44 -0.55 0.84 -1.86
Projected Change 2.34 1.84 2.09 1.13 2.54 2.42 2.11 0.82 -1.73
Transit. Convergence 0.49 0.67 -0.05 -0.19 0.11 -0.14 -0.32 0.04 -0.30
Cyclical Reversion 0.54 -0.97 -0.10 0.36 -0.02 0.46 0.15 0.25 -0.88
Structural Reforms 2.24 2.56 2.21 111 1.34 1.28 1.15 0.71 1.45
Stabilization Policies -0.56 0.18 0.41 0.15 1.70 0.48 1.47 0.16 -1.30
External Conditions -0.37 -0.60 -0.38 -0.31 -0.59 0.34 -0.34 -0.35 -0.70
Other factors -2.93 2.56 2.05 2.67 0.95 1.02 -2.66 0.02 -0.13

Source: Loayza, Fajnzylber and Calderon, 2005.

43. Table 1.5 provides a comparison of Haiti with SSA countries. It shows that a
significant share of the change in real per capita growth in several SSA countries is also
not explained by the traditional growth determinants. In most of these countries, the
effect of the factors not included in the regression on growth has been negative — as in
Haiti. This is in line with the above assessment since the SSA countries where the
difference between actual and projected rates is largest have also been affected by
political instability and violence.
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Table 1.5: Explaining Changes in Growth Between Decades in Haiti and Other SSA Countries

(change in the average growth rate of real GDP per capita — 1990s compared to 1980s)

S ® g
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2 (%) %]
Actual change -0.59 -6.55 -0.31 -5.73 -1.45 -1.23 3.08 0.94 -1.41
Projected Change 2.34 -1.75 0.14 0.52 0.98 0.67 3.77 2.36 -3.00
Transit. Convergence 0.49 0.41 -0.32 0.22 -0.10 -0.12 0.23 0.20 -0.73
Cyclical Reversion 0.54 0.91 -0.45 -0.76 -0.08 -0.60 1.06 0.20 -4.76
Structural Reforms 2.24 0.93 -0.27 0.49 0.47 1.45 0.71 1.43 1.12
Stabilization Policies -0.56 0.40 0.60 -0.45 0.21 0.02 1.27 0.41 1.17
External Conditions -0.37 0.09 0.58 1.02 0.48 -0.08 0.52 0.12 0.20
Other factors -2.93 -4.80 -0.45 -6.25 -2.43 -1.9 -0.69 -1.42 1.59

Source: Loayza, Fajnzylber and Calderon, 2005.

44, Loayza, Fajnzylber and Calderon (2005) also use the estimates obtained in their
cross-country panel regressions to simulate economic growth for the LAC countries,
including Haiti, for the period 2000-2010. To do so, they consider two scenarios: a
“continuous trend” scenario where the explanatory variables continue their recent past
trends; and an “ambitious” scenario of quick and sharp progress in the conditions that
drive growth (with policy determinants of growth moving to the top 25 percent of the
LAC region). The results for Haiti are presented in Table 1.6. While these are only
indicative and have limitations since they cover a period part of which has already past,
they show that under current policies, the average annual growth rate of real GDP per
capita would remain negative. Under the reform scenario with policy determinants of
growth moving to the top 25 percent of the LAC region and the world, the projected
change would likely be significant (6 to 8 percent), with improvements in public
infrastructure and education forecast to render the largest contribution to economic
growth. As indicated above, these growth simulations may even underestimate the
impact of improved political stability and reduction in violence.
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Table 1.6: Growth Simulations, 2000-2010
(change in the average annual growth rate of real GDP per capita)

o S S So < )
= S - + g s §
T 8 & 3 2 ES = 5 &
z T S ] o T -
Actual change in 1990s -2.91 0.33 2.67 3.48 1.53 3.75 0.72 0.12 -0.62
Projected Change-
continuous trends
scenario -0.59 2.84 331 4.05 1.58 0.54 1.73 0.93 211
Projected Change-
reform scenario (LAC) 6.02 5.06 1.86 1.46 3.98 -0.16 1.67 3.06 5.67
Structural Reforms
Education 1.67 0.60 1.08 0.64 0.52 0.49 0.11 1.32 0.00
Public Infrastructure 1.77 1.84 0.84 0.00 0.72 0.00 0.00 1.35 2.16
Potential Change-
reform scenario (LAC) 7.84 6.45 3.65 2.80 5.31 1.57 3.32 4.54 7.04
Structural Reforms
Education 2.05 0.99 1.46 1.03 0.90 0.88 0.50 171 0.35
Public Infrastructure 2.37 2.44 1.44 0.40 1.32 0.59 0.60 1.95 2.76
Source: Loayza, Fajnzylber and Calderon, 2005.
I11. The Binding Constraints to Growth in Haiti
45, In many ways, Haiti has more in common with the poorest African countries than

it does with its neighbors in Latin America. It is one of the extreme cases of a country
caught in a trap of persistent conflict, low growth, a state that suffers from great fragility
and institutions that are incapable of delivering basic services to citizens. Within this
context, the challenge is to identify and then implement actions to defeat the legacy of
past decades and set out on a path of sustained growth and state building. Almost
everything needs to improve in Haiti; obstacles to growth are widespread and severe, and
they are interrelated and feeding off each other. This section will focus on identifying the
critical constraints to economic growth in Haiti. The country’s growth experience in the
1970s and, to a lesser extent, in the second half of the 1990s, shows that it is capable of
experiencing rapid growth; the challenge for the country is then how to retake a higher
growth path and to ensure its sustainability.

46.  Figure 1.7 presents the critical constraints to doing business in Haiti as identified
by entrepreneurs operating in the country. Data is provided by the World Economic
Report of 2003-2004 whose global Competitiveness Index (GCI) ranked Haiti last among
102 countries across the world. Results show important points: tax rates and tax
regulations do not seem to be critical constraints--typically this is what is most relevant in
other countries--nor do labor regulations. In contrast, inadequate infrastructure, access to
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finance, political instability and inefficient bureaucracy, and an unskilled workforce
emerge as the critical constraints. The rest of this chapter assesses how these factors

constrain Haiti’s growth.

47. Political instability is a major constraint to growth in Haiti. It weakens private

Figure 1.7: Most Problematic factors for

Doing Business According to Entrepreneurs
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Note From a list of 14 factors, respondents were asked to
select the five most problematic for doing business in the
country and to rank them between 1(most problematic) and
5. The bars in the figure show the responses weighted

according to their rankings.

sector confidence and the quality of
public institutions. Today, the major
constraint to growth in Haiti is investors'
uncertainty as to whether they can
obtain returns from their investment.
This uncertainty stems mainly from
political instability. Table 1.7 shows
that Haiti has had 15 administrations in
the last 20 years that lasted on average
less than a year and a half each. Such
political instability has been
accompanied by violence, corruption
and a continuous weakening of state
institutions, the rule of law, the
investment climate and macroeconomic

policies. All these factors severely limit

property rights, thus affecting the
appropriability expectations of
entrepreneurs.  Political instability has

also resulted in a high volatile pattern of
external aid flows which has affected public investments levels and sustainability and in a
trade embargo in the first half of the 1990s that crippled private sector activities.

Table 1.7: Haiti’s Governments, 1986-2005

Adm. Position and Name

1 President Henri Namphy [military gov.]
2 President Leslie F. Manigat

3 President Henri Namphy [military gov.]
4 President Proper Avril [military gov.]

5 President Herard Abraham [military gov.]
6 President Ertha Pascal Trouillo

7 President Jean-Bertand Aristide

8 President Joseph C. Nerette

9 No de-facto president

10 President Emile Jonassaint

11 President Jean-Bertand Aristide

12 President Rene Preval

13 President Jean-Bertand Asistide

14 President Boniface Alexandre

15 President Rene Preval

Periods served Time served Average per capita

real GDP growth
2/1986 to 2/1988 2 years -2.0% (1986-1988)
2/1988 to 6/1988 4 months -1.5% (1988)
6/1988 to 9/1988 3 months -1.5% (1988)
9/1988 to 4/1990 20 months -1.4% (1988-1990)
4/1990 3 days -2.1% (1990)
4/1990 to 2/1991 10 months 0.1% (1990-1991)
2/1991 to 9/1991 7 month in Haiti ~ 2.3% (1991)
10/1991 t0 5/1992 7 months -6.3% (1991-1992)
6/1994 to 9/1994 3 months -10.2% (1994)
10/1994 to 2/1996 16 months -4.9% (1994-1996)
2/1996 to 2/2001 5 years -0.2% (1996-2001)
2/2001 to 2/2004 3 years -3.1% (2001-2004)
2/2004 to 5/2006 2 years -5.5% (2004)
5/2006 to date

Source: Based on World Bank (1998) and media.
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48. Political instability has significantly affected the quality of public institutions
which is among the lowest in the world. Figure 1.8 shows that Haiti ranks very poorly in
all six dimensions of institutional quality as measured by the Kaufman’s indexes. In each
of them, Haiti is positioned within the lowest quintile at the global level. Compared to
other countries in the Caribbean, Haiti shows the worst performance in terms of political
stability, government effectiveness, rule of law and control of corruption, and only Cuba
ranks worse in voice and accountability and regulatory framework. As shown in Figure
1.8, the growing political instability experienced since 1996 has deteriorated Haiti’s
position in almost all of Kaufman’s indexes of institutional quality, with the exception of
regulatory quality.

49.  While sustained political stability is a necessary condition for restoring growth
in Haiti, an improvement in the quality of public institutions is also critically needed to
enhance the business environment and improve access to much needed basic services
for the poor. Haiti stands at the bottom of the ranking of property rights, as published by
the 2003-2004 CGR. Similarly, according to Doing Business 2006, registering
properties, albeit not costly, is extremely time-consuming: it takes longer than two years,
whereas in the Dominican Republic or El Salvador, where practices are not the best
either, 107 and 51 days respectively are needed (see Annex 1.2). Also, land registry has
serious shortcomings. Buying land in Haiti calls for over 100 bureaucratic steps to be
taken over a 19-year period. About 97 percent of Haitians live in homes not recorded in
any property register whatsoever (De Soto, 2000). In this context, it is not surprising that
informal procedures for registering property prevail and are widespread, both in urban
and in rural areas.

Figure 1.8: Haiti: Kaufman Indexes of Institution Quality
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Note: The governance indicators presented here reflect the statistical compilation of responses on the quality of
governance.
Source: Kaufmann D., A. Kraay, and M. Mastruzzi 2005: Governance Matters IV: Governance Indicators for 1996-2004.

50. In addition, the property register does not guarantee protection. De facto invasion

and take over of land and private assets are common. Thus, private investors allocate a
significant amount of resources to secure private property. As discussed in Chapter 3, the
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police is very weak: it is being restructured but only 6,000 policemen cover the entire
country. The problem is aggravated by the weakness of the judicial system, with Haiti
ranking last and second to last in the world in the ranking of judicial independence and
efficiency of the legal framework in the 2003-2004 CGR--although Haiti ranks better in
terms of procedures, costs and time needed to enforce contracts (see Annex 1.2).
Additionally, there are legal limitations for foreigners, including the fact that land and
assets cannot be inherited, seized assets of foreign private banks must be sold in a short
period (two years), and foreign private entrepreneurs are required to operate with a
national partner, who, by law, is given a majority share of the decision power within the
firm.

51. Haiti’s institutional weaknesses have also led to high levels of red tape that are
usually tied to widespread corruption: Haiti ranks 155th out 159 countries in the
corruption perception index according to Transparency International (2005). According
to private entrepreneurs, the required administrative procedures are not clear and the
public official in charge has “veto” power on their completion. Private entrepreneurs also
report that in some key public institutions (such as port administration, customs etc.)
quasi-unions (groups of employees) arbitrarily control the make-or-break decisions
related to private sector activities. In such a context, a significant constraint is the time it
takes enterprises to complete needed administrative procedures. For example, in order to
export a product from Haiti, 58 days are needed (compared to the 17 days needed in the
Dominican Republic). Red tape problems do not stop here: they include the significant
cost and the minimum capital required to start an enterprise. The minimum capital
needed to start a company in Haiti is three times the country’s per capita income, and an
equivalent amount is needed for completing the required administrative procedures (see
Annex 1.2). In the Dominican Republic, on the other hand, the minimum capital required
is only 1.2 percent of the per capita income and red tape costs only amount to 31 percent
of the per capita income. These costs are particularly severe for small and micro
businesses and encourage the growing informalization of the Haitian economy. In
addition, it should be noted that the US Congressional approval of the HOPE Act would
provide a significant boost to Haiti’s manufacturing sector. However, trade gains could
be limited by a weak institutional framework and investment climate.

52. Infrastructure limitations are identified by entrepreneurs operating in Haiti as
the most problematic factor for doing business in the country. Figure 1.9 shows that
Haiti ranks last in the GCR indicators of infrastructure quality both in LAC and in the
world. Particularly noteworthy are the poor performance of the sea port and road
infrastructure (which are critical for domestic and international trade) and of electricity.
Haiti’s inadequate infrastructure clearly has a huge impact on the productivity of firms,
and on the simple ability of rural and urban households to generate income.
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53.  The crisis is especially acute in the electricity sector where only about 10 percent of
the population is connected legally to the grid (mainly in the capital city) and electricity is
provided for only a few hours per day. Black-outs and rationing have forced
entrepreneurs to have recourse to private (and costly) electrification systems; Figure 1.10
shows that the cost of electricity for the industrial sector is relatively high (IMF, 2005).
Electricity provision is also imposing a huge fiscal burden, with public subsidies in 2005
amounting to US$47 million, or 7 percent of the total budget. The lack of a reliable
electricity supply curbs the possibilities for economic activity of all but the few who can
afford their own generators, and imposes additional costs for those who can. Indeed, the
electricity crisis represents a key obstacle to the country’s short-term prospects for
economy recovery, fiscal stabilization and long-term competitiveness.

54.  The poor state of the sea port infrastructure is also a critical constraint. Ports are
important in Haiti, given its geography (being an island) and its dependency on food
imports and external assistance. In addition, ports are significant fiscally for the customs
revenues collected. Port-au-Prince is the most expensive port in the Caribbean
(Lundanhl, 2004), to the point that some Haitian importers prefer to use ports in the
Dominican Republic and transport their merchandise by road to the city of Port-au-
Prince, thus increasing import prices. The poor state of port infrastructure also affects the
competitiveness of Haiti’s apparel industry. In addition to the dilapidated state of port
infrastructure and inefficient operations, ports in Haiti (notably the one in Port-au-Prince)
suffer from insecurity, corruption and governance issues. The road network in Haiti is
only a third of the one of the Dominican Republic. The problem is exacerbated by the
lack of maintenance and the deterioration during the rainy season that cuts off entire
agricultural regions; currently, only 5 percent of roads in Haiti are in good condition.
The deteriorated road network impedes access to markets, especially in rural areas, and
thus increases food prices; and prevents a more decentralized distribution of economic
activities away from the capital city and the development of backward linkages with the
rural economy.
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55. Much needed improvements in human capital need to be accompanied by the
lifting of other restrictions to growth. The average years of schooling in Haiti are among
the lowest in the region. Only 55 percent of children aged 6-12 are enrolled in school; in
rural areas this indicator plunges to 23 percent. Children also tend to drop out of school
very early. In addition to this, the quality of the education system in Haiti has been
assessed as among the worst in the world (see Figure 1.11). Although illiteracy among
the adult population decreased from 60 percent in 1990 to 48 percent in 2003, it remains
the highest in the LAC region and is higher than the average for low-income countries.
The average adult illiteracy rate in LAC and LIC countries is 10 percent and 39 percent
respectively (UNDP, 2005). The inability of Haiti’s education system to provide an
adequate education to future Haitian generations jeopardizes medium-term growth, unless
urgent measures to reverse this trend are taken.

56. Haiti is the developing country with the highest emigration rate of educated
people. Orozco (2006) reports that 88 percent of the Haitians who emigrate do so
because they cannot find work opportunities in Haiti. Indeed, the migration of skilled
people (caused in the first place by political instability and the poor investment climate)
has itself created a vicious circle through which the country has lost so many
agglomeration externalities that attraction of productive investment (including FDI) and
total factor productivity growth have become seriously constrained, fueling in turn
continued migration of skilled people. In such a context, much needed improvements in
human capital need to be accompanied by the lifting of other restrictions to growth, least
a swift improvement in education would only result in increased brain drain with a
limited effect on growth. In turn, with an improvement in the investment climate, the
potential contribution of the Haitian diaspora could go beyond just sending remittances—
it could contribute to expanding foreign trade, capital and technology flows and to the
important task of institution building.

Figure 1.11: International Comparison of Figure 1.12: Emigration Rate of top 20
Key Indicators on Education Skilled Emigration Countries, 2000
(percentage of total educated labor)
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Source: Docquier, F. and Marfouk, A. (2006).
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57. Macroeconomic instability is currently not a binding constraint to growth, but it
could easily become one due to high vulnerabilities. In the past, fiscal, monetary and
financial policies in Haiti have often contributed to an unstable macroeconomic
environment and financial and balance-of-payments crises. Also, high levels of inflation
and sharp exchange rate fluctuations have had a significant negative impact on the
poorest. By increasing uncertainty, they discouraged firm investment, increased societal
disputes for the distribution of ex-post rents (for instance between firm owners and
employees in the face of high unexpected inflation) and led economic agents to
concentrate on managing high risks rather than productive activities. Macroeconomic
instability has often been linked to political instability, due to the country’s high
dependence on external aid. While economic conditions deteriorated significantly during
the early 2000s, since early 2004 the Transition Government has implemented
macroeconomic stabilization policies that regained the support of the international
community. These macro policies were framed in two IMF emergency programs and the
macro economic performance has remained on track since. Financial stability has been
restored, inflation has declined and the exchange rate has stabilized. Fiscal accounts
show some recovery and the external current account deficit has narrowed (see Table
1.8). Maintaining macroeconomic stability will be critical for economic recovery and
maintaining a sustained growth path and should thus be the top priority for policy
makers.

Table 1.8: Selected Macro Economic Indicators (2000-2005)

2000 2001 2002 2003 2004 2005

(est.)
CPl inflation (end of period) 15.3 12.3 10.1 42.5 225 15
Central Government overall balance (incl. -2.2 -2.4 -3.0 -3.5 -2.4 -0.6
grants)
Total public debt (end of period) 31.3 35.8 38.7 47.8 39.5 34.6
External current account (incl. grants) -1.0 -2.0 -1.0 -0.1 0.4 0.5
Exchange rate (Gourdes per Dollar — end of 28.3 25.5 29.7 42.0 36.8
period)
Liquid gross reserves (month of imports) 2.1 2.2 15 1.2 1.3 1.3

Source: IMF, 2005.

58. Financing costs in Haiti are high and access to credit limited; however, the
major problem is not one of financing constraints, but of high levels of risks and low
private returns to investment. As shown in Figure 1.13, Haiti is ranked relatively well,
65th out of 102, in terms of availability of national savings. This results from high levels
of workers’ remittances. As mentioned above, these have continued to increase and have
reached record levels by international standards (see Figure 1.14). Furthermore, returns
on capital are low: real interest rates on deposits are positive and low by regional
standards.** Bank deposits have been increasing, doubling between 2001 and 2005, and
numerous poor and middle class Haitians save in the formal banking sector. During the
last five years public savings have been close to zero. Also, the current account of the
balance of payments (including remittances) has registered only small deficits.

4 Dollar denominated time and saving interest rates are below 3 percent in the case of time deposits and
below 2 percent in the case of saving deposits.
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Figure 1.13: International Comparison Figure 1.14: Top 20 Developing-Country
of Key Indicators on Saving and Financing Recipients of Remittances,
2003 (percentage of GDP)
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59. Financial intermediation in Haiti is incipient and the formal banking sector has
several shortcomings. The concentration of the banking system is at a record high in
every possible dimension. In 2005, the first three banks represented 62 percent of the
total assets of the financial system, captured 66 percent of total deposits and 70 percent of
dollar deposits, and provided 61 percent of the total banking credit. About 68 percent of
the total lending portfolio is provided to 9 percent of the largest borrowers (see Figure
1.15). There is also a high concentration of credit according to economic activity; bank
credit is directed primarily to consumption and services which absorb half of the total
credits provided. Key sectors such as agriculture and transport literally receive no
lending (see Figure 1.16). Credits are primarily short term; long-term credit is not
available.

Figure 1.15: Concentration of Loan Portfolio Figure 1.16: Credit by Activity
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15 The explicit prohibition in Haitian law to use rural land as collateral to credit has made agricultural
activity unattractive for credit granting.
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60. Despite available savings, access to credit is very limited. In 2005, less than one
percent (0.16 percent) of the adult population had access to bank credit. The severe
credit access problem did not improve despite advances of microfinance (see Box 1.2).
Bank mortgage credits are almost inexistent and the real estate market is extremely
distorted. The bulk of real estate construction is financed by private savings. Bank
spreads are large, reflecting high levels of uncertainty/risk and high operative costs and
the existence of market power. Bank spreads in Haiti are double those of other countries
in the region, such as the Dominican Republic, Guatemala and Honduras (see Figure
1.17), this despite financial costs being low due to the fact that NPLs levels are low
(around 10 percent). Most entrepreneurs rely on financing by local banks or their own
sources, and only a minority of entrepreneurs can obtain loans abroad, and lending rates
are high.

Figure 1.17: Bank Spreads 61. Banks are liquid and bank
average ROEs (returns on equity) are

Cosa e good, at around 20 percent; this
" indicates that ex-post returns are high.
However, banks are extremely
Nicaragua conservative in  providing  credit:
mexico investing in new potential borrowers is

ehina: maintand too risky given the high risks facing the
e = country. This risk-averse behavior is

Source: IMF (2006) reinforced by the belief py banks_ that,_in

the case of problems in the financial
sector, the Government would not intervene to avoid a crisis because of lack of resources;
the bankruptcy of the cooperative sector in 2002 is a sharp reminder of this. These
findings indicate that the major problem is likely to be not one of financing constraints,
but of high levels of risks and low private returns to investment.

Box 1.2: Microfinance in Haiti

Since the mid 1990s, the provision of micro credit in Haiti has experienced a rapid expansion. Between
1994 and 1997, the number of micro lending institutions in Port-au-Prince expanded from four small NGOs
to over thirty offices serving between 15,000 and 30,000 borrowers. By September 2002, more than 60,000
micro borrowers in Haiti were served by 80 lenders (58 credit unions, 18 NGOs, associations and religious
groups and four commercial banks). The fastest growing segment was that of the commercial banks, which
at the time had 20 percent of the active clients and 30 percent of the total credit portfolio. Despite this
rapid surge of microfinance institutions, less than 15 percent of poor households have access to
microfinance; this deficit is more evident in the rural areas, where only 54,000 poor households benefits
from a microfinance institution service.

Two main obstacles are preventing the further development of microfinance in Haiti: (i) political
uncertainty. Microfinance clients live from day to day, and if their sale operations are hampered by strikes
and other disturbances, they immediately get into repayment problems; and (ii) lack of appropriate
collateral.  Providing credit financing is risky because the majority of the borrowers do not have
appropriate collateral ready to be used as a bank guarantee.

62.  The tax burden is not a constraint to private sector activity in Haiti, as taxes are
low. On the contrary, revenue collection needs to be strengthened to mobilize public
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resources for much needed social and infrastructure investments. Doing Business
(2006) shows that the fiscal burden in Haiti is equivalent to 32 percent of firms’ gross
profits, lower that the Latin American average of 53 percent and of the Sub-Saharan
African average of 58 percent. In the GCR 2003-2004, taxes were pinpointed as one of
the least relevant problems for entrepreneurs in Haiti, while they are indeed seen as one
of the most problematic obstacles to business in other countries.

63. Tax revenues in Haiti are much lower than the levels observed in other low-
income countries because of the country’s narrow tax base and weak fiscal administration
(IMF, 2005). Table 1.9 shows that the VAT tax rate is one of the lowest in the region.
Additionally, the effectiveness of this taxation is low — with tax rates similar to Haiti,
Guatemala and Paraguay obtain a larger collection percentages; the Dominican Republic
is able to collect more, and with a lower rate. The Corporate Income Tax (CIT) rate is
close to regional standards but revenues from the CIT represent only 0.85 percent of
GDP, much lower than the 2 percent collection in low-income countries. Numerous
fiscal exemptions and tax holidays are in place — Haiti’s investment code grants fiscal and
customs’ holidays of between 15 and 20 years. Moreover, Haiti grants VAT tax
holidays, against international best practices.

64. In the same vein, labor costs are
low and labor legislation is flexible, thus Table 1.9: VAT in Selected Countries
they do not represent a constraint to VAT
growth. Haiti ranks 38th out of 151 Tax Rate COllEction
countries on the labor flexibility index _ to GDP _ CIT Rate
reported by Doing Business 2006. Table Argentina 21.0 6.2 35
e Bolivia 14.9 5.7 25
1.10 shows that difficulty and cost .
indicators related to the hiring and firin Brazil 205 8.0 3
Indica 9 9 chile 180 85 17
of personnel are lower than the LAC and colombia 15.0 4.9 35
SSA averages (see also Annex 1.2). Asan  Costa Rica 15.0 6.5 30
example, to fire a person employed in the Dominican Rep. 8.0 31 25
formal sector in Haiti, the equivalent of a Ecuador 120 44 36.25
26 weeks salary needs to be paid in El Salvador 13.0 >3 2
. y p Guatemala 10.0 3.7 31
compensation -- in Ecuador, Guatemala or  Haiti 10.0 2.2 35
Bolivia, it is 131, 100 and 96 weeks Honduras 12.0 3.8 25
respectively. Similarly, Haiti ranks 12th Mexico 15.0 3.2 33
and 18th among the 102 countries Nicaragua 150 100
idered in the Global Competitiveness Panama > 2.0 30
consigere et P - Paraguay 10.0 45 30
Report 2003-2004 on hiring and firing pery 18.0 6.3 30
practices and flexibility —of wage Uruguay 23.0 8.4 35
determination respectively, obtaining a xenezuel(iAC) iig 2;2; 34
i ; ; ; verage . .
better position than countries like Brazil, Source: Keen, ot al._ (2001), KPMG (2004) and TV

Costa Rica, Mexico, the Dominican
Republican and Thailand. Labor costs in
Haiti are relatively low; as an illustration, labor costs in the assembling industry are the
lowest in Latin America and the Caribbean, and comparable to those of China,
Bangladesh and India (see Figure 1.18).

(2005)
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Figure 1.18: Assembly Sector Wage Costs
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65. Despite low labor costs, non-restrictive labor regulations and a relatively low tax
burden, the majority of Haitian enterprises operate outside of the formal economy and the
level of unemployment™ remains among the highest in the world. Clearly, political
instability, excessive red tape and regulation, and poor rule of law have discouraged the
formalization of businesses, thus limiting the growth of demand for formal labor. They
are also prohibitive for the majority of the population and tend to act as a disincentive to
small business initiatives, relegating large portions of the population to the informal
sector. Sixty-eight percent of Haitian enterprises operate outside of the legal framework
and 99 percent are qualified as micro or small enterprises (CPED and ILD, 2001).
Around 90 percent of the formal employment is concentrated in Port-au-Prince and over
half of it is made up of the public sector and public enterprises.

66. Impact of natural disasters on growth. As indicated above, Haiti’s growth
prospects have been affected by the recurrence of adverse natural events. Haiti lies in the
middle of the hurricane belt and is subject to severe storms from June to October. Their
effects (flooding, landslides, wind damage and coastal surges) are exacerbated by
environmental degradation, since only about 3.2 percent of Haiti’s natural forests
remains. Extensive deforestation and the presence of settlements in low areas and in
floodplains of rivers are key factors in the intensity of the destruction. The most recent
serious disasters in Haiti occurred in May 2004 and in September 2004 which, combined,
affected over 400,000 people, destroyed 6,500 dwellings and claimed more than 4,000
deaths. Given the high levels of poverty, the poor state of infrastructure and lack of
preparedness, disasters of lesser magnitude occurring on a frequent basis also cause
immeasurable impacts on the population and on economic assets. However, a country’s
exposure to adverse natural events does not need to inevitably be a limiting constraint to
growth. Indeed, the experience of the Dominican Republic shows that, with similarly

16 Unemployment is especially high in urban areas (49 percent and 37 percent in metropolitan and other
urban areas respectively).

23



high risks of natural disasters, it is possible to secure long episodes of growth. This
points to the importance of strengthening Haiti’s institutional capacity for preventing and
mitigating natural disasters.

67.  The potential of the Free Trade Zones. As previous history suggests, the Free
Trade Zones (FTZs), notably apparel assembly, have significant growth and employment
generation potential in Haiti in light of the country’s wage competitiveness, the proximity
to the US and the Dominican Republic, and changes in international trade policy such as
DR-CAFTA and the Multi-Fibre Agreement phase out.'” In particular, the WTO-
mandated elimination of export promotion policies for the zonas francas in the
Dominican Republic by 2010 (which would not affect Haiti because of its high poverty
level) offers the potential to increase Haiti’s share of the US apparel market and prospects
for co-production arrangements in which Dominican producers use Haitian labor for part
of their production process. Co-production need not be limited to apparel assembly, as
there may be other profitable export activities in which Haiti can become competitive
within the new trade environment. To benefit from these opportunities, however, critical
constraints to the expansion of FTZs in Haiti will need to be tackled, notably by
addressing infrastructure bottlenecks, providing an adequate and stable investment
regime, providing specific skills training, and promoting harmonious labor relations. A
World Bank study exploring these opportunities and challenges is planned for 2006.

7 From the Dominican perspective, the zonas francas (which are highly concentrated in apparel
production) are facing increased competition as a result of the Multi-Fibre Agreement phase out and
increased overseas competition, pushing producers to look towards new products and new production
opportunities (including co-production arrangements) to remain competitive.
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Annex 1.1: Growth Decomposition

Real Output Decomposition by Sector (in percent)

GDP Agriculture Manufacturing Services
Average Growth
1965-1970 0.2 -1.6 1.4 11
1970-1975 2.9 2.5 6.8 14
1975-1980 4.8 15 10.6 3.7
1980-1985 -2.0 -1.1 -2.6 -2.2
1985-1990 1.6 0.9 -1.3 4.2
1990-1995 -3.8 -2.3 -8.0 -2.7
1995-2000 3.0 -15 5.6 4.6
2000-2004 -1.2 -2.0 -0.8 -1.0
Average Participation
1965-1970 100 38 18 44
1970-1975 100 35 21 44
1975-1980 100 32 27 41
1980-1985 100 31 30 40
1985-1990 100 31 27 42
1990-1995 100 31 22 47
1995-2000 100 29 21 49
2000-2004 100 26 23 51

Source: The World Bank and IHCE.

Real Growth Decomposition by Expenditure (in percent)

GDP Consumption Investment  Resource Balance

Average Real Growth
1965-1970 0.2 -0.4 11.7 -11.5
1970-1975 2.9 1.7 14.3 -18.9
1975-1980 5.7 5.6 10.0 -241.5
1980-1985 -1.0 -0.6 2.9 26.8
1985-1990 0.2 2.0 -4.8 5.7
1990-1995 -3.8 21 0.1 29.2
1995-2000 3.0 8.4 11.3 18.4
2000-2004 -1.2 -1.2 0.3 -0.7

Average participation
1965-1970 100 90 6 4
1970-1975 100 87 12 2
1975-1980 100 85 19 -3
1980-1985 100 83 21 -4
1985-1990 100 86 21 -7
1990-1995 100 105 17 -22
1995-2000 100 138 26 -64
2000-2004 100 159 34 -93

Source: The World Bank and IHCE
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Annex 1.2: Ranking of Haiti in Doing Business Indicators
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CHAPTER 2
POVERTY AND INEQUALITY

68. Haiti is the poorest country in Latin American and the Caribbean and among the
poorest in the world, with more than half of the population (54 percent) living below
US$1-a-day and 78 percent living below the US$2-a-day line in 2001. The high rate of
poverty in Haiti is manifested in poor access to infrastructure, minimal ownership of
assets, low education and literacy levels, and high levels of child malnutrition. Haiti’s
pattern of socio-economic development has also been characterized by marked
inequalities in access to productive assets and public services. Indeed, little variation is
seen in the quality of living conditions across the poorest 80 percent of the population,
while the richest quintile is markedly better along all dimensions. The best analysis
possible with the existing imperfect data suggests that for the country as a whole poverty
and inequality rates have not changed substantially since 1986. It appears likely that
many Haitians have avoided falling into complete destitution by receiving remittances
from abroad. The poverty profile outlined in this chapter, along with the constraints to
growth discussed in the first chapter, point to the need to ensure that the benefits of
growth are broadly shared through polices which, on the one hand, provide equal access
to basic services for the poorest regions and households and, on the other, build
institutions that deliver these services in a responsive, effective and accountable manner.

I. A Poverty Profile for Haiti in 2001
Poverty

69.  Overall, 54 percent of Haitians live below the US$1-a-day poverty line. There is
a sharp geographic contrast in poverty between Port-au-Prince and the rest of the country.
Poverty rates are highest in urban areas other than the capital (66 percent), followed
closely by rural areas. The poverty gap and poverty severity indices are alternative
poverty measures which, unlike the headcount, reflect the depth of poverty. Both the
poverty gap and severity increase if the incomes of those living below the poverty rate
fall, and the poverty severity index attaches extra weight to the poverty of those with the
lowest incomes. The poverty gap and poverty severity indices show generally similar
patterns to the headcount index. Figure 2.1 shows graphically poverty rates by all three
measures. The same figure also shows poverty rates calculated with the higher US$2-a-
day poverty line. By this higher poverty line, 78 percent of Haitians are poor.

