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Executive Summary

There is strong investor interest in Haiti that could generate 380,000 jobs by 2030. With
abundant affordable labor and close proximity to the U.S., Haiti possesses good potential to
capture new investments in the apparel, agri-business, construction/building materials,
logistics, and tourism sectors in the near term, while transitioning over time to other higher-
value industries and services. With highly favorable trade access for apparel products under the
U.S. Haiti Economic Lift Program (HELP) Act, both existing and potential new apparel
manufacturers in Haiti are well-positioned to capture a greater share of U.S. market demand,
delivering up to an additional 35 million dozen knit products (cotton t-shirts, bottoms, and tops)
and 80 million woven products (basic chinos, jeans, and uniforms) each year to U.S. buyers at
competitive prices. Based on an analysis of demand, over 2,000 hectares (ha) of serviced land
will be needed for apparel, agri-business, construction/building materials, logistics and
warehousing (including cold storage), tourism, and residential investors over the next 20 years.

However, a variety of market, legal, regulatory, and institutional constraints continue to impede
the realization of this potential that is vital to Haiti’s economic growth. In this context,
Integrated Economic Zones (IEZs)* can facilitate these investment opportunities by providing a
precise, targeted, and quickly implementable framework to address these constraints. IEZs can
provide serviced land, pre-built facilities, reliable utilities, and a streamlined business
environment through transparent procedures and a “one-stop” shop approach. They can also
act as platforms to develop clusters and growth poles to energize private sector activity around
them. With effective Public-Private Partnership (PPP) approaches, the private-sector could fund
IEZs, which can become flexible market-driven platforms to deliver site-specific infrastructure
needs for industrial, residential, and tourism uses across Haiti in line with the GoH'’s
Reconstruction and Development Goals. A number of other countries have done this elsewhere
with significant results (e.g., Jebel Ali in Dubai, Agaba in Jordan, Subic Bay in the Philippines,
Panama Pacifico in Panam3, zones in the Dominican Republic (DR) and Mexico (Maquiladoras),
and a number of IEZs on the eastern seaboard of China). Lessons learned from these countries
can be applied in Haiti to catalyze investment generation and growth.

1 IEZs are more than industrial parks (IPs) or industrial zones (I1Zs) typically limited to industrial investment. IEZs can include IPs, IZs, free zones
(FZs), multi-use commercial/retail areas, business & technology services, residential, education, tourism, and other zoned uses.
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IEZs Can:

Improve the business climate

Develop secure, well-managed
industrial, commercial, and
residential areas

Pilot new policy approaches
to regional development and
competitiveness

Haiti’s Competitive Position

Delivering:

In line with Haiti’s Action
Plan for Reconstruction and
Development

Over
380,000
jobs by

2030

Over 200
industrial
projects

Residential
and
tourism
investment

Job creation

Reconstruction

Decentralization

Haiti offers a strong competitive position for the apparel, agri-business, construction materials,
and other sectors. Specifically, Haiti provides: competitive wage rates (on average, 50 percent
less) for unskilled labor; and competitive sea-freight costs (on average, 21 percent less) and
shipping times to the U.S. (Figure 1). In addition to preferential market access to the U.S. under
the HELP Act for apparel investors, these are among two of the most critical cost factors for
potential investors now considering Haiti to establish operations.
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Figure 1: Haiti’s Comparative Wage Rates and Sea-Freight Costs>

Annual Wage Rates for Unskilled Labor (USD, 2010)
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As seen in Figure 2, Haiti is very competitive for apparel investors. Coupled with Haiti’s unique
advantage of almost tripled quota allowances and liberalized rule-of-origin (ROO) requirements
for apparel exports to the U.S. under the HELP Act, the apparel sector is expected to spearhead
investments in Haiti over the next five years, laying the foundation for other investments and,
as labor skills increase and the business climate improves, a transition into other higher-value
industries.?

2 Sea-Freight Cost quotes from Maersk Line (www.maerskline.com) and Seaboard Marine (seaboardmarine.com), as received on August 4-5,
2011 for a 40-foot “standard” container carrying either manufactured articles or household goods. The sources for annual wage rates for
unskilled labor are provided in Figure 14 of the Market Analysis Annexes. Although it is a low-cost manufacturing location for garment
producers, Bangladesh (and the Port of Chittagong) is excluded from the table due to the extreme cost (USD 9,937) for shipping from
Chittagong. Nevertheless, labor wage rates for the garment industry in Bangladesh are the most competitive amongst the benchmarked
locations at, on average, USD 628 per annum.

3 The U.S. HELP Act extends to 2020 duty-free access to the U.S. for eligible knit/woven goods produced in Haiti and Dominican Republic,
without regard to the source of fabric inputs. It triples the Trade Preference Level (TPL) allowance from 70 to 200 million SMEs for both knits
and wovens, subject to some sub-quota limitations. In 2009, Haitian industry would have used approximately 10 percent of its U.S. HELP Act
quota. Under the U.S. HELP Act, Haitian firms can export their products to the U.S. through the Dominican Republic, benefiting from its superior
infrastructure.
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Figure 2: Business Case: Haiti’s Cost-Competitive Advantage for Apparel Production®
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Although Haiti generally lags behind a number of competitor countries in macro-economic
performance, country risk, ease of doing business, and the cost and reliability of electricity, it
offers several important competitive advantages in terms of operating costs. To immediately
and better capitalize on its competitive advantages, it is critical for Haiti to implement a
strategic IEZ program to provide the much needed hardware (infrastructure) and the software
(business-enabling environment reforms) to translate this opportunity into investment and
jobs.

4 As a basis for calculation, the Consultant Team used the cost analysis provided in the “Bringing HOPE to Haiti’s apparel Industry: Improving
Competitiveness Through Factory-Level Value-Chain Analysis” Report (September 2009) produced by Nathan’s Associates. As elaborated in
detail in the Main Report, the Consultant Team adjusted the underlying assumptions for “manufacturing overhead” (i.e., electricity, rent,
indirect labor) and raw materials costs for cotton fabric due to the large increase in worldwide cotton fabric spot market prices from September
2009 to July 2011.