Box 2.1: Household Survey Data in Haiti

A number of household surveys have been collected over time in Haiti. These include the Enquéte Budget
et Consommation des Ménages (EBCM 1) collected in 1974, the ECBM 11 collected in 1986, the EBCM lII
collected in 1999/2000, and the Enquéte sue le Conditions de Vie en Haiti (ECVH) carried out in 2001.
Additionally, Demographic and Health Surveys (DHS) without consumption, expenditure, or income data
were collected in 1994/95 and 2000. Data collection for a third DHS survey, which includes question on
household expenditure, will be completed in 2006.

The poverty profile presented here draws chiefly from the 2001 ECVH and the 2000 DHS. Data from all
the surveys listed above are also used to examine changes in poverty and inequality over time.
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70.  The fraction in poverty accords very closely with results from the socioeconomic
self-categorization of a 2003 qualitative survey (Manigat, Lamaute-Brisson and
Coulombe, 2003). Respondents self-classified themselves in 78.8 percent of cases as
poor using the Haitian Creole word “malere,” with an additional group of 1.8 percent
classified as destitute, i.e. “miséreux” or “pov”. Similarly, in the 2001 ECVH survey, 85
percent of Haitians lived in households where respondents agreed with the statement,
“We struggled with the strict minimum required to make ends meet.” Thus, by both the
US$2-a-day poverty line and two types of self-classification, roughly 80 percent of
Haitians are poor. In the qualitative survey, a mere 2.9 percent classified themselves as
rich, and 17 percent characterized themselves as neither rich nor poor.

Box 2.2: The Face of Poverty in Haiti
In a 2003 qualitative study, a focus group in Desdunes described the poor as follows:
One doesn’t have to do more than look at their dilapidated houses, their state and their physical
appearance. They are thin, sick. They have clothing that’s dirty and in a bad state. One doesn’t have to do
more than look at their face: the white mouth, the weak look because they are hungry and they have many
children in the house instead of in school.

Source: Manigat, S., N. Lamaute-Brisson, et al. (2003).

71. Haiti has by far the highest poverty rate in Latin American and the Caribbean and
one of the very highest in the world. Figure 2.2 shows poverty rates for countries
categorized by the World Bank as “low income.” Among countries for which recent
estimates are available, only Burundi, Madagascar, Zambia, and Nigeria have higher
poverty rates.

Figure 2.1: Headcount Poverty Rates in Haiti
Using US$1-a-Day Poverty Line Using US$2-a-Day Poverty Line

90% 1

80%
. 85%86%

70% | 66% 90% 1 oo

80%

70%

60% 1 54%

0,

50% - 60% 1 5% 57% .

40% 1 0% 37% 50% A
(]
30% - 21% 250 40% -
° 8% 30% -
20% - o
7% 20% -
10% + 10% +
0% - 0% - T T
Headcount Poverty Gap Poverty Severity Headcount Poverty Gap Poverty Severity
(FGTO) (FGT1) (FGT2) (FGTO) (FGT1) (FGT2)
‘D National B Port-au-Prince O Other Urban O Rural ‘ F1 National B Port-au-Prince O Other Urban O Rural

Source: World Bank calculations based on the 2001 ECVH.
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Figure 2.2: Headcount Poverty Rates for Low Income Countries Worldwide Using US$1-a-
Day Poverty Line
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Source: World Development Indicators, 2005. Countries shown are those classified by the World Bank as
“low income” that have at least one poverty estimate for the period 1998-2004. Poverty figures shown are
from the most recent year available.

72.  The stark difference in poverty between Port-au-Prince and the rest of the country
is reflected in the regional poverty rates. Poverty (measured in terms of US$1-a-day) is
lowest in the Ouest region (34 percent), which includes the capital of Port-au-Prince, and
highest in the Nord-Est region (81 percent). Nonetheless, even in the Ouest region,
poverty is extremely high by international standards. The US$1-a-day poverty rate for
the Ouest region, the richest in Haiti, is higher than that of any country in Latin America
and the Caribbean. Figure 2.3 shows regional poverty rates and also the fraction of the
nation’s poor living in each region. Because the population as a whole is concentrated in
the Ouest and Artibonite, the poor population is as well. Those two regions account for
just over half of Haiti’s poor.

73. Poverty rates and the fraction of the national poor in various subgroups are shown
in Annex Table A2. The table shows that the population is approximately evenly split
between households headed by women and those headed by men, and poverty rates do
not differ by the gender of the household head. Poverty rates also decline markedly with
the education of the household head. Finally, there is a strong correlation between sector
of household head’s activity and poverty. Agricultural households have the highest
poverty rates—89 percent living below US$2-a-day—while poverty rates are lowest
among households with heads working in the public administration sector.
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Figure 2.3: Headcount Poverty Rates and Concentration of Poor by Region
Using US$1-a-day Poverty Line
Where are Haiti’s Poor?
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Source: SEDLAC (CEDLAS and The World Bank) based on microdata from the 2001 ECVH., 2001).

74. Because poverty is so severe in Haiti, one of its primary consequences is lack of
access to food. Figure 2.4 shows the fraction of households by quintile that report having
to limit food consumption at least three times a week. Two-thirds of Haitian households
overall and three-quarters of those in the poorest two quintiles fall in this “food deprived”
category. Even among the relatively better-off households in the top quintile, just under
half report that they are often food deprived.

Figure 2.4: The Consequences of Poverty for Food Consumption: Percentages of
Households Facing Food Shortages
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Source: ECVH 2001. The figures shown are percentages of households that reported that, in the last month
due to lack of food (or money to buy food), at least three times per week they did at least one of the
following: a) limited portions at meal times, b) limited adults’ food intake to ensure that children got more,
c) reduced the number of meals eaten in a day, or d) skipped whole days without eating.

Inequality

75.  Apart from high poverty, Haiti also suffers from substantial inequality. Nearly
half of national income (47.7 percent) goes to those in the richest 10 percent of the
population. Mean monthly income in 2001 was 574 Gourdes per capita (roughly
US$100, using a purchasing power parity exchange rate), but the vast majority of
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Haitians survived on far less. Figure 2.5 shows income shares and means of per capita
income by decile. Inequality in Haiti is among the highest in the region, which in turn
has higher levels of inequality than any other area of the world.

Figure 2.5: Income Distribution in Haiti
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Vulnerability

76.  The term “vulnerability” is used in several different ways. On the one hand, it is
sometimes used to refer to the fact that the circumstances of particular households and
individuals may be highly volatile, so that even the non-poor may face a high risk of
falling into poverty over time. On the other hand, the separate concept of “vulnerable
groups” refers to portions of the population that may face especially dire situations.

77.  The concept of vulnerability in the sense of risk is largely redundant in Haiti
because so much of the population is poor. By most definitions, all but a small portion of
the population would be considered “vulnerable.” Although hard data on changes that
households experience over time is scarce, it is likely—given the country’s political
instability, the lack of security, frequency of natural disasters and the dearth of formal
private or public insurance mechanisms—that most Haitians face high variability of their
living conditions over time. For most Haitians, however, this variability is around levels
of consumption that are already below those required to meet their basic needs.

78.  The vulnerable groups concept is more useful in highlighting the hardships of
some elements of the population. Among the groups that might be considered vulnerable
in Haiti are children, poor urban youth, and women. There are an estimated 3000 street
children and large numbers left orphaned due to the death of a parent infected with HIV.
Poor urban youth who face minimal opportunities for education or employment are at
high risk for falling into drugs, crime, and gang violence.'®

Demographics

79. Next, we consider the shape of poverty in terms of household demographics.
Much of the analysis in this section and the rest of the chapter is presented in terms of

'8 World Bank (2005b).
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income quintiles. This mode of presentation is preferred to the non-poor/poor/extreme
poor categorization used for many poverty analyses because it allows for a broader view
of variation in characteristics across the distribution. Readers who would prefer to
consider the analysis in terms of conventional poverty categories should note that the
US$2-a-day poverty headcount in Haiti is 78 percent, while the “extreme poor” US$1-a-
day poverty headcount is 54 percent. Consequently, the richest quintile (Q5) corresponds
roughly to the “non-poor,” the next richest quintile (Q4) includes the “poor but not
extreme poor,” and the bottom three quintiles (Q1-Q3) are the “extreme poor,” i.e. those
living on less than US$1-a-day.

80. Household size in most countries is larger for poorer households. The same
pattern holds for Haiti. Household size, however, is similar for all extreme poor
households (those in the bottom three quintiles). Only households in the top quintile are
notably smaller. Likewise, there is very little variation in the number of children across
the income distribution. In all quintiles, the average number of children is in the narrow
range between 1.8 and 2.0. These household demographics are summarized in Figures
2.6. Dependency ratios—the number of elderly and children per working age adult—do
vary more substantially by quintile. As shown in Figure 2.7, the poorest households have
more dependents per adult (2.5) than the wealthiest (1.5). Because this difference is not
driven by variation in the number of children, it must be due to the fact that there are
larger numbers of older people in poorer households. The relatively high number of
dependents in poor households places an additional burden on their limited resources.
The mean dependency ratio of 1.9 in Haiti is not, however, especially high relative to
other countries in Latin American and the Caribbean. Many wealthier countries in the
region have much higher dependency ratios. This provides some evidence that the
burden of caring for dependents is probably not a key determinant of Haitian poverty.

Figure 2.6: Household Size and Number of Children
by Income Quintile in Haiti
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Source: SEDLAC (CEDLAS and The World Bank) based on microdata from the 2001 ECVH., 2001).
Quintiles shown are for equivalized income.
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Figure 2.7: Dependency Ratio by Income Quintile in Haiti
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Source: SEDLAC (CEDLAS and The World Bank) based on microdata from the 2001 ECVH., 2001).
Quintiles shown are for equivalized household income.

81. Haiti has a very young population. Actual and projected population pyramids for
Haiti for 2000, 2025, and 2050 are show in Annex A9. Haiti’s pyramid for 2000 exhibits
the bulging base typical of a country that has experienced high population growth in
recent years. Nearly half (44.4 percent) of Haitians are under age 15, and almost two-
thirds (65.7 percent) of Haitians are under age 25. Among the implications of such a
population structure is that further population growth in the medium-term is inevitable.
As the current large wave of young people reaches childbearing age, momentum will
carry forward the country’s population growth, even if fertility drops. Consequently, the
projections show a significant expansion in population over the next several decades.

82.  As a result, Haiti will continue to experience pressure on its strained land
resources and provision of basic services. Density doubled from the 1960s to the present,
reaching the high level of 300 persons per square kilometer, and the projections show it
topping 450 persons per square kilometer by 2050. These pressures highlight the need
for a comprehensive approach to family planning services targeted to poor rural areas.

Education and Literacy

83.  Next, we consider education and literacy levels in Haiti. Education levels among
older adults are quite low, and there are large gaps by gender. Among those age 41-50
(born 1951-60 and thus of school age mainly in the 1960s and 70s), men average just 4.2
years of education, while women average a mere 2.8 years. The age profile shows,
however, that substantial improvement has been made in school attainment over time.
Average schooling levels for Haitians age 21-30 (born 1971-1980 and thus in school
chiefly in the 1980s and early 1990s) are 7.1 years for women and 8.6 years for men. (See
Figure 2.8).%°

84. Because of the relatively rapid improvement in school attainment in Haiti,
although average education levels for the entire adult population are low in comparison to
other LAC countries, for younger cohorts education levels are higher than in many
neighboring countries. For the population of all Haitians 25-65, average education levels
are only 4.6 years. In Latin American and the Caribbean, only Guatemala has lower adult

9 This refers to the highest grade attained and does not account for repetition.
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education levels. For just adults age 21-30, however, Haiti looks much better. Average
education levels are 7.8 years, higher than Guatemala, Honduras, and Nicaragua, and not
far below Brazil.

Figure 2.8: Average Years of Education by Age and Gender
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Source: SEDLAC (CEDLAS and The World Bank) based on microdata from the 2001 ECVH., 2001).

85.  The national averages hide the substantial inequality in education by income.
Among all adults, those in the top quintile have on average more than twice the number
of years of education as those in the lower four quintiles. There is little differentiation in
average education levels across the four poorest quintiles. Average years of education by
quintile are show in Figure 2.9.

86. Inequality in education levels in Haiti, in fact, is the highest in the region. Figure
2.10 shows a plot of mean years of education vs. the Gini coefficient for years of
education for countries in the region. Inequality and mean years of education have a
strong inverse correlation, and Haiti’s education Gini of 63.7 is the highest for all LAC
countries.

Figure 2.9: Average Years of Education by Income Quintiles
(Adults Aged 25 to 65)
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Source: SEDLAC (CEDLAS and the World Bank) based on microdata
from the 2001 ECVH., 2001).
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Figure 2.10: Mean Years of Education vs. Inequality in Years of
Education (Adults Ages 25 to 65)
for Countries in Latin American and the Caribbean
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Source: SEDLAC (CEDLAS and The World Bank) based on microdata from
household surveys.

87.  The pattern for literacy rates shown in Figure 2.11 reflects that of educational
attainment in general. Literacy rates are very low for adults as a whole. Only 39 percent
of adult women and 53 percent of adult men in Haiti can read and write.* Among the
young cohort age 15-24, however, the situation is much improved, though still far from
satisfactory, with 75 percent of women and 79 percent of men literate.

Figure 2.11: Literacy Rates by Age and Gender
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Source: SEDLAC (CEDLAS and The World Bank) based on
microdata from the 2001 ECVH.

88. Figure 2.12 shows enrollment profiles by age and type of schooling for 2001. The
figures show that many children start attending school late; at age 9, only half of children

2 |t should be noted that literacy is self-reported in the data based on the 2001 ECVH and might therefore
be somewhat inflated. The 2000 DHS has literacy figures for women based on literacy tests (asking them
to read a card) and those figures are generally similar to the self-reported numbers.
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are enrolled. The contrast between the poorest and the better off are stark. Very few
children in the poorest quintile ever attend secondary school, and even at age 16—the
peak age of enrollment, only 60 percent of children are in school. Girls tend to have
higher enrollment rates at younger ages, while boys have higher rates at older ages.
There is also a sharp contrast between urban and rural: urban enrollment rates are much
higher at all ages.

Figure 2.12: School Enrollment Pyramids by Age and Level of Schooling
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89.  Another way to consider recent schooling patterns is to examine education
attainment, i.e. the fraction of children who have completed particular grade levels.
When we examine education attainment for teenagers in 1995-95 and 2001, we see that
despite Haiti’s continued economic problems, there has been progress in school
attainment. Figure 2.13 shows the attainment profile—percentages of students reaching
each grade level—by income group in the two years. The profile shows progress at
nearly all points, particularly for students in lower grades in the poorest 40 percent of
households. For example, while only 40 percent of 15-19 year-olds had completed 3"
grade in 1994-95, that figure jumped to 56 percent in 2001. However, while there seems
to be an increase in school attainment, this does not suggest that the quality of education
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has improved. Since much of the new investment has been in low quality private funded
schools, it is likely that learning and literacy have not increased significantly.?

Figure 2.13: Education Attainment Profile by Economic Status,
Age 15-19, Haiti 1994-95 and 2001
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Source: DHS. Economic status groups (Richest 20%, Middle 40%, Poorest 40%) are derived from a
ranking of households that is based on household asset ownership and housing characteristics.

90.  We also consider the private returns to education in terms of wage earnings, self-
employment earnings, and the sum of the two. Earnings are those reported during the 12
months prior to the survey in 2001. Only 17 percent of adults report any wage earnings
at all during that period, while 47 percent report having some amount of self-employment
earnings. The fact that such a small fraction of adults have such earnings complicates the
analysis of the returns to education.

91.  The small role for wage earnings is also apparent in a breakdown of household
income, shown in Table 2.1. For the average household, only 20 percent of income
comes from wages, with an additional 37 percent from self-employment. Transfers—
from within Haiti and abroad—make up another 25 percent, while own consumption
(consumption of food produced by the household) accounts for 11 percent.

21 1t should be noted that, as noted in Chaper 5, school attendance rates appear lower in 2000 than 1995,
even though completed schooling levels of 15-19 year olds is higher in 2000. This could be the case if
things were generally improving after 1995, but then 2000 witnesses a deterioration (which was the case
given the significant political instability in that year).
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Table 2.1: Household Income by Source
(Means Percentages Across Households)

Wage income 20%
Transfers 25%
Property income 3%

Other 4%
Self-employment 37%

Own Consumption 11%

Total 100%
Source: Sletten and Egset (2004) based on analysis of
ECVH.

92.  The returns to education calculated here are conditional on having some positive
earnings (in the relevant category). The unconditional returns to education—which is
much more relevant to policy—involve both the probability of having earnings at all and
the conditional returns to education. Separate analysis (not shown) indicates that
education is not strongly associated with the probability of having positive earnings. Ina
multivariate regression analysis, each additional year of education is associated with just
a 1 percent increase in the probability of having some wage earnings.”> Each additional
year of education is associated with a 1.7 percent lower probability of having some self-
employment earnings. Overall, those with more education are neither more or less likely
to have positive total earnings. This suggests that the unconditional returns to education
may not differ substantially from the conditional returns.

93. Results from a regression analysis of the returns to education are shown in Annex
1, separately for each of the three earnings variables. Three different specifications for
each earnings variable are shown. The first is a version of the standard Mincer form,
with years of education, a quadratic in age, and a female dummy. The second includes
interactions of all terms with a female dummy. The third adds a urban dummy and an
urban*female interaction term. Overall, the estimates for the marginal return from an
additional year of education are 15.6-19.7 percent for wages, 11.2-13.6 percent for self-
employment earnings, and 14.0-17.2 percent for total earnings. These estimates are
similar to estimates for other countries in Latin American, which are typically around 15
percent (World Bank, 2006). Worldwide, the returns to education average roughly 10
percent (Pscharopoulos and Patrinos, 2004). Specific operational recommendations for
the education sector are developed in Chapter 5.

Infrastructure

94, Next, we consider how access to infrastructure varies over the income distribution
in Haiti. Figure 2.14 shows that dwellings for poorer households are much more likely to
be made of low-quality materials, which include earth, wood or boards.

%2 These statements are based on marginal effects calculated at mean characteristics from probit regressions
for having wage/self-employment/total earnings on the same set of variables used in the long specification
for the returns to education analysis.
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95.  Access to infrastructure services varies almost entirely between the top quintile
and the bottom four quintiles. Recall that the bottom four quintiles encompass the group
defined as poor in terms of the US$2-a-day poverty line. Access to safe water,
electricity, telephone and hygienic restrooms by quintile is shown in Figure 2.15. Access
to safe water is rare even for those at the top end. Only 14 percent of Haitians overall and
25 percent of those in the richest quintile have piped water in their homes. Access to
electricity is more common and highly differentiated between the poor and the better-off.
Note, however, that because actual availability of electricity in Haiti can be sporadic,
access to an electricity line does not mean that electricity is consistently available.
Telephone access is virtually exclusive to those in the top quintile, but only 17 percent of
that group has a telephone. Likewise, hygienic restrooms (defined as having a toilet
connected to a sewer system or septic tank) are only available to 12 percent of those in
the top quintile and are essentially non-existent in poorer households. Specific
recommendations on infrastructure are set forth in Chapter four.

Figure 2.14: Share of Dwellings Made of
Low-Quality Materials by Income Quintiles
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Source: SEDLAC (CEDLAS and the World Bank) based on microdata from the 2001 ECVH. Low-
quality materials are defined as earth, wood, and/or boards. High-quality materials are concrete, brick,
and stone.

Figure 2.15: Infrastructure Access by Income Quintiles
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Source: SEDLAC (CEDLAS and the World Bank) based on microdata from household surveys.

Shares of population with coverage are reported. Water access is defined as having water piped into the
living quarters, within the compound, or well on plot. Electricity indicates access to electricity within the
living quarters. Telephone access includes either a fixed line or a cellular phone. A household has
hygienic restrooms if it has a restroom with a toilet connected to a sewer system or septic tank.
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96.  With data from the 2001 Demographic and Health Survey, we can consider the
geographic distribution of access to infrastructure. Figure 2.16 shows access by to
various forms of infrastructure by region. For all three services—electricity, piped water,
and pit latrines—access is highest in Port-au-Prince.

Figure 2.16: Percentage of Households with Access to Infrastructure by Region
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Health and Nutrition

97. High levels of poverty and poor service delivery have resulted in dire health
outcomes for Haiti’s poor, as described in Box 2.3. Here, we consider measures of child
health and nutrition. Infant (under age 1) and child (under age 5) mortality rates are very
high in Haiti. Figure 2.17 shows mortality rates for 1994/95 and 2001 in Haiti and for
2002 in the Dominican Republic as comparison point. While the under-five mortality
rates showed a slight decline between the two surveys, infant mortality increased. As
Figure 2.18 shows, while infant mortality is high in all regions of the country, it is highest
in areas of the Ouest region outside of Port-au-Prince.

Figure 2.17: Infant and Child Mortality in Haiti and the Dominican Republic
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Figure 2.18: Infant Mortality Rates in Haiti by Region, 2001
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Source: DHS 2001. Rates shown are death per 1000 live births for the 10-year period preceding the
survey.

Box 2.3: A Personal Story About the Ties Between Health, Poverty and Deforestation
A man from Baie de Henne describes his situation as follows:

I am a charcoal man like everyone else. Since that does not pay much, I am not in good health. It has
become harder and harder to find wood in Ti Paradis. My house floods when it rains; | am not able to
cover it. My children do not go to school. My wife and my children are not in good health. | went to the
hospital with my child, and they wanted $600 for an operation. | do not have money. | cannot dig a
latrine. There is no school and no clinic. When a pregnant woman needs help, we put her on a boat to go
to the Red Cross. Sometimes she dies along the way.

Source: Manigat et al. (2003).

HIV/AIDS Epidemic

98. Haiti faces a severe HIV/AIDS epidemic. UNAIDS estimates that 5.6 percent of
the adult population has HIV. By these estimates, 260,000 adults and 20,000 children are
living with HIV. The epidemic has been generalized since the late 1980s, spreading from
highly vulnerable groups to the population at large. According to UNAIDS estimates, 70
percent of commercial sex workers were HIV-positive in 1998.

99. A number of factors make the further spread of HIV in Haiti likely. A 1993
survey showed high levels of stigma associated with the disease. Fear and stigma can
inhibit people from seeking testing, counseling, and information. Condom use is low,
with just 12 percent of sexually active women having ever used a condom. The dangers
that HIV will spread are also enhanced by high levels of male migration, the lack of
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social ties and social control, and the high levels of poverty that push some women into
sex work.?

100. Despite all the risk factors in Haiti, there is some evidence that prevalence rates
have not increased dramatically in the last decade, as would be expected, and may have
even declined. HIV sero-prevalence surveys at five sites was 6.2%, 5.6%, 5.6%, and
3.1% in 1992, 1996, 2000, and 2004 respectively. UNAIDS credits the close public-civil
collaboration and sustained political commitment for this trend. %

Crime and Violence

101. Crime and violence are woven into the fabric of everyday life in Haiti,
particularly in the capital. The fear felt by residents of Port-au-Prince is in marked
contrast to the relative safety of rural life in Haiti. Sixty percent of those living in the
capital report that they feel unsafe in their own homes “often” or “most of the time”,
compared to 14 percent in the rest of the country. In Port-au-Prince, 25 percent of
residents report having been the victim of theft, robbery, or burglary in the two last years,
compared to 16 percent of those in other areas of the country (World Bank, 2006).

102. For the country as a whole, crime and the resulting fear strike equally across the
income distribution.* Crime victimization rates and self-reported levels of fear are
similar for Haitians in the top income quintile and those in the bottom quintile. This
uniformity is, however, in large part due to the fact that the poor are concentrated in the
relatively safe areas outside the capital. Within Port-au-Prince, the poor experience
greater feelings of insecurity. While levels of perceived insecurity are high across the
socioeconomic spectrum in the capital, they are highest for the very poor. In Port-au-
Prince, 29 percent of those in the poorest quintile say they “never” feel safe at home,
versus 13 percent of those in the top quintile.

103. Gender-based violence is undoubtedly one of the most common forms of violence
in Haiti. Gender based violence includes physical violence, emotional violence, sexual
violence and economic violence based on gender or directed specifically towards men or
women. Domestic violence and rape tend to be suffered by women in the majority of
cases, while gang violence is targeted mostly to men. Box 2.4 describes the forms of
violence and their impact affecting women in Haiti and Box 2.5 existing constraints to
Haitian women’s access to justice.

2 World Bank (2002)
2 http://www.unaids.org/en/Regions_Countries/Countries/haiti.asp
? Based on ECVH data analysis.
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Box 2.4: Gender-Based Violence in Haiti

Gender based violence against women in Haiti is prevalent in both urban and rural areas. Data from a DHS
violence module in 2000 shows that around 15 percent Haitian women who are currently married or living
with a partner have experienced physical violence by such partner. Within the same group of women,
about 19 percent have experienced sexual violence by their partners. DHS violence rates are usually a
lower bound estimate as these surveys are conducted at home and there is significant underreporting.
Gender based violence has devastating consequences not only for victims but also for society as a whole.
Studies for developing countries conclude that the health impact (especially for reproductive health) of
gender based violence on women can be as high as some of the leading causes of injury. Previous studies
have also documented the impact of gender based violence on earnings due to death and lost productivity,
job loss, lost productivity of the abuser due to incarceration, and loss of tax revenues due to death and
incarceration.

In Haiti, the following health impacts have been attributed directly to experiencing physical violence by a
partner: (1) women who suffer physical violence by a partner are 116 percent more likely to suffer from
genital sores or ulcers; (2) women victims are 28 percent more likely to suffer from anemia; (3) children of
women who suffer physical violence at the hands of intimate partners are 32 percent more likely to suffer
anemia; and (4) gender based violence also increases women’s usage of health services.

Given these impacts and their costs, it is important to focus on the prevention of gender based violence,
even more strongly than in the provision of services for victims. This requires women’s social, economic,
and legal empowerment. Prevention of all forms of gender based violence is achieved through multi-sector
approaches (health, education and judicial sectors) and policies working at the individual, community, and
institutional levels. In the long term, violence prevention is enhanced through changes in norms and
attitudes that foster violence at home, school, workplace and community.

Box 2.5: Women and Legal Institutions in Haiti

Women’s access to justice is severely limited due to a series of antiquated legal provisions in need of
urgent update as well as a systemic deficiency of the Haitian judicial system. Although Haiti is a signatory
of the Universal Declaration of Human Rights, the CEDAW Convention for the elimination of all forms of
discrimination against women and the Interamerican Convention for the elimination and punishment of
gender-based violence (Belem do Para), the national legislation, particularly the civil and the penal codes,
discriminates de facto women and does not protect them adequately, particularly in the case of domestic
violence and rape.

Rape is classified as an offence against public decency. In addition, medical certificates are required to
prove rape and are difficult or impossible to obtain. Adultery is classified as a second-level crime and is
punished with two to three years of imprisonment. In the case the husband kills the wife upon discovering
her and her lover in flagrante delicto, the judge may decide to excuse the murderer and condemn him to no
more than two years of prison. Domestic abuse has traditionally been seen as a family issue and, as such,
not to be penalized. Women are also discriminated in the exercise of their basic economic and property
right. Although most of the families are informal and not legally sanctioned by marriage, the Haitian law
precludes women living in informal marriages from the right of inheritance of her partner’s properties and
access to land titling. In addition, it excludes the possibility for a married man to recognize children born
outside of the marriage, which contributes to increase the number of undocumented children and the
number of children falsely registered as the offspring of a married woman.

These antiquated legal provisions are further compounded by the broad systemic deficiencies of the Haitian
judicial system. As indicated in Chapter 3, at the lowest level, the Haitian justice system relies on the
Judges of Peace (juges de paix), who have a broad range of functions in civil, criminal, and extrajudicial
matters. However, as for other judges, the Judges of Peace are underpaid, have limited or no access to legal
texts, and have little opportunity for professional development. This, coupled with the country’s difficult
conditions, and the problems faced by the national police, limits the access to, and the efficiency of, the
judicial system, thus delaying the conclusion of a trial or promoting arbitrary decisions.
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Agriculture and Rural Poverty

104. In rural Haiti, the dominant activity is subsistence farming. Small-scale farmers
suffer from land fragmentation, a problem which has increased as a result of rapid
population growth. Declining land yields have pushed farmers to move to less accessible
land in the hills, feeding deforestation and erosion in a destructive cycle which has left
rural Haitians in deep poverty.

105. Small farmers in Haiti have few assets and rely on primitive technology. While
technology is not available to even a majority of agricultural households in the top
quintile, there is a sharp gradient by income in the wuse of irrigation,
pesticides/insecticides, and fertilizer. As Figure 2.19 shows, the use of productivity-
enhancing technology is practically nonexistent among the poorest farmers, and is much
more common among better off farmers. Access to credit, however, does not vary by
income; only 11-12 percent of farming households in each quintile has access to credit.

Figure 2.19: Agricultural Technology and Credit Used by Farming Households,
By Income Quintile
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Source: Verner (2005), based on data from ECVH (2001).

106. Verner (2005) shows with regression analysis that higher income per capita on
farming households is associated with greater education levels, use of technology, more
land, possession of a land title and access to infrastructure (water, roads and electricity).
Although it is difficult to demonstrate causal effects with cross-sectional regressions,
these findings are in accordance with those from studies in other contexts that generally
find such variables to be associated with higher agricultural incomes. A 2005 World
Bank report (Haiti — Agriculture and Rural Development) contains a detailed review of
these constraints and priority interventions for rural development.

I1. Evolution of Poverty and Inequality Over Time in Haiti

107. Examining changes in poverty and inequality over time in Haiti poses severe
challenges. Haiti suffers from incomparable survey data, a problem common to many
developing countries with weak statistical institutions. In Haiti, each of the three
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expenditure or income surveys collected in recent years (1986, 1999, and 2001) has a
very different design. As a result, the analyses of poverty done on the basis of those
surveys differ in the estimates of incidence and trends (see the Annex for a review of
those analyses). The Demographic and Health Surveys, designed to be comparable, are
of high quality but unfortunately do not include the expenditure or income data needed
for poverty estimates.

108. In this section, we consider changes over time in welfare in Haiti in three ways.
First, we examine changes in socioeconomic indicators for which fairly consistent data
exist over time. Second, we consider results from qualitative surveys in which people are
asked about their subjective impressions of changes over time. Third, we present an
econometric analysis designed to construct comparable welfare estimates over time.

Changes in Socioeconomic Indicators

109. Child malnutrition is one of the few indicators for Haiti that can be tracked with
some reliability over a long period of time. Nutrition surveys carried out at various
points since 1978 make it possible to consider changes over more than two decades.
Figure 2.22 shows various child malnutrition indicators for Haiti during the period 1978-
2000 and the Dominican Republic in 2002, as a point of comparison. Stunting is
generally an indicator of long-term malnutrition, while wasting is a sign of shorter-term
hunger, e.g. due to famine. The condition of being underweight is a hybrid of stunting
and wasting. All three measures have declined over the long-term in Haiti. The stunting
rate in 2000 was just over half the rate in 1978, and other figures show similar progress.
Child malnutrition rates are still high, however, compared to those in neighboring
Dominican Republic, where the stunting rate is approximately equal to the average rate
for the Caribbean as a whole. Haiti’s stunting rate of 22 is similar to that of the Central
American region (20.4) and substantially below the average in Africa (35.2).%

Figure 2.20: Child Malnutrition in Haiti and the Dominican Republic
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Source: DHS and WHO Global Database on Child Growth and Malnutrition. Figures shown are % of
children under 5 years who are classified as undernourished according to three anthropometric indices of
nutritional status: stunted (height-for-age), underweight (weight-for-age) and wasted (weight-for-height).

%8 Child stunting rates for Central America and Africa are estimates for 2000 from de Onis et al. (2004).
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Subjective Impressions of Changes Over Time

110. Respondents to a 2003 qualitative survey (Manigat, Lamaute-Brisson et al., 2003)
were asked how they perceived changes in poverty for the country as a whole during the
five years prior to the survey. More than half (52.5 percent) said they believed that
poverty had much increased, and an additional 22.2 percent reported that poverty had
increased somewhat. Perceptions were very similar across region, income group, gender
and education level.

111. In another participatory study (Calpas and Dieusibon 2004), the authors quote a
group of women in llet Pierre Joseph of Anse d’Hainault, “Since 1986 our situation has
grown worse. The reason is that under the Duvalier dictatorship the political situation
was stable enough that it did not adversely affect the economy.”

112. For the 2001 ECVH, respondents were asked several questions about their
subjective welfare. Asked “Since when has the economic situation of your household
been so difficult?” 65 percent of households replied “5 years or longer,” and only 5
percent said that their economic situation was not difficult.

Comparison Over Time Based on Econometric Poverty Projection

113. To address the survey incomparability problem, this section presents results from
an analysis to compare welfare over time. The essential problem is that in each survey
with either income or expenditure information in Haiti, the data was collected with
entirely different questionnaires. A wide variety of experience in other countries has
shown that even small changes in the way such data is collected can have a substantial
impact on poverty estimates.

114. The procedure employed in this section involves estimating an econometric
relationship between income and household characteristics with the 2001 data, using a set
of characteristics common to the 2001 survey and an earlier survey. The estimated
relationzs7hip is then used to project a simulated distribution of income to the earlier
survey.

115. The primary weakness of the approach is that it relies on the assumption that the
relationship between income and the household characteristics employed for the
procedure is stationary over time. It is difficult to evaluate the plausibility of this
assumption. It would be more plausible if the household characteristics used for the
analysis were ownership of consumer durables, if the prices of such assets have not
changed dramatically over time.”® Unfortunately, the 1986 survey in Haiti does not
include asset ownership. As a consequence, the estimates for 1986 are based on an
imputation using variables for household size, number of rooms, electricity access, toilet

%" The procedure used here is very similar to that of Stifel and Christiansen (2006), drawing heavily on the
work of Elbers, Lanjouw, and Lanjouw (2003).