4 Consultant Team interviews
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High-Potential Sectors

In-depth analysis of data obtained through meetings with GoH representatives, field interviews
with investors, and from other third-party sources (e.g., CFl, Trade Map, UNCTAD/WIR, among
others) on business registration, trade flows, and foreign-direct investment (FDI) and local
investment in Haiti provide a critical snapshot of key business trends and growth opportunities.
Coupled with information based on consultations with stakeholders, validation and expansion
of the earlier high-potential sector selections by Haiti’s Presidential Working Group on
Competitiveness (see Figure 19), the promising sectors for immediate investment in IEZs
include apparel, agri-business and food processing, construction/building materials, and
logistics and warehousing. Interest is also starting in electronics/electronics assembly,
packaging, furniture/home furnishings, and medical equipment. Figure 3 provides a summary of
the sectors with the most investment potential, their key drivers, as well as expected job
generation and output figures.

The apparel sector, especially woven products, offers the best immediate opportunity for FDI
and job creation based on favorable trade, investment trends, and Haiti’s competitive
production costs. Prior to the devastating earthquake in January 2010, exports had increased
19 percent in knits and 50 percent in wovens from 2008 to 2009.

Currently, Korean, Dominican, Brazilian and other foreign investors in the apparel industry are
investing or considering Haiti as a possible site for investment to produce wovens (e.g., jeans
and trousers), knits, new fashion products, and even textile, dyeing and finishing operations.
Other similar categories that fall into the broader apparel sector are footwear, luggage, and
sporting gear.

Agri-business and construction materials are two other sectors that will drive investment in IEZs
due to Haiti’s natural resources in agriculture and the reconstruction needs. As two of Haiti’s
leading export products behind garments, mangoes and cocoa are key product categories for
investment by firms looking to export mangoes and cocoa to U.S., and where investors can
expand into higher-value processing using quality local raw materials inputs and Haiti’s
competitive operating costs. Finally, the reconstruction and construction of new infrastructure
in Haiti is creating enormous demand for construction materials, representing another
investment opportunity. Although the vast majority of the construction and building materials
required as inputs for reconstruction will be imported and require warehousing/trading space,
the potential also exists for Haiti to expand into some metals components and plastics
manufacturing operations.
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Between 2004-2009, 39 percent of operationalized investment projects were in the apparel

sector, 20 percent in agri-business and food processing, and 19 percent in light manufacturing

operations such as electronics, recycled plastic bottles, wood boxes, and soaps.

Figure 3: High-Potential Target Sectors: Main Drivers and Jobs/Output Estimates by Sector

IEZ Sectors

Main Haitian Drivers

Year 20:
Jobs and Output®

Estimates by Sector®

Apparel (including
Footwear and
Accessories)

Proximity and preferential access to the U.S. market (i.e., U.S.
HELP Act), including strong and growing demand for apparel
products

Exports to the U.S. market increased 19 percent in knits and
50 percent in wovens (2008-2009) prior to the earthquake
Availability of affordable labor and a growing number of
trained workers from training programs

Competitive sea-freight costs and shipping times to the U.S.
market

Direct: 120,000
Indirect: 60,000
Total: 180,000

Output:
USD 1.8 billion

Agri-Business and
Food Processing

Strong growth in demand from the U.S. market for products
available in Haiti: fresh fruits (i.e., mangoes — 2003-2009
CAGR 7 percent export growth), coffee, cocoa (2003-2009
CAGR 9 percent export growth, and other agricultural goods
Food is one of the largest of Haiti’s imports

Regional Caribbean Market

Micro-climates that enable extended growing seasons and
counter-cyclical growing to satisfy seasonal gaps in supply
Current investments being made in roads, feeder roads, and
rural collection/sorting/packaging facilities

USAID establishment of the Sustainable Rural Development
Center to train farmers to increase crop yields and boost
incomes

Direct: 22,000
Indirect: 11,000
Total: 33,000

Output:
USD 347.2 million

5 “Output” is the aggregated total of annual gross revenue (sales) for firms in each sector by Year 20.

® The process for calculating job estimates is explained in the Economic Analysis Report.
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IEZ Sectors

Main Haitian Drivers

Year 20:
Jobs and Output®
Estimates by Sector®

Construction/
Building Materials

Demand from donor-backed housing projects, GoH-building
reconstruction, and road/port developments/expansions

Construction of IEZs and IEZ-related residential housing

Demand for housing for Internally Displaced Persons (IDPs),
requiring an estimated 400,000 new permanent housing
units over 5 years7

Reconstruction needs for rebuilding, repairing/replacing, and
repositioning facilities, infrastructure, and assets estimated
in the Haiti Earthquake PDNA as follows: USD 3.2 billion for
housing; USD 600.1 million for education; USD 294.4 million
for health; USD 324.7 million for transport; and USD 52.4

- 8
million for water systems

Direct: 12,000
Indirect: 6,000
Total: 18,000

Output:
USD 260.4 million

Logistics and

General expansion of the Haitian economy and key target

Direct: 1,300

Warehousing sectors requiring increased import/export logistics capacity Indirect: 600
(including Cold Increased investment in roads, ports, and airports Total: 1,900
Storage) Over the next years, rising consumer incomes and demand o
for goods/services; trade USD 1l91t;mj||'
.2 million
Residential Housing for IDPs (400,000 units®), including construction

financing from the U.S. and other international donors
Development to be fueled by direct/indirect IEZ and country-
wide job creation and general economic growth

Demand stemming from population growth

Proposed mortgage-lending and rental-voucher systems

Average Annual for IEZ
and IEZ-Related
Residential
Construction: 35,000
jobs

Tourism (Two
Hotels)10

GoH strategy focusing on developing Haiti as a competitive
value-added location (i.e., lower costs versus many regional
rivals) for tourism within the Caribbean

Haiti’s offering and promotion of unique cultural and natural
assets

Implementation/marketing of tourism projects in the north
(e.g., Labadie leased by Royal Caribbean, UNESCO sites in the
National History Park) and south (e.g., beaches)