%8 |mputations based on assets alone are similar to various welfare indices based on assets. See for example
Sahn and Stifel (2000) and Filmer and Pritchett (2001).
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facilities and water facilities. Estimates for 1995 and 2000, however, do include assets in
the regression equation.

116. Figure 2.21 shows summary figures for the main variables used in the projection
analysis. Ownership of some assets—a television, refrigerator and bicycle—was slightly
higher in 2000/2001 than in 1995. However, the data is ambiguous when it comes to
radios, the only asset that is owned by more than a quarter of the population and for
which we have data over time. The 2000 DHS shows an increase in radio ownership
relative to 1995, while the 2001 ECVH shows a decline. The figures for infrastructure
also do not paint a clear picture. While the fraction of households with access to
electricity has increased slightly since 1986, the fraction with a latrine has dropped from
78 percent to just over half.

Figure 2.21: Household Assets and Services Over Time 1995-2001
Asset Ownership 1995-2001 Infrastructure 1986-2001
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117. The summary figures for trends in assets and infrastructure offer a rough preview
of the results of the projection exercise. Because the poverty estimates produced by the
projection exercise are based on the distribution of assets, infrastructure and a few other
variables, in the absence of substantial shifts in those variables, the poverty estimates are
unlikely to show substantial changes over time.

118. Figure 2.22 shows a plot of headcount estimates from the projection method over
time. Confidence intervals at the 95 percent level are shown as error bars on the
estimates. The point estimates show a small decline in poverty over time nationally, from
60 percent in 1986 to 54 percent in 2001. It is important to emphasize, however, that due
to the error inherent in the estimates, the difference between the two estimates for the two
years is not statistically significant. To emphasize this point visually, the 95 percent
confidence interval on the 2001 estimates is extended across the figure. In every case,
the confidence intervals for a particular year’s estimate falls within the confidence
interval of the 2001 estimate. This indicates that statistically we cannot reject the
hypothesis that poverty remained unchanged over time. Part (b) of the figure shows
poverty trends separately for Port-au-Prince and the rest of the country. Estimates for
both parts of the country show small declines in poverty. Note that because they are
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based on smaller sample sizes, the confidence intervals on estimates at the subnational
level are larger.?

119. Estimates based on the US$2-a-day poverty line are presented in the Annex.
These show trends broadly similar to those for US$1-a-day poverty rates. The US$2-a-
day headcount estimates show a decline from 84 percent to 78 percent. As with the
US$1-a-day estimates, given the large margin of error in these estimates, the change is
not statistically significant.

120. Despite the caveats and large confidence intervals associated with these estimates,
they do provide some evidence that poverty may have not decreased or increased
substantially since 1986.%

Figure 2.22: US$1-a-Day Headcount Poverty Estimates
for 1986, 1995, 2000, 2001: Point Estimates and Confidence Intervals
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121. The full set of poverty estimates along with estimates of Gini coefficients are
shown in the Annex. Trends over time for the poverty gap and the squared poverty gap
are comparable to those for the poverty headcount. Inequality shows no statistically
significant change over time.

2 It would be desirable to have estimates at a more disaggregated level, e.g. rural, Port-au-Prince, and other
urban. Unfortunately, there is some evidence that the rural-urban categorization is not consistent over time
in surveys. The households classified as “other urban” in the 2001 survey appear much worse off in terms
of infrastructure than those in all other surveys, suggesting that many are in fact in households classified as
rural in previous surveys. For this reason, the “other urban” and “rural” households are considered together
as “non Port-au-Prince” for the analysis of trends over time.

% The main analysis was performed by estimating an econometric relationship with the 2001 survey and
then projecting backwards into the 1995 and 1986 surveys. As a check, the analysis was also performed in
reverse, by estimating a relationship between explanatory variables in the 1986 survey and projecting
forward to 1995 and 2001. Trends were similar with both methods.

48



I11. The Role of Remittances

122.  The apparent improvement in education and child nutrition measures despite the
country’s economic stagnation and continued high poverty rates is puzzling. The
increase in remittances sent by migrants abroad may partially explain the improvements
in some welfare measures. If remittance income is poorly measured in the household
survey, and remittance income has gone in part to fund food and education, the rapid
increase in remittances during the 1990s may be behind the observed welfare
improvements.®*

Box 2..6: Remittance Flows to Haiti

Remittances, Aid and FDI Flows, 1971-2003 Migration is one characteristic feature that has
(current US$ per capita) shaped Haiti’s history and its people. However,
120 over the past twenty years the influx of Haitians

abroad has increased in larger numbers. Today,
Haitian expatriates are estimated to be about 2
million people, compared to 8.5 million living in
Haiti. They reside primarily in the US, the
Dominican Republic and Canada. These migrants
have maintained ties to their families in Haiti and,
as a result, the Haitian economy has become
increasingly reliant on the money sent by the
Haitian diaspora living abroad. The growth in
remittance flows has accelerated more rapidly
since the mid 1990s, rising from US$108 million
in 1995 to US$930 million, almost ten times that
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Source: The World Bank natural disasters, remittances have proved to be a
steady source of income and a critical safety net for poor Haitians, consistently representing an amount of
money that has been many times larger that the total annual FDI to Haiti and annual revenue from
merchandise exports, and more recently external assistance.

Source: Orozco (2006), Understanding the Remittance Economy in Haiti.

123. The Haitian economy has become increasingly reliant on the money sent by the
Haitian diaspora living abroad. According to Haiti’s Central Bank, Haitians remit almost
one billion dollars a year, or more than a quarter of the country’s GDP. The growth in
remittance flows to Haiti has accelerated more rapidly since the mid-1990s (see Box 2.6).
This has been accompanied by an increase in consumption (see Figure 2.23). The Haitian
Central Bank estimates coincide with Haiti’s 2001 Census which showed that one in five
households receive remittances in the country. Using the Haiti Census and the average
annual amount sent by remittance companies (US$2,000), the total amount yields
approximately US$672 million in 2001, a figure similar to the Central Bank’s report for
that year.

*! This section draws on material from the remittances background paper prepared by Orozco (2006).
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Source: The World Bank, IHCE and IMF When asked about their relatives’
motivations for migrating, seventy
percent stressed work as the primary reason.

Demographic Profile and Characteristics of Remittance Recipients

125. In order to analyze the characteristics and patterns of remittance recipients, a
survey of 578 persons was conducted in 2006 in Haiti focusing on their demographic
profile, remittance reception, access to and use of financial institutions, and contact with
relatives. The survey was based on 578 remittance recipients living in the Western part
of the country, predominantly in Port-au-Prince.

126. Beneficiaries of remittances have different backgrounds yet share similar
characteristics, some of which are significantly different from other Latin American
recipients. First, unlike people from other Latin American and Caribbean countries, half
of Haitian remitters are women and 60 percent are under thirty years of age. Second,
remittance recipients have a much lower income than their counterparts in Latin America,
particularly because over half are unemployed. Moreover, twenty percent say they
receive remittances from more than one relative, and at least half of recipients report
receiving additional help other than remittances. Third, nearly half of recipients have at
least one child to take care in the household.

127. Households that received remittances in Haiti tend to be wealthier households.
This is illustrated by the fact that when remittances are counted as part of income (as per
usual), nearly half of households (48 percent) in the wealthiest quintile receive
remittances, compared to just 14 percent of those in the poorest quintile. The distribution
of remittances by quintiles of income including remittances is shown as the white bars in
Figure 2.24.

128. The fact that wealthier households receive remittances is due to the fact that
remittances make those households wealthier. When remittances are excluded from
income for the purposes of defining poorer vs. wealthier households, wealthier and
poorer households have roughly the same likelihood of receiving remittances. The black
bars in Figure 2.24 show the distribution of remittances when hypothetical income
quintiles are defined, excluding remittances from the income variable. In the top quintile,
33 percent of households receive remittances, compared to just 31 percent of households
in the poorer quintile. Remittances are slightly less likely to be received by households in
the middle three quintiles.
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Figure 2.24: Percentage of Households Receiving Remittances by Income Quintile
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129. In terms of remittances received, recipients coincided in reporting the same
average transaction amount that remittance senders mentioned, which is US$150. Forty
percent received less than US$100, but another forty percent received between US$100
and US$300 (see Table 2.2). The frequency of receiving is quite regular and, similar to
what senders report, remittance transactions are made over ten times a year. Moreover,
47 percent have been receiving the money for at least five years. Twenty percent say
they receive from more than one relative, while 60 percent of remittance recipients
receive the money from their parents, and 33 percent receive money from their siblings.
The figure reported is consistent with the age of the recipients, the majority of which are
young people in their twenties.

Table 2.2: Amount of Remittances Received

Range %
100 dollars or less 41
Between 101 and 300 dollars 42
Between 301 and 500 dollars 9
More than 500 Dollars 8
NS/NR 1
Total 100.0

Source: Remittance recipient survey, Orozco (2006)

130. In terms of the expenditure of their money, Haitian recipients respond to a
hierarchy of needs similar to other Latin American recipients: their money is spent on
food, education, clothing and savings. As shown in Table 2.3, the expenses reported
demonstrate a balanced expenditure on the different activities. For example, not all the
money is spent on food, but rather on a combination of items related to education and
clothing. Second, the rate of savings of remittances is among the highest in Latin
America.
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Table 2.3: How Do Remittance
Recipients Use the Money?

Use of Remittances %
Food 81
Education 74
Clothes 64
Savings 34
Healthcare 28
Housing 27
Business 14
Other 11
Repayment of debts 9
Payment of debts 7
Source: Remittance recipient survey, Orozco
(2006)

As reported by Orozco (2006), worker’s remittances in Haiti tend to stimulate more
consumption that productive investment: while 81 percent of income from remittances is
utilized for consumption goods like food, education and clothing. The expansion of
consumption is reflected in a growing trade deficit, which since 2000 has reached nearly
100 percent of GDP. The trade deficit has been aggravated by the lackluster performance
of exports, as explained above. This analysis highlights the high dependence of the
Haitian economy on remittances, in addition to external aid.

Leveraging Remittances for Development

131. Much attention has been given to the question of how policy can promote the use
of remittances for long-run development.®* A number of points from this work may be
relevant to Haiti:

132. Importance of policy environment. When economic conditions in the receiving
country are favorable to investment—i.e., when there are well-functioning public
institutions and investment opportunities are available—remittances tend to go partially
towards investment. In contrast, when conditions are not ripe for investment, remittances
tend to be spent largely on current consumption. This suggests that maximizing the
effectiveness of remittances first requires improving the general investment climate in the
country.

133. Lack of information on valid projects is a key barrier to migrants’ support for
their home communities. Migrants living abroad have increasingly pooled their resources
to invest collectively (in addition to the person-to-person remittance flows) in
development-related activities in their home communities, either through hometown
associations (HTASs) or other migrant group schemes. HTAs have proliferated among the
Latin American and Caribbean diaspora in Canada and the United States, and similar
organizations exist in France, the United Kingdom, and Africa. A problem often raised
by Haitian migrants living abroad is that they often have minimal information about valid

%2 See for example, World Bank (2006) and Orozco (2005).
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projects that could be supported in the communities where their relatives leave and which
the HTAs could support. Cooperative efforts could be made in tandem with the
government, donor organizations and/or NGOs to help disseminate information on
qualified projects.

134. Remittances can provide an entry to banking services. For some migrants,
remittance flows come regularly enough that they could potentially be used to function as
guarantees for loans or for accessing other banking services. If remittance transfer
companies developed such lending instruments, they could provide the basis for greater
investment. In this respect, it will be important to reduce inefficiencies in remittance
sending processes. Examples in Latin America and other countries are available that
could be explored for Haiti.

135. As indicated in Chapter one, with an improvement in the investment climate in
Haiti, the potential contribution of the Haitian diaspora could go beyond just sending
remittances—it could contribute to expanding foreign trade, capital and technology flows
and to the important task of institution building.

Implications for Broad Shared Growth

136. The growth and poverty determinants and trends analyzed in the first two chapters
point to the need to complement pro-growth polices with actions that ensure access to
services for the poorest regions and households through institutions that are responsive,
effective and accountable to their users and citizens. The following chapters provide a
more detailed discussion of how this might be achieved through actions in the area of
state and institution building as well as service delivery in the infrastructure and
education sectors.
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Annexes

1. Previous Poverty Estimates Over Time for Haiti

137. Pedersen and Lockwood (2001) of the FAFO Institute of Applied International
Studies in Norway estimate poverty lines and poverty rates based on expenditure data in
the two EBCM surveys. The Pedersen and Lockwood analysis generally follows the
methodology typically used in World Bank poverty analyses. Because the consumption
surveys are not identical in the two ECBM surveys, for purposes of analysis, it was
necessary to combine some categories in each of the surveys to produce a fairly
consistent basket across the two. The resulting food basket has 50 items in the EBCM 1l
and 53 in the EBCM l1l. Patterns of food expenditure in the second quintile were used to
determine the weights for the food basket. The surveys show only minimal changes in
expenditure patterns between 1986 and 1999/2000. The researchers chose to use
expenditure patterns from 1999/2000 to determine the food basket. They calculated two
different poverty lines, one based on 2900 calories per day per adult male equivalent, and
another based on 2240 calories per capita. The cost of a food basket scaled up to these
calorie levels was used to calculated the food poverty line. Non-food expenditures for
the full poverty line were calculated by taking the non-food expenditures of households
with total food expenditure equal to the food poverty line. The Pedersen and Lockwood
analysis shows a decline in the general poverty rate from 59.6 percent in 1986 to 48.0
percent in 1999/2000.

138. Montas (2005) questions the Pedersen and Lockwood methodology for
1999/2000. He points out that the Pedersen and Lockwood poverty lines imply non-food
shares of consumption of 70.2 percent in 1986 and 75.3 percent in 1999/2000.** He
recalculates the 1999/2000 poverty rate using a food share of 60.5 percent. It is not clear
what the basis is for the selection of this share. With this food share he finds a general
poverty rate of 59.6 percent in 1999/2000, exactly equal to the rate in 1986. He suggests
that his figures indicate that poverty has not fallen.

2. Other Poverty Lines for Haiti

139. Different researchers have employed several slightly different methods to
calculate poverty lines in Haiti. The US$l-a-day and US$2-a-day poverty figures
presented here for 2001 were calculated using the World Bank’s standard methodology
and are identical to figures published in the World Bank’s World Development Indicators
database. This methodology is described in Deaton (2003) and WDI(2004). For the
US$1-a-day line, the Bank multiplies US$1.08 by the 1993 purchasing power parity
(PPP) exchange rate and then by a price index in local currency to convert to a current
value in local currency (Gourdes in Haiti). For the case of Haiti, the Bank’s $1-a-day

% pedersen and Lockwood determine the non-food share in the poverty line by estimating non-food
expenditure for households with total expenditure corresponding to the food poverty line, which is a
standard procedure often used by the World Bank.
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poverty line on a yearly basis is calculated as follows, where HPI, is the Haitian price
index in year t:

Pws =($l.08) (PPP1993)( HP 12000 /HP|1993) (365)
L)

Egset and Sletten (2004a) and Egset and Sletten (2004b) also calculate US$1-a-day and
US$2-a-day poverty lines, but use a slightly different procedure:
Pes =($1.08) (PPP2000) ( USCPIl2000 /USCPl1993) (365)
Here USCPI.is the U.S. Consumer Price Index in year t.
UNDP (2003) produces $1- and $2-per-day poverty lines and applies them to the 2001

ECVH using a different procedure, multiplying US$1.08 by the PPP exchange rate for
the year 2000, the year in which the data was collected:

Punop =($1.08) (PPP2000)(365) = 2681 Gds (2)
Verner (2005) uses the US$1-a-day extreme poverty line determined by UNDP (2003)

but calculates the figures on a household rather than a person basis, i.e. determining the
fraction of households in poverty instead of the fraction of individuals in poverty.
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Table Al: Headcount Poverty Estimates for Haiti

Poverty Line
in Gourdes General Extreme
Basis for (Extreme Persons or Poverty Rate | Poverty Rate

Source Data Poverty Line Year | Poverty Line) | households? | (FGTO) (FGTO)
Pedersen and | EBCM Il | Cost of basic | 1986/ | 1840 (1292) Persons 59.6 44.5
Lockwood needs 87
(2001)
Pedersen and | EBCM III | Cost of basic | 1999/ | 5638 (4243) Persons 48.0 31.4
Lockwood needs 2000
(2001)
Montas EBCM IIl | Cost of basic | 1999/ | 7018 (1292) Persons 59.6 31.4
(2001) needs 2000
UNDP (2003) | ECVH US$1/$2-a-day | 2001 | 5362 (2681) Persons 76 55
Verner (2005) | ECVH US$1-a-day 2001 | (2681) Households 48.9
Egset and | ECVH US$1/$2-a-day | 2001 | 5516 (2757) Persons 76 56
Sletten (2004)
SEDLAC ECVH US$1/$2-a-day | 2001 | Not specified Persons 78.0 53.9
(2005)
World Bank | ECVH US$1/$2-a-day | 2001 | (2642) Persons 75.9 53.9
(2006)
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Table A2: Poverty by Population Subgroups

Contribution to
National Poverty

Poverty Headcount Index (% of Cateqory)
% of % population % population
National below $2a  below $1 a below $2 below $1
Population day day a day a day
Total Haiti 100.0 78 54
By geographical area:
Port-au-Prince 9.2 51 29 6 5
Other urban 15.0 85 66 16 18
Rural 76.0 86 59 83 83
By gender of household head:
Male 51.3 77 54 51 52
Female 48.9 79 53 50 49
By education of household head:
Not completed primary education 89.9 83 59 96 98
Primary completed 7.9 55 32 6 5
Secondary completed 0.9 31 21 0 0
Tertiary completed 1.4 20 5 0 0
By sector of household head
Agriculture 56.7 89 63 65 66
Low technology industry 3.1 68 40 3 2
Manufacture industry 1.0 48 39 1 1
Construction 2.1 72 38 2 1
Commerce, hotels, restaurants 28.0 77 52 28 27
Gas, electricity, transports, communications 1.3 45 19 1 0
Banks, insurance, financial institutions 1.0 33 19 0 0
Public administration and defense 1.1 27 17 0 0
Education, health, private services 4.9 46 27 3 2
Domestic services 0.5 77 65 0 1

Source: Bank staff anlaysis of ECVH 2001
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Table A3: Returns to Education in Haiti

log(Wage earnings)

log(Self-employment earnings)

1) (2 3) 4) (5) (6)
Years education 0.187 ** 0.197 ** 0.156 ** 0.125 ** 0.136 ** 0.11
(0.010) (0.012) (0.012) (0.008) (0.010) (0.00¢
Age 0.045 0.031 0.027 0.137 ** 0.142 ** 0.12
(0.035) (0.0412) (0.033) (0.019) (0.025) (0.02-
Age squared -0.0004 -0.0002 -0.0001 -0.0015 ** -0.0015 **  -0.001
(0.000) (0.000) (0.000) (0.000) (0.000) (0.00(
Female -0.024 -1.143 -0.941 -0.067 0.380 0.07
(0.105) (1.414) (1.330) (0.058) (0.689) (0.66:-
Female*Years ed. -0.038 * -0.014 -0.025 * -0.01
(0.022) (0.021) (0.015) (0.01-
Female*Age 0.102 0.088 -0.012 0.0C
(0.077) (0.073) (0.036) (0.03!
Female*Age Sq. -0.002 -0.001 0.000 0.0C
(0.001) (0.001) (0.000) (0.00(
Urban 1.247 ** 0.77
(0.123) (0.08:
Female*Urban -0.472 ** -0.1¢
(0.216) (0.11:
Constant 5.911 ** 6.007 ** 5.700 ** 4.316 ** 4,117 ** 4.31
(0.665) (0.801) (0.649) (0.373) (0.502) (0.471
Observations 997 997 997 3129 3129 31z
R-squared 0.31 0.31 0.4 0.15 0.15 0

Source: Analysis of 2001 ECVH.
Notes: Dependent variables are shown above columns. Earnings are during the previous 12 months. Total
earnings is the sum of wage earnings and self-employment earnings. Sample includes all individuals age
20-64 with positive earnings in the relevant earnings category.
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Table A4: Summary Household Characteristics for Various Years

National
1986 1995 2000 2001
Household size (mean) 4.9 5.1 4.8 45
# of sleeping rooms (mean) 2.2 25
Household assets (% hholds)
Radio 39.8 47.3 38.3
TV 17.0 22.6 21.1
Refrigerator 8.3 95 11.3
Bicycle 9.2 13.9 12.4
Motorcycle 1.0 1.2 1.0
Car 3.3 3.6 3.1
Access to services (% hholds)
Electricity 241 314 33.8 31.4
Modern toilet 1.7 44 35 3.7
Latrine 55.6 53.3 57.7 52.0
No toilet 42.7 42.3 38.8 44.3
Piped water (main source of water) 6.5 8.3
Piped water or bottled water (main drinking source) 12.3 115 9.8
Sources: EBCM 11 (1986), DHS (1995 and 2000), ECVH (2001).
All figures shown are national means across households (not individuals).
Port Au Prince
1986 1995 2000 2001
Household size (mean) 5.1 4.8 4.6 4.4
# of sleeping rooms (mean) 1.9 2.3
Household assets (% hholds)
Radio 73.0 81.6 69.5
TV 56.5 69.1 69.3
Refrigerator 27.1 29.3 37.2
Bicycle 6.0 8.2 7.0
Motorcycle 0.7 11 0.8
Car 11.3 10.0 9.9
Access to services (% hholds)
Electricity 88.0 92.5 94.7 92.3
Modern toilet 6.4 16.9 10.7 12.7
Latrine 89.5 78.3 84.3 78.0
No toilet 4.2 4.8 5.0 9.4
Piped water (main source of water) 255 20.7
Piped water or bottled water (main drinking source) 33.1 25.6 24.8

Sources: EBCM I1 (1986), DHS (1995 and 2000), ECVH (2001).

All figures shown are national means across households (not individuals).
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Table A4: (continued) Summary Household Characteristics for Various Years

Non Port Au Prince

1986

Household size (mean) 4.8
# of sleeping rooms (mean) 2.2
Household assets (% hholds)

Radio

TV

Refrigerator

Bicycle

Motorcycle

Car
Access to services (% hholds)

Electricity 13.0

Modern toilet 0.9

Latrine 49.7

No toilet 49.4

Piped water (main source of water) 3.2

Piped water or bottled water (main drinking source)

1995

52

29.6
4.9
2.6
10.2
11
0.9

12.7
0.6

45.7
53.8

59

2000
4.8

34.9
5.8
24
16.0
1.2
1.3

11.7
0.9

48.1
51.0

6.4

2001
4.6
2.6

28.9
6.7
3.5
14.0
1.0
11

13.2
1.0
443
54.8
45
5.3

Sources: EBCM 11 (1986), DHS (1995 and 2000), ECVH (2001).
All figures shown are national means across households (not individuals).
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Table A5: US$1-a-Day Poverty Estimates for Various Years
Based on Poverty Projection Exercise

National

1986 1995 2000 2001
Poverty headcount (FGTO) 0.603 0.57 0.53 0.539

(0.029) (0.019) (0.024) (0.015)
Poverty gap (FGT1) 0.351 0.33 0.298 0.307

(0.022) (0.017) (0.017) (0.012)
Squared poverty gap (FGT2) 0.246 0.23 0.204 0.212

(0.019)  (0.015)  (0.014)  (0.01)

Non Port-au-Prince

1986 1995 2000 2001
Poverty headcount (FGTO) 0.665 0.673 0.638 0.633

(0.034) (0.023) (0.023) (0.016)
Poverty gap (FGT1) 0.393 0.399 0.369 0.369

(0.026) (0.021) (0.019) (0.014)
Squared poverty gap (FGT2) 0.278 0.281 0.256 0.258

(0.021)  (0.019)  (0.016)  (0.012)

Port-au-Prince

1986 1995 2000 2001
Poverty headcount (FGTO) 0.266 0.211 0.215 0.217

(0.042) (0.033) (0.051) (0.031)
Poverty gap (FGT1) 0.119 0.09 0.091 0.094

(0.022) (0.017) (0.028) (0.017)
Squared poverty gap (FGT2) 0.071 0.051 0.052 0.054

(0.016) (0.011) (0.019) (0.011)
Source: Sources: EBCM Il (1986), DHS (1995 and 2000), ECVH (2001).
Estimates for 1986, 1995, and 2000 are imputed from an econometric relationship. See text for details.
Standard errors shown in parentheses.
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Table A6: US$2-a-Day Poverty Estimates for Various Years
Based on Poverty Projection Exercise

National

1986 1995 2000 2001
Poverty headcount (FGTO) 0.836 0.799 0.774 0.78

(0.019) (0.013) (0.02) (0.011)
Poverty gap (FGT1) 0.592 0.562 0.529 0.538

(0.021) (0.015) (0.019) (0.012)
Squared poverty gap (FGT2) 0.468 0.443 0.41 0.419

0.021)  (0.016)  (0.018)  (0.012)

Non Port-au-Prince

1986 1995 2000 2001
Poverty headcount (FGTO) 0.885 0.889 0.87 0.865

(0.021) (0.012) (0.014) (0.01)
Poverty gap (FGT1) 0.643 0.65 0.621 0.618

(0.024) (0.018) (0.018) (0.013)
Squared poverty gap (FGT2) 0.515 0.521 0.492 0.491

0.024)  (0.02)  (0.018)  (0.013)

Port-au-Prince

1986 1995 2000 2001
Poverty headcount (FGTO) 0.563 0.485 0.495 0.489

(0.048) (0.044) (0.06) (0.035)
Poverty gap (FGT1) 0.311 0.257 0.261 0.26

(0.036) (0.03) (0.045) (0.026)
Squared poverty gap (FGT2) 0.211 0.169 0.172 0.173

(0.029) (0.024) (0.037) (0.021)
Source: Sources: EBCM Il (1986), DHS (1995 and 2000), ECVH (2001).
Estimates for 1986, 1995, and 2000 are imputed from an econometric relationship. See text for details.
Standard errors shown in parentheses.

Table A7: Gini Coefficient Inequality Estimates for Various Years
Based on Projection Exercise

1986 1995 2000 2001
National 0.659 0.703 0.692 0.687

(0.022) (0.018) (0.018) (0.016)
Non Port-au-Prince 0.607 0.615 0.616 0.621

(0.025) (0.017) (0.014) (0.01)
Port-au-Prince 0.617 0.636 0.635 0.627

(0.034) (0.024) (0.03) (0.025)
Source: Sources: EBCM 11 (1986), DHS (1995 and 2000), ECVH (2001).
Estimates for 1986, 1995, and 2000 are imputed from an econometric relationship. See text for details.
Standard errors shown in parentheses.
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Table A8: US$1-a-Day Poverty and Inequality Estimates

from a Projection Forward from 1986 to 2001

National

1986 2001
Poverty headcount 0.603 0.551

(0.035) (0.022)
Poverty gap 0.262 0.241

(0.02) (0.016)
Squared poverty gap 0.144 0.132

(0.014) (0.0112)
Gini index 0.439 0.477

(0.02) (0.019)

Non
Prince
1986
0.696
(0.041)
0.305
(0.024)
0.168
(0.016)
0.378
(0.024)

Port-au-

2001
0.689
(0.028)
0.305
(0.02)
0.169
(0.015)
0.396
(0.015)

Port-au-Prince

1986
0.093
(0.034)
0.021
(0.009)
0.008
(0.004)
0.333
(0.024)

2001
0.077
(0.021)
0.018
(0.007)
0.006
(0.003)
0.351
(0.025)

Source: Sources: EBCM 11 (1986), DHS (1995 and 2000), ECVH (2001).
Estimates for 1986, 1995, and 2000 are imputed from an econometric relationship. See text for details.

Standard errors shown in parentheses.
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Annex A9: Population Pyramids for Haiti: 2000, 2025, 2050
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CHAPTER 3
STATE BUILDING, SECURITY AND INSTITUTIONS

Contemporary Haiti lacks a set of public institutions capable of carrying out the basic
state functions in a responsive, effective and transparent fashion. In recent years, public
institutions have lost trained personnel and other resources, have not modernized their
procedures and provide few incentives for staff performance. Political instability and
budget constraints are part of the explanation, but the gap has its roots in Haiti’s
historical development. Overcoming these weaknesses will require an active and
sustained commitment to building and working through institutions, and transparent
rules and procedures to ensure performance and accountability. This is a priority in
terms of building new legitimacy of the Haitian state with its citizens, reducing poverty
through effective service delivery and addressing the deeply entrenched disparities that
have haunted Haiti. Without this, it is difficult to imagine a scenario whereby Haiti could
provide the pre-conditions for sustained and broad-based growth. Building on the ICF,
recommended interventions include: (1) accelerating the reform of PNH, simultaneously
strengthening other elements of the judicial and penal system, and targeting slum areas
with multi-dimensional development interventions; (2)addressing weaknesses in revenue,
expenditure and human resource management to ensure an efficient and results-based
use of domestic resources and external finances;(3) building capacity to plan and track
basic service delivery, whether by public or private providers, with a focus on poor
regions and households, and (4) increasing the dissemination of information on
government outputs, as well as encouraging citizen groups to monitor and evaluate
public institutions’ performance.

I. The Nature of State Building

140. As is now widely recognized, institutions and governance matter, and the poor
quality of both constitutes a major impediment to development efforts in all sectors. Of
all the countries in the LAC region, Haiti faces the greatest challenges in these areas. If
in a more exaggerated form, the country shares a basic problem with many of its
neighbors — that of weak institutions which seriously inhibit efforts to improve public
service delivery, plan and oversee public investments, and guarantee that governmental
and donor resources will be well spent. Assessments of state performance over the past
decades amply demonstrate Haiti’s unusually low performance in all areas. One
particularly critical problem is that the Haitian state has been unable to provide the
minimal levels of political stability and public security needed for citizens to carry out
their normal lives and for private, governmental and donor investments to be successful.

141. Over the past two decades, Haiti has experienced a chronic situation of internal
conflict. As opposed to most LICUS, post-conflict or fragile states, Haiti has one
advantage. lIts current challenge is purely state, and not nation, building.>* Haitians

* Haiti’s nation-building challenge was addressed during and in the decades immediately following
independence and can be considered to have been resolved by the mid 19" century with the separation of
the Dominican Republic. However, even during the early decades, the disputes were more over political
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participating in or simply affected by the conflicts are not contesting their national
identity, but rather how and by whom they will be governed.

Box 3.1: Lessons from donor interventions in fragile states

o State building is a key challenge that needs to be recognized as a priority and addressed from the
outset.

¢ The role of international community is important but can also add to the fragility of states if not well
coordinated. The international community can play a helpful role if it harmonizes around one set of
rules, including procurement and financial management.

¢ Interventions must be prioritized so as not to overload governments and should generally provide
some immediate results that help the state to build trust while developing institutional capacity in the
medium-long term.

o All interventions, however mundane, if done in an inclusive, transparent manner and communicated
effectively, can help to build trust in the new state.

o State building requires a longer term timeframe than a 5 year project cycle and donors must commit
for the long haul.

e Enabling flexibility is key and thus providing scenarios and a process that enables review and
adjustments in policy dialogue is important.

¢ Public processes, such as budget and procurement must be understood as political as well as technical
processes.

¢ Dependability in dialogue, avoiding too much rotation of staff, is required.

142. State-building is not an easy task, and there are no quick fixes or standard
formulas for how to accomplish it. There are many lessons that can be gleaned from
experience elsewhere in the world, as shown in Box 3.1. Three are particularly relevant
for Haiti. First, state building is a long term undertaking, but must be addressed
strategically with an emphasis on advancing the basics first in a way that does not
undermine longer term goals.*® Second, although it is incremental, some balance in
progress is essential, both as regards functions addressed and beneficiaries. The
legitimacy gap poses a particular problem here as it inevitably originates in disparate and
occasionally irreconcilable demands. Still, short-term responses can focus on some
common denominators (e.g., security) and seek ways of satisfying less widely shared
needs without exacerbating conflicts. Third, donors should support local institutions in
ways that promote coordination among and between government entities and other
stakeholders and result in a state that is able to lead its own national development plan.
This requires a long-term commitment.

143. State building is essentially a political undertaking, but its goal can also be
described in terms of the functions performed by an effective state. Definitions vary.
Here we adopt the list used by the Overseas Development Council (Ghani et al, 2005). In
no particular order, the functions are: (1) legitimate monopoly on the use of force; (2)
administrative control; (3) management of public finances; (4) investment in human
capital; (5) delineation and enforcement of citizen rights and duties; (6) provision of

control than national “identity.” Racial and class-based exclusion has always been an issue, but not one
giving rise, as it has in other countries, to secessionist movements.
% World Bank, 2005; 3-4.
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infrastructure services; (7) market formation and regulation; (8) management of state
assets; (9) international relations; and (10) rule of law. A well-functioning state must not
only perform all these functions, but must do so effectively, in an integrated fashion, and
in a way that engages and provides information to citizens. States which do not do so fall
into what the ODI characterizes as vicious circles resulting in “the creation of contending
centres of power, the multiplication of increasingly contradictory and ineffective
decision-making processes, the loss of trust between citizens and state, the de-
legitimization of institutions, the disenfranchisement of the citizenry and ultimately the
resort to violence.”*

144.  The above description appears tailor-made for contemporary Haiti. Arguably the
state has been 200 years in the making. Since independence, an inability to reach
agreement on the basic rules of the game and an exclusionary treatment of the majority of
citizens have placed the country in a perennial cycle of contested governments, political
instability, popular uprisings and violent regime changes. Dictatorships, external
interventions, and donors’ channeling of resources through nongovernmental actors,
combined with substantial out-migration, have contained immediate pressures in a
temporary fashion, but at the cost of preventing further development of state capacities
and the emergence of a more inclusive governance system. Underlying structural
problems — high levels of poverty, enormous inequality, and unsustainable patterns of
economic growth —have increased the demands on the state and made their resolution
more difficult. The new administration which will assume office in May 2006 may be
facing the most difficult set of circumstances in Haiti’s history. It will continue to
confront possible political, social, and criminal violence, it will have to work through a
state apparatus which remains inefficient, only partially under its control, and extremely
limited in its geographic penetration; and it will have to respond to a citizenry demanding
visible progress in meeting a variety of needs. Where to start is a challenge, but
strengthening state capacity to perform its most basic functions will clearly be critical.