Total: 900 jobs

7 Haiti’s Private-Sector Economic Forum

8 “Haiti Earthquake PDNA: Assessment of Damage, Losses, General, and Sectoral Needs,”
http://www.refondation.ht/resources/PDNA_Working_Document.pdf (March 2010)
9 Haiti’s Private-Sector Economic Forum

10 Tourism sector demand in this report is limited to determining the requirements for space and employees at two all-inclusive hotels, as

could locate at a possible IEZ in the North of Haiti, adjacent to keu cultural and natural assets.
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Year 20:
IEZ Sectors Main Haitian Drivers Jobs and Output®
Estimates by Sector®

Higher Value- Haiti’s competitive labor wage rates for apparel investors as

Added Light anchor tenants at IEZs, such as at other zones (e.g., Santiago

Industry/ FZ in the DR and Tan Thuan EPZ in Vietnam), will provide a

Other

platform for low-cost exporting and lay the groundwork for a
transition to higher-value sectors

Higher-value sectors in light manufacturing require
complementary labor skills and will also benefit from Haiti’s
low-cost factor inputs and affordable and timely access to
the U.S. market

Alongside “core” apparel, agri-business, and
construction/building materials sectors, IEZs can attract light
manufacturing investors in furniture/home furnishings,
electronics and electronics assembly, medical devices, and
packaging, among others

Implementation of the IEZs Regulations will enable this
investment by enhancing the business environment

Section C.6 identifies additional factors impacting the
potential development of higher-value sectors

N/A
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National and Site Demand Projections for Serviced Land and Jobs

To satisfy industrial, tourism, and IEZ-worker residential investment requirements,
approximately 606 ha of land area will be required over the next 5 years, and 2,100 ha in the
next 20 years. Some 140,000 and 380,000 jobs, both direct and indirect, could be created by
the target sectors within the IEZs at Years 5 and 20, respectively (Figure 4).

Figure 4: Haiti Cumulative National Job Creation Through IEZs at Years 5 and 20

Cumulative Total National IEZ-Related

[ vearssobs: 143350 | 35000 [ear 20 Jobs: 382,300]
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Given the anticipated scale of investor demand for serviced land and pre-built facility space,
two to three pilot IEZ projects can be launched immediately in Haiti. To focus efforts to the best
locations to catalyze the investment demand rapidly, the team methodically screened 65
potential IEZ locations for suitability and ease of development. This analysis resulted in
selection of 7 high-performing sites that could accommodate the two or three pilot IEZ projects.
The screening criteria included a fatal-flaw analysis and specific site/topographical,
environmental, and economic development criteria. The Site Assessment also took into account
investor feedback identifying north and east (N+E) of Port-au-Prince and the North of Haiti as
investors’ preferred locations for locating their businesses in the near future and where there is
an immediate need for infrastructure delivery.

Key Policy Actions to Facilitate Investment and Job Creation

To facilitate investment and job creation in the near-term, there is an immediate need for the
GoH to quickly set up the legal and regulatory environment of IEZs, including business-enabling
environment reform pilots. As a first step, immediate adoption of proposed IEZ Regulations
would remedy a variety of market and legal, regulatory, and institutional constraints. As
documented in the World Bank’s Doing Business 2011 report and confirmed by investor
interviews, Haiti’s critical investment bottlenecks include: (i) a burdensome business formation
and licensing process; (ii) the absence of a formal land-titling/cadastre system and real property
registration; (iii) a complex customs administration; (iv) prohibitive costs and limited availability
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of serviced land, facilities, and utilities; (v) the lack of a modern construction code; (vi) no
contemporary international arbitration/mediation mechanisms; (vii) the lack of adequate
investor safeguards to protect private property rights; and (viii) fragmented and overlapping
legal, regulatory, and institutional structures regulating free zones, industrial parks, and
investment in Haiti. Passage of the IEZs Regulations will enhance Haiti’s competitive position for
investment by enabling the provision of serviced land and facilitating business formation and
licensing at IEZ locations. The IEZ Regulations would commence regulatory reforms that would
be codified in an IEZ Law. In an IEZ context, the essential immediate and longer-term
requirements to best ensure investor demand are outlined in Figure 5. These requirements
form the basis for projecting demand in this Report.

Figure 5: Conditions Impacting Investor Demand

Essential Requirements (“ Must-Haves” Based on I nvest piionSur veys
A Adoption of a unified Regulatory Framework, including expedited process for business set-up/licensing for IEZ

” u

developers/operators and tenants (i.e., de facto “Account Executive” “one-stop” model)
A Initial pricing of approximately USD 3.00/m*/month in Port-au-Prince and approximately USD 2.70/m’/month
in the North for pre-built facilities. It is expected that price levels will increase over time as the IEZ value

proposition is tested in the market and Haiti becomes more attractive to higher-value industries

™

Resolution of land-tenure and resettlement issues at IEZ locations, enabling recruitment of IEZ investment and
development

Availability/provision of reliable and competitively priced electricity and water to IEZ sites
Expansion/rehabilitation/construction of roads and other infrastructure, including airports

Availability of sufficient port capacity at the Port of Port-au-Prince, Terminal Varreaux, and Cap-Haitien

To Do To I

Maintenance of security and political stability (a concern for many investors and garment buyers)

Ongoing and Longer-Term Requirements:

A Passage of an IEZs Law, codifying the unified Regulatory Framework, Account Executive “one-stop” model,
MOU procedures, and IEZ-level land titling

A Implementation of 3 x 8 workforce shift

A Longer-term port development in the North

The Broader Socio-Economic Impact of an IEZs Program

The broader socio-economic impact of an IEZs program will exceed the 380,000 direct, indirect,
and related construction jobs. Assuming an average household size of 5-7 persons, the
implementation of a good-practice |IEZ program has the potential to touch the lives of more
than 2 million Haitians. Entry into the formal employment market and access to job-based skills
training will also help the Haitian workforce to compete in higher-value industries in the future
(e.g., electronics assembly, light manufacturing, and BPO/ICT). As indicated in Figure 6, the
projected average annual direct employment contribution for two pilot IEZs in Port-au-Prince
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and in the North are directly comparable to the historical performance of other high-

performing locations in the rest of the world with IEZ/SEZ/FZ regimes.

Figure 6: Comparative Annual Average Direct Job Creation at IEZs
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Market/Demand Analysis

This Market/Demand Analysis consists of four sections:

1. Macro-Economic Climate — Overview of Haiti’s macro-economic situation, trade and
investment data and trends, and GoH growth strategies. Data/information examined
includes existing studies/reports, trade, investment and CFl data, and field-interview
results.

2. Key Sectors — Presentation of the high-potential industry sectors likely to drive demand
for serviced land in the national economy and at the proposed “pilot” IEZ sites and the
major Benchmarking findings.

3. Market Assessment for Promising Sectors — Focus and discussion on the apparel sector
in terms of the sector profile, structure, cost-competitive position, and the main drivers
supporting apparel and the other high-potential industry sectors.

4. Demand Projections — National demand projections for serviced land over a 20-year
period in “Best Case” and “Aggressive Case” scenarios.

A. Macro-Economic Climate

Haiti shares the same island (Hispaniola) with the Dominican Republic (DR), but it has not
enjoyed parallel economic and social growth. It is the poorest country in the Western
Hemisphere, with 2010 gross domestic product (GDP) estimated at USD 11.5 billion and GDP
per capita of nearly USD 1,200. Haiti has a highly polarized distribution of income, with almost
48 percent of household income earned by the top 10 percent of the population and less than 1
percent earned by the bottom 10 percent. Remittances from expatriate Haitians are a major
source of foreign exchange for the country, amounting to approximately 20 percent of GDP.*
The official unemployment rate is estimated at 40.6 percent, but unofficial employment and
rates of under-employment are significantly higher.12 Natural disasters have compounded

problems of poverty and underdevelopment in the country.

On January 12, 2010, Haiti was struck by a 7.0 magnitude earthquake, which the GoH estimates
to have killed 316,000 people and caused damages estimated between USD 8-14 billion. The
damage caused by the massive earthquake, coupled with hurricanes and tropical storms that
have afflicted Haiti during recent years, has resulted in significant setbacks for the country. The
earthquake devastated the country’s principal urban center, Port-au-Prince, and the hurricanes
and tropical storms caused damage to rural areas and agricultural productivity. The huge

11 EIU Haiti Country Report (May 2010).

12 CIA World Factbook (2010).

13 Allyn Gaestel and Tom Brown, “Haitians Recall 2010 Quake ‘Hell’ as Death Toll Upped,” http://www.reuters.com/article/2011/01/13/us-
haiti-quake-anniversary-idUSTRE7094L420110113 (January 13, 2011)
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reconstruction effort, estimated by the GoH to cost about USD 11.5 billion over the next ten
years in the Haiti Earthquake Post-Disaster Needs Assessment (PDNA) Report (March 2010)",
will dominate the political and economic agendas in the short and medium terms. In April 2011,
Michel Martelly was elected president of Haiti and sworn-in during Haiti’s first democratic
transition in May 2011. President Martelly is targeting “agricultural investment, lodging for the
700,000 still living in tent camps, and free education for all children” as key areas of policy
focus.™ Job creation is the president and his cabinet’s over-riding objective. Prime Minister
Garry Conille has reiterated that his government will focus its action on the four main pillars
established by President Martelly: education, jobs, the environment, and rule of law. The prime
minister aims to create 1 million jobs and achieve annual growth of “about 9%” over the next
five years.16 As reiterated in a recent address to the Haitian people, President Martelly stated:
“We need to curb insecurity to allow business people to come and open businesses in our

country, in order to create jobs for the people.”*’

A.1 Economic Context and Key Indicators

Figure 7: GDP and Employment Distribution by Sector (2010)

GDP Distribution Employment Distribution

Services
52%

Source: CIA Factbook as updated May 27, 2010

As illustrated in Figure 7, the agriculture sector represents nearly 30 percent of GDP and
employs nearly 70 percent of the workforce, mostly dedicated to subsistence farming. ***° Yet,
food imports are one of the largest components of Haiti’s import bill, constituting over 30

14 “Haiti Earthquake PDNA: Assessment of Damage, Losses, General, and Sectoral Needs,”
http://www.refondation.ht/resources/PDNA_Working_Document.pdf (March 2010)

15 Ene Bruemmer, The Montreal Gazette, http://www.montrealgazette.com/Martelly+deliver/4783346/story.html (November 25, 2011)
16Jean-Michel Caroit, The Guardian Weekly, http://www.guardian.co.uk/world/2011/oct/25/hait-mps-agree-prime-minister-conille (October
25,2011)

17 Speech text from President Martelly in “Michel Martelly Speaks to the Nation,” Haiti Libre, http://www.haitilibre.com/en/news-4326-haiti-
politic-michel-martelly-speaks-to-the-nation.html (November 25, 2011)

18 Congressional Research Service, The Haitian Economy and the HOPE Act, September 2009

19 Even prior to the earthquake, agricultural growth was constrained by outdated practices, poor infrastructure, limited availability of arable
land, and natural disasters. Production of Haiti’s main crops of rice, sugar, and coffee are at a fraction of historic levels and insufficient to meet
domestic need, raising concerns over food security and the specter of food riots
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percent of worldwide imports in 2009.%° The services sector, constituting 52 percent of GDP, is
led by restaurant and hotel industries. Tourism flows to the country remain low, partly due to
political insecurity, social unrest, and limited infrastructure. Nevertheless, due to its prime
Caribbean location, tourism development plans by the Ministry of Tourism, successful tourism
industry in the 1950s and 1960s, and the nearby success of tourism in the DR, it is argued that
Haiti has the potential to develop a vibrant tourism economy.21

After Haiti’s GDP grew by 2.9 percent in 2009 in constant prices, the IMF estimated that GDP
would contract by 5.5 percent in 2010 due to the impact of the earthquake. However,
stemming from donor investment and GoH reforms, GDP growth is projected to reach an
annual rate of 8-10 percent from 2011-2015 according to the trajectory presented in Figure 8 in
current terms.?