145.  All of the ten state functions require effective institutions, but some functions and
institutions can be regarded as more critical to escaping the current vicious circle and
addressing the ability of the Haitian state to provide core public goods.®” This means
only that they require priority attention, not that they should be developed to the
exclusion of all others. Taking some liberties with the ODI list, the suggested focus areas
for institutional development are as follows:

e Capacity to guarantee public security within the rule of law — this requires both the
expansion of the state’s ability to protect citizens against crime and violence and of a
counterbalancing set of institutions to prevent state abuses of these and its other
powers. Although the World Bank is not working in either area in Haiti, it recognizes
that breaching the security gap is a precondition for significant progress in any other
area.

e Capacity for economic governance — if weaknesses here are not as immediately
threatening as those in security, few advances will be made in other areas absent the

% Ghani et al., 2005 9.
3" WDR, 1995.
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strengthening of budgetary institutions to guard against misuse of public funds or
simple inefficiency.

e Capacity to plan and oversee basic service provision and infrastructure development —
whether the state provides services and infrastructure directly or works through
NGOs and private firms, its ability to plan, coordinate and oversee the quality of basic
services delivered must be enhanced.

e Capacity to foster greater transparency, higher levels of participation and more
accountability for results. Although only implicit in several of the ODI functions, this
is a priority in Haiti. It does not require a separate set of institutions, but rather the
inclusion of this capacity in core government functions and the ability of civil society
to engage with government at the policy dialogue level.

146.  Over the short to medium run, building institutional capacity in these areas is the
most urgent priority. Before turning to some more specific suggestions, the rest of this
chapter first looks in greater detail at the current situation and the factors contributing to
its creation and perpetuation. It then discusses in more detail the priorities noted above
and their relationship to a longer term reform program. Finally, it outlines some practical
steps recommended for beginning to improve the country’s institutions.

I1. History of Victims, Victims of History: the Political Economy of Haitian
Development

147. Haiti’s current institutional challenges have their origins in the country’s colonial
history. The current overview will not reach back that far, but only note that, although
Haitian independence brought an abrupt end to a terribly exploitative colonial society, it
did so without putting a stable government in its place.

148.  The revolutionary wars (from 1791-1804) built on a temporary alliance between a
small Haitian elite contesting political domination by the white, and the enslaved
majority, seeking freedom from bondage. The “slave revolt” proved so threatening to
France and other external powers as to provoke further attempts to reverse it, delay
international recognition, and discourage trade relations for years after.

149. The independence period was followed by decades of internal conflict, the
division and reunification (in 1820) of what would become modern Haiti, the annexation
and then separation of the Eastern two thirds of the island, and a subsequent long history
of coups, de facto regimes and external interventions. Between 1805 and 1987, Haiti had
twenty-one constitutions and experimented with a variety of political regimes.® Until
well into the 20™ century, presidents were usually chosen by the Assembly and relatively
limited in their constitutional powers. However, disputes between the executive and
legislative branch were periodically won by the former, with a consequent turn to more
authoritarian control. Whoever prevailed, the impact on the majority of citizens was
negligible at best. The country was predominantly rural, and for the mass of peasants the
state’s presence was felt only in the extraction of rents. Service provision and
infrastructure development were minimal and virtually nonexistent for the rural majority.

% Barthélemy and Cirault, 1993; 154.
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150.  While arich colony (for the favored few), Haiti became a poor independent nation
with the end of its slave based economy, the war-time destruction of the infrastructure
built during the colonial period, and the severance of the ties the wealthy elite had forged
with European markets. Much of the country retreated to subsistence agriculture, a
pattern not uncommon to other newly independent nations in the region. However,
whereas other countries in the region eventually built alternative economic structures and
corresponding state organizations encompassing increasing portions of their populations,
Haiti’s progress has been slower and beset by more setbacks. This has been the result of
a class structure based on an extremely weak economic foundation and therefore lacking
both a classical bourgeoisie and a large working class.®® These patterns of societal
differentiation based on the emergence of a more complex economy have been critical to
forcing a broadening of social and political participation elsewhere. Their relative
absence in Haiti encouraged persistent and extraordinarily high levels of inequality, a
politics of exclusion until well into the 20™ century, and an explosive rather than gradual
mobilization of a small middle class and the poor majority in the 1970s and after.*°

151.  Known for their repressive policies, corruption, reliance on clientelism, and for
delegating power to often corrupt and abusive state agents (e.g. the chefs de section and
the tonton macoutes), the administrations of Presidents Francois and Jean-Claude
Duvalier (1957-1986) witnessed the emergence of new political actors.** The problem,
however, was that in the absence of accompanying economic development, the
opportunities for individual advancement remained largely in access to public office and
resources, in themselves still scarce, and thus provoked an ever fiercer competition for
their control.  Although the growing opposition, including the mobilized masses,
succeeded in ousting President Jean-Claude Duvalier in 1986, it was unable to preserve
its unity in forming a new government and soon provoked a military take-over, the
military itself having emerged as one of the chief competitors for power.

152.  Disunity remained the theme for the series of de facto and de jure governments to
follow. It was exacerbated by two additional factors — external intervention and mass
mobilization. Where internal competitors knew they could count on external allies, they
were less amenable to forging domestic compromises and often quickly resorted to
violence (as it is outbreaks of escalating violence that seem most likely to provoke
external intervention). With respect to the phenomenon of mass mobilization, the
problem in Haiti has been the absence of broad based institutionalized political parties
that have effectively represented their demands, and leaders representing the masses
tended to do so through charismatic social movements. Other political actors, many of
whom first emerged as backers of the old regimes (i.e. demobilized military) or as allies
of the Lavalas government (the chimeéres), have also proved adept at instigating
disruptive protests and violent criminality, especially in urban areas. A recent Bank

% Fatton, 2002; 199.

%0 Fatton (1999; 56-64) describes the role of President Jean-Claude Duvalier in provoking this mobilization
through an effort to open the economy. His emphasis on small industries also encouraged in-migration
from rural areas and thus the creation and expansion of the urban slums surrounding Port-au-Prince.

1 In the former, the hitherto excluded black middle class engaged politically and in the latter a group of
civil society organizations, again of largely middle class origin, emerged offering an incipient opposition to
authoritarian rule.
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study calls them “entrepreneurs of violence,” (World Bank, 2006b) seeing their
emergence as another unfortunate consequence of Haiti’s apparent political impasse.

153.  There are many reasons for the continuing growth and recent escalation of crime
and violence in Haiti. They include high rates of unemployment, the breakdown of
ordinary social networks and controls in urban areas, the presence of a large group of
demobilized, but still armed former police, soldiers, and other repressive agents, and as
discussed below, the state’s incapacity to prevent or control them. However, the
politicization of violence cannot be overlooked as a factor in its own right. Urban
poverty and unemployment, especially of young males, is expected to raise the crime
rate, but this impact is increased by the presence of interest and political groups prepared
to mobilize them. Purposes may vary — from provoking foreign intervention, to making
space for themselves at the table or simply discouraging policies interfering with their
“business as usual,”** to precipitating a government’s downfall. This multiplicity of uses
of violence is ample evidence of its increasing importance as a political resource and one
which is wielded by all sides of the political spectrum. Its ubiquity has negative
consequences far beyond the immediate damage done. It further aggravates the
polarization of political forces, discourages negotiated compromises, and undercuts the
formation of more peaceful channels of interest representation.

154. Haiti’s history of intense inter-elite battles and mass exclusion and the resulting
two centuries of inattention to economic development, public service provision and
infrastructure maintenance, have given way to a new political dynamic. Conflicts no
longer are simply about who will control the state, but increasingly about what the state
will do to respond to the escalating demands. Breaking with past practices -- the use of
public employment to reward political followers (patronage) or for personal gain (rent-
seeking), an emphasis on the state’s provision of private as opposed to public goods
(clientelism), and a zero-sum approach to politics -- will be difficult. With a static pie,
the politics of patronage, clientelism, and rent-seeking reaches its limits rather quickly,
pitting even potential allies against each other and so augmenting instability and the
threats of violent ouster by crowds in the streets. This makes even more problematic the
role of outside actors in attempting to mediate conflicts without creating dependencies or
unsustainable compromises.

I11. The Political Economy and its Impact on State Development

155. In Haiti, the impact of political instability and perpetual violence has resulted in
the state’s inability to provide basic services and an environment conducive to attracting
productive investment or effectively manage outside resources. Political instability and
violence not only affect the life of ordinary citizens in profound ways, they also undercut
political leaders’ ability and will to create strong institutions. This situation can be
summarized as a series of vicious circles:

*2 This business, unfortunately, is often illegal and increasingly drug-based, but Haiti is not the first country
where the criminal class has used political violence to protect its turf. Brazil and Colombia are two
infamous regional examples.
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156. Vicious circle 1: Political office is the main means of upward mobility.
However, holding it is so precarious that incumbents tend to use any means at hand to do
so. Thereby they undercut the rules and institutions governing both theirs and others’
actions. Also, there is a premium on getting as much advantage as possible out of the
temporary control of resources, thereby decreasing leadership’s broader legitimacy and
increasing the chances of violent ousters.

157.  Vicious circle 2: The formal rules for reaching agreements on policy are
complicated and not well followed. Therefore, those trying to get things done will
inevitably work outside them, thus further undercutting the formal processes and
institutions.*?

158.  Vicious circle 3: Political alliances and organizations are transitory and leaders
try to extend their direct control as far as possible, undermining the creation of more
diffuse, institutionalized centers of power.

159. Vicious circle 4: Political leadership is highly unstable and civil servants and
those holding appointive office have few incentives to perform or to avoid their own rent-
seeking strategies, given the uncertainty of rewards for good performance.

160. These vicious circles have resulted in the deinstitutionalization of Haiti’s state
structures and provided ground for corruption. Although most observers have focused on
these, there is an additional negative impact in the lessened productivity of those
institutions that remain in place. Haiti has a relatively small public sector which may not
be of sufficient size or quality to carry out even basic functions. However, the problem
may not only be attributed to the size and quality of the civil service but also to the failure
to define work processes, supervise their execution and ensure that those carrying out
tasks have the resources necessary to do them well. The underlying challenge is far more
complicated than fighting corruption or simply addressing employee absenteeism.
Nonetheless, its origins lie in the same factors that encourage misuse of resources or
employee absenteeism — a lack of emphasis on outputs and the role of institutions in
producing them.

161. Changing rules and adding resources (including intellectual capital via training)
may be essential to altering behavior, but will not be sufficient. For that, two additional
factors are needed: (i) leadership’s commitment to working through institutions to
produce desired outputs; and (ii) the creation and enforcement of the necessary
procedures to ensure that institutions function. While the former is an issue of political
will, donors can help with the latter by providing assistance for the reengineering of
processes and structures to enhance organizational/institutional productivity and greater
responsiveness to citizen needs and demands.

162. The following sections look at the challenges and provide recommendations for
the short and medium term in the four priority areas identified above, namely (1) public

*% For a discussion of this phenomenon in the case of Argentina, see World Bank, 2006a. As the same
study notes, such practices were also encouraged by the first generation macro-economic reforms which
tended to be adopted via extraordinary legal measures.
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security and rule of law, (2) economic governance, (3) service provision and supervision,
and (4) transparency and participation. These areas can and should be pursued
simultaneously as the first and most urgent steps in building a functioning state capable
of serving the interests of all citizens. They are significant in their own right and
collectively add up to far more than the sum of the parts, through their mutual
reinforcement.

IV. Public Security and Rule of Law

163. This is the area where state failure has been most critical, both for its direct
consequences and for its impact on institution-building.** Indeed, ensuring a dramatic
improvement in security will be critical for the success of any other intervention in the
country. Haiti’s traditional mechanisms for insuring public order consisted of the army
(Forces Armées d’Haiti, Fad’H), irregular agents of repression (tonton macoutes and
military attachés) and local chefs de section who exerted boh policing and judicial
powers. Unfortunately, the dissolution of the army was not accompanied by a
demobilization plan, and most members of the military were disbanded and sent home,
still armed and able to engage in violence. The tonton macoutes began to disappear with
the end of the Duvalier regimes which had depended on them to control the population.
However, this tradition of the use of parallel and undemocratic forces of state violence
continued with the Cedras military junta’s attachés, the zenglendos of the early 1990s,
and later the transformation of some organizations populaires, or popular organizations,
into the chimeres (armed gangs).

164. In the 1990s, a series of UN peacekeeping missions worked jointly with bilateral
donors to rebuild the police force (Police Nationale Haitienne, PNH) and strengthen the
institutions of justice, including the judiciary, public prosecution and prisons (rule of law
program). Efforts to rebuild the police absorbed a significant portion of donor resources.
The UN and bilaterals managed the selection and training of new recruits, funded
equipment, and supported the drafting of new operating and organizational rules.
Unfortunately, this exercise was not accompanied by arrangements to finance the
operating costs of the new force and thus the target of 10,000 recruits was never reached.
The numbers peaked at 6,500 and have since declined. Although donor support lasted
three years and created a new organizational structure, hindsight suggests that insufficient
attention was paid to such factors as effective management, training, separation from the
already overburdened Ministry of Justice (which is also responsible for overseeing the
judiciary, prosecution and prisons), the internal and external control apparatus, and the
underdevelopment of the rest of the chaine penale or criminal justice system (courts,
prosecution, prisons, defense and the private bar). Major setbacks were the politicization
of new recruits, police links to de facto armed bands (the chiméres) which eventually
came to operate independently, and the entrance into criminal, often drug-related,
activities by some police members.

* The area of security and judicial reform is explored in more depth by the Haiti Country Social
Assessment, 2006.
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165. Although recent World Bank opinion surveys done in Port-au-Prince’s poor
neighborhoods show a relatively high level of confidence in the police,* concerns have
been expressed about alleged police involvement in extra-judicial killings and other
criminal activities in both poor and better off neighborhoods, their efficacy in preventing
the escalation of violence, and continuing allegations of other human rights abuses. The
inability of the police to contain instability and violence, following the departure of
President Aristide in 2004, led to the creation of MINUSTAH, the UN peace-keeping
force, to help improve the situation.

166. As mentioned above, a weak link in previous attempts to reform this sector was
the inadequate attention paid to other elements of the justice system. In Haiti, these
elements never operated well but, unlike the police, tended to be the victims of
government neglect rather than of active intervention. The largest group of judicial
authorities, the juges de paix or justices of the peace, operated more in the ambit of local
authorities (chefs de section) than under direct central control. Due to poor information
and monitoring systems in the country, the Ministry of Justice, the official supervisor of
the system, lacked much information on the identities of juges de paix, their performance,
or even their physical presence in office. Unlike the juges de paix, higher level judges
and prosecutors had formal legal training and were more likely to experience interference
from central authorities, but the entire system tended to function in a very decentralized
and ad hoc fashion. As the economic situation worsened post-1980 and officials were
paid poorly, late, or not at all, the incentives for rent seeking increased considerably. The
system arguably had a negative impact on government performance and was occasionally
used to repress opposition, although it may have played some positive role in resolving
local conflicts (through the juges de paix). First instance courts hearing criminal cases
(courts d’assises) met infrequently, adding considerably to delays in the administration of
justice and to prolonged pretrial detention.®® Also, the poor functioning of the civil
registry and the fact that over 40 percent of Haitians lacked identity records severely
restricted court access.’

167. While several donors (most notably USAID, CIDA, the French Cooperation
Agency) as well as the UNDP supported judicial reforms during the mid 1990s, the scope
of the program was much narrower than that of the police. Although donor and local
assessments revealed a wide range of basic weaknesses (notably low salaries, inadequate
preparation and equipment, poor demand for reform, alleged corruption, minimal
oversight, and political interference), assistance programs focused largely on providing
training, some equipment and infrastructure, and reorganizing courtroom processing of
cases. ®® These programs have not proved very effective in improving performance even
in less problematic settings, and where they have had any impact, have required far more
time and resources as well as a fuller menu of complementary activities than provided to

> World Bank, 2006b; 22.

“® Clouatre, 2002; 650.

" World Bank, 2006b.

*8 One positive result of donor attention was the production of extensive documentation on judicial
problems. See Aucoin et al (1997); Clouatre (2002); OAS/UN (1996); Saint-Louis (2002); and World
Bank (2006b) for treatments and other sources.
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Haiti.*® Additional obstacles in Haiti were the low priority assigned to these programs by
the government and its continuing interference in the selection of judges and in the
conduct of specific cases. Donors tended to operate relatively independently of the
Ministry of Justice as well as of the higher court and prosecutors offices, working largely
with lower level courts (tribunaux de paix). As a consequence, the problems of
incentives or of external interference in system operations were never addressed.

168. As for prisons and the private bar, relatively little was done. Prison programs
were in the nature of fixing the most egregious isolated problems (e.g. some
improvements to existing infrastructure, some staff training, and the use of public
defenders to check on pretrial detainees), but the improvements achieved were largely
undone by subsequent inattention and the violence surrounding President Aristide’s
departure.*

169. In order to improve public security, especially in the most violent areas, and
provide a judicial check to discourage abuses, there is a need to adopt a multidimensional
approach which addresses key factors. Over the short term, this approach should include
efforts to improve efforts to accelerate the reform of the PNH, re-launch judicial reform
efforts based on lessons learned from the past, and target slum areas with multi-
dimensional development interventions. In addition to these efforts to strengthen the
‘supply’ of security and justice, the international community should strengthen local
‘demand’ for reform by engaging with justice reform stakeholders.

Box 3.2: The Abolition of the Army in Costa Rica

A small country in the conflict-ridden Central American sub-region, Costa Rica abolished its military after
a civil war that ended in 1948. This decision was incorporated into the Constitution and marked the
beginning of what has since become the most democratic and stable of all the Central American states. The
abolition of the military coincided with major investments in social and educational programs. Money
otherwise spent on the military was funneled into these programs. Security treaties with neighbors as well
as regional and international organizations were also established. The government also continually
invested in its democratic system, through education, institutional support, media development and the
support of basic freedoms. A 7,600 member national police service was given responsibility for law and
border enforcement. Approximately 4,500 officers work in the rural areas, another 1,500 conduct border
patrol, and other smaller units focus on immigration, drug enforcement, and intelligence. Much attention
has been paid to creating a professional service free from a history of political cronyism in which service
and promotions are based solely on merit and education. Officers must attend a six-month training
academy that includes training on, among other things, human rights, democratic government and the role
of a military versus a police force.

Today, Costa Rica boasts one of the highest standards of living and largest middle classes in Central
America. It has remained a peaceful democracy throughout the difficult civil wars in its immediate
neighborhood. Its experience shows that security is not only a military concept, but instead a
comprehensive matter that includes political and economic variables. The absence of a military should thus
not be seen as a loss of security, but instead as a redefinition of security.

*° Here one might compare the Haitian program to that undertaken in El Salvador over a twenty-year
period. El Salvador still has a flawed justice system, but improvements have been achieved with these and
other interventions, including the gradual replacement of many judges and prosecutors, higher budgets and
salaries, and more government and civil society involvement. See Hammergren (1998, and 2006).

* Huntington el al, 2003 provides a description of these programs.
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170. With respect to security forces, two things seem clear: (i) Haiti needs its own
improved security force, and (ii) as long as it does not have one, it will require the
continued presence of the UN forces. Moreover, reinstating the army would not fit the
bill because it would either mean paying for two security forces, or substituting a
militarized force for a civilian police. The first is excessively costly; the second is widely
regarded by security experts as inappropriate.>* Indeed, the experience of other countries
shows that the absence of a military need not be seen as a loss of security (see Box 3.2 for
Costa Rica). The current number of PNH personnel is uncertain but official figures
showed 4,500 officers in May 2005, assisted by 1,200 UN civilian police officers
(UNPOL). Assuming that the force may have grown to 5,000 since then, the PNH
remains one of the most numerically weak police forces in the world, with 63 officers per
100,000 citizens. This compares, for example, to 285 per 100,000 in the LAC region. In
addition to increasing the PNH size, it will be important to (i) improve coordination of
the MINUSTAH and the PNH to extend their effective coverage and allow an eventual
phase-out of the latter, and (ii) accelerate efforts to reform the PNH, including
establishing new rules and operating standards, vetting and training personnel, and
improving oversight arrangements and career management. Were this to be done, the
police force could be more efficiently deployed, and while it might not reach every
village, it could at least guarantee greater security in urban areas, and in a good part of
the countryside. Until Haiti has a capable and effective police force, MINUSTAH’s
presence and possible enlargement will be necessary. Police reform efforts by the UN
and donors need to be sustained over the medium term, with elements to improve the
relationship between the PNH and citizens by forming partnerships between the police,
business and local communities, enhancing community policing efforts, including greater
accountability of police officers for areas under their jurisdiction, and professionalization
and training of the force’s members.

171. To ensure accountability of the security agencies, rules of engagement and levels
of force (i.e., how much coercive force is justifiable in given situations) must be better
developed and internal and external controls better defined. Part of the external controls
should be vested in a reformed criminal justice system which will also be needed to
regulate other types of activities and to process those detained by the police. On the basis
of past failures in Haiti’s rule of law programs, it is recommended that more attention be
given to the transparent selection, monitoring, and evaluation of judges and prosecutors
(eliminating any political interference in either), that their salaries be raised and paid
regularly, and that citizens be made aware of their basic political and civil rights. With
regard to additional material and technical assistance, it would be important to prioritize,
in conjunction with police reform, the criminal courts in Port-au-Prince and other urban
centers. Over the medium-term, reform efforts should be expanded to other geographic
areas and other jurisdictions (e.g. justices de paix, civil courts) and involve substantial
reform of legal codes. There have been successful examples of the use of lay judges in
other countries (e.g., Peru), as a means of resolving local conflicts via a mixture of formal
law and local custom. There are signs that some of Haiti’s juges de paix have served this

*! This is the unanimous view of external experts. See Mendelson (2005) who dismisses the idea out of
hand.

75



end — expanding that potential through a program for regulating and improving their
actions would enhance their impact. There is also a need to repeat, since most of the
benefits have been lost, the 1990s program of prison and prison staff upgrading. Finally,
the content and objectives of rule of law programs should be discussed broadly and
involve court officers, private lawyers, the business community, and civil society
organizations.

172. Haiti’s impoverished urban slums are a prime source of violence and insecurity.
It is well known that these areas are plagued by crime and controlled by gangs, and serve
as a point for the mobilization of violent political protests and criminal actions by
“entrepreneurs of violence”. There is an urgent need to target urban slum areas,
especially in Port au Prince, with a multidimensional approach specifically aimed at
providing basic infrastructure, housing, and job creation (see details on these
interventions in Chapter four) and increasing public security. Efforts to target youth at
risk will also be important, mainly through youth development programs and efforts to
ensure access to education for all children. Over the longer term, policies that promote
pro-poor growth are needed to reduce poverty and hotbeds for violence and instability.
Such policies include increasing human capital and creating an enabling environment for
job creation and private investment.

V. Economic Governance

173. As indicated in Chapter one, a critical challenge facing Haiti is to strengthen
economic governance. An analysis of the country’s public expenditure management
practices and systems as of late 2003 reveals several weaknesses which impede the
efficient use of domestic resources and external financing: (i) budget formulation,
execution and reporting; (ii) public enterprise management; and (iii) human resource
management. This is accompanied by a very low yield of the tax system which has left
the tax/GDP ratio at a level that is inadequate to support Haiti’s development needs. This
section reviews these weaknesses, progress made in the last two years to address them
and priorities for reform going forward. Although economic governance weaknesses
extend to all levels and sectors of government, attention here is focused on the functions
and organizations most directly related to the programming and use of public resources—
financial management in its most ample sense.

174. With respect to budget formulation and execution, the data for budget analysis
and preparation was traditionally weak, and budget typically did not incorporate all
expenditures and revenues. Their contents were not linked to programs or higher-level
government goals but solely presented in line item form. The Treasury, which should
manage liquidity and program disbursements in line with available funds, had become
little more than a mechanism for endorsing checks to employees and suppliers and
processing accounts on an accrual basis. Typically, deficit control was accomplished by
tapping Central Bank reserves or accumulating internal and external arrears. During
1997-2001, the government operated without an approved budget and the three following
budgets were approved late into their fiscal years. A significant share of public resources
(reaching 60 percent in 2002-03) was channeled through multiple *“current accounts” held
by individual ministries and used non-transparently at the spending agency level or was
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assigned to a catch-all category called “other public interventions”. While these practices
evolved as an attempt to circumvent a complicated expenditure execution process, they
resulted in lack of transparency in public resource management and led to corruption. On
the investment side, expenditures were not identified and planned in a coherent
framework, projections were limited to a single-year timeframe and sector ministries’
planning offices played little part in the process (many had simply disappeared).

175. Internal controls were affected by the lack of a well-structured accounting system,
fragmentation of the accounting function, and the extensive use of “current accounts”.
External audits of the government budget had not been done for several years. The
supreme audit institution, the Cour Supérieure des Comptes et du Contentieux
Administratif (CSCCA), focused nearly exclusively on ex-ante control, duplicating other
agencies’ functions and representing a conflict of interest given its ex-post control
responsibilities. The posts of several of the CSCCA’s ten members had remained vacant
for several years and the agency lacked sufficient equipment as well as funds for training.
Another usual source of external control, the Parliament, was not in operation between
early 1999 and mid-2000 or after early 2004.

176.  Until recently, public procurement operated under a 1989 decree which had never
been fully implemented and had several flaws.>* The system was decentralized, but the
Commission Nationale des Marchés Publics (CNMP), which was to oversee its
implementation, had not existed since the early 1990s. The ad hoc arrangements used to
fill this void were neither efficient nor transparent and gave rise to allegations of
corruption. Reduced operating budgets and salaries drove qualified procurement
specialists to seek employment in the private sector. Sole-source contracts and
unadvertised bidding had become the norm; there were no standardized bidding
documents or manuals; and information on proposed or awarded contracts was not
publicized or centrally collected. Chronically slow payments to contractors, combined
with a lack of legal recourse, resulted in higher prices, liquidity problems for vendors,
and the potential for additional abuses.

177. As a result of the above weaknesses, donors typically followed their own
(different) procurement and disbursement procedures and practices to ring fence their
funds and thereby short-circuit the national system. Thus, numerous special accounts
were created, but without an automatic transfer of information to the MEF. While the
Ministry eventually received information on these accounts and disbursements,
information on aid supplied in kind was typically not available. Donors also used their
own salary scales for local hires and participants in projects they supported. Several
donors have also taken more drastic measure to bypass the system altogether — simply
providing funds outside the budgetary process and ensuring project management by
nongovernmental actors. While this addressed the short-term governance concerns of
donors, it contributed to the weakening of the state to plan, coordinate and oversee
service delivery in key sectors.

*2 Including its failure to regulate certain types of public procurement, overregulation of some areas and the
provision for the CSCCA’s prior approval of contracts, a clear conflict with its other roles.
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178. Transparency International’s Corruption Perception Index (CPI) has typically
placed Haiti among the lowest rankings worldwide. While a study by TI’s Haitian
branch indicated the private sector’s belief that corruption is the leading constraint on
economic growth and investment,® it also showed that it was widely tolerated.
Government’s limited control of financial data and the lack of any law requiring
information to be made public meant that citizens had little or no knowledge of how
public resources were used. Media coverage remained uneven and civil society groups
were more focused on basic service delivery than specialized advocacy. Within
government, control mechanisms — the judiciary, public prosecution and police, as well
as those mentioned above — remained weak, little trusted and plagued by their own
internal problems.

179. On the revenue side, the central government’s revenue/GDP ratio declined to
around 7-9 percent over the past decade from a level of 10 percent in the late 1980s.
Haiti’s tax/GDP ratio is well below that in other low-income countries, reflecting the low
yield from income, excise and trade taxes and leaving the country at a level that is
inadequate to support the country’s development needs. This weak revenue performance
is due to a combination of the following factors: the narrow tax base resulting from a
sluggish economy and widespread exemptions and tax incentives; weak tax
administration and enforcement, especially in the provinces, at borders and ports; and
significant tax evasion, smuggling and fraud. The limited government control outside of
Port au Prince, exacerbated by the recent security problems, have resulted in the
diversion of trade to the provinces where customs controls are weak or inexistent result in
further loss of revenues.

180. One of the greatest impediments to successful economic governance in Haiti is
the inadequate quality and quantity of human resources — the absence of a sufficient
number of qualified personnel, within the MEF and the sector agencies, to make the
system work and the lack of a good incentive system to attract, maintain and motivate
civil servants. The legal framework (a 1982 law and the Constitution) called for a
modern, reliable and competent public service based on equal access to employment and
selection on the basis of merit. However, the cabinet-level office charged with
overseeing the system was never created and the necessary regulations on personnel
administration were never drafted. A series of donor-sponsored studies indicate that a
majority of appointments were made on the basis of political and personal connections
and that in some cases agencies (e.g., the public enterprises) have been captured by their
own staff. For those that did get a job, by whatever means, incentives for good
performance were scarce. Public sector salaries lost fifty percent of their value between
1995 and 2000, and dropped more rapidly afterwards. There was little funding for
training and limits on the possibilities for promotion for good performance through a
formal career system. Donors, NGOs, and the private sector often attract the most
qualified staff. The concentration of staff in Port-au-Prince aggravates the problem with
programs depending on decentralized execution or enforcement suffering. Reliable
information on the number of public employees does not exist, let alone on their job

*% La Fondation Héritage pour Haiti, L’Etat des Liux de la Corruption en Haiti, 2003.
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titles, duties, and performance; there is no standardized salary scale and remuneration
continues to be determined in an arbitrary and nontransparent fashion.

181. The conditions described above were those confronting Haiti in early 2004 when
the Transition Government joined forces with the donor community to prepare the
Interim Cooperation Framework (ICF). The ICF identified strengthening economic
governance and institutional development as a priority area. In line with the priority
interventions identified in the ICF, in 2004-05 the Government took a series of steps to
begin to address the above weaknesses. Many have involved updating the legal
framework. Among those are the passage of a new Organic Budget Law (OBL, prepared
and enacted under the previous Government, and published in August 2004) and a new
Procurement Decree (published in February 2005). The former, in addition to
establishing the outlines of a new budgetary process, also mandates the creation of a new
accounting system, creates the position of contréleur financier (internal ex-ante control)
and a new internal auditing office (the Inspection des Finances), and removes the
CSCCA'’s ex-ante control functions. The Procurement Decree creates a Commission
Nationale des Marchés Publics (CNMP) with a revised mandate and full-time members
selected transparently with input from both the public and private sectors. The decree
also requires that competitive bidding practices replace direct contracting. A new civil
service law and a new law for the organization of the central administration were drafted
and enacted by decree in July 2005. Both the CSCCA and the CNMP have drafted and
had enacted additional decree-laws and regulations to permit the implementation of their
revised functions. The government is also endeavoring to implement a new budget
classification®® and a chart of accounts that were approved by the previous government
after many years of preparation.

182. Institutional changes have produced additional progress. The vacant positions in
the CSCCA have been filled. The CNMP became operational and standard bidding
documents were prepared; the CNMP is helping to introduce more effective procurement
controls in the public administration. The recent hiring of an international procurement
consulting firm will allow it to perform an extended range of its mandated functions, in
particular those associated with strengthening procurement capacity in line ministries.
Finally, advances in transparency have been achieved through the publication of lists of
government contracts awarded and a supplier database, both available through the CNMP
website. The FY2004-05 and 2005-06 budgets were prepared on the basis of the
requirements of the 2003 Budget Law and ICF priorities, presented in draft to the donor
community and civil society organizations for consultations, and approved by the Council
of Ministers before the beginning of the fiscal year. The approved budgets and key
budget execution data have been disseminated publicly.

183. Improved budget execution monitoring resulted in the significant reduction of the
use of discretionary accounts to less than 10 percent of cumulative non-salary current
public expenditures during October 2004 to early 2006. Since 2003, an automated

> The current budget classification used in the budget law and in the SYSDEP system does not have a
program classification (the current budget classification has a functional one, but the SYSDEP system does
not), which makes it difficult to introduce the program budget approach desired by the authorities, and the
hierarchy: program->sub-program->activity or project.
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financial management system, SYSDEP, has been installed in seven ministries. While it
so far only tracks expenditures, and then incompletely, it has greatly improved the timely
input of financial information. The MEF is aware of SYSDEP’s limitations and has
sought donor assistance to expand its coverage and add additional modules to cover other
functions.

184. A Coordination Unit in the Prime Minister’s Office has taken on the human
resource functions as a first step to overseeing the implementation of the new civil
service decree. The unit has drawn up an action plan for meeting short and medium term
human resource needs. Civil service salaries were increased by 30 percent in 2004, in
consultation with the IMF, and an additional 15 percent increase is under study.” The
Ministry of Economy and Finance also established an Anticorruption Unit (the Unité de
Lutte Contre la Corruption, ULCC). As part of its efforts to develop and implement a
strategy to improve governance and fight corruption in the public sector, this Unit has
conducted a detailed comprehensive diagnostic survey (covering households, public,
private and the NGO sectors) on the state of governance and the perception of corruption
in Haiti. The Unit is also developing a staff training plan that focuses on international
best practices.