Figure 8: IMF GDP Forecast (USD, Billions)
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A.2 Trade

Haitian exports are strengthening in categories such as knit and woven goods, but highly
concentrated and in need of diversification. The country continues to experience a substantial
trade deficit (see Figure 9) that has arisen from Haiti’s heavy reliance on imports, such as food
(see Figure 13),%® following decades of insufficient agricultural-production volumes that have
resulted in recurring food shortages and insecurity.

20 Trade Map data; Consultant Team calculations

21 Congressional Research Service, The Haitian Economy and the HOPE Act, September 2009
22 IMF, IFC (www.ifc.org)

23 Haiti’s global trade deficit spiked to USD 1.7 billion in 2008 because of the global food crisis.
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Figure 9: Haiti’s Trade Balance (USD)

Exports to 2007 2008 2009 Growth 2008 | Growth 2009
World $672,730,000 $657,344,000 $658,952,000 -2% 0%
United States (U.S.) $500,219,000 $464,422,000 $565,999,000 -7% 22%
Canada $20,648,000 $18,161,000 $19,102,000 -12% 5%
Mexico $12,263,000 $7,589,000 $13,439,000 -38% 77%
DR $55,942,000 $61,910,000 $13,329,000 11% -78%
U.S. Percentage of

. 74% 71% 86%
Haiti’s World Exports
Imports from 2007 2008 2009 Growth 2008 | Growth 2009
World $1,891,721,000 | $S2,388,558,000 | $2,239,412,000 26% -6%
u.Ss. $710,714,000 $944,538,000 $791,683,000 33% -16%
DR $433,679,000 $569,269,000 $647,393,000 31% 14%
China $81,925,000 $125,898,000 $147,487,000 54% 17%
Colombia $54,668,000 $45,253,000 $61,177,000 -17% 35%
Japan $38,569,000 $46,998,000 $50,086,000 22% 7%
Peru $54,326,000 $56,762,000 $48,131,000 4% -15%
U.S. Percentage of
Haiti’s World 38% 40% 35%
Imports
Trade Balance 2007 2008 2009

uU.s.

-$210,495,000

-$480,116,000

-$225,684,000

DR

-$377,737,000

-$507,359,000

-$634,064,000

U.S. Trade Balance
Growth Rate

128%

-2.8%

World

-$1,218,991,000

-$1,731,214,000

-$1,580,460,000

World Trade Balance
Growth Rates:

42%

-9%

Source: Trade Map Database; Consultant Team Calculations

Figure 9 above also illustrates the prominence of the U.S. in Haiti’s trade regime. In 2009, the

U.S. received 86 percent of Haiti’s total exports and accounted for 35 percent of Haiti’s total

imports, making it Haiti’s largest export/import market. The U.S.” dominant role as Haiti’s

leading trading partner is attributable to geographic proximity, competitive pricing, a

substantial population of expatriate Haitians, and well-established export-import shipping
routes. As illustrated in Figure 10, Haiti’s 2009 exports of knit and woven goods to the U.S.
represented a combined USD 523,218,000, or approximately 92 percent, of Haiti’s total exports

to the U.S.
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Figure 10: Top Haiti Exports by Value to U.S. (2009, USD thousands)**

$450,000 $418418 Exports by Value to U.S.: Key Findings
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250000 (e.g., fresh mangoes), a product group that
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12007 totaled USD 12,174,000, or approximately
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Figure 11: Top Haiti Exports of Apparel Goods by Value to U.S. (2009, USD thousands)®
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Apparel Exports to U.S. by Value: Key Findings

e “T-shirts, singlet’s, and vests,” led total
exports at USD 219,764,000, or 39 percent
(growing by 24 percent between 2008 and
2009)

o “Jerseys, pullovers, and cardigans,” ranked

$150,000
second at USD 182,512,000, or 32 percent
6100000 1 L (growing by 15 percent between 2008 and
$65,270 1 2008 2009)
12009

$50,000 |

$0

$15,953 $10,105

Men's shirts

T-shirts, singlets, and Jerseys, pullovers, and Men's suits, jackets,

Women'ssuits,
trousers,and shorts  jackets, dresses,
skirts, and shorts

vests cardigans

e “Men’s suits, jackets, trousers, and shorts”
are Haiti’s largest wovens export at USD
65,270,000, or 12 percent (growing by 23
percent by value in 2008-2009

o “Women'’s suits, jackets, dresses, skirts, and
shorts” experienced 370 percent growth by
value in 2008-2009

24 Data values provided for Haiti’s 2009 U.S. exports. For all graphs contained in the trade section, more extensive lists of Haiti’s U.S.
exports/imports are provided in Annex C, including 2007-2009 data and year-over-year growth rates. Source: Trade Map.

25 Data values provided for Haiti’s 2009 U.S. exports of apparel/garment products. More extensive lists of Haiti’s U.S. exports/imports are
provided in Annex C, including 2007-2009 data and year-over-year growth rates. Source: Trade Map.
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Apparel manufacturing is one of Haiti’s primary industrial activities and top foreign exchange
earners. Recent growth within Haiti’s apparel-assembly export industry is largely attributable to
U.S. initiatives. Over 90 percent of Haitian apparel is exported to the U.S. In order to provide
growth incentives for the Haitian garment industry, in 2006 the U.S. Congress passed the
Haitian Hemispheric Opportunity through Partnership Encouragement (HOPE I) Act, which
granted duty-free access to U.S. imports of eligible Haitian apparel. In 2008, former U.S.
President George W. Bush signed into law the Haitian Hemispheric Opportunity through
Partnership Encouragement (HOPE Il) Act. HOPE | and Il produced a marked increase in the
share of Haiti’s world exports entering the U.S., rising from 71 percent in 2008 to 86 percent in
2009 (as indicated above in Figure 9).%° After the 2010 earthquake, the U.S. Congress passed
the U.S. HELP Act?’, which extends these trade privileges through 2020, relaxes Rules of Origin
(ROO) requirements, and almost triples Haiti’s quota allowance from 70 million square meter
equivalents (SMEs) to 200 million SMEs.?® For Haiti to produce apparel up to its new quota
allowance of 200 million SMEs apiece in the knits and wovens categories, it was estimated that
an additional 44 apparel firms (see Figure 31) could be added to the market. At full utilization,
the quota would potentially allow for the 44 firms to generate approximately USD 1.1 billion in
annual gross sales (revenue).”” The “Plus One for Haiti” program of the Office of the United
States Trade Representative (USTR) provides additional U.S. backing for Haiti’s apparel
producers.®

Agriculture represents another export opportunity for Haiti to exploit, albeit on a smaller scale
(see Figure 12). Under food/beverage exports, in addition to mangoes, Haiti exports cocoa
beans (USD 7,087,000, or 1.25 percent of total U.S. imports, in 2009) and rum (USD 1,272,000,
or 0.22 percent of total U.S. exports, in 2009) to the U.S. Although agriculture and agri-business
industries collectively constitute only around 6 percent of all Haitian exports by value, they
employ approximately 70 percent of the Haitian population, mainly at the subsistence level. As

26 Imports from the U.S. fell by 16 percent in 2008/2009 in part because of diminished U.S. consumer demand during the global financial crisis.
A major critical trend impacting Haitian industry concerns changing demand patterns and reduced margins as firms were forced up the value
chain with no commensurate change in product price. Although Bangladesh grew its industry through this change in consumption patterns,
Haiti lost marketshare since it was not as well-equipped to respond in higher-value categories.

27 The U.S. HELP Act of 2010, signed into law by U.S. President Barack Obama on May 24, 2010, extends duty-free-treatment and quota-
liberalization privileges introduced by HOPE Il up through 2020 for several categories (e.g., nightgowns) of Haitian-origin garments exported
from Haiti or the DR and imported into the U.S.. No other country in the world has such preferential access to the U.S. apparel/garment market.
The HELP Act almost triples the respective tariff preference levels (TPLs) from 70 million square-meter-equivalents (SMEs) to 200 million SMEs
under which certain Haitian knit and woven apparel products will receive duty-free treatment regardless of the origin of the inputs. Additional
information on the benefits of the U.S. HELP and HOPE Il Acts for Haiti’s apparel and automotive sector can be found in Annex B.

28 Congressional Research Service, http://www.govtrack.us/congress/bill.xpd?bill=h111-5160&tab=summary
http://www.reuters.com/article/idUSTRE6443Z320100505

29 Fourty four apparel firms x USD ~24 million/firm (weighted average gross firm revenue) = ~USD 1.1 billion in annual gross sales. USD ~24
million is the average amount of export sales on a firm-level basis based on total exports for 2009/number of operating firms

30 “Plus One for Haiti,” announced by Ambassador Ron Kirk of the USTR in February 2010, is a non-binding program receiving bipartisan
support in the U.S. Congress that encourages U.S. companies to source at least one percent of their total apparel production from Haiti.

November 25, 2011 Page 6



IEZs in Haiti: Market Analysis Final Report

described in the PSEF “Vision and Roadmap for Haiti” Report (March 2010) both the public and
private sectors in Haiti have identified agricultural modernization (e.g., improved agricultural
practices, extension of farm roads, implementation of a functioning land-tenure system) as a
“pillar” umbrella reform that is needed to revitalize the Haitian economy.

Figure 12: Top Haiti Exports of Agricultural Goods by Value to U.S. (2007-2009, USD
thousands)
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In 2009, Haiti imported in excess of USD 2.2 billion of goods from the world, of which USD 791.7
million were sourced from the U.S. Approximately USD 723.8 million, or 31 percent, of Haiti’s
world imports bill was for cotton (11 percent), cereals (10 percent), and commodities not
elsewhere specified (nes) (10 percent). Excluding cotton, which Haiti imports almost exclusively
from the DR, the six import categories identified in Figure 13 constituted some 71 percent of
Haiti’s total imports bill from the U.S. For Haiti’s U.S. imports, cereals (after commodities nes)
ranked as the largest import product category in 2007, 2008 and 2009, accounting for USD
187,335,000, or 24 percent, of Haiti’s total in 2009. Rice represented the single biggest
“cereals” U.S. import in 2009, totaling USD 147,091,000, or 19 percent, of Haiti’s total U.S.
imports, followed by “wheat and meslin” at USD 37,400,000 (5 percent of total U.S. imports),
“meat & edible offal of poultry meat” at USD 28,953,000 (4 percent of total U.S. imports), and
“soya-bean oil & its fractions” at USD 21,388,000 (3 percent of total U.S. imports). As displayed
in Annex C, Figure 27, outside of “soya-bean oil & its fractions” (which grew 96 percent
between 2008 and 2009), each of the above leading food/beverage Haitian imports from the
U.S. all fell between 2008 and 2009, experiencing decreases that ranged from -2 percent (“meat
& edible offal of poultry meat”) to -42 percent (“wheat and meslin”).
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Figure 13: Top Haiti Imports by Value from U.S. (2007-2009, USD thousands)
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Haiti imports the vast majority of the raw materials and other resources needed for
infrastructure development and building construction and the interior outfitting of buildings
and homes. From the world in 2009, Haiti imported plastics (USD 79,587,000), iron and steel
(USD 54,930,000), and salt, sulphur, earth, stone, plaster, lime, and cement (USD 46,422,000),
and articles of iron and steel (USD 24,609,000), collectively representing approximately 10
percent of Haiti’s import bill from the world. Figure 14 drills down to specific sub-categories of
imported products from 2003-2009 and indicates that there had been significant growth during
the period prior to the January 2010 earthquake.

Figure 14: Importation of Construction and Building Materials by Haiti from World (USD, in
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Given the massive need for reconstruction and development estimated by the GoH at USD 11.5
billion in the Haiti Earthquake PDNA Report32 over the next ten years, imports of these items

31 Consultant Team interviews with construction materials firms in Haiti
32 “Haiti Earthquake PDNA: Assessment of Damage, Losses, General, and Sectoral Needs,”

http://www.refondation.ht/resources/PDNA_Working_Document.pdf (March 2010)
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will increase, as will downstream business opportunities to service reconstruction and
development requirements. Residential construction for Internally Displaced Persons (IDPs),
infrastructure rebuilding and renewal, tourism construction, and investment in ports, airports,
and roads, as well as construction of potential pilot IEZs, will drive investment in the
construction and building materials sector for the next 10 to 15 years.