185.  As part of its efforts to improve the management and transparency of key public
enterprises, with donors’ support the Government hired international audit firms on a
competitive basis to undertake financial audits for the national port authority (APN), the
telecommunications utility (TELECO), the national electricity company (EDH); and for
the financial audit, administrative audit and technical review of the metropolitan water
authority (CAMEP). The Government also undertook a comprehensive accounting
rehabilitation of TELECO and EDH. The Fonds d’Entretien Routier (FER), created by
law in 2003 to finance road maintenance, was made operational in 2005 (see Chapter 4
for details).

186. Despite the progress made in the last two years, much remains to be done.
Reforms in this area, as in the previous section, need to be incremental and sustained over
time. In a situation characterized by considerably dysfunctional systems and institutional
weaknesses affecting all levels and sectors of government, reform priorities must be set.
Even though the legal framework recently introduced does not embody all modern budget
management principles,”® it represents a clear improvement over its predecessor and a
first step in a multi-phase, incremental program of reforms.

> While this improved the situation, even after the 30 percent increase government salaries for technical
directors were roughly one-third and one fourth, respectively, of those paid by NGOs and international
organizations. Haiti, Bureau du Premier Ministre, “Renforcement des Capacités Humaines pour la Mise en
Oeuvre du CClI, October, 2004.

% Such as those related to accountability, the medium-term fiscal framework, and the transparency of fiscal
targets and performance. The OBL does not require the government to include a medium-term budget
strategy in budget; calls for a budget based on inputs rather than results and does require performance
indicators; it does not specify the responsibilities of payment authorization officers vis-a-vis the parliament,
nor those of managers of funds allocated to the ministries.
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187. It is recommended that the immediate focus of Government efforts be on ensuring
the full implementation of the new legal framework, starting with central government
agencies and then gradually extending coverage to offices handling financial
management in sectoral ministries.  Ensuring these core institutions function
appropriately and in coordination is key for encouraging both a steady flow of resources
(including those of donors) and their efficient use. This will require considerable effort
to establish new functions and units described in the laws and meet their minimum
staffing levels through the hiring and training of core staff. It will also be necessary to
develop more precise procedures for new functions and offices so that staff has adequate
operational guidance and can be evaluated on its performance; develop standard formats
for budget preparation and reporting, train staff in their use and monitor compliance.
Strengthening revenue collection agencies will also be critical for the ability of the
government to mobilize domestic resources for development priorities. It will also be
important to explain the content and importance of these efforts to nongovernmental
constituencies and to build support for the program of reforms from the broader public.

188. Budget formulation. Over the short term, the following priority actions are
needed to enhance the quality of the budget. First, the normal schedule mandated by the
law, under which the ministries have adequate time to prepare their annual budgets, needs
to be applied, the MEF should state the indicative annual expenditure ceilings earlier and
sufficient time for budget negotiations be allowed. Second, the “public interventions”
item in the budget should be eliminated and financial expenditure from the ministries’
own resources and the extra-budgetary accounts included. Third, revised procedures and
manuals concerning budget preparation should be prepared. Over the medium-term, the
government budget should be based on a multi-year framework. A functional budget
classification, which is currently missing, should also be introduced in accordance with
international standards (IMF GFSM). More importantly, efforts should be made to
achieve a more redistributive and efficient pattern of public expenditures. While the
allocation of public expenditures is inadequate for several sectors (notably education,
health, infrastructure and rural development), this is more the result of limited resources
across the board than of serious inter-sectoral expenditure misallocations. Despite the
limited room for redistribution across sectors, a program budget approach would increase
the efficiency and accountability of public expenditures and help improve intra-sectoral
allocations. The program budget approach will be a long-term objective in Haiti, but
some preliminary steps to reach that goal could be taken now (see Box 3.3). The
Government should also institute new procedures that embody the broad principles
lacking in the OBL—i.e., transparency, performance, responsibility, and consolidated
cash management.

189. Expenditure execution. The Government should continue to keep
unprogrammed expenditures through the “current accounts” at a minimum level and
reduce the number of such accounts. In order to ensure that the recent reduction in the
misuse of current account advances is lasting, it is recommended that the Government
continue its efforts to reduce administrative lags in processing expenditure requisitions—
which can be as long as two to four months. In order to implement the OBL and the
proposed enabling decrees, there is an urgent need to prepare revised procedures and
manuals concerning budget execution, update the internal regulations of the MEF’s

81



departments, and train accountants and budget operators. Also, the Government should
continue to expand SYSDEP’s coverage to all spending ministries and government
agencies, add additional modules to cover other functions (particularly a “government
accounting” module, a debt module and a human resources management module), and
ensure that it can be accessed publicly, thereby making it a tool for transparency and
governance.

190. Incorporation and monitoring of public investment projects. Although loans and
grants from some donors were incorporated in the last two budget laws, this information
was not comprehensive. Projects financed by donors within the framework of the ICF
are not identified by the new budget classification, although this is essential for
implementation monitoring. Moreover, information on investment implementation is
scattered. Over the short-term, responsibilities of the MPCE, MEF, spending ministries
and the Strategic Coordination Unit of the Prime Minister’s Office regarding project
preparation, execution, and financial and physical monitoring should be clarified and
coordination enhanced, and assistance provided to enhance capacities. For this to be
effective, it would require donors to provide more comprehensive and timely information
than they have to date—which the Government should pressure for. This would include
furnishing monthly status reports on budgetary assistance provided to the government
and on disbursements from their bank accounts. To enhance the current project
information system, alternatives such as the model of the Development Assistance
Database (DAD), which has been set up by governments with UNDP support in countries
such as Afghanistan, Sierra Leone, Sri Lanka and the Maldives, or the Aid Management
Platform, a web-based aid information-sharing system piloted by Ethiopia could be
considered. Over the medium term procedures for project preparation and selection need
to be developed and training for planning staff in sectoral ministries provided.
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Box 3.3: Short-Term Priorities for Moving Toward a Program Budget Approach

The Haitian authorities have expressed an interest in implementing a program budget approach over time.
This can be defined as an approach to the budget process whereby: (i) there is a strong link between budgeted
funds and the results to be produced; (ii) there is a system of information on performance; and (iii) objectives
in terms of improving effectiveness are defined and are accompanied by measurable indicators. The transition
to a program budget approach assumes the fulfillment of certain prior conditions, notably a stable macro-fiscal
framework; technical capacity to define programs, establish performance indicators and assess performance;
and clear procedures and respect of prevailing regulations. These prior conditions have not yet been met in
Haiti, thus the full introduction of program budgets will be a long-term goal.

However, several ministries, and particularly the ministries of Agriculture, Education, Health and Population,
and Public Works, Transportation and Communications, are capable of formulating medium-term objectives,
along with easily quantifiable indicators, and of attempting to incorporate them into budget programming.
Thus, despite the current weaknesses of the budget system, preliminary steps towards a program budget
approach could be taken. Needed actions that can be achieved over the short-term include: (i) better budget
preparation (more realistic expenditure projections, definition of unit costs, etc.); (ii) description of macro and
fiscal objectives, as well as the identification of priority sectors; and (iii) better control of budget execution.
Also in the short term, pilot ministries could be designated for the definition of programs and key performance
indicators (including physical objectives to be achieved) over a 12-month period; the sectoral tables set up
under the ICF provide a context in which this exercise can be done including other stakeholders such as
donors and civil society. A pragmatic approach seems preferable to one that allocates resources to meet a
predetermined target. Examples are provided below:

e The Ministry of Health and Population, to which 4 of the 8 Millennium Development Goals are relevant,
can measure improvements in rates of infant and maternal mortality, for example. It can also monitor a
number of objectives: numbers of healthcare workers, healthcare facilities per population, etc.

e The Ministry of Education, which enrolls barely 15 percent of the school-age population, could focus on
program monitoring and school supervision.

e The Ministry of Agriculture can pursue the same goal in terms of infrastructure development or soil
conservation management.

e The Ministry of Public Works, Transportation and Communications can use numbers of kilometers of
roads maintained and rehabilitated.

The ministries could sum up the main components of their programs and performance indicators in a brief
document for each ministry, and append it to the draft budget law. This approach would enable the CSCCA
to assess the effectiveness of Government’s action even in the absence of program budgets.

Source: IMF, 2005.

191. In the area of procurement, focus in the short-term should be on ensuring
compliance with the new procurement decree across all ministries and public enterprises
and enhancing compliance tracking mechanisms; development of training programs for
sector procurement staff in standardized bidding documents; and the education of
potential bidders and the general public on procurement processes. Over the medium
term, further improvements in the legal framework for procurement will be required.

192. The Superior Court of Accounts and Administrative Disputes (CSCCA) should
continue to be strengthened to play its new core mission, i.e., ex post controls of the
legality of the accounts and the effectiveness of the government’s expenditures. In order
to enable the Chamber of Deputies and the Senate to exercise their parliamentary
oversight, the CSCCA must prepare annual budget execution reports for the legislature.
In its turn, the Government should adhere to the timetable of the OBL to compile and
submit the accounts and the Budget Review Law.
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193. Haiti’s Parliament has a critical role to play in the economic governance agenda,
most notably in budget approval and control. In other countries with new parliaments,
donors have funded courses and workshops to enhance legislators’ understanding of
budgetary issues as well as help create permanent specialized staff and reference services.
Beyond this, the MEF and other economic governance agencies should consider their
own creation of congressional liaisons. Efforts in the future should thus incorporate these
elements as the economic governance reforms move forward.

194.  Priority attention should also go to the revenue side (DGI and AGD). A recent
IMF review (2005) highlights the following channels for increasing revenue collection,
which will be critical for mobilizing additional public resources for meeting the country’s
development needs. In the short term, the existing tax administration should be
strengthened, with a main focus on enforcement being expanded to the provinces (about
70 percent of total VAT collection in Haiti takes place at the borders) and ports. For this,
restoring security and the presence of customs in sea ports in and outside Port au Prince
will be critical to avoid a diversion of trade activities to where the presence of the State is
weakest. Second, tax administration could be improved by strengthening programs to
fight tax evasion, improving collection procedures, and reorganizing tax agencies along
functional lines. Over the medium term, progressive tax policies should be considered,
including increasing specific excises, property taxes above some relatively high
threshold, comprehensive coverage of personal income tax in the tax net, broadening of
the VAT base (notably by repealing exemptions) and increasing the VAT.>

195.  Over the short term, the following priority actions are recommended to strengthen
human resource management. First is the creation of a permanent registry of all state
employees and of an agency to oversee the application and further development of the
rules regarding their appointment, remuneration, evaluation and overall career
management.®® This agency should also guide the creation of human resource units in
every ministry, public enterprise and other state agencies. Second, increased emphasis on
merit appointments and promotions is required. A pragmatic way to move in that
direction would be to delineate clearly which positions should be awarded only on merit
and which may also include political criteria®®, and define rules for new merit
appointments and promotions. Third, in order to better control the wage bill and
eliminate wage arrears, personnel in spending ministries needs to be better managed, by
immediately notifying the Treasury of personnel hired and departing from the civil
service and using reliable monthly establishment data maintained at the level of each
spending ministry as well as within the MEF; also, wage bill projections need to
correspond to the exact number of staff already employed. A fourth immediate task is to
evaluate current staffing needs in terms of a minimum and optimal scenario and to
prioritize new hires and training of existing staff. As budget restraints may impede the
filling or even creation of some positions dictated by key new laws (e.g., the creation of
financial controllers and inspectors, staffing up of the new CNMP), it is urgent that

" At 10 percent it is at the lower end of the range among low-income countries.

*8 This could be achieved by expanding the human resources unit in the Prime Minister’s office into a real
Human Resources Department.

* Normally, the line is drawn at the level of secretaries or directors with all positions below that level
subject only to merit selection.
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further analysis be done to: (1) determine where needs are critical; 2) where existing staff
can be redistributed and trained for new functions; and 3) where new hires are most
essential.

Box 3.4: Public Sector Employment in Haiti

The small size and very limited capacity of Haiti’s public sector government contrast with the massive
development challenge facing the country. The ratio of Haiti’s public employment to population has
remained below 1 percent as compared to an average of 2 percent in Africa, 2.6 percent in Asia and 8-9
percent in small island developing countries. As a percent of total population, public employment in Haiti
in education, healthcare and police is roughly a third or less than that in low-income countries. The public
sector wage bill in Haiti is also very low. Between 1998 and 2003, the public sector wage bill fell from 4.5
percent of GDP to 3.3 percent of GDP, well below the international average of 5.4 percent of GDP. During
the same period, public sector wages in Haiti fell by one third in real terms. However, the public wage bill
takes up a significant portion of the government budget in Haiti (33 percent of government revenues and 26
percent of expenditures), reflecting very low overall revenue and expenditure levels. Also, public sector
wages have fallen in real terms. The small size of the public service has severely constrained the
government’s ability to enforce the rule of law, the tax system and property rights, as well as to assure
physical security and provide basic social services. Low public sector wages have also encouraged rent-
seeking and corruption, and diminish civil service productivity.

Civil service compensation should be broadly comparable with that of the private sector. Comparability—
adjusting for security of employment and differences in other non-wage benefits of employment—is
important to allow the government to recruit qualified staff and avoid corruption. However, according to a
recent survey conducted by the Prime Minister’s office, public sector salaries in Haiti appear to be
significantly below private sector averages. Employees in higher skill managerial positions earn 40 percent
of their private sector counterpart’s salaries, while employees in lower skill positions earn 70 percent.

An efficient public sector requires more than adequate staffing and pay. Efficiency typically also requires:
(i) making the civil service affordable and in line with the role a government assigns itself; (ii) providing
the incentives, skills and motivation to civil service employees to perform; and (iii) enhancing civil service
management and accountability at all levels.

As discussed above, the size of the civil service in Haiti is very low even taking into account the country’s
level of development and size. This raises questions about the ability of the government to deliver essential
public services, notably security, education, health and basic infrastructure. The low level of public wages
also raises doubts about the government’s ability to attract and retain qualified staff and avoid corruption.
Dealing with these issues in a way that supports sustained public sector efficiency will require increasing
government revenue and implementing reforms involving systemic restructuring of the civil service.

Source: IMF (2005).

196. Developing capacity in the ministries and agencies requires seriously and
systematically addressing the difficulty of attracting capable and qualified staff to the
public sector, given that the state cannot pay competitive wages now or in the foreseeable
future. Emigration has depleted the local talent pool and international donors and NGOs
pay much higher salaries, which enables them to attract much of the expertise that
remains. Salary complements paid by donors to staff within project management units
have had mixed results--they have a positive effect on this staff’s motivation and time
spent at work but have limited, or even a negative, impact on other civil servants. In
addition, it has led to the emergence of project implementation units staffed with
specialized consultants that, while reducing the risk of mismanagement of funds, have not
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allowed for the creation of stable institutional capacity. Over the short term, it is
recommended that the donor community agree with the Government to regulate the
criteria and pay levels for salary complements they provide to civil servants. This should
start with a complete inventory of the positions that are being paid by donor programs
and followed with the issuance of regulations to establish a transparent way to top up
salaries which would allow for civil servants to perform. A monitoring agency or joint
commission should be set up to oversee the implementation of this process. Also, the
creation of PIUs should be limited and, eventually, phased out. As a guiding principle,
PIUs should be created only where the project's executing agency does not have the
capacity to implement complex projects, or where the implementation of the reforms
supported by the projects depends on a swift and politically-neutral decision making
process. Whenever created, the PIUs' terms of reference should be very precise and,
while focusing on the implementation of project activities, they should also promote the
creation of permanent capacity within, and the transfer of institutional and technical
know-how to, ministries and agencies.

197.  Overt the medium to long term, addressing the issue of how to attract and retain
sufficient numbers of qualified personnel and avoid corruption will require increasing
Government revenues, gradual increases in salaries consistent with macroeconomic
stability and implementing reforms involving systemic restructuring of the civil service.
The latter would involve inventorying of all positions and the elaboration of a simplified
job classification scheme, a standardized salary grid, a description of duties and of needs
based training programs within the civil service, and exit strategies for remaining PIUs.
After a first rough cut at the universe of employees, further refinements could be done on
an agency-by-agency basis.

V1. Service Provision and Supervision

198. Building ministerial capacity to oversee and evaluate basic service delivery,
whether by public or private providers, will be critical for Haiti’s development. This
section will examine the role of the state in delivering basic services as well as the
importance of a more decentralized, territorial approach to the programming of these
services.

199. Delivery of basic services in Haiti has two characteristics: it is either dominated
by private actors with potentially negative impacts on quality, access and effectiveness;
or, it is undertaken by inefficient public enterprises. In the education sector, non-public
actors dominate. Haiti ranks second in the world in terms of proportion of students
enrolled in non public schools. These schools constitute 92 percent of all schools in
Haiti, the large majority of which do not receive public subsidies (see Chapter 5). Their
dynamism is largely due to a gap left by the public sector. As Box 3.5 shows, it is not
unusual in fragile states to find that such basic services are delivered by the private sector
and such arrangements serve to fill important gaps, increase access and provide enhanced
accountability through community participation and continuity during crisis periods.
However, there are also severe potential negative impacts in this private delivery
approach including low quality services, limited access due to the inability of poor
households to pay fees or service related costs, lack of transparency about costs, poor
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coordination between actors, lack of financial sustainability and inequities across the
sector. As such, the entire concept of public goods or services is lost.

Box 3.5: Contracting health care to NGOs in Cambodia

Cambodia experienced decades of conflict resulting in a depleted human resource base and no functioning
public service infrastructure, extremely poor health indicators, a rudimentary public health care system and
very low usage of facilities. Despite this, levels of private expenditure on health care were relatively high,
without translating into good health because much of the expenditure was on inefficient use of health
services and purchases of pharmaceuticals.

In order to address the problem of poor service provision by the state, a government study (supported by
the Asian Development Bank) piloted two options. In the first case, health services were “contracted out”
to NGOs or private organizations that were then held accountable for performing the contract. In the
second case, NGOs were “contracted in”, i.e., based within the Ministry of Health but responsible only for
providing management support to civil service health staff, whilst recurrent operating costs were provided
through normal government channels. Several “control” regions, where the state continued to operate
without NGO involvement, were also included in the study.

Quantitative evidence two and a half years after the NGOs started working showed the greatest
improvement (according to a number of pre-defined indicators, essentially contact rates in both curative
and preventative services) in those districts where NGOs were contracted out, followed by areas where
they were contracted in, and finally for the control group. In addition, the contracted-out model was the
most efficient model, requiring the least out-of-pocket expenditure by users (especially low-income users),
and also providing the greatest equity and access for the poorest groups.

The study concludes that not only is government contracting of the provision of health services to non
governmental entities feasible, but it can increase coverage of health services in a short time, improve
equity and access, deliver interventions faster than conventional government service delivery mechanisms,
and improve efficiency. However, the study stresses that there are four key conditions to make this
approach successful:

o pre-determined and objectively verifiable performance indicators measured prior to contracting, coupled
with well defined and contracted performance targets;

o political support for contracting at both central and local levels;

e civil service arrangements that allow government health care professionals to work for NGOs at market
wage rates; and

¢ “management by results”, wherein contractors are given maximum latitude to achieve the predefined
indicators.

Source: Bhushan, I, Keller, S and Schwartz, B (2002).

200. In these situations, transition strategies that find a more appropriate role for the
state in partnering with private actors are necessary. For some years, the Haitian state has
recognized the importance of forming public-private partnerships in core areas such as
health and education. In the health sector, the state has come to agreements with private
actors around the provision of child immunization programs and pre-natal care. In these
cases, the state has provided vaccines or medicines/supplements, but service delivery has
remained the responsibility of the non state service providers. In the education sector, the
state has tried to carve out a role for itself as a regulator through the accreditation
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system®, and by maintaining control of examinations. At present, only students in
accredited schools have the right to take exams, a leverage that the state tries to use to
motivate non-public schools to register. However, most schools are able to circumvent
this restriction through a variety of ways, and there are major bottlenecks in the
accreditation system. Private providers are also conscious that no penalty action will be
taken if they do not register. As a result, less than one quarter of all non public schools in
Haiti is accredited, mostly all in urban areas, creating serious challenges for any state
initiative to set quality standards or coordinate the system. The Haitian state is
responsible for carrying out inspection visits to all schools and health providers, both
public and non state, in order to ensure standards are being observed. However, service
providers complain that officials are rarely available and do not visit the schools and
clinics.

201. Both the education and health sectors have national strategies that recognize the
need for a stronger role for the state to oversee and provide incentives and support to
private actors (see Chapter 5 for education). Although attempts to do this under the
transition government in the education sector through the National Partnership Office
(ONP) have not advanced as quickly as hoped, the concept behind the ONP remains a
valid one and could provide a model for other sectors. However, as a review of LAC
experiences of public-private partnerships notes, there are indications that in the longer
run the sustainability and full effectiveness of public-private partnerships depend on
whether the rest of the state apparatus improves its capacity and becomes more
performance oriented.*

202. In the infrastructure sectors, the Haitian state has played a more direct role in
service delivery through public enterprises but with unsatisfactory results. There the
performance of state owned enterprises is characterized by lack of maintenance, poor
quality services and a significant drain on scarce public resources, and the opportunity for
illegal and corrupt practices. Thus, despite the stronger presence of the state in this
sector, as opposed to the social sectors, service delivery is also weak. Chapter four and
five discuss specific options for public-public partnerships in infrastructure and education
and offer short and medium term recommendations for pursuing them.

203. One way to enhance development efforts in Haiti is through a more decentralized,
territorial approach to the programming of basic services. This would help better
integrate the country and organize its development, building on the growth potential of
the various regions. Despite several attempts in the past, Haiti has no such strategy.
Until now, the capital has taken the lion’s share of investment resources, contributing to
an unbalanced development pattern, with underdeveloped secondary cities and largely
neglected rural areas. Haiti’s regions are heavily populated (the country has among the
highest population densities in the world). Some regions have strong growth potential,
particularly in the agriculture sector.’> Nevertheless, economic growth is constrained by
the lack of geographic cohesiveness and the fragmentation of the country. Territories

% The Ministry of Health would like to implement an accreditation system along these lines.

¢ World Bank, 1995.

82 A 2005 World Bank study has identified a number of regions with growth potential for specific
agricultural products, including coffee, mangoes and vetiver.
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remain poorly integrated with limited rural-urban linkages, notably due to the advanced
deterioration of means of communication, and roads in particular.

204. A territorial approach to planning could identify growth poles (eg., urban centers
that are important consumption, processing or trading places, as well as rural production
areas) and set out ways to integrate them. Such a strategy could also promote social
cohesiveness and help restore hope by addressing the needs of both the urban and rural
poor. There is thus a need to take stock of all the various existing initiatives to help
design a broader scale framework for territorial planning. This would help define a
coherent and integrated development strategy for the various regions, prioritize among
investment alternatives and determine the critical mass needed for combined investments
(or the “pump priming” investment®®) to have an impact on growth and poverty
reduction. Several initiatives have been launched to define development strategies at
various sub-national levels (departements, “micro-regions”, communes). However, a
common framework at the national, regional and local level is needed to better fit
together such strategies. In the longer run, this could prepare the ground for a
decentralization process, although a significant strengthening of the institutional capacity
of government institutions is needed as a pre-condition for that.

205. Haiti now has an institutional capacity gap for planning between the departments
and the communes, despite this being the appropriate territorial level for growth-based
strategic planning of infrastructure investments. Existing administrative sub-divisions
(departements, arrondissements, communes, communities) often do not reflect the
country’s economic reality. Communities do benefit from the dynamism of grassroots
civil society organizations, which have become an effective substitute for formal
governmental administrations. But these have a limited effect on growth because of their
small size and relative inefficiency (lack of economies of scale). On the other hand,
departments, as the largest sub-national divisions, are too big to be fully accountable to
economic actors, particularly rural producers, because of the lack of territorial integration
and the poor state of communications infrastructure. The right level for growth-based
planning of infrastructure investments is usually some ad hoc intermediate arrangement,
such as groups of communes, in which no institutional capacity for strategic planning
exists. Municipalities (communes) remain very weak although some have received donor
assistance to prepare communal development plans. The arrondissements barely exist in
practice.

206. Local and regional stakeholders still have limited participation in strategic
decisions regarding the development of their territory. The alignment of public
investments with local needs, with the prospects of removing bottlenecks to growth, is
highly dependent on the ability of all key stakeholders to express their needs. Currently,
there are few fora in which stakeholders can contribute to territorial development
strategies, except at the grassroots level within Community-Driven Development (CDD)
initiatives. At the level of departements, structures called tables de concertation

8 A “pump priming investment” is one undertaken, usually by a government, to stimulate economic
activity in a depressed region.
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departementale, under the authority of a Delegate appointed by the central government,
are being set up. But these are currently too weak to engage in strategic planning.

207. A new Bank-financed project will implement on a pilot basis a new approach to
territorial development planning, structured around a transport investment in two Haitian
micro-regions (see Box 3.6). This acknowledges that both local and regional
stakeholders should be involved in the strategic planning process for infrastructure.
Local stakeholders (mayors, community organizations, small entrepreneurs, cooperatives)
have a better understanding of the key impediments for income-generating activities.
However, they may miss the broader perspective (e.g., potential for export, situation in
neighboring territories, long-term risks such as environmental degradation) due to limited
access to information. This can be brought by regional stakeholders (traders’
associations, regional representatives from line ministries) or, for certain topics (e.g.,
market studies) by national or external experts. A strategic planning process, with the
participation of local and regional stakeholders and with the proper support from the
donor community can thus help bridge that gap.

Box 3.6: A pilot for strategic planning of transport and territorial development

Within the strategic objective of restoring hope for the poor, the Transport and Territorial Development
Project (TTDP) was designed by the Government and the Bank in early 2006 to identify and implement a
combination of basic infrastructure investments that could promote growth in selected micro-regions. A
micro-region is a territory, usually a combination of communes, with economic coherence in terms of
growth potential. The TTDP is intervening on a pilot basis in two micro-regions (Dondon-St. Raphael in
the north and Thiotte-Anse a Pitre in the south-east). In each territory, a pump priming investment (a main
road) has been identified, the rehabilitation of which would make a critical contribution to improving
accessibility and linking agricultural production areas to markets. A methodology was then developed to
prioritize and implement other smaller-scale basic infrastructure investments that could enhance impact on
growth. This “territorial development process” is organized in two stages: local and regional. At the
regional level, the process is led by a subset of the table de concertation departementale. A comprehensive
monitoring and risk mitigation framework was also established.

208. Developing a territorial approach to local development will be a gradual process.
Any strategy for territorial development planning should be designed to take account of
the various initiatives underway, and the characteristics and needs of the country.
Ultimately, a sound territorial planning framework could become the platform on which
donors develop and coordinate their interventions, particularly in the area of basic
infrastructure. Proper attention should also be paid to promoting sustainable growth and
to the monitoring of possible adverse impacts of investments. Guiding principles for
implementation should include:

e work at a territorial level intermediate between the departement and the
commune;

e promote coordination with the planning processes engaged at other territorial
levels (e.g., CDD initiatives, communal development plans, regional plans like
schemas directeur d’aménagement du territoire, national plans and strategies
when available);
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e design a methodology to prioritize investments that have the greatest impact on
poverty reduction and growth and that can be sustainably operated and
maintained;

e ensure that key local and regional stakeholders are involved in the process to
prioritize infrastructure;

e make sure that investments are sufficient to overcome possible “threshold effects”
and to reach the critical mass that will have an impact (either a pump priming
investment like the improvement of a key transport corridor or a combination of
bundled infrastructure investments); and

e monitor adverse impacts and pay due attention to sustainability and risk
mitigation.

209. Encouraging citizen involvement in evaluating and tracking services can also help
improve service delivery. Citizen involvement creates demand for reforms as well as
provides important feedback to government ministries on how services are being
delivered as perceived by their users. More specifically, tools such as citizen and
community scorecards used in many countries are now leading to the establishment of
service benchmarks by ministries with incentive systems that reward those who improve
their services most, based on user feedback.

210. That said, agencies must still develop their own ability to monitor delivery of
basic public services, whether the direct providers are public or private entities. This can
be seen as an extension of the economic governance function--to ensure that public
resources are spent where intended but also that they produce outputs of a reasonable
quality. Since many of these services are provided outside of the direct vision of the
central agencies, this means developing a capacity to evaluate results at a distance
through the collection of information and periodic on-site supervisions. In Haiti, the
situation is complicated by the array of private service providers with no direct
relationship with the state. The setting up of monitoring and evaluation systems that are
linked to programmatic budgets are a medium term goal but, as indicated in Box 3.3,
preliminary steps towards establishing some basic service monitoring could be take.

VII. Transparency, Participation and Accountability

211. As noted above, there is limited experience at inclusive, transparent or responsive
governance in Haitian history. There is plenty of evidence that points to the positive
links between inclusive governance and sustainable, long-term pro-poor growth (Keefer
and Kray, 1998). Engaging citizens in decisions that affect their lives is often described
as an end in itself, although it is now also widely recognized to be good for development
effectiveness, service delivery and providing checks and balances on potential abuses
(World Bank, 2000 and 2003). Inclusive governance is of particular importance in Haiti
which is plagued by deep inequalities and institutions that are too often ineffective at
providing services to the poor and captured by powerful groups. Governance is often
analyzed by looking at the both the supply side, or public action, and the demand side, or
citizen action.
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212.  On the supply side, it is clear for many of the reasons discussed in the Political
Economy of Haitian Development section that in the past the Haitian state has not
provided information or the opportunity for citizens to participate in policy dialogue.
This is in part because the politics of exclusion has not put a high value on collecting
information, programmatic planning, and monitoring and evaluation in the public sphere.
Thus, by moving towards a more efficient results-based approach to economic
governance, opportunities for participation of citizens in the policy process will
inevitably increase.

213. On the demand side, it is also true that there has not been a well orchestrated
insistence by citizens that traditional governance mechanisms be changed. One reason
for this may be that the clientelistic logic extends to many citizens, who may be more
interested in what their contacts within the state apparatus can get them, than in broader
governance issues. Another reason may also be that Haiti’s legal framework for civic
engagement is somewhat limited. Haiti, for example, still has no Freedom of Information
Act (FOIA) nor much identified demand for the types of information it might furnish to
the population. A third reason is that the vast majority of Haitian CSOs is engaged
primarily in service delivery and has had less opportunities to work with the state around
large scale, policy issues. It is thus not surprising that there is little capacity among
Haitian civil society for analyzing important information such as budget performance, or
limited opportunities for policy dialogue at the national level. This low capacity, along
with the state’s institutional weaknesses, constitute tremendous barriers to changing the
situation, but until they are overcome, the legitimacy gap will remain, or will be breached
only by opportunistic, and in the end, self-defeating populism.

214.  Exiting from this vicious circle thus requires cultural changes among the citizenry
at large and within the public sector, as well as capacity building on both sides. Public
demand for information will need to be created along with the ability to use what is
disseminated. Here intermediaries -- NGOs, the press, research institutes — will be
important on both counts. They can help citizens understand the importance of access to
information on state actions and assist them in interpreting the information they receive.
In Haiti, there is currently an enormous enthusiasm among a few NGOs who have begun
to engage in monitoring efforts around the economic governance reforms (see Box 3.6)
and who are interested in engaging in more specific initiatives around budget planning,
expenditure analysis and monitoring, and evaluation of service delivery. However,
enthusiasm not withstanding, these organizations now need to be exposed to specific
tools that exist to undertake these initiatives and to ensure that such exercises are shared
by a broad, and not exclusive, group of civil society actors. Without this gradual growth
in demand and use, the state’s response is likely to be limited.

215.  On the supply side, the first step is encouraging the collection of information for
internal and external use. What is not collected cannot be distributed, but what is not
collected also cannot be used to improve performance. Both require the introduction of
mechanisms to allow the collection of basic data on state activities and outputs. Also,
opening the budget process to some input and oversight by citizens will improve its
relevance and transparency. Similarly, donors can promote transparency by ensuring that
any assistance generates and disseminates information on outputs, both of the donor
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financed program and of the entity receiving the assistance. Support for the passage of a
Freedom of Information Law or Act (FOIA) should also be considered as well as
providing access to information for poor and rural communities through community radio
and other forms of mass media. The passage of a Law on Asset Declaration and
Disclosure would also be important to ensure transparency and accountability of public
sector employees.

216. The next step on the supply side is the creation of channels for receiving and
responding to citizen reactions (voice), either to general policies or to the quality of
specific outputs. In some countries, this has been done by starting at the lowest levels of
local government, where citizens are better able to assess performance and policies.
While this is complex, due to the constitutional provisions for the creation and staffing of
local governments, there are some positive experiences in community development
approaches to local development around the world. Another venue for giving local
communities voice in decisions that affect the quality of their lives is through the
territorial approach to the programming of investments described above. At the national
level, the sectoral tables established under the ICF provide a venue for collaboration
between government entities, civil society and donors. While some of these sectoral
tables have not been as active in the past as they might, they provide an useful multi-
stakeholder venue to support a move towards a more inclusive and results-based
approach to service delivery. Such structures have worked well in countries like
Honduras where they have served as effective ways of coordinating international and
national actors around common objectives in, for example, reconstruction efforts. A first
step towards improving the functioning of these tables would require funding and
appointing active and effective coordinators to those that currently lack them, and
developing guidelines for the tables’ responsibilities and reporting requirements. Also,
participation of a wider range of stakeholders would enhance their functioning.®*

217. In 2005, the Government established a civil society oversight mechanism linked
to the Ministry of Finance to provide transparency and accountability over the
implementation of the economic governance reform agenda. As shown in Box 3.7, this
mechanism produces regular reports monitoring key reforms; these reports are discussed
between civil society and the government and, upon approval, are released to the public
through the MEF’s website. This mechanism, while young and still gaining capacity,
provides another means for the new administration to involve civil society more broadly
in oversight activities and to support their strengthening by linking to groups outside the
capital. Involving citizens as monitors of government output is one of the several
mechanisms that might be used to increase participation, improve communication, and
encourage greater transparency. Given the low development of any of these functions in
present-day Haiti and the many other developmental priorities, it bears mentioning that
the goal is not an immediate transformation to a fully participatory society, but rather the
gradual creation of a series of viable mechanisms for advancing the process and the
creation of some societal checks on what would otherwise be a largely top-down effort.