A.3 Foreign-Direct Investment and Local Investment Trends™®

Although the annual value of FDI in-flows has historically been low in Haiti compared to its
regional competitors (see Figure 15), the GoH has prioritized increasing FDI to drive future
economic growth and post-earthquake reconstruction. In 2009, President Preval created the
Presidential Working Group on Competiveness (PWGC) to promote Haiti’s competitiveness in
attracting global businesses. Haiti’s new president, Michel Martelly, has identified generating
FDI as a key focus for the new GoH administration®* and created the Presidential Investment
Advisory Board with President Clinton to promote Haiti investment.>

Figure 15: Annual Regional FDI In-Flows (USD, in millions)
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A.3.1 Historical Investment Trends

The historical overview of Haiti’s investment project trends is primarily based on data provided
by the CFl, SONAPI, and UNCTAD/WIR, which may not represent a full picture of all FDI in Haiti.
Figure 16 provides UNCTADSTAT data on inward FDI stock in Haiti, indicating that the value of

33 This section is intended to situate the high-level investment trends. More detailed data are presented in Annex C.
34 “New Haitian Leader Pledges Reconciliation,” New York Times online (April 5, 2011)
35 South Florida Sun-Sentinel, “Clinton joins Martelly advisory board of 32 to promote Haiti investment”, 9/15/11.

November 25, 2011 Page 9



IEZs in Haiti: Market Analysis Final Report

capital and reserves of foreign investors has been increasing, while still below the region (see
Figure 16).%%

Figure 16: Inward FDI Stock in Haiti (USD, in millions)
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During this timeframe, out of 148 total projects indicated, 58 projects became operational (39
percent) and 26 became approved/eligible (18 percent). Operational projects commenced
business operations, whereas approved projects were cleared by the CFl for implementation
and eligible projects were those awaiting a final approval declaration. Figure 17 presents a
sectoral breakdown of operationalized investment projects in Haiti between 2004 and 2009. Of
the operational project, 39 percent were in the apparel sector, followed by agri—business38 (20
percent of projects) and manufacturing (19 percent of projects) industries. In the
manufacturing category, there was investment in operations for electronics, recycled plastic
bottles, wood boxes, and soaps.39 Prior to the earthquake in January 2010, exports had
increased 50 percent in knits and 19 percent in wovens from 2008 to 2009. In 2008 in
particular, there was a marked increase in the operationalization of apparel projects, likely
driven by the U.S. passage of HOPE | in 2006 and HOPE Il in 2008.

36 FDI stock is the value of the share of their capital and reserves (including retained profits) attributable to the parent enterprise, plus the net
indebtedness of affiliates to the parent enterprises.

37 UNCTADSTAT, http://unctadstat.unctad.org

38 Products manufactured by operational projects include: drinks, dairy, processed foodstuffs, and snack foods, among others.

39 Operationalized project names include: Avant Garde Electronic Ind., S.A., Caribbean Botling, S.A., Caribbean Cosmetic, S.A., Matraco, S.A.,
Textrade MFG, S.A., and Tropic Décor.
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Figure 17: Number of Operational Investment Projects — Sectoral Breakdown (2004-2009)
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Figure 18 depicts the sectoral percentage of investment projects in Haiti between 2004 and
2009 that the CFI classified as approved/eligible. Twenty-six projects were approved or
determined to be eligible during this time period. Figure 18 indicates that the bulk of planned
projects fell within tourism (65 percent of all approved or eligible investment projects).

Figure 18: Number of Approved or Eligible Investment Projects — Sectoral Breakdown (2004-
2009)
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A.3.2 Recent Investment Prospects and Outlook

As covered in more detail in Section C.1 below, Korean, other Asian, DR, Brazilian, and U.S.
apparel investment is expected to increase due to Haiti’s competitive factor input costs and the
unprecedented preferential U.S. market access under the U.S. HELP Act. As has been widely
reported, SAE-A is investing in the under-development North Industrial Park (NIP) for a vertical
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production line, which is expected to generate 20,000 jobs over the next 5 years. Based on
Consultant Team interviews, likely additional investment in the apparel sector encompasses
several new projects and existing firm expansions at PIM and in metropolitan Port-au-Prince,
subject to there being a suitable supply of land, facility space, and reliable and competitively
priced utilities. Other likely investment includes two light manufacturing projects in sporting
goods and furniture that are now under consideration.

The U.S. Overseas Private Investment Corporation (OPIC), an independent public agency that
sells investment services to U.S. companies, offers direct loans and discounted political risk
insurance, has extended a USD 10 million loan to InnoVida holdings, to construct fibre
composite panels for use in 32,000 energy-efficient homes in Haiti over the next five years. *° In
the services sector, Viettel, Vietnam’s largest mobile network operator, has announced plans to
invest USD 300 million in Haiti’s mobile and fixed-line telecommunications infrastructure.
Viettel also has purchased 60 percent of shares in Telecom Company in Haiti and will provide
telecommunication services.*!

Important tourism projects in the north include Labadie beach resort leased by Royal Caribbean
and the UNESCO sites in the National History Park. Reflecting the GoH focus on developing the
tourism industry throughout Haiti as an economic driver and the Northern Economic Growth
Pole with industrial, commercial, and tourism potential, the Consultant Team’s concept for a
Fort-Liberté IEZ (within a broader Fort-Liberté Bay Development District) would represent a
major potential draw for hotels, potential conference space, and recreational activities.*?
Recent exploratory visits by major branded hotel operators suggest that the vision of the north
as a potential tourism hub is thought to be commercially viable.

In terms of improvements to Haiti’s shipping/logistics infrastructure, the Haitian-based WIN
Group has launched a USD 70 million joint-venture project with the American Santé Holding
Corporation to redevelop Terminal Varreux in Port-au-Prince, Haiti’s largest private shipping
terminal.

Finally, E-Power an important joint-venture investment project started operations in January
2011 to produce 30 MW of electricity for Port-au-Prince.