% For further ways to enhance the functioning of the sectoral tables, see COCCI, 2005.
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Box 3.7: Citizen Oversight of Economic Governance Reforms

Haitian civil society groups monitor and report results on the implementation of the key components of
the government's Economic Governance Reform program. The monitoring mechanism consists of an
independent Oversight Committee made of twelve notables representing eight sectors of Haitian civil
society as well as an operative structure consisting of a technical Secretariat linked to the Ministry of
Finance and five Civil Society Organizations (CSOs). The CSOs carry out the monitoring of the five
areas of reform: (i) budget preparation and execution, (ii) anti-corruption and public procurement, (iii)
road maintenance fund and public enterprises, (iv) public-private partnership in health and education, and
(v) communications. Upon termination of the monitoring reports, these are submitted to the Oversight
Committee, if deemed technically sound by the Secretariat. The members of the Committee discuss the
monitoring results with the government before releasing them to the public through the Ministry of
Finance’s web-page.

Due to little experience with social accountability exercise, creation and setting up of the mechanism
faced several delays. However, since December 2005 the mechanism is fully functional. In the period
January-April 2006 three reports were produced summarizing the monitoring reports prepared by the
CSOs. After a steep learning curve, quality of these reports has improved over the last two months. The
following are recommendations to further strengthen this mechanism and its impact:

Link indicators to outcomes: So far, monitoring exercises focus on processes foreseen under the
economic governance reform agenda (passing of laws, decrees, launching of bids, signing of contracts,
etc.). Revising indicators based on output would guarantee a more performance oriented monitoring of
public services.

e Capacity building: Training for members of the Consultative Committee as well as the monitoring
organizations exposing them to methodologies to establish indicators in their respective sectors, and to
monitoring tools to track these would enhance reliability and effectiveness of the monitoring exercise.

e Expand to the local level: Expanding the mechanism to the local level would draw more attention to
areas where the state, at present, is virtually absent and provide an opportunity for more diverse civil
society participation.

¢ Dissemination: Impact of the monitoring exercise would be increased if results were disseminated more
broadly through local media, the radio, etc. Also, once in session, members of Parliament should be
informed by the monitoring mechanism and appropriate channels forged

o Institutionalization and Sustainability: An institutional mandate would ensure the mechanisms’

functioning and sustainability in the long-term, and provide for a space for civil society participation in

policy dialogue.

94




CHAPTER 4
BUILDING INFRASTRUCTURE TO LAST

Dramatic improvements in Haiti’s currently poor levels of infrastructure quality and
coverage are essential to restart economic growth and reduce poverty and inequality.
The underlying argument of Chapter four is that a two-pronged approach is needed for
infrastructure reform in Haiti: on the one hand swift execution of projects by donors to
produce rapid results, in the form of actual service delivery to the population and, on the
other, medium to longer-term improvements in public capacity to pursue not just
sustainability of investments, but a more effective and transparent government role. For
the short term, this chapter discusses the need for more effective donor involvement.
While some important successes — such as the setting up of the road maintenance fund -
were achieved recently, the lack of an integrated, strategic approach and poor
coordination in financing and implementation have slowed progress. The chapter also
considers the need for urgent efforts, built around infrastructure, to address the socio-
economic causes of violence in Haiti’s slums. Efforts to strengthen the functioning of the
Road Maintenance Fund to ensure effective road rehabilitation and maintenance are also
urgently needed. The medium to longer-term emphasis on governance and capacity
strengthening builds first on the main lesson of past interventions in infrastructure: that
works are not sustainable without maintenance, which requires institutional capacity to
organize and pay for it. The analysis also considers the need to strengthen the minimal
functions required of the state in infrastructure: designing strategies and policies, setting
and enforcing the rules for public and private operations, and coordinating national and
international actors engaged in the sector.

I. The urgent need for infrastructure improvement

218. Haiti’s infrastructure indicators are the worst in the Western Hemisphere and
among the lowest in the world, usually below Sub-Saharan African averages (see Table
4.1). Less than a third of households have access to electricity, while around 5 percent of
roads are in good condition. Only 11 percent of households have piped water. There are
just 150,000 fixed telephone lines for more than 8 million people (penetration of 1.8
percent). There are no sewerage systems or wastewater treatment facilities and few
arrangements for solid waste disposal. Poor quality exacerbates the situation: electricity
is only available for four hours per day, on average, and roughly half the telephone lines
do not work.

219. Dramatic improvements in infrastructure are essential if economic growth is to
resume and be sustainable, as present conditions seriously limit output potential. As
discussed in Chapter 1, Haiti’s inadequate infrastructure clearly has a huge impact on the
productivity of firms, and on the simple ability of rural and urban households to generate
income. The lack of a reliable electricity supply curbs the possibilities for economic
activity of all but the few who can afford their own generators, and imposes additional
costs for those who can. The deteriorated road network impedes access to markets,
especially in rural areas. Expensive and inadequate port and airport services hamper
trade. And poor telephone and internet services prevent communication with suppliers
and clients.
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Table 4.1: Haiti’s Infrastructure Compared

Latin America
and Sub-Saharan Haiti
Caribbean Africa
Electric power consumption (kwh per capita) 1,503 457 36
Improved water source (% pop. with access) Total 89 58 67
Rural 69 45 55
Urban 96 82 88
Improved sanitation facilities (% pop. with access) 74 36 34
Total 44 26 23
Rural 84 55 52
Urban
Fixed and mobile phone subscribers (per 1,000 people) 497 84 64
Internet users (per 1,000 people) 115 20 59

Sources: World Development Indicators database (water and sanitation, for 2002: WHO/UNICEF;
telephone and internet, for 2003: International Telecommunication Union; energy (2002): International
Energy Agency). Haiti water statistics are own calculations from ECVH 2001 data.

220. Many studies find that infrastructure improvement drives economic growth (see
Calder6n and Servén, 2004) as well as poverty reduction. In addition, infrastructure
investment has diminishing marginal growth returns (Bricefio-Garmendia, Estache, and
Shafik, 2004), which implies that a country with infrastructure as poor as Haiti’s stands to
gain the most, in terms of growth, from any improvement. While economic growth is in
itself a powerful force for poverty reduction, infrastructure improvement tends to be pro-
poor in its impact. Infrastructure development in poor regions reduces production and
transaction costs (Gannon and Liu, 1997). And in poor rural areas, it expands job
opportunities by lowering the costs of accessing product and factor markets (Smith et al.,
2001). Those who gain access from any service expansion tend to be poorer than those
who already had it, particularly in rural areas.

221. Infrastructure services are also significant economically for the direct contribution
of infrastructure companies to GDP and for the employment that infrastructure projects
and services can offer. Rapid job creation is a central aim of many infrastructure projects
under the Interim Cooperation Framework in Haiti, in the face of the country’s extremely
high unemployment. However, and particularly in the case of public infrastructure
companies, the aim of job creation must be balanced with the need to pursue greater
operating efficiency. Indeed, Haitian public companies are generally overstaffed, largely
as a consequence of political pressure to use these firms both as a social safety net and as
a channel for political patronage.

222. Improving Haiti’s infrastructure is also essential to promote health and safety and
raise living standards. Access to clean water and sanitation curbs disease, which reduces
child mortality, and raises attendance at schools and workplaces. The United Nations
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estimates that around 80 percent of disease in developing countries is due to
contaminated water. A recent study in Brazil (IPEA 2005) found that increases of 1
percentage point in access to treated water and sewerage reduce child mortality by around
3 and 6 percent, respectively. Haiti’s child mortality rate of 118 deaths per 1,000 is far
higher than the regional average of 33, and closer to sub-Saharan Africa’s of 171.%°

223. Strengthening the state’s capacity to provide infrastructure services is a core
element of state building in Haiti. This is both because the provision of public goods is a
central, defining, state function, and because the current condition of infrastructure
institutions seriously weakens the current state in other ways. The electricity sector is a
massive drain on state resources, which undermines attempts to pursue fiscal
sustainability (as well as leaving fewer resources for other basic services). On the other
hand, the telephone utility TELECO (much less profitable now than in the past) long
served as a cash cow, reducing the government’s reliance on taxation and budgetary
processes, and consequently its accountability. The poor functioning of ports and airports
hampers revenue mobilization efforts, increases transport costs and facilitates illegal drug
traffic. And corruption and rent-seeking have long been rife in infrastructure companies
and contracting.

224. Significantly, durable improvement in infrastructure—and really building the
state—therefore requires that infrastructure aid, projects and policies focus more on
institutional and governance aspects, and seek to engage and repair (or eliminate if
appropriate) the flawed structures and organizations that already exist for infrastructure
provision. Such a task is complex, as the example of the ports sector illustrates (Box
4.1).

8 2003 data, from WDI indicators.
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Box 4.1: The multiple challenges of reforming Haiti’s ports sector

Ports are critically important in Haiti, due to its geography (on an island) and its dependency on external
support. Most trade transits by sea, with 80 percent of port activity concentrated in Port-au-Prince. Ports
are also vital for domestic transport, as coastal navigation (cabotage) is often easier than using the
deteriorated roads. Indeed, sea transport accounts for 18 percent of the total traffic of goods within the
country, a high proportion by international standards. Ports are also significant fiscally, for the customs
revenues collected.

However, the port sector is uncompetitive, inefficient, politically dominated and riddled with corruption.
The obstacles to reform are considerable. Physical infrastructure is inadequate. Facilities are seriously
dilapidated and much port equipment is obsolete or out of service. The national port authority (APN -
Autorité Portuaire Nationale) cannot afford to upgrade or replace it. The IDB is commissioning a study of
the physical infrastructure needs of the Port-au-Prince facility, with a view to addressing them.

Political pressure has led to frequent management changes and serious overstaffing. APN had four
Directors General in 1988, a particularly unstable year, and a further seven in the period 1992-1997. The
body now employs roughly 1,800 people (three quarters in the port of Port-au-Prince), up from around 450
in 1985, despite a drop in cargo handled of approximately 30 percent over the period. While competitive
ports abroad function around the clock, normal operating hours at Port-au-Prince are 7.30 am to 4.00 pm.
Given existing traffic levels (the port of Port-au-Prince handles between one and two million tons per year),
labor productivity is extremely low, at about 1,250 tons/employee. In comparison, an average-to-high
performance port like Puerto Quetzal in Guatemala has a productivity of 8,250 tons/employee. But charges
are among the highest in the Caribbean, which drives many importers and exporters to use the more
competitive ports of the neighboring Dominican Republic instead. The basic port charge per container is
US$350-370 in Port-au-Prince, the highest in the Caribbean (where the average is around US$250).

There are other serious governance issues. While APN officially administers all Haitian ports, numerous
private ports and operators have sprung up, over which APN has little control or enforcement capacity.
Indeed, the Maritime Agencies (private transport companies) are heavily indebted to APN. Few safety
standards are in place at the ports. APN’s port management and financial systems are not computerized,
and procedures involving transporters are also entirely manual. Not only is this slow and cumbersome but
it hampers transparency and creates greater opportunities for fraud, which APN management concedes to
be a serious problem. GoH has launched a financial audit of APN, under the Bank-supported Economic
Governance Reform Operation, which is a first step toward reform in this area.

The ports labor union is powerful, highly politicized and resistant to reform. In addition, the atmosphere at
the Port-au Prince port is violent and volatile, with a number of shooting incidents reported recently. This
security situation makes physical access to the port difficult and dangerous, which impedes the effective
engagement of donors and other external advisors in port reform, as well as tariff collection.

I1. Lessons from past infrastructure projects: maintenance, capacity building and
political will

225. Years of heavy donor inflows have had little lasting impact on the quality of
Haitian infrastructure. Particularly in the case of road projects, this has been due largely
to a lack of maintenance, which in turn is due to the incapacity of public sector
institutions in the country to plan, fund and implement regular maintenance activities
once project funding dries up. The World Bank approved eight road projects from 1956
to 2002, with most funds going to the National Road N1. Nonetheless, by 2002,
following the complete breakdown of the regular road maintenance program in the late
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1980s, it still took 7-8 hours to cover the 250 km between Port-au-Prince and Cap
Haitien, while 55 km were nearly impassable (World Bank, 2002). Less than 10 percent
of Haitian roads receive any kind of regular maintenance.

226. At the project level, this failure to build capacity is reflected by an almost total
lack of sustainability. A 2002 Operations Evaluation Department (OED) assessment of
World Bank activities in Haiti found that, of 18 Bank projects rated for institutional
development impact (IDI) (all sectors), 3 had substantial IDI and only 1 was rated as
sustainable. Overall, the report concluded that the Bank’s assistance program “did not
tackle the critical institutional and governance impediments to effective development and
aid, and almost none of its objectives were achieved.” It added that “the large amount of
aid that poured into Haiti in the mid-1990s accomplished little and may even have had a
negative impact by overwhelming government capacity and creating opportunities for
rent seeking.”

227. By not fully engaging and attempting to strengthen the public sector, in the past
donors have exacerbated the problem of public sector weakness, as the Interim
Cooperation Framework (ICF) June 2004 summary report acknowledges: “The donors
recognize a lack of coordination, of consistency and of strategic vision in their
interventions. These donors have often set up parallel project implementation structures
that have weakened the State, without, however, giving it the means to coordinate this
external aid and to improve national absorptive and execution capacities.”

228. If current and future donor involvement is to have a significant and lasting
positive impact on the quality and coverage of the country’s infrastructure, donors must
seriously help address the issue of building public sector capacity. This goes far beyond
providing for maintenance. Much infrastructure is in the hands of (dysfunctional) state
companies - and is likely to remain so. And the government should have an effective role
in setting and enforcing the overall framework and rules for public and private operators,
in coordinating donors, developing long-term strategy and pursuing social goals. This is
not to advocate an expansion of government ownership and control. Rather, private
participation should be fostered where possible and the state should remain in a limited
role, but a clearer, more transparent and more effective one than at present.

229. Institution-building is a gradual and difficult process, and can only be achieved
with strong and sustained commitment from the government and donors. A lack of both
has doomed past efforts at capacity strengthening in Haiti’s infrastructure sectors.
Government support is so challenging to maintain because much of the task at hand
involves reducing the influence of politicians, over policies, payrolls, and revenues in key
ministries and state companies. However, it must be hoped that the current crisis in
infrastructure provision (which has reduced the potential for rent-seeking and patronage),
the urgent need to meet the public’s demands for services, and the imperative of reviving
economic growth will steel the resolve of political elites. On the donors’ side the horizon
for the provision of development assistance tends to be short-term. And past assistance
in Haiti has been volatile due to political issues. However, donors need to adopt a longer-
term approach and accept that the country will need external financial and technical
assistance for many years to come.
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230. Capacity-strengthening must therefore be part of a two-pronged approach:
renewed efforts in this area must work beside more traditional infrastructure projects that
can produce quick results in terms of service delivery.

231. To reflect the lessons learnt, the Interim Cooperation Framework seeks to follow
this two-prong approach in the infrastructure sector: identifying and addressing
immediate needs for services and jobs, while also seeking to strengthen institutions and
government involvement in the longer term. Mechanisms for aid coordination and
monitoring are also envisaged. In this context, the ICF identifies the following main
objectives related to infrastructure: 1) improving and modernizing the management of
public enterprises in key sectors (electricity, communications, water and sanitation, ports
and airports); 2) restoring the health of the electricity supply and expanding access; 3)
rehabilitating transport infrastructure to improve access and strengthening transport
institutions to make targeted interventions sustainable; 4) increasing water production
capacity in the short term to supply water four hours a day, then improving service
provided, especially to vulnerable groups, as well as strengthening sector capacity and
studying how to improve service and coverage in the longer term; 5) ensuring collection
of solid waste in urbanized zones and its elimination, responding to social and
environmental standards; and 6) improving living conditions in slums, along with
participatory preparation of a national program for the improvement of urban living
conditions and institutional strengthening of relevant agencies.

232. The ICF was effective for identifying infrastructure needs in key sectors but it
lacked an integrated, strategic approach to infrastructure. And implementation has been
disappointing. While economic governance reforms are a central pillar of the ICF, there
is no coherent approach to improving institutions and governance in infrastructure, and
the few measures in this area do not go far enough. In addition, implementation has
fallen well short of goals: by September 2005, by the ICF’s own evaluation (COCCI
2005), progress of only 21 percent had been made towards meeting targets for the axis of
“Improving Access to Basic Services”, excluding food security. In slum improvement,
no targets had been met at all. However, there have been some successes in other areas,
such as the establishment of the Road Maintenance Fund (see below), as well as
initiatives not included in the ICF.

I11. Six priorities for action

233. Drawing on the lessons of past interventions in Haitian infrastructure, and
considering efforts already underway through the ICF, the remainder of this chapter sets
out six priority areas for future action, identifying specific measures to address each one.
The aim here is not to revisit the ICF’s work in identifying needs. Rather, the focus is on
how to address those needs more effectively-by strengthening the institutional
arrangements for infrastructure, to improve operation and oversight, and the
implementation and sustainability of projects, as well as raising Haiti’s capacity to absorb
foreign aid. In the short term, this requires improving donor involvement, ensuring road
maintenance and rehabilitation, and finding effective ways to provide services to the
country’s slum areas, both to improve conditions for the poor and address the socio-
economic causes of violence. (The topic therefore has broader relevance for the themes
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of state building and violence reduction). In the medium to longer term, measures seek to
enhance the state role in service provision, making strategy and policy, setting the ground
rules for operators and coordinating interventions. Specifically, the six priority areas are:

1) improving donor involvement;

2) focusing on slums, to deliver services and prevent violence;

3) strengthening the functioning of the Road Maintenance Fund;

4) making the MTPTC more effective;

5) overhauling state utilities; and

6) enhancing the legal and regulatory framework for public and private service provision.

1. Improving donor involvement

234. Because efforts to promote sustainability through institution building will take
time to have real impact, and external funding will be needed for years to come, this
section will consider how to make donor involvement more effective in the short term.

235. The ICF systems have proved more effective for infrastructure needs assessment
and mobilizing donor funding commitments than they have for implementation and
coordination going forward. The ICF aimed to set up a coordination structure, including
“tables” for infrastructure sectors or themes, led by a Joint Committee for the
Implementation and Monitoring of the ICF, chaired by the Prime Minister, with the
participation of other representatives of the government, civil society and the
international community. The ICF’s sectoral tables have worked better for some
infrastructure sectors than others, and, in any case, have served more as a forum for
communication than for actual coordination in implementation. There are four tables for
infrastructure (roads and transport, energy, water and sanitation, and urban services). The
table for energy has been the most successful, largely due to the presence of a proactive
coordinator, now paid for by CIDA. Donor cooperation has worked best overall for
energy (mainly electricity). In October 2005, the Government, EDH and principal donors
signed the Brussels Memorandum of Understanding (“Proposition de Protocole d'accord
pour une Sortie de Crise du Secteur de L'Electricité”) committing themselves to a series
of measures to strengthen the governance and increase the efficiency and transparency of
investments in the electricity sector. The MoU also included the commitment of the
donors to finance key investments and technical assistance to allow for an effective
response to the difficult challenges in the sector.

236. As discussed in Chapter three, a first step towards improving donor coordination
would be to improve the current system of sectoral tables. This would involve funding
and appointing active and effective coordinators to those that currently lack them and
providing guidelines for the tables’ responsibilities and reporting requirements. Also,
participation of a wider range of stakeholders would enhance their functioning.®®

237. Better donor coordination also requires more effective government involvement
and the establishment of a thorough information system on infrastructure activities

% For further ways to enhance the functioning of the sectoral tables, see COCCI, 2005.
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containing detailed, comparable data on projects, planned and in implementation. The
two issues are related: donors active in the infrastructure sectors currently deal mainly
with the Ministries of Public Works and Economy and Finance, not the Ministry of
Planning and External Cooperation, which houses a unit for coordinating and monitoring
the ICF, despite being less central to interaction on operations. Meanwhile, “strategic
coordination” has been undertaken by the Prime Minister and a unit within his office (the
Cellule de Coordination Strategique) which serves as the secretariat for the ICF. The
government therefore needs to clarify responsibilities for coordination-and provide the
tools and channels of communication required.

238. A more ambitious move to improve donor coordination would be to introduce
some kind of pooling system for infrastructure, based on donor contributions into a trust
fund managed by a lead donor. This would be narrower in scope than multi-donor trust
funds set up in many recent post-conflict or disaster situations, but have some of the same
advantages. Donor contributions go into a common pool, which prevents earmarking and
allows for coherent, larger-scale planning and execution of works. This should be
simpler and cheaper for overall implementation than the current fragmented
arrangements.  Pooling of donor resources also facilitates strategic planning of
investments within and across sectors. And arrangements can be set up to cover recurrent
costs (including salaries) over a longer period and in a more uniform way than individual
projects or P1Us.

239. However, such a fund would only be advisable in Haiti if it were administered in
a way that contributed to institution-building in the government, and if it had the backing
and participation of most major donors. While a fund would need a certain critical mass
to be effective, it should not try to incorporate existing projects if they are working well
without it. It would also have to be set up so that the implementation body was within
the existing government structures rather than a separate aid management agency,
integrated enough with regular government functions to contribute to capacity building,
but still able to operate efficiently. The right balance would also need to be struck, in
ensuring sufficient government participation and ownership, while leaving donors with
enough oversight.

240. For aid to be effective in infrastructure sectors a more stable source of funding
also needs to be in place for at least the next decade. Aid flows for infrastructure, as for
other sectors, have been extremely volatile in Haiti (figure 4.1) which has seriously
undermined their overall effectiveness (see chapter one for a discussion of this issue).
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Figure 4.1: Total donor disbursements for infrastructure
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Note: 2005 figure is approximate, calculated from ICF aggregate data for July 2004 to December 2005

2. Focusing on slums, to provide services and prevent violence

241. Improving infrastructure services in urban informal settlements is most urgent and
important from a humanitarian and poverty reduction perspective, given dire existing
conditions. But slum upgrading should also be seen as a way to prevent violence.

242. A significant reduction in slum-based urban violence and associated risk factors is
essential for economic development, state-building and political stability in Haiti.
Violence in Haiti originates mostly from its major slums, particularly those of the capital:
Cité Soleil, Bel Air, Saline, and Carrefour Feuille. Armed gangs control these areas and
use them as a base for their activities across the city. The state barely has a presence in
these areas — and certainly does not have a monopoly on the use of force there. Long-
term political stability also requires neutralizing the threat of social and political upheaval
originating among the politicized gangs of the informal settlements of the capital and
other major cities. While President Préval apparently has a strong base of support in
these areas, expectations are correspondingly high, and results will be needed if the
current relative calm is to endure.

243. Tackling violence in Haiti’s slums requires measures to address the socio-
economic roots of gang membership and violence, in addition to a direct focus on law
and order. The causes and risk factors include: high unemployment especially among
young men; weak community structures, organizations and links (social capital) due to
the transience of these communities; and miserable, overcrowded living conditions.®’

244. To really address these socio-economic causes and risks, more focused
interventions are needed. There are numerous social assistance programs already

%7 See World Bank (2006) for analysis of the socio-economic, political and institutional causes of violence
in Haiti.
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underway in the major slums of Port-au-Prince, but these are usually small in scale and
narrow in focus, with little coordination between them. In Cité Soleil, which has roughly
350,000 residents, at least 144 programs are underway or planned, involving UN
agencies, USAID, the Red Cross, and other international and local organizations. They
provide food, water, health and social services, education, employment, infrastructure
and sports and social facilities. The UN is setting up a task force on Cité Soleil, with the
participation of NGOs and other donors, which should improve coordination.

245. Programs that provide basic infrastructure services can help prevent violence and
mitigate the associated risks both by addressing socio-economic causes and by providing
a vehicle for specific anti-violence activities. Comprehensive urban upgrading programs,
providing access to a range of infrastructure services and including a specific focus on
crime and violence prevention, provide a promising model for Haiti. In addition to major
works for water, sanitation, roads and so on, the infrastructure components of such
programs can include crime prevention elements, typically based on Crime Prevention
through Environmental Design (CPTED) principles (see Box 4.2). The Bank is currently
piloting projects of this nature in Brazil, Jamaica and Honduras. (See Box 4.3 for the
Jamaican example).

Box 4.2: Crime Prevention through Environmental Design (CPTED)

A key cross-sectoral methodology for urban violence reduction is “Crime Prevention through
Environmental Design” (CPTED). The fundamental concept is that the “physical environment can be
changed to impact on criminal behavior in a way that will reduce the incidence and fear of crime and
improve the quality of life” (Cooke, 2003). CPTED techniques have been particularly popular since the
1970s in North American and European cities, where they have achieved some success. They have more
recently been adapted to African and Latin American contexts, including South Africa and Brazil.

Early CPTED projects focused on reducing the opportunities for crime through “situational prevention”
actions (including provision of street lighting, access control, security, surveillance and landscaping). More
recent interventions (second generation CPTED) also seek to address the underlying social causes of crime
(i.e. “social prevention”) through more integrated community-building activities, including the construction
of community centers and other safe urban meeting places, as well as involving local residents and groups
in project design and implementation.

The World Bank has recently included second generation CPTED principles in urban operations in Brazil,
Honduras, and Jamaica.

Adapted from Fay (2005) and Cleveland and Saville (1997).

246.  With the difficult security situation on the ground and the challenges involved in
implementation, it would be essential to advance slowly in Haiti. Pilot projects could
initially be attempted in one or two selected communities in Cité Soleil or perhaps just
Bel Air (which is somewhat safer and more stable). If these are successful, a larger
intervention could be tried, targeting more communities in the capital and perhaps violent
secondary cities, such as Gonaives.
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247. Learning from international experiences and analysis, and considering Haiti’s
specific needs and situation, development interventions in slum areas should aim to
include the following elements:

e A package of cross-sectoral interventions concentrated on a few “hot spot”
communities, for maximum synergies and overall impact. This should include
elements designed to produce quick results for the population as well as medium and
longer term programs.

e High job creation impact: the use of labor-intensive construction and service
provision.

e Crime prevention considerations mainstreamed into the choice and design of
infrastructure works. While most infrastructure works should focus on basic
infrastructure (particularly water, sanitation, and roads), “situational prevention” (e.g.
street lighting) and “social prevention” (e.g. the provision of community centers)
should also be included. CPTED tools can be useful here.

e A specific anti-violence component. This should include both short term measures
to mitigate and resolve conflict, such as mediation services, and medium-term social
prevention and capacity enhancement interventions, such as skills development and
family support programs.

e Implementation through NGOs and other groups already active in these areas.
This is essential to gain trust and acceptance. It also recognizes that no government
agency currently has sufficient capacity or presence in the slums. A USAID project
that provides street-sweeping and other services, and provides jobs in the process, is
apparently being successfully implemented by the Pan-American Development
Foundation (PADF) in Cité Soleil.

e Working closely with communities. Community participation helps ensure that
interventions reflect the priorities of local people, as well as building a sense of
ownership and commitment, which is vital for project sustainability. The Bank’s
pilot Community-Driven Development (CDD) project has had some success in
building social capital around effective service provision in rural areas. CDD
elements should therefore be considered for any urban upgrading project. However,
slum areas are generally more challenging for CDD than rural ones, in particular
because social organizations are weaker. In addition, CDD interventions tend to be
slower to implement and less easy to scale up.

e Strengthening capacity and organizations. Whether or not the CDD model is used,
any project should include training and a strong role in implementation for local
individuals and organizations, with aim of developing useful skills and experience.

e Close coordination with government and other donor interventions to ensure
complementarity of programs. The limited execution capability of the MTPTC, and
the existing relations NGOs have built up in the slums arguably make these a better
choice for implementation. However, there is still a strong role for state companies to
play — particularly the water utility (CAMEP), which already has a significant
presence in slums through water kiosks.

e Close cooperation of MINUSTAH and police. Infrastructure projects are only one
element of an anti-violence strategy. Appropriate accompanying actions are required
from MINUSTAH (and the local police, if feasible). This might involve the
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establishment of permanent MINUSTAH posts, which has apparently worked well in
Bel Air. This approach is to be preferred over simply increasing the sheer numbers of
MINUSTAH tanks, armored cars and personnel in the slums, given that the
stabilization forces are apparently mistrusted.

Box 4.3: Urban upgrading to prevent crime and violence: the Jamaica ICBSP project

The Jamaica Inner Cities Basic Services for the Poor project (ICBSP) is an urban infrastructure and public
safety enhancement operation targeting inner-city and informal communities, prepared at the request of the
Government of Jamaica (GoJ). It focuses on 12 inner-city communities, selected on the basis of high
poverty indicators, ‘high priority’ ratings for public safety by the Ministry of National Security, and the
need for geographic and political diversity. Jamaica’s gang-controlled inner-cities are at the center of the
island’s growing problem of violent crime.

The project has three components: 1) Access to services, which will provide a demand-driven bundle of
investments for construction and maintenance of basic infrastructure, improved access to microfinance
services in project areas and land tenure regularization; 2) Public safety enhancement and capacity
building, which will finance integrated packages of consultant services, training and technical assistance
focused on both short-term mitigation and conflict resolution and medium-term social prevention; and iii)
Project management.

Crime prevention influenced the design of the first component, as well as the second. In addition to water,
sewerage and road works, infrastructure sub-projects include “situational prevention” elements, such as
street lighting and zinc fence removal, and “social prevention” ones, including the construction of
community centers (safe public meeting spaces that facilitate community organization). In addition, the
expansion of microfinance is to foster self-employment among at-risk youth and other groups. The second
component, specifically for public safety enhancement and capacity building, includes: alternative
livelihoods and skills development; mediation and conflict resolution; family support programs; youth
education and recreation; and community capacity building and public awareness.

Local residents have participated in the identification of sub-projects. The project has recruited community
organizers to maintain close links with every community throughout implementation. The project has been
designed and will be implemented in cooperation with the Jamaican police and authorities, as well as with
other international development partners. It will be implemented by the Jamaica Social Investment Fund,
an offshoot of the GoJ.

The project has a total value of US$32.8 million, of which US$29.3 million is financed by the World Bank.
It was approved by the Bank Board of Directors in March 2006. Implementation will start in mid-2006.

Source: ICBSP Project Appraisal Document, March 2006, World Bank, Washington, DC.
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3. Strengthening the functioning of the Road Maintenance Fund

248. The Haitian Road Maintenance Fund (Fonds d’Entretien Routier or FER) was
created by law in 2003, following the collapse of the previous Haitian road maintenance
system—to the detriment of road quality—in the late 1980s. The fund is an autonomous
institution, financed through specific earmarked taxes, including a gasoline tax of one
gourde per gallon. The World Bank estimates that annual revenues could reach US$5
million, but may be much less. FER will finance and oversee road maintenance
contracts, procured by MTPTC, for priority road segments. A board including
representatives of MTPTC, the Ministry of Economy and Finances (MEF), local
governments, oil importers and road users supervises its operations.

249. The Government, with the help of the donor community (particularly the Bank,
through the Economic Governance Reform Operation), has taken measures since 2004 to
strengthen FER’s institutional capacity. These include the appointment of its five Board
members and the recruitment of staff, including three professionals: a Managing
Director, an Administrative and Financing Officer and an Operations Officer. The first
road maintenance contract was signed in January 2006.

250. To really establish a credible road maintenance system in Haiti, further steps are
required to strengthen the FER. First, coordination on the programming of road
maintenance activities should be enhanced and formalized between key actors: FER,
MTPTC, MEF and CNMP. Second, regular and adequate budgetary transfers to the FER
account of proceeds from earmarked taxes for road maintenance should be ensured.
Third, the FER should develop expertise that will allow it to promote an efficient model
for routine and emergency road maintenance, using either small firms or community-
based micro-enterprises.

4. Making the Ministry of Public Works, Transport and Communications
(MTPTC) more effective

251. A single ministry (the MTPTC) has responsibility for most infrastructure sectors,
but lacks technical expertise, resources, and capacity for strategizing, planning and
execution. In key sectors, there is not even an attempt at strategizing and planning within
the MTPTC, independent of resource availability. The staffing structure is also
apparently inefficient, with too many unqualified people in ineffective roles, and a
shortage of qualified, technical staff, particularly in the regional departments. Many
employees are poorly motivated, and low salaries require many to hold second jobs. The
existence of two project management units and other less-formal project implementation
arrangements within the ministry complicates the structure.

252. A thorough institutional diagnosis should be undertaken for MTPTC, to examine
its structure, the functions of every department and post (and whether incumbents are
actually on the job) and provide concrete recommendations for enhancing capacity and
improving efficiency. The study should establish a clear vision for the role that MTPTC
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should play in the infrastructure sectors®®. It should involve staff in a participatory way,
to identify bottlenecks from their perspective. And then a firm plan should be developed
for implementing the recommendations. The recommendations below should therefore
be considered as preliminary, and subject to refinement and revision on the basis of
future analysis.

253. MTPTC should ideally have the capacity to make policy, strategize, plan and
coordinate investments and play some role in managing and implementing projects. It
should also have the capability to execute small works and perform some routine
maintenance activities (MTPTC does still execute some works under force account using
the Centre National de I’Equipement or CNE). It is not realistic or desirable to aim to
return MTPTC to the more active role that it played in the 1980s, when it directly
implemented most donor-financed projects. It would be more reasonable, but still
difficult enough, to attempt to rebuild or replace some of the capacity — including sectoral
divisions, information systems and planning units - that existed then, but was
subsequently lost, amid increasing politicization of ministry staffing after 1991.

254. To improve coordination, oversight and policy-making, MTPTC’s relationship
with state-owned infrastructure companies should be redefined. Currently, the ministry
does not have control of the port authority (APN) which comes, illogically, under the
Ministry of Economy and Finance (MEF). And while most other main state enterprises
do fall more directly under the supervision of the MTPTC, their communication with and
support from it vary greatly. It might be advantageous for each utility to have a high-level
technical representative at MTPTC to enable strategic coordination and monitoring, and
resolve key issues that require political attention. And while MTPTC should pressure
utilities to develop the basis for monitoring (targets, information systems and so forth),
utilities should also be protected from arbitrary interference by the ministry (see next
section for more on state utilities).

255. More effective policy-making and strategizing also requires greater sectoral
specialization and de-politicization within the ministry, through a strengthening of the
cadre technique (i.e. skilled technical staff). Currently decision-making is concentrated
in the Minister and his cabinet, each member of which may have more than one sector to
focus on (for example, a single director covers both telecommunications and energy).
This stretches or exceeds the expertise of the individuals involved, and implies
insufficient high-level time and focus for each sector. The current structure is also
excessively politicized, which affects decisions and creates instability as senior posts
change hands frequently. A return to the previous system of having secretaries of state or
at least sector directors for each sector, each with their own department, might be
advisable, especially if the new government would commit to merit-based non-political
staffing of these. (Indeed, a Secretary of State for Telecommunications, Energy and
Mining was recently appointed, but the post was eliminated in 2005). In the longer term,
greater technical specialization might favor the creation of a separate ministry for energy,

%8 The study should build on the analysis of the 1998 Rapport sur la Reforme Administrative en Haiti,
undertaken by the Commission Nationale pour la Reforme Administrative, and financed by UNDP. This
made recommendations, apparently not implemented, for clarifying and strengthening the functions of the
MTPTC.
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building on the existing Bureau des Mines et de I’Energie (BME). This is attached to the
MTPTC and has some capacity for strategizing but no supervisory authority.

256.  Within MTPTC, the regional offices (Directions Départamentales) are most in
need of capacity-building, but this must be driven by a gradual decentralization of some
roles and responsibilities from the center, with support for basic equipment and staffing.
Regional MTPTC offices currently have little capacity to implement, coordinate or gather
information. Most settlements outside the capital have no effective urban development
frameworks or systems within which to coordinate individual projects. It is especially
difficult to recruit qualified staff to go to the provinces. Regional offices are even worse
equipped than the center. Some may have just one engineer for an entire region, as is the
case in Grand’Anse. He/she may be expected to work without a vehicle, computers or
much electricity. Reflecting both MTPTC’s current centralization and staffing and
resource constraints, MTPTC does almost nothing in some provinces. If it is to establish
even a minimal effective presence in these areas, capacity needs to be strengthened and
certain responsibilities and functions decentralized. The regional offices need to gain a
role in project implementation, and over time, as capacity is gradually built, procurement
capabilities, which are currently concentrated at the national level.

5. Overhauling state utilities

257. The state is the main provider of electricity, water and fixed telecommunications,
and the country’s dismal service indicators for all of these are a reflection of the poor
performance of the utilities involved®. The principal utilities are: Electricité d’Haiti
(EDH); Centrale Autonome Meétropolitaine d’Eau Potable (CAMEP), the capital area
drinking water company; the national drinking water company, Service National d’Eau
Potable (SNEP); and TELECO, for fixed-line telephone service. The state also controls
ports and airports through the Autorité Portuaire Nationale (APN) and the Autorite
Aéroportuaire Nationale (AAN).70

258. State enterprises suffer from many of the staffing and management problems
discussed in the context of MTPTC. Staffing is politicized, and management has limited
autonomy. There is a shortage of skilled personnel, and uncompetitive salaries make
recruitment difficult. Overstaffing is extreme: with 1,675 regular staff and 724
temporary employees, EDH has 71 employees per 1,000 connections (efficient Caribbean
electric utilities have fewer then 10). TELECO has more than 3,500 employees, which
yields a productivity ratio of about 32 lines per employee, a third of what it should be.
CAMEP has about 750 employees, or 14 per 1,000 water connections, more than twice
the efficient level (see Box 4.1 for information on APN).

259. The crisis is especially acute in the electricity sector. EDH is technically
bankrupt, as its liabilities are worth more than its assets. The company imposes a major
fiscal burden: government support in 2005 was US$43 million, or 7 percent of total

8 Water coverage indicators would be much worse without the activity of numerous NGOs and private
local providers.

" This section focuses more on the main utilities as, while many of the messages apply, APN and AAN
have different structures and functions.
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expenditures. These subsidies are largely to cover two power purchasing agreements
(PPAs) signed with private independent power producers (IPPs) as well as the cost of the
diesel for these—and EDH itself—to generate electricity with. Under both PPAs, electricity
must be paid for even if it is not produced,”* as it sometimes has not been, when the
government has fallen behind in paying for fuel, or whether for technical reasons or
other, the firms have not been able to produce. EDH’s own generation capacity is in a
dire state: in April 2006 only 9MW from installed capacity of 179MW in Port-au-Prince
were available, although part of the shortfall is due to the dry season, which reduces
hydroelectric output. In March 2006, electricity was provided for four hours per day
nationwide. And while 31 percent of households report electricity access, only about 10
percent have legal, active connections, according to EDH’®. EDH bills less than half the
electricity it produces. In 2002, 51 percent of electricity was lost in transmission and
distribution, by far the highest level in the world.™

260. The case of TELECO presents additional governance challenges. The company
was used by previous administrations to provide jobs for supporters and hard currency,
thanks to its profitable monopoly on international telecommunications traffic, with
opaque financial management practices and lax corporate governance. However, in
recent years, the company’s profitability has suffered amid international deregulation of
markets, which has slashed international tariffs, as well as intensifying competition from
mobile operators and internet service providers. On rough preliminary estimates,
TELECO’s profits fell to US$4 million on revenues of US$20 million in 2005, from
around US$15 million on US$68 million in 2002.

261. There are many initiatives underway to reform state enterprises, but these have
advanced slowly. The ICF designated as a priority, for improving economic governance,
the “cleanup and modernization of the management of public enterprises in key sectors”.
TELECO is undergoing a positive management transformation and a strategic
repositioning, involving the appointment of a well respected professional manager, the
replacement of most of the staff in the finance department, the installation of a modern
financial management system, and accounting rehabilitation (also underway in EDH),
conducted with the support of local management consulting and audit firms.
International audit firms have been contracted to undertake audits and make
recommendations for TELECO, EDH and CAMEP.

262. To increase the momentum and effectiveness of the reform process, and to really
bring about the thorough overhaul these companies need, several elements are needed:

263. More government leadership. As discussed above, it is crucial to secure high-
level government backing for the reform process, which must include a firm commitment
to leaving state companies free from undue political interference. Restructuring the

™ The PPA with Sogener, to serve the provinces, is entirely “take or pay”. The other arrangement, with
Alstom for Port-au-Prince, was modified in December to reduce the take or pay portion to 30 MW, leaving
20 MW on a standby basis.

"2 The remaining 21 percent includes includes illegal connections, inactive ones and those on which no
consumption is registered, often due to broken meters.

® According to World Bank WDI data.
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MTPTC to enhance technical, policymaking and strategizing capacity would help-but
firm backing from the highest political level is also needed. The government established
the Counsel of Modernization of Public Enterprises (CMEP) in 1996 to oversee the
reform process, but the body has only recently been reactivated and has yet to play its full
role. In particular, CMEP and other government bodies should, with company
management, develop a plan for implementing the recommendations of the company
audits underway. Political leadership—as well as donor coordination-has been more
effective in the electricity sector, including in planning interventions in EDH. But there
is apparently little political focus on the need to improve the water companies, despite
their inefficiency.

264. Emphasis on rehabilitation and maintenance. Most physical infrastructure is
obsolete or seriously dilapidated, as there has been almost no maintenance of state-owned
infrastructure assets in the last 20 years. Haiti is one of the few countries in the world
without a high-voltage electric transmission grid, while low and medium voltage
distribution networks are in critical condition. In general, core networks need to be
strengthened before these can be expanded.” Providing adequate service to those
already connected is also a precondition for pursuing greater cost recovery. There is a
willingness to pay for adequate service, as the existence of private providers
demonstrates. But electricity and water utilities are in a vicious circle. Poor service
quality leads to non-payment and low revenues for the company, which in turn
compromises its ability to improve service. Many donors are concentrating on
rehabilitation in projects and plans, notably in electricity, where ADF, CIDA, the
European Union, the IDB, USAID and the World Bank all have ongoing or planned
projects focusing on rehabilitation. But more must be done to put in place arrangements
for regular maintenance, including funding and training of the technicians involved.
There is a need to develop among utility management and politicians the conviction that
maintenance must be a priority, as these still tend to favor new projects over
rehabilitation and maintenance.

265. Greater transparency and accountability. Transparency requires that more
information be gathered and made available. Modern, computerized systems must be put
in place to enable proper monitoring and accounting, as well as billing. Such information
is also essential for regulation, as discussed in the next section. Some efforts are
underway, but at least for CAMEP, SNEP and EdH, these do not go nearly far enough
due partly to insufficient funding. In CAMEP, for example, the billing system has
recently been computerized. However, the system is not functioning accurately, in part
because of a lack of skilled personnel. A similar situation applies to TELECO, where the
recent upgrade of the financial information system led to a deterioration in the financial
information produced due to a lack of skilled staff to run it.

266. Contracting by state utilities or ministries on their behalf should be made more
open and public, and competitive where possible. In the electricity sector, the most
urgent task is to increase the transparency and efficiency of the purchase of electricity

™ However, some expansion of service in the most needy areas, particularly urban slums, should also be
considered (see section above on slum upgrading).
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(through PPAs with private investors) and of fuel (through competitive processes with the
MEF, which handles these transactions). The Brussels MoU commits the government to
using competitive procurement for any future power purchasing agreements. However,
the government has so far not opened any such process, despite the electricity shortage.
In addition, past contracts should be made public, including the existing PPAs.

267. State utilities must be made central to efforts to fight corruption. Anti-corruption
initiatives in these areas should have high political visibility. As indicated in Chapter
three an Anti-Corruption Unit (ULCC) was established in 2004 as an autonomous entity
under the Ministry of Economy and Finance, but this will require high-level support and
resources to give it “teeth.”

268.  Utilities’ boards of directors should be resurrected and empowered, to give them
an active role in company oversight and to promote accountability. The challenge will be
to appoint competent individuals with sufficient autonomy and political neutrality. While
such boards formally exist, they do not usually meet. The board of EDH met for the first
time last year in response to pressure from donors. Neither SNEP nor CAMEP has a
board that meets regularly.

269.  Greater attempts should also be made to strengthen the pressure for accountability
from other channels: Parliament, civil society and the media. Requiring utilities to
release more financial and operating information to these on a regular basis would be a
first step here. Using the internet is one form but has obvious limitations in Haiti and thus
community radio and local media should also be considered. In addition, piloting
mechanisms such as user scorecards, that provide a channel for public enterprises to
improve service delivery by incorporating feedback from the user’s of these services
would serve a double purpose of not only improving the quality of services as well as the
transparency with which they are delivered. Finally, the Comité Consultatif linked to the
Ministry of Finance and set up to provide oversight over the economic governance
reform program (see Box 3.6 in Chapter 3), could also play a role in creating demand for
reform and improving accountability over service delivery in these sectors. A first step
would be to increase the communication between the CC and the relevant agencies and
initiate a discussion on the indicators presently being used to monitor reforms in these
sectors.

270. Realistic strategies for involving the private sector. Given the size of the task
ahead, and the limited capacity of Haitian utilities to transform themselves from the
inside, private participation should be sought where possible. However, in addition to the
utilities” needs, such strategies need to take proper account of what the private sector
would be willing to do, and what would be politically acceptable in Haiti. A failure to
accommodate these aspects undermined previous privatization efforts.”

271.  While nothing should be ruled out, conventional full privatization of the main
utilities (through sale to strategic investors) is likely to be difficult. Privatization is a

" For example. the 2002 OED Evaluation states that, while the 1990 Restructuring and Development
Project was revised in 1990 to support the privatization of state owned utilities, this failed, due to “lack of
political will at the highest level and the weakness of the judicial framework.”
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politically charged issue in Haiti and opposition could be expected. In addition, the
investment needs and organizational challenges of the utilities involved are vast.
Meeting them would require considerable capital outlays and technical expertise, which
probably rules out domestic investors. International appetite for infrastructure
investments in low-income countries worldwide has shrunk in recent years. And Haiti’s
high political risk, weak governance, lack of local financing sources, and the limited
resources of both the government (for subsidies) and consumers (for tariffs) make its
utilities particularly unpalatable. TELECO remains the most attractive company, with an
as yet unexploited cellular license, and a still profitable monopoly on international
communications. While the global environment may not be as conducive as five years
ago for a traditional strategic investor privatization, with increasing competition from
cellular and Internet services, TELECO could potentially be rendered attractive for a
private investor. But it would first require a strategic repositioning, by focusing on
building a national backbone and access to international cables (including a link to the
Dominican Republic) to act as a wholesale carrier, while at the same time capitalizing on
its cellular licenses through Rectel.

272. Structures for private involvement that require less capital commitment and
protect external operators from some risks are more credible alternatives, as long as the
investment capital required is provided by donors or other sources. These structures
include management contracts, which are being considered for both EDH and CAMEP"®
(the ICF aimed to have prepared both of these by March 2006). However, management
contracts have had a disappointing track record for Caribbean utilities, particularly where
political interference is possible (see Jha 2005 for examples). One alternative is the
greater use of twinning or other arrangements for comprehensive technical assistance —
including administrative, financial and technical aspects — with international utilities.
The Jacmel Power System Rehabilitation Project, through which Canadian utility Hydro-
Québec worked closely with local EDH operations, provides a model that could be used
in other regions or sectors (see Box 4.4).

273. Another option is to decentralize administration of regional operations before
pursuing private involvement, whether through technical assistance, management
contracts, concessions or outright sales, especially for electricity distribution but also
perhaps for water. A limited form of decentralization, covering operations,
administration, billing and tariff collection, has been central to the success of the Jacmel
case, but continuing central government control over tariffs (and delays in raising these)
have created difficulties for it. Haiti is probably too small a country to take this to the
extreme of dividing utilities into separate companies for different geographic areas (i.e.
horizontal unbundling). But this can have several advantages: it cuts out the
organizational problems and huge debts of the center; it should increase the efficiency
and responsiveness of administrative and management functions through decentralizing
these; and it creates units of a more manageable size for integrated reform efforts to
tackle.

® A PPIAF study is underway to assess the viability of a management contract for EDH.
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274. Local companies should also be involved, if possible, in any attempt to bring the
private sector into state utilities. Domestic investors have a better understanding of local
conditions and are less exposed to currency or political risk. Smaller regional contracts
or units for electricity distribution or even water would be more within the reach of
domestic companies and investors. The issue of allowing private participation in
distribution will be considered in the next section.

Box 4.4: Jacmel Power System Rehabilitation Project

Financed by the Canadian International Development Agency (CIDA) and the Government of Québec and
with the close involvement of Hydro-Québec, this program provides a comprehensive package of
assistance that has allowed the EDH office in Jacmel to produce and distribute electricity in the area.

The program provided equipment (such as generators and lines) and Hydro-Québec employees worked to
upgrade equipment and provide technical, administrative and financial assistance and training to EDH
employees. EDH agreed to decentralize control over operations, administration, billing and tariff collection
to its Jacmel office.

Community meetings were organized from the start, to build awareness and support and attempt to counter
the culture of non-payment. Consumers were not charged for electricity until full service was returned.
When it was, higher tariffs were to be charged. Rehabilitation took priority over coverage expansion, but
demand for connections increased steadily as service improved, prompting a significant expansion in
access.

As a result of the project, Jacmel became the only area in Haiti with 24-hour electricity. The payment rate
rose to 92 percent of billing, while the non-technical losses fell to 20 percent.

The goal was for EDH Jacmel to charge and receive cost recovery tariffs for the constant provision of
electricity. The project has not achieved cost recovery or self-sustainability as government resistance
delayed tariff hikes, and necessitated further support from CIDA. But the Jacmel project has otherwise
been largely successful.

CIDA aims to establish a CAN$20 million fund with other donors (and full government support) to apply
the model to selected secondary cities, including Gonaives. In the longer term, it estimates that the whole
country apart from Port-au-Prince could be electrified in this way, at a cost of CAN$50-60 million.

6. Enhancing the legal and regulatory framework for public and private service
provision

275. The state has an essential role to play in any country in setting and enforcing the
rules of the game for public and private infrastructure providers. But the Haitian state
does not fulfill these functions. The legal and regulatory framework is outdated and
needs to be updated. For example, despite the technological changes that have
revolutionized the sector, the main legislation for telecommunications is a 1977 decree-
law that regulates the sector and in particular TELECO’s monopoly. Updating the
framework would also be necessary to implement reforms (as discussed above) to the
MTPTC and state utilities. Enforcement can be strengthened by the establishment of
appropriate structures.

276. However, the issue of political will is, once more, central. The policy-making
capacity of the Haitian state is currently weak, but this has not been the main constraint to
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updating the legal framework in recent years, so much as the lack of follow up by the
Executive in drafting new laws and implementing ones that have been passed. Where
laws have been drafted with government involvement, these have not always reached the
legislature (one example is the 1998 draft water law and the major updating attempts
made for telecoms in 1999 and 2000, with the support of a World Bank project). Even if
laws have been enacted, they have frequently not been implemented, through the issue of
the appropriate regulatory decrees, or have been ignored in practice. Attempting to
update the main laws for infrastructure is only worth pursuing if the new government is
committed to both enacting the laws and putting them into practice.

277. With that caveat, the main objectives in a serious drive to update the legal and
regulatory framework should be: 1) improving supervisory institutions; and ii)
accommodating competition and private participation.

Improving supervisory institutions

278. There is a pressing need across the board for more effective and transparent
regulation. Establishing proper information and financial systems within utilities, and
promoting greater transparency, will be important elements towards achieving this, as
supervision and monitoring are impossible without proper information. But changes are
also required on the legal and institutional side.

279. Only in the telecommunications sector is there a regulator, but this needs
strengthening. The National Council for Telecommunications (Conatel) was established
in 1969 by decree and redefined by a decree-law of 1987. While on paper an
independent regulatory authority that largely mirrors the structure of the U.S. FCC, with a
five-member Board of Directors, Conatel is, in practice, under the control of the MTPTC
as its Board has never even been appointed. The institution as a whole lacks the staffing,
technical and financial resources necessary to reassure investors in this increasingly
private sector-oriented infrastructure sector. As part of an overall legal and regulatory
reform of the sector, Conatel needs to be transformed into a truly independent regulatory
authority, with capacity to enforce the current legislation, as well as to supervise the use
of resources such as the radio spectrum.

280. In the water and sanitation sectors, the supervisory function also needs to be
strengthened. However, trying to set up a regulator is probably not the answer, given
how difficult this has proven in other small countries with much greater institutional
capacity. A stronger apex authority is certainly needed — whether this is a sector
department within the MTPTC, as discussed above, or outside it — to lead the policy
dialogue, oversee the functioning of utility boards, and manage the existing water
information system, WASAMS, which currently has no institutional home. Institutional
responsibility for sanitation also needs to be established, as there is currently no entity in
charge of this. In the longer term, a new sector framework law (loi cadre) is also needed.
The 1998 draft law provides a useful basis, but would need some revision. This aimed to
merge CAMEP, SNEP and the small rural water unit of the Ministry of Health, giving the
new entity responsibility for both water and sanitation. It also provided for the gradual
transfer of the responsibility for water and sanitation to municipalities (if these have the
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capacity required), which in turn could delegate services to the private sector or water
committees.

281. The electricity sector also needs some authority to regulate the sector. Such an
authority would play an essential role in supervising the execution of PPA and fuel
procurement contracts and in ensuring that future PPAs are awarded through transparent
competitive processes.

Accommaodating competition and private involvement

282. Overall, the state needs to set a level playing field for private and public
operators, encouraging competition and private sector involvement where possible. The
Haitian private sector is dynamic in many respects, partly because it has learnt to cope in
a risky environment and with a weak state. But the government still needs to lay down
basic rules and standards. Specific legal changes will also be needed to allow private
sector participation in state companies, as discussed above.

283. In telecoms, the priorities in this area should include the licensing of new
operators and promotion of private investment in the provision of new services and
introduction of new technologies, particularly new broadband wireless internet services,
as well as the deployment of fiber optic networks and access to international submarine
cables. Such access is necessary to reduce the prices and improve the quality of
international communications. The telecom sector already has the most competition and
private participation at the national level, with two existing mobile phone companies and
a third preparing to enter the market. Nevertheless, neither TELECO nor the private
operators have any significant presence beyond the main urban centers, and are unlikely
to do so in the medium term, given large pent-up demand in urban areas. It is therefore
important to consider a universal service funding mechanism to mobilize competitive
private investment towards rural areas within the context of an output-based approach.

284. Electricity generation should become more competitive. There are already two
private generating companies, as discussed above. But given the high prices paid, the
lack of transparency about the arrangements in place and Haiti’s extreme shortage of
electricity, there is a convincing case for further liberalization in this area. It is not
enough to commit to competitive procurement for PPAs, as the government has already
done under the Brussels MoU, if no such competitive processes are opened. In the longer
term, EDH’s monopoly on distribution could be reconsidered, to allow for some private
sector distribution. However, it is not efficient to have more than one distribution
network in any given area, and allowing private operators to skim off lucrative large
consumers would further endanger EDH’s survival.

285.  Poor coordination and a lack of supervision and regulation among private water
operators should be addressed via SNEP. While the water sector is the least suitable for
opening up to competition from private operators at the national level as it is not efficient
to construct parallel water systems, rural water supply in many areas is largely in the
hands of NGOs and water committees. Among these providers there is almost no
coordination, regulation or supervision, and levels of price and quality vary. SNEP, with
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World Bank support, is developing a strategy for strengthening its rural unit to coordinate
and supervise the work of the many NGOs and donors in rural water supply. This
relationship aims to be a participative and complementary one, with SNEP seeking to
provide organization and assistance and uphold some standards, rather than replacing the
private sector. As such it could represent a model for other sectors, beyond
infrastructure, when operational.
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CHAPTER 5
INVESTING IN CHILDREN

Education is one of the main assets enabling Haitians to move out of poverty and is also
critical in reducing the risk that Haiti will relapse into conflict. In addition, it provides
an opportunity for the Haitian state to deliver core public services that matter to Haitian
citizens, thereby re-establishing some legitimacy. Yet today, almost one-half of children
6-12 are not in school, and of those enrolled, only one-third reach fifth grade. Public
education spending (1.7 percent of GDP) and the capacity to deliver education services
are low even by Sub-Saharan standards, such that about 90 percent of primary education
schools are non-public. Because non-public schools charge fees for enrollment, this
constitutes a tremendous constraint on access - with average school fees representing
over 20 percent of income for the poorest income quintile, families report that the main
reason they do not send children to school is cost. Quality is also a problem — 70 percent
of schools lack accreditation and 60 percent of teachers are unqualified. Many children
come to school hungry, a serious impediment to learning. In addition to providing a
rationale for increasing expenditures in the education sector, Chapter 5 develops cost
scenario and a discussion of alternative means for reducing the cost of schooling, for
example by: (i) channeling resources through the National Partnership Office to non-
public schools that agree to reduce or waive fees for poor students and adhere to
minimum quality standards, or (ii) giving cash-transfers directly to poor households
conditional on their children attending school. This will require a different, more
effective and facilitating role for the state whereby it sets policy and regulatory
guidelines, enforces quality control standards and offers incentives to other partners to
offer quality education to all.

I. Growth, Poverty, Inequality and Education
International evidence

286. International evidence shows that investing in children’s education is one of the
best ways to address the goals of poverty reduction, economic growth and improved
equality over the medium-term. Education promotes labor productivity and labor
mobility, key ingredients for growth. Education is a key condition for achieving
sustained growth; no country has reached sustained economic growth (5 percent per year,
net of population growth) without first having reached universal or close to universal
primary education. Poverty reduction is also stronger when growth is labor-intensive,
which implies the need for a labor force with a minimum base of human capital to
respond to economic opportunities. But beyond traditional growth theory, improving
equality of educational access is an effective instrument for increasing equality more
generally, which in turn raises the positive effect of growth on poverty. Primary
education has many additional well-documented beneficial effects on nutrition, health,
fertility levels and empowerment of girls.
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Education, growth, poverty and inequality in Haiti

287. Wage and producer income analysis shows that education is the most important
determinant of poverty in Haiti, controlling for other factors.”” The behavior of poor
Haitian families confirms this; they make great sacrifices to keep their children in school
because of the future pay-off to the family and associated higher incomes, migration and
remittances.’® Corroborating these findings, the World Bank Haiti Rural Growth Study
(2005) highlights education as the most important factor in determining income of rural
Haitians (the majority of the population), and recommends greater investments in
education to stimulate economic growth in rural areas. Unfortunately, income poverty in
rural areas is compounded by virtually absent public social service delivery, in particular
education provision.

288. The Haiti Social Protection Strategy Brief prepared by the Bank in July 2005 also
highlights education as the single most important investment in preventing household
risk, and in helping households manage those risks/shocks when they occur. Shocks to
poor Haitian families frequently result in the withdrawal of some or all of their children
from school, because of difficulties in paying school fees, uniforms, books and other
expenses.  This results in irreversible losses of human capital, raises household
vulnerability to risks and detracts from broader future economic growth.

289. Households with less education earn less income, and education levels in Haiti are
so low that the majority of the population lives in poverty. As seen in Figure 5.1 below,
over half of breadwinners in the poorest decile (D1) have no education at all, and even in
the middle and upper-middle income deciles education endowments are low. The inter-
generational transmission of poverty and inequality through the educational system
is clear. Poverty headcounts are 90 percent for household heads with no education and
43 percent for those who finished primary education, as compared to 25 percent for
household heads who finished secondary education. Malnutrition and poor health
reinforce the constraints to acquiring education and engaging productively in the labor
market — as severely malnourished children cannot learn and may suffer from impaired
development.”

" \erner, 2005.

"® World Bank. 2004. Haiti Risk and Vulnerability Assessment.

™ Approximately 40 percent of Haitian children suffer from a caloric deficit of an average of 460 kilo-
calories per day.
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Figure 5.1:
Educational Attainment of Primary Breadwinner by Income Decile

Educational Attainment of Primary Breadwinner by
Income Decile
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Source: Staff Calculations, ECVH 2001.

290. Finally, education is a principal driver of the Haitian economy in its own right.
The education sector employs 90,000 teachers (over 7,000 in the public sector, and over
82,000 in the non-public sector), making it the single largest employment sector after
agriculture.®’ Also, private household spending on education is estimated at more than 4
percent of GDP. In other words, investing in long-term human capital formation in Haiti
is also a short-term driver of employment and growth.

291. The many causal links between poverty, equity, education and growth point to the
need to invest in short- and long- term poverty reduction and human capital formation. A
strategy of investment in children, which reduces household costs for schooling and
improves provision of basic education services, could simultaneously offer ‘quick wins’
and tackle the deeper, long-term drivers of poverty. Quick wins also offer gains in social
stability; international experience in post-conflict countries shows that getting children
into school is a key factor in regaining normalcy. By contrast, conflict and instability are
major constraints to the investment Haiti desperately needs to embark on a steady growth
path.

292. Tackling constraints to acquiring human capital is fundamental to poverty
reduction in Haiti. Efforts to expand the supply of and demand (capacity to pay) for
services are critical. While the bulk of donor activity in education under the Interim
Cooperation Framework has focused on supply side issues, efforts have fallen short as
they are centered by and large on the public sector which services only 20 percent of
enrolled primary students. Tackling demand-side constraints in Haiti has received less
attention from the donor community, and is an area where the World Bank has a
comparative advantage and extensive experience.

8 MENJS, Direction de la Planification et de la Coopération Externe, Recensement Scolaire 2003
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I1. The Provision of Education in Haiti: Current Constraints and Challenges

Access to Education

293. Educational trends. With only 55 percent of children aged 6-12 enrolled in
school, and only 32 percent of primary education students reaching fifth grade, Haiti is
far from the objectives of Education for All reaffirmed in Dakar in 2000. Haiti is
unlikely to reach those objectives without a major effort from government, households
and the international community. But as will be seen further below, households are
already doing all they can to invest in their children’s education, meaning the State and
international partners need to dramatically raise their support for education if Haitian
households are to break free from the “education trap”.

294. A comparison of household survey data from 1994 and 2000 permits the analysis
of trends of key education indicators. The essential message from this analysis is that
educational access in Haiti declined over the period. Disparities between urban and
rural enrollment have been worsening, further fueling inequality.®

Table 5.1:
Trends in Key Education Indicators, 1994-2000
1994 | 2000 | Trend
Primary Net Attendance Ratio (NAR) 69% | 55% | negative
Primary Gross Attendance Ratio (GAR)™ 132% | 122% | negative
Six-Year Olds attending school 55% | 22% | negative
Urban Primary NAR 85% | 71% | negative
Rural Primary NAR 62% | 47% | negative
Secondary NAR 16% | 16% | unchanged
Secondary GAR 38% | 43% | positive
Urban Secondary NAR 28% | 32% | positive
Rural Secondary NAR 8% 7% negative
Adult (> age 15) Primary Completion Rate 27% | 32% | positive
Adult (> age 15) Secondary Completion Rate | 5% 6% positive

Source : ORC Macro. 2004. Profil de I’Education de DHS Ed Data (Haiti DHS).

295. Equity in Access. Gender differentials in access to schooling are apparent. Up to
the age of 10, the percent of females attending school is higher than it is for males, but
the trend reverses between the ages of 14 and 24. Households are more likely to
continue investing in the education of their male children than in their female
children. But it is interesting to note that the net enroliment rate at the secondary level is
higher for females than for male in urban areas, while it is lower in rural areas.
Geographically, access is unequal across the nine regions of Haiti at primary and
secondary levels, ranging from 41 to 72 percent at the primary level, and from 8 to 33
percent at the secondary level. The South-west, North-west and Center regions are

& ORC Macro. 2004. DHS EdData Education Profile: Haiti.
8 In 2000, 86 percent of grade six students were over-age. This reflects sporadic attendance and repeated
grade repetition, linked to household inability to pay fees on a regular basis.
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especially disadvantaged in this regard, suggesting that the geographic targeting of
education benefits to these regions would be well-suited.

296. Public and Non-Public Education. Education in Haiti is dominantly non public-
sector provided. The latest education census (2002-03) showed that 92 percent of schools
are privately operated and financed. In terms of student enrollment, the State provides
for just 18 percent of primary school enrollment, while non-public education services
make up 82 percent of primary enrollment.®® Non-public schools are a heterogeneous
group, encompassing international-quality schools attended by the country’s elite and
extremely low quality schools attended by the country’s poorest.®* The majority of non-
public schooling is affiliated with religious associations (Catholic, Protestant,
Presbyterian and the like), as seen in Figure 5.2 below, followed by independent secular
schools.

Figure 5.2:
Non-Public Primary Enrollment by Type of Provider

Non-Public Primary Enrollment by Type of Provider
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Source: MENJS, Direction de la Planification et de la Coopération Externe, Recensement
Scolaire, 2002-2003.

297. Schooling and Income. The 2001 Household Living Conditions Survey provides
a wealth of information on schooling and income. Not surprising, schooling for primary
and (especially) secondary levels varies significantly by household income quintile, as
seen in Figure 5.3 below, because households must pay the costs of schooling for their
children. Lower income households find it more difficult to finance their children’s
education, in relative and absolute terms.

8 MENJS, Direction de la Planification et de la Coopération Externe, Recensement Scolaire 2002-2003
8 According to the 2003 School Census, 225 non-public schools were functioning under a tree and over
2,200 non-public schools were located in residential houses.
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Figure 5.3:
Enrollment by Income Quintile

Enrollment by Income Quintile
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298. The primary reason stated by households for not enrolling their children in
school AND for their children leaving school after they are enrolled is the high cost
of schooling (Table 5.2 and Figure 5.4). Consistent with this logic, a higher percentage
of poorer households, compared to wealthier households, indicated that the high cost of
schooling is the primary factor constraining their children’s enrollment in school.

Table 5.2:
Top Five Reasons for Not Attending School, in Order of Importance, by Quintile

Q1 Q2 Q3 Q4 Q5 Total

Too costly 50.0 42.0 48.2 40.9 33.7 43.4
Lack of Incentives 6.5 7.2 8.2 8.6 7.1 7.6
Health reasons 35 34 3.8 6.0 41 4.1
Too young 2.8 3.1 2.9 2.8 2.0 2.8
Repeated failure 15 2.2 2.1 3.2 5.0 2.6
Other reasons 34.5 421 34.8 38.5 48.1 39.5
Total 100.00 100.00 100.00 100.00 100.00 100.00

Source: Staff calculations from the ECVH survey 2001.
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Figure 5.4:
Stated Reason for Leaving School among 6-24 year olds

Stated Reason for Leaving School among 6-24 year olds
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Education Spending in Haiti

299. Public financing. The domestically financed allocation for the education sector
in the FY2005/06 budget (Gdes. 4 billion, or US$89 M) is just 1.7 percent of GDP, the
lowest in the LAC region (average 5 percent of GDP) and low by Sub-Saharan standards,
as well (average 3.9 percent)®. If all external financing is included in the calculation,
public financing for education rises to 2.1 percent of GDP, still dismally low. When
combined with estimated private (household) spending on education (Gdes. 7.4 billion,
see below), total spending rises to 5.2 percent of GDP, a major increase but still too low
to dramatically improve educational access and quality (and largely a reflection of Haiti’s
extremely low GDP).