40 EIU Haiti Country Report May 2010

41 Voice of Vietnam News. “Viettel plans U.S.$300 million investment in Haiti”, June 25, 2010.

42 As noted earlier in this report, the Site Assessment/Selection Report by the Consultant Team provides a model tourism-development
concept for a Fort-Liberté IEZ within a broader Fort-Liberté Bay Development District that would include zoning for urban mixed-use
developments, beach-front tourism, agriculture, and green space.
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A.4 GoH Growth Strategies

The GoH’s “Action Plan for National Recovery and Development of Haiti” identifies 1)
agricultural production, 2) investment and access to credit and private-sector participation, and
3) access to electricity as pillars for rebuilding the Haitian economy following the earthquake.43
The IEZs regime is a tool that can be used to help implement the GoH growth strategies, which
are summarized below.

1) Agricultural Production: Haiti needs to increase agricultural productivity and
production in order to achieve food security and export agricultural products. Areas
identified in the Action Plan to improve production include: providing farmers with
financing to purchase agricultural inputs, improving agricultural practices through
training in crops, better harvesting and post-harvesting techniques, extending farm
roads, implementing a functioning land-tenure system, and providing adequate
irrigation and electricity. It is also important to focus on improvements to health and
sanitation in slaughtering operations, with access to better facilities and equipment.

IEZs Support Agricultural Production: IEZs provide access to serviced land with reliable and
cost-competitive utilities that will enable agri-business and food-processing investors to add
value to Haiti’s agricultural inputs, over time raising price levels for agricultural inputs
purchased from farmers. IEZs can serve as a platform for exporting processed agricultural
goods near adjacent ports and airports, connected to Haiti’s rurally based sorting/storage
“collection” centers through new highways and feeder roads. IEZs can offer a clear system
for site-level land tenure and cold storage processing space for fruit, meat, and poultry
products.

2) Investment and access to credit: One of the effects of the earthquake has been to
de-capitalize farms, businesses, and consumers. A top priority is to increase the
circulation of money in the economy. This will provide funding for rebuilding residences,
re-launching businesses, replanting farms, replacing assets, and encouraging general
consumption. Investment and access to credit will be increased through guaranteed
funds (much of the country’s potential collateral has been damaged or destroyed),
providing lines of credit for reconstruction, stimulating microfinance (including
government buyback of non-performing credit portfolios), and providing incentives for
foreign and national direct investments.

43 Government of the Republic of Haiti, Action Plan for National Recovery and Development of Haiti, March 2010.
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3) Private-sector participation: Private-sector losses resulting from the earthquake are
estimated at approximately USD 2 billion, of which over 75 percent were borne by
medium- and small-sized businesses. Support to the private sector will include access to
affordable credit, modernization of the labor laws, introduction of a land ownership
registry, and formalization of businesses.

IEZs Encourage Access to Finance and Private Investment: |IEZs can include on-site banking

and financial services to ease access to credit in a formalized business community. Through
PPP arrangements, IEZs can encourage private-sector investment alongside public
investment to mitigate infrastructure investment risks and enhance market efficiency and
service delivery.

4) Access to electricity: Even before the earthquake, poor access to electricity was a
constraint to economic development and quality of life. The earthquake further
undermined the country’s already deficient electrical network. The first priority will be
to restore power stations and transmission and distribution systems that were damaged
by the earthquake. Subsequently, the government plans to proceed with expanding the
electrical network, particularly in those areas which have been identified as growth
poles. This will involve building hydroelectric and thermoelectric power stations in
suitable locations and connecting them to the national grid, while at the same time
expanding the national grid.

IEZs Provide Reliable Access to Electricity: A key value proposition of IEZs is the provision of

reliable and cost-competitive power to IEZ tenants. Power provision can be through
dedicated on-site capacity or guaranteed through contract with outside private or public
entities. An Independent Power Project (IPP), E-Power, commenced operations in January
2011, and is now providing an additional 30 MW to the national grid (with existing installed
capacity of 200 MW), including a dedicated supply line to the Parc Industriel Metropolitan
(PIM). E-Power has a 15-year agreement with the state-owned Electricite d'Haiti to
purchase power. As grid capacity is enhanced, such an agreement could serve as a model
for future IEZs.

Source: http://www.miamiherald.com/2011/01/13/2015400/a-positive-current.html
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B. Key Sectors
B.1 High-Potential Sector Selections

The high-potential target industry sectors that will anchor Haiti’s economic recovery and drive
demand for land, pre-built facilities, and services at IEZs in Haiti are well-documented and have
been exhaustively studied by, among other groups, Haiti’'s PWGC and the Private-Sector
Economic Forum (PSEF), including in the latter’s “Vision and Roadmap for Haiti” Report (March
2010).* The Consultant Team validated and expanded these earlier high-potential sector
selections (see Figure 19) through: in-depth analysis of data obtained through meetings*® with
GoH representatives, field interviews with investors, and from other third-party sources on
business registration, trade flows, FDI, and local investment. Areas of focus in validating and
expanding the earlier sectors included assessing regional demand (imports) by the U.S. market
for products and services where Haiti possesses natural resources and falls within a range of
competitive annual operating costs for potential investors to move beyond lower-value
exportation to higher-value processing operations at IEZs. Ultimately, the high-potential sectors
were also revised to reflect IEZs as a multi-use development tool in line with international good-
practice standards catering to a wider range of economic activities, which benefit from being
appropriately zoned and co-located.*® Starting from a low-cost base in apparel, Haiti can
transition into other higher value-added sectors that require a similar mix of labor skills and
competitive labor and shipping costs.*” Proximity to the U.S. market and favorable trade
preferences for apparel will also influence the nature of investment in Haiti.

e u

44 The GoH’s “Action Plan for National Recovery and Development of Haiti” identifies agricultural production, investment and access to credit,
private-sector participation, and access to electricity as pillars for rebuilding the economy. The findings of the benchmarking and market
assessment sections of this report support those conclusions.

45 See Annex C for a list of data-collection and validation activities by the Consultant Team.

46 These adjustments account for the likely industrial activities of end-users/tenants at an IEZ, where, for example, animal husbandry is
typically an excluded