300. Besides low levels relative to GDP, public recurrent education spending (primary
and secondary, exclusive of external financing) in FY2005/06 is less than 11 percent of
the total government budget, or about half of what is considered as the standard
qualification benchmark (20 percent) for the Education For All Fast Track Initiative, and
well below the average of 25 percent for other low income countries. This is a slight
decline from FY2003/04 and FY2004/05, when public education spending accounted for
12 and 18 percent, respectively, of total public spending. Although Haiti’s prospects for
growth and public revenue mobilization are expected to severely constrain public
spending levels, it is important for the Haitian Government to do all it can to
demonstrate the priority given to education by increasing its share in public spending.

301. The FY2005/06 education budget is composed of recurrent (Gdes. 3.3 billion) and
investment (Gdes. 0.7 billion) spending. Eighty-five percent of spending goes to pay
teachers’ salaries, leaving little to finance qualitative inputs such as textbooks,
supervision, testing, and the like, not to mention expansion in capacity. In absolute
terms, non-personnel recurrent expenditures were just US$ 6 million in FY2003/04 to
serve 2.1 million students, or just $3 for each student.

8 Education For All in Africa: Paving the Way for Action 2005, UNESCO BREDA.
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302. The education budget of US$89 million for FY2005/06 serves about 2.1 million
students enrolled in primary and secondary education, which translates into US$45 for
each student each year, extremely low even by sub-Saharan African standards (estimated
US$110). In terms of composition, just 38 percent of total public spending on education
is allocated to primary education, an insufficient amount given Haiti’s abysmal
enrollment rates and in comparison to Sub-Saharan African francophone comparators
(average 49 percent).

303.  Unit costs for public schools are at least two times those for non-public schools at
the primary level. The main reason for this is that average public school teacher salaries
(estimated at US$2,765 in 2003, 7 times GDP per capita) are more than four times higher
than noQB-puinc school teacher salaries (estimated at US$589, or 1.6 times GDP per
capita).

304. Household Spending On Education. In contrast to state spending, household
spending on education is extremely high relative to incomes. On average, households
spend Gds. 3605 (roughly US$120) for each child per year on primary education
(including fees, books, transportation, uniforms and food), with upper quintile households
spending three times more than lower quintile households. This same pattern is repeated
at the secondary level, with the highest income quintile spending more than three times
per child than the lowest income quintile. School fees are the primary cost, followed by
educational materials and uniforms. Households in Port-au-Prince spend on average
almost four times more than households in rural areas (Gds.8,618 compared to
Gds.2,242). School fees for each child represent over 20 percent of household income
for the lowest income quintile; a poor household with three children thus spends more
than 60 percent of household income on education, a truly remarkable sacrifice.

Figure 5.5: Household Spending on Primary Education Per Child by
Income Quintile
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8 Enseignment de Base in Haiti, World Bank, 2003, p. 10.
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Figure 5.6:
Average Primary and Secondary Education Spending Among All Households,
as a percent of average household revenue, by quintile
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305. Figure 5.6 compares average household expenditures across all income levels for
both primary and secondary education to average household revenue by income quintile.
While the richest quintile of the population spends only 3 percent of their average
revenue on primary school costs, the lowest quintile spends 67 percent of its average
revenue. The situation is even worse for secondary education, in which case average
household expenditures exceed by far the revenue of the poorest quintile of the
population, which explains why virtually no extremely poor children of secondary school
age are enrolled at that level (as pointed out in the Chapter on Poverty and Equality).

306. In the context of Haiti’s predominantly private sector market for education, it is
fair to assume that higher spending per child reflect higher school fees and higher
educational quality. Linking this section with the previous analysis of educational
attainment, compared to their peers from upper income quintiles, Haitian children
from lower income households get less and worse education. They are less likely to
enroll in school, and more likely to drop out. They are less likely to gain degrees at each
educational level, and at each educational level more likely to attend schools of lower
quality (using spending per child as a proxy for educational quality). Thus, the primary
constraint to more and better education for the large majority of Haitian households, but
particularly those from lower income quintiles, is their ability to pay for schooling.

Impact on Educational Quality

307. Lack of resources and weak capacity in the Ministry of Education (MENJS) have
resulted in distortions in the education sector and hampered the MENJS from fulfilling its
normative functions of regulation and quality control. As result, quality in education has
sharply deteriorated:
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Q) a high percentage of schools do not meet basic sanitary and safety
standards (16 percent are houses, 33 percent are in churches, and 9 percent are
open-air);

(i) 70 percent of schools are not accredited by the MENJS (10,932 out of a total
of 15,664 primary schools);

(iii) 60 percent of teachers in the non-public sector are not appropriately
qualified®’;

(iv) only 360 school inspectors are responsible for accreditation, pedagogical
supervision and administrative support, or an average of one inspector for every
6,000 students. Also, inspectors are poorly equipped and trained; and

(v) because of the increasing number of non-public schools and inadequate
regulation, the education sector is increasingly segmented, with little
standardization or curricula, pedagogy and/or assessment, making systemic
qualitative improvements difficult to achieve, much less measure. Only a
minority of non-public education providers belong to formal school associations
(for example FONHEP and CONEP) and aim to provide the conditions needed for
quality education. A formal link with the public sector is missing to harmonize
quality standards and coordinate education policy and reforms in the education
sector.

Institutional Capacity of the Ministry of Education

308.

An exhaustive analysis of the Ministry of Education’s capacity was carried out in

1995 by the UNDP and UNESCO, in collaboration with the Ministry of Education itself.
Its findings then are equally relevant today:

MENJS senior decision-makers are absorbed in daily operational issues, which
prevents them from assuming their strategic responsibilities;

basic supervisory and regulatory capacity of the MENJS is ineffective,

procedures for dialogue and consultation with key non-public education
stakeholders are unclear;

there is an absence of coordination between pedagogical supervision and
curriculum development, for public and non-public schools;

MENJS rules, norms and administrative procedures are simply not applied in
many cases, within the MENJS and externally with schools and parents;

basic management information systems are weak; and

there is a lack of qualified personnel and minimum logistical capacity.®®

¥ Recensement Scolaire, Ministére de I’Education, CIDA, 2003.
8 Renforcement Institutionnel du Ministére de I’Education et de sa Capacité de Gestion,
MENJS/PNUD/UNESCO, Décembre 1995.
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309. The UNDP/UNESCO study made a series of recommendations for strengthening
basic capacity for administration, strategic planning, decentralization and partnership.
Some improvements were made, for example in carrying out a School Census and
restructuring the human resources department of the Ministry. But many other initiatives
were simply not carried out because of lack of resources, staff turnover and lack of
qualified personnel to carry out strategic programs.

Lessons of Experience from the Interim Cooperation Framework and other Post-
Conflict Countries

310. The Interim Cooperation Framework (ICF) includes an ambitious combination
of educational investments, focused on four priority objectives:

1. Improving governance and institutional capacity of the sector

e develop instruments and capacity to regulate and control quality of public and
non-public schools

e develop mechanisms for accreditation, partnership and financing of non-
public education

e develop procedures and mechanisms for expanded parental and community
participation in school decision-making and management

e finalize the national strategy of Education For All

2. Improving access and learning conditions
e expand supply capacity in both public and non-public schools
e support educational demand from most vulnerable and disadvantaged groups
e prepare implementation of third cycle of basic education
e support higher education

3. Improving Educational Quality
e improve and expand teacher pre-service and in-service training
e review and revise curricula
e improve and expand pedagogical supervision

4, Improve access, relevance and quality of vocational education and training

311. In the ICF implementation, the bulk of investments has gone into improving
educational quality and access in public primary schools, with the European Union and
Inter-American Development Bank as the largest external financiers. Classroom
rehabilitation, teacher training and supply of materials for public schools have been
foremost. Demand-side interventions included financing of scholarships during the
school year 2005/06 by USAID for 15,000 children negatively affected by political
instability and environmental disasters, implemented through the National Scholarship
Fund (Fonds National de Parrainage), an NGO. USAID also began assistance to the
MENJS® for accreditation of non-public schools. Meanwhile, CIDA financed a student

8 MENJS, Cadre de Coopération Internationale, Jan 2004-Decembre 2005
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loan program to help poor families pay for primary schooling of 30,000 children in
2005/06, implemented through a Canadian NGO. CIDA also assisted in institutional
strengthening of the Department of Planning of MENJS. UNESCO and the World Bank
focused on governance issues and collaborated with the MENJS and non-public
education stakeholders in the feasibility study for the establishment of the National
Partnership Office and in the finalization of the Education For All national strategy.
Total disbursements for education during the ICF period as of December 31, 2005 were
US$22 million, out of a total of US$86 million committed by external donors.®

312.  While still early, some conclusions and lessons can be drawn from this
experience. The ICF attained most of its short-term goals of providing relative stability in
the education sector (notably schools opened on time and remained open, teachers were
paid, educational materials were distributed to schools, and school feeding programs
continued). However, the medium-term objectives of improved institutional capacity of
the MENJS, expanded access, and improved quality remain to be achieved, despite some
important progress made during the ICF period. On the positive side, ICF activities
demonstrated the feasibility of demand-side financing to expand educational access and
quality, and the process of monitoring the ICF greatly improved coordination and policy
dialogue between donors and the MENJS.

313. Lessons from Post Conflict Countries. Key findings from a study of education
in 52 post-conflict countries recently published by the World Bank® highlight the
important role of education as a critical element in the strategy to regain normalcy and
reduce the risk of conflict (or relapse into conflict).

314. More specifically, the study suggests four important starting points relevant for
Haiti:

e focus on the basics to get the system working, get the children and youth in school
as a “peace dividend”;

e acknowledge the symbolism of a functional education system, and ensure some
bold symbolic actions to signal the education system is moving forward,;

e Dbuild recognition that education reform must be led from within the country, as
consensus develops on the wider development vision of that society;

e focus from the beginning on building capacity for reform, which includes
supporting participation of communities, local authorities and other stakeholders.

315. More operational lessons from this study that apply to Haiti include:

e Dbuilding partnerships between the public and private sectors, and government
(central, regional and local);

e give priority to primary education, within a system-wide approach, as provision of
services at that level benefits the greatest number of households, particularly
among the poor (which need to see a stake in stability);

% MENJS, Cadre de Coopération Intérimaire, Bilan de la Mise en Oeuvre, Juin 2004- Décembre 2005.
%! Reshaping the Future, Education and Post Conflict Reconstruction, World Bank, 2005.
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e Duild capacity of central authorities to ensure an enabling environment for
decentralization.  Given the predominance of the private sector in Haiti,
particularly outside of Port-au-Prince, this means using incentives to improve
enrollment and quality in non-public schools, while strengthening the State’s
normative and supervisory roles and capacities to enforce quality control;

e international support for both recurrent and capital expenditures are needed, since
Haiti lacks quick access to domestic revenue needed to keep the system running;

e reduction of household costs of education is an effective strategy to promote
access and equity, but it needs careful implementation so as not to compromise
quality.

316. The Bank study also specifically addresses the case of education in Haiti,
indicating that as the country struggles to recover, it faces two critical questions
concerning private education. First, it needs to allocate public spending on education in a
way that builds on the strengths and dynamism of the private system rather than simply
expands public schooling. Second, it needs to address the regulation of the private
education sector, without introducing bureaucratic controls that will further hinder the
provision of quality education by public and non-public schools. A range of strategies
that channel public resources to private education within a well-regulated framework are
among the options facing Haiti.*

I11. A Strategy for Improving Education Service Provision in Haiti

317. Improving the education system and broadening access to education, especially
that of the poor, requires a series of actions and reforms. The four most important
elements of this strategy are:

(i) increase public resources allocated to education;

(i) strengthen the capacity of the State to fulfill its policy, coordination and
normative responsibilities;

(iii)adopt pro-active reforms to help households finance schooling; and
(iv)increase donor financing to support implementation of this strategy.

The ultimate goal should be no less than universal primary education by 2015, as
promoted by the Education For All Fast Track Initiative (EFA-FTI) program, which is
supported by a wide range of national and international agencies.

Increase Public Funding for Education

318. The EFA-FTI has developed guidelines for assessing a country’s eligibility for
entrance into the program. Guidelines include a wide array of access, quality,
institutional and spending indicators. Regarding the latter, public spending for education
should aim to meet the following targets:

% Ibid., pp. 72-73
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Table 5.3:
Haiti’s Current Public Spending (2005/06) and
EFA Medium-Term Targets for Education

Haiti (current) EFA Target
Public recurrent education spending as a percentage 1.7% 3.5%
of GDP (excluding donors)
Public recurrent education spending as a percentage 11% 20%
of domestically-generated revenues
Share of primary education in education spending 38% 50%
Share of non-teacher salary expenditures in primary 15% 33%
spending
Share of expenditure received by poorest quintile n.a. 25%

319. In other words, over the medium term public education spending in Haiti needs to
roughly double relative to the FY 2005/06 allocation, as a percentage of GDP and as a
percentage of government recurrent spending. In absolute terms, this would be
equivalent to raising annual education spending by US$90 million, an ambitious but not
impossible target. Most of this increase should go to the primary level, to raise its share
of education spending from 35 to 50 percent, and to enable increased non-salary spending
on educational quality. These resources should increasingly be targeted on the poorest
households, least able to finance their children’s educational costs.

320. A number of key policy decisions need to be made by Haitian leaders to achieve
education for all Haitian children within realistic time-frames, financing scenarios, and
institutional capacities. To inform these policy decisions, several partial scenarios have
been simulated and their cost implications calculated. A description of these scenarios
and their projected costs (Table 5.4) follows below. More fully developed cost
simulations would need to be carried out to further develop implementation details of the
proposed strategy.

321. Scenario 1- Public Financing and Public Provision: All 500,000 currently
unenrolled children and the additional children entering the age range of 6-12 would be
gradually enrolled in public schools, at public school unit costs (US$120), achieving EFA
by 2011. No child currently enrolled, besides those already attending public schools,
would be supported; this would be the household's responsibility. This would require
massive public school classroom construction, a very expensive and time-consuming
undertaking. All primary school children would receive school feeding for 120 days of
school year.

322. Scenario 2 — Public Financing and Non-Public Provision: All 500,000 currently
unenrolled children, the additional children entering the age range 6-12, and the poorest
20 percent of currently enrolled children would be fully subsidized by the State so they
could enroll in non-public schools, at the average non-public school unit cost (US$60).
Expansion of enrollment would be rapid but gradual, reaching EFA in 2011. Under this
scenario, no public classroom construction would be needed, as it would be left to the
private market to respond to this demand. Only accredited non-public schools would be
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eligible to enroll subsidized students, which would require a major effort on both the
public and the non-public sector. The poorest 20 percent of primary school children
would receive school feeding for 120 days of school year.

323.  Scenario 3 — Public/Household Financing and Non-Public Provision: All 500,000
currently unenrolled children, the additional children entering the age range 6-12, and the
poorest 20 percent of currently enrolled children would be subsidized by the State so they
could enroll in non-public schools, at 50 percent of the average non-public school unit
cost (US$60). Households would need to pay the other 50 percent of this cost. As in
Scenario 2, no public classroom construction would be needed. The poorest 20 percent
of primary school children would receive school feeding for 120 days of school year.

Table 5.4:
Projected Costs of Achieving EFA by 2011 (US$M)

SCENARIO 1 (US$ M) 2007 2008 2009 2010 2011 Total
Enrolling all children 6-12 9.8 16.3 19.9 23.6 14.2 83.8
Public Classroom Construction 30.0 49.0 58.6 68.2 40.3 246.0
Accreditation of Non-Public Schools 0.0 0.0 0.0 0.0 0.0 0.0
Qualitative Improvements 5.0 15.0 15.0 10.0 10.0 55.0
School Feeding 65.8 711 77.4 84.7 89.0 387.9
TOTAL 110.6 151.4 170.8 186.5 153.5 772.8
SCENARIO 2 (US$ M) 2007 2008 2009 2010 2011 Total
Enrolling all children 6-12 222 28.9 39.0 52.8 53.9 196.9
Public Classroom Construction 0.0 0.0 0.0 0.0 0.0 0.0
Accreditation of Non-Public Schools 0.1 0.3 0.3 0.2 0.2 11
Qualitative Improvements 5.0 15.0 15.0 10.0 10.0 55.0
School Feeding 13.2 14.2 155 16.9 17.8 77.6
TOTAL 40.5 58.4 69.8 80.0 81.9 330.6
SCENARIO 3 (US$ M) 2007 2008 2009 2010 2011 Total
Enrolling all children 6-12 11.3 14.8 20.2 21.7 285 102.4
Public Classroom Construction 0.0 0.0 0.0 0.0 0.0 0.0
Accreditation of Non-Public Schools 0.1 0.3 0.3 0.2 0.2 11
Qualitative Improvements 5.0 15.0 15.0 10.0 10.0 55.0
School Feeding 13.2 14.2 15.5 16.9 17.8 77.6
TOTAL 29.5 44.3 51.0 54.8 56.5 236.1

324. Note that all three scenarios include additional financing improvements in
educational quality (textbooks, furniture, equipment, building repair, latrines, etc.), using
a very conservative cost of US$10,000 per school.

325. Clearly, Scenario 3 is the most affordable for the State (and perhaps the most
realistic in terms of likely financing from external and household sources). However,
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Scenario 2 is the most equitable and targeted on the poorest households (whether their
children are currently enrolled or not) for maximum enrollment impact. Scenario 1
appears least attractive, as it would entail both higher unit costs and huge school
construction costs, making this both prohibitively expensive and probably unrealistic in
terms of implementation capacity.

326. To assess the financial realism of achieving EFA under one of these scenarios,
Table 5.5 estimates total public primary education financing capacity, total required
primary financing under Scenario 2 (described above), and the financing gap which
would need to be closed by external donors or private households. The analysis suggests
that if the government maximizes its efforts to invest in primary education, and adopts
the most cost-effective approaches for expanding access, reducing dropout and improving
quality, the gap financing required may be within the realm of external donors’
capabilities.

Table 5.5:
Estimated Public Financing Capacity and Financing Gap for
Achieving EFA Under Scenario 2

SCENARIO 2 2007 2008 2009 2010 2011 Total
Number of Additional Children 80,000 | 210,600 | 366,812 | 548,648 | 646,121 | 646,121
Enrolled, Cumulative

Total Public Education Spending 104.5 115.0 126.4 139.1 153.0 638.0
(USSM)\1

Total Public Primary Spending 41.8 49.4 58.2 66.8 76.5 292.7
(USSM)\2

Total Required Primary Financing 78.6 96.6 108.0 118.1 120.0 521.3
(USSM)\3

Financing Gap (US$M) 36.8 47.2 49.8 51.3 435 228.7

\1: projects a 10 percent annual increase
\2: assumes primary spending as a share of total education spending increases gradually to 50 percent by 2011
\3: FY2005/06 primary education financing plus incremental cost of Scenario 2

327. Finally, a more conservative and perhaps more realistic estimate of the education
system’s capacity to expand and absorb all children aged 6-12, which retains the goal of
achieving EFA by 2015, would lower these costs. Simply estimated, stretching out the
program’s objectives by five years to 2015 would mean roughly halving the annual costs
of the three scenarios estimated above in Table 5.4 for the period 2007-2011. In turn, this
would half the financing gap estimated in Table 5.5, which would appear to be feasible
given the interest of external cooperation agencies in the sector.

Selectively Strengthen the Capacity of the State in the Education Sector

328. The predominance of the private sector in education, in financing as well as the
provision of education services, is primarily a reaction to the limited presence of the
State. Moreover, weak State capacity to assert its most basic policy, norm-setting,
supervisory and assessment roles constitutes a major constraint to the education sector.
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329. As seen in Figure 5.7 below, the vast majority of non-public schools (almost
11,000) are not accredited nor licensed by the Ministry of Education. Technically, these
schools operate illegally, cannot benefit from MOE supervision or subsidies, and cannot
offer the national exam (to get around this unlicensed schools send their students to
licensed schools to take the exam). This means there is almost no quality control of the
non-public education offered in Haiti, and the State is unable to fulfill its most basic
educational responsibilities in relation to its citizens. Accreditation is the major area
where the Ministry of Education’s legal, normative, and supervisory role needs to be
reinforced.

Figure 5.7:
MENJS Licensing by Type of Non-Public School

MENJS Licensing by Type of Non-Public School
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330. One of the mandates of the Department for Private Education and Partnership
(DAEPP) in the Ministry of Education is to accredit non-public schools. The DAEPP has
lacked the resources, clear policy guidance from senior decision-makers, and transparent
guidelines for licensing non-public schools. USAID is supporting the DAEPP, but much
more needs to be done. (Estimated costs for this are in Table 5.4) And, if public
financing for non-public schools was conditional on accreditation, or at least on an agreed
program to upgrade the school to meet certification requirements, this could be a
powerful mechanism for improving non-public school quality.

331. State-building in the sector is needed to address a host of other supply-side
constraints, in both public and non-public schools, low quality being the foremost. Low
quality is most closely linked to poor teacher qualifications and practices. To address this,
the MENJS has begun setting up in-service teacher professional development centers
(EFACAPSs) around the country to service both public and non-public teachers, with the
support of international partners (IDB, EU, USAID, CIDA). It is important that this work
continue. Limited capacity for pre-service teacher training/certification is a major

134



supply-side constraint to expanding both the public and non-public sectors, which
deserves both increased State and donor support. Strengthening the State’s ability to
ensure the supply of educational materials is another priority; this could be largely
addressed by raising public funding for non-salary related spending, as mentioned above,
and using the National Partnership Fund discussed below.

332. In addition, to improve quality the MENJS needs to strengthen its pedagogical
supervision capacities, for both public and non-public schools, with more staff, skills
upgrading and logistical support. Finally, the MENJS needs to strengthen its capacity to
assess student (and school) performance by improving its administration and use of
national examinations (including public disclosure of results at the school level). The
dominance of non-public service providers means parents need information regarding
national exam results by school, so they can decide where to enroll their child and so that
schools (particularly those which might receive public subsidies) are accountable to both
parents and the MENJS.

Expand Educational Access by Addressing the Main Constraint: Household Ability
to Pay the Costs of Schooling

333. As indicated in Section 2, the primary constraint to improved educational access
is household ability to pay. There are at least two ways this constraint can be addressed:
lowering the costs of schooling for households or raising household income to meet these
costs. Both options are discussed below in the context of institutional mechanisms which
could be established. The MENJS and its partners need to consider the pros and cons of
both mechanisms, choose one and then invest in making it fully functional.

334. National Partnership Office/National Partnership Fund. In accordance with
the recommendations of the Basic Education National Program (PNEF), Haiti should
promote gquantitative and qualitative improvements in the education sector by improving
its mechanisms for partnership with the non-public sector. To this end, the Ministry of
Education formally proposed in early 2006 the establishment of the National Partnership
Office (NPO) in the Ministry of Education, along with its companion entity, the National
Partnership Fund (NPF).

335. The NPO is intended to be an institutional space for policy dialogue, strategic
planning, research and operational collaboration between public and non-public
stakeholders in the education sector. It is a critical mechanism for establishing the State’s
legitimacy vis-a-vis the non-public sector. The NPO is also designed to promote the
Education For All (EFA) agenda and strategic plan, and to generate consensus and
adherence to minimum educational quality standards in public and non-public schools.

336. The NPO and NPF would be governed by a 7-member Board of Directors, with
representation from the MENJS, non-public education providers, and the main teachers’
union. The Board would be the decision-making entity of the NPO/NPF, establishing
strategic goals, basic objectives, operational guidelines and procedures, and other
activities for promoting partnership between the public and non-public sectors. Its multi-
stakeholder composition would promote transparency and equity, further enhanced by the
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NPO’s mandatory Annual Partnership Conference, to which donors, a broad range of
non-public education service providers, parent associations, student associations, teacher
unions, etc, would be invited. The NPO would submit to conference attendees for review
its annual report, proposed future policy directions and objectives, and financial
information. Over time, it is expected that the NPO would set up regional offices as part
of the decentralization agenda, although this would not be part of its first phase of
development.*®

337. The recommendation to create the NPO was first made in the late 1990s and a
multi-stakeholder commission to assess its feasibility was established at that time.
Political and institutional problems arose in 2000, and the concept was shelved. In 2003
the World Bank’s “Enseignment de Base” education sector study re-proposed this idea,
which the Transition Government and donors embraced in the Interim Cooperation
Framework (ICF) strategy in July 2004. Under the ICF, an in-depth feasibility study for
the establishment of the NPO and NPF was financed by the World Bank, with results
shared with key education stakeholders. Legislation to create the NPO and NPF was
prepared by the Ministry of Education, in collaboration with key non-public education
actors (for example FONHEP), which was submitted to the Council for Ministers for
approval in January 2006. Should it be approved, US$200,000 in World Bank LICUS
grant funding is available immediately to support its immediate start-up activities. In
addition, the 2005/06 MENJS budget includes approximately US$100,000 in financing
for the NPO and NPF.

338. The National Partnership Fund is designed to be a financial mechanism for
supporting improvements in educational access and quality in non-public schools (and, in
certain cases, in public schools). For example, the NPF could channel public resources to
non-public schools which agree to cut school fees charged to poor families and adhere to
minimum quality standards (or commit to attain those standards, for example, by
improving teachers’ qualifications). The Board of the NPF would review proposals
submitted by non-public schools, based on social fund-type standardized proposal
templates and evaluation criteria. Alternatively, under procedures which would need to
be worked out, the NPF could issue vouchers to poor Haitian parents which they could
use to choose which accredited school they wished their children to attend. Vouchers
could be for the full average unit cost of non-public schooling, or a percentage of that
cost, which schools could then redeem for payment from the NPF.

339. Scenarios 2 and 3 presented in Table 5.4 above in fact assume the existence of the
NPO/NPF, or some similar institution. Basic calculations under scenario 3 suggest that
over a five-year period (2006-2011) the NPO and NPF could progressively expand
coverage and subsidies to non-public schools (equivalent to US$30/student) which agree
to waive school fees charged to the poorest 20 percent of children, to reach up 1,000,000
students (both currently unenrolled and enrolled), by 2011. This is well within the

% The full 120-page feasibility study for the establishment of the National Partnership Office was carried
out by international and national consultants in 2005, under the supervision of UNESCO, with LICUS
funding from the World Bank. Ref: « Etude Relative & la Mise en Place du I’Office National du Partenariat
et du Fonds National du Partenariat », MENJS/UNESCO/Banque Mondiale ; See also, « Manuel de
Procédures Administratives et Financieres «, MENJS/UNESCO/Banque Mondiale
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financing parameters indicated in the section above which calls for increased public
funding for education.

340. The NPO and NPF offer several advantages. First, they aim to stimulate
educational access and quality by building on the strengths of the non-public sector
(lower costs, ability to mobilize household contributions, greater supply response and
flexibility). Second, the NPO and NPF would retain the State’s normative, regulatory
and supervisory role, and raise the State’s capacity to fulfill those roles and improve
educational quality, notably by stipulating that only accredited schools could get
subsidies. Third, they would aim to complement, not substitute entirely, household
education spending such that the subsidy would enable the poorest households to keep
their children in school or send their children to school for the first time. This would be a
much more cost-effective way of expanding access than simply financing access in public
schools. Fourth, for the first time, they would increase synergy and collaboration between
the public and non-public sectors, improving information-sharing, strategic planning and
resource allocation in the sector. Indeed, experience in other countries indicates the
viability and cost-effectiveness of public funding for non-public education service
provision, as described in Box 5.1 below.

Box 5.1: Demand-side financing can be done via a number of different interventions:

block-grants to schools — which in turn agree to lower school fees;

targeted vouchers — cash payments given directly to families or schools;

stipends — via a conditional cash transfer program or scholarship;

targeted bursaries — cash payments earmarked for specific purposes, such as book purchases;
student loans — to help defray costs; and

community grants — funds given to a community and linked to enrollment in community
schools.

RN NS

Relevant examples of such demand-side financing analogous to the National Partnership Office
include:

= |n Haiti, the National Sponsorship Fund (Fonds National de Parrainage) finances student
scholarships, with funding from the private sector and USAID.

= |In the Dominican Republic, the Ministry of Education contracts with private secondary
schools on a per student basis to provide education services, through its Department of Private
Education.

= |In Jamaica, the Ministry of Education finances the base salary of teachers working in
accredited schools owned and operated by communities and/or NGOs, which then charge fees
to top-up salaries and finance school maintenance and qualitative inputs.

= In Colombia, the Ministry of Education offers vouchers on a lottery basis to poor students to
attend non-public secondary schools in areas where the public system is operating at full
capacity.

= |In Bangladesh, the Ministry of Education subsidizes 80 percent of base salaries of secondary
level teachers working in community-managed not-for-profit schools. Such schools represent
90 percent of all secondary schools, similar to the situation in Haiti. Schools follow state
criteria for recruiting students, and state pays for 80 percent of the costs of hiring a new
teacher for every 35 students enrolled.

341. A Complementary Way to Expand Education Access: the Applicability of
Conditional Cash Transfer Programs to the Haitian Case. As seen in Box 5.1 above,
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there is a vast experience in developing interventions that tackle the demand constraints
faced by households in accessing education (that is, their ability to pay and the
opportunity cost of children attending school). These interventions are designed to
strengthen the social safety-net and counter negative coping mechanisms that households
undertake as survival strategies during tough times — such as withdrawing kids from
school or neglecting to access health care services. These include, among others, targeted
fee-waivers to allow poor families to access basic social services, and providing cash
transfers to families conditional on keeping their children in school (following the
Oportunidades model developed in Mexico which has been widely reproduced in Latin
America and elsewhere around the world). Conditional Cash Transfer (CCT) programs
have been particularly successful in expanding access to education as well as reducing
poverty (via the cash transfer that is given to households) and empowering women, who
are often the recipients of the transfer, but have by and large only been implemented in
middle-income countries. Preliminary results for Cambodia suggest that it may be
possible to implement an adapted version of such a program in a low-income, post-
conflict setting such as Haiti, although a feasibility assessment would be needed to
confirm this (see Box 5.2).

Box 5.2: Cambodia’s Cash Transfer Program

Cambodia is recovering from years of internal and external strife, with severe repercussions for all aspects
of the economy and society, including education. As a result, while most Cambodian children attend some
schooling, a large share only completes a few grades and there is a particular problem that too few girls
progress to secondary school.

Cambodia’s Japan Fund for Poverty Reduction tackles this problem by providing a cash transfer of US$45
to poor families whose daughters enter the first year of secondary school. The value of the scholarship is
large—in 2002, mean per capita GDP in Cambodia was approximately US$300.

While the benefit is called a “scholarship”, it is given directly to parents at a public school ceremony,
which also honors the girls who have been selected according to transparent eligibility criteria. Despite
governance challenges, the program has been successfully run by the Ministry of Education. While
beneficiary selection originally took place at the schools, this function has been centralized at the ministry
to reduce discretion in applying selection criteria. A recent impact evaluation of the program shows that it
has a large positive effect on the school enrollment and attendance of girls of 30-43 percentage points, and
the impact appears to have been largest among girls with the lowest socioeconomic status.

Adapted from Filmer and Schady, 2006. Getting Girls Into School: Evidence from a Scholarship Program
in Cambodia. World Bank.

342. The cost of such an initiative in Haiti would depend primarily on coverage goals
(how many children would benefit from the program). As an example, assuming a
US$10 per month per child income transfer, US$ 11.5 million per year (including
administrative costs of 15 percent) would cover 100,000 children. This is equivalent to
roughly 20 percent of primary school-aged children who currently do not attend school.
For an introductory consideration of implementation issues that would need to be
considered for designing such a program, see Annex 1.

343. Finally, efforts to increase public and external donor spending for education,
strengthen the capacity of the MENJS, and develop demand-side financing mechanisms
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for expanded access need to be complemented by continued development of local school
management committees and school-parent associations. Several donors have exciting
initiatives in this area (EU, CIDA) in Haiti which need to be expanded. International
experience (e.g. EDUCO in EI Salvador) has repeatedly shown that increased community
and parental involvement in school management leads to improved educational outcomes
for children of those schools. The commitment of Haitian households to the education of
their children suggests this is a very promising area for productive investment by external
donors, the MENJS and the communities themselves.
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Annex 1. Cash Transfer Program Implementation Considerations

344. Drawing on international experience, a successful CCT program would call for
the following basic elements:

e simple and objective beneficiary targeting and selection methodology and
mechanism;

e  reliable supply of the service which constitutes the conditionality (usually education
or health services);

e  capacity to verify fulfillment of conditionality (for example school attendance or
receipt of vaccines);

e  payment system; and

e active beneficiary database for entry/exit of beneficiaries, and for program
monitoring and evaluation purposes.

345. Usually CCT programs are centralized, technocratic structures with skilled staff,
strong information and communication technology systems, links to the national budget
office (for payments) and the sectoral ministry responsible for providing or overseeing
provision of services supported by the cash transfer (in this case, education). Such a
structure may be difficult to set up in Haiti, and for such a program to work, alternative
mechanisms for ensuring the above-mentioned parts of a CCT program need to be found.

346. Targeting: could be based on the recently-released Haiti poverty map and zones
where poverty is highest, for families with children between the ages of 6-12. Working
with community-based associations and local government authorities, contracted non-
governmental organizations would identify qualifying families and inform them about the
program, its benefits and their responsibilities.

347. Service Delivery: could be through public and non-public education service
providers.

348. Verification: could be through certification by the education service providers,
submitted on a quarterly basis to the program manager, with funds to make transfers
included as part of the project disbursements for the provision of education services.
Program supervision would include random spot checks of providers to ensure correct
application of program regulations.

349. Payment System: managed by contracted firms (e.g. remittance agencies) or
NGOs, to which beneficiary would take a “voucher” for payment issued by the contracted
agency.

350. Beneficiary Database: contracted service providers would be responsible for
maintaining the database of their clients, and for communicating this information to
central program database management. Supervision visits would be conducted by
government or non-governmental organizations to verify beneficiary participation and to
instruct service providers of the need to remove families from the program (for example,
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when children graduate from primary school, or fail to comply with their co-
responsibilities).
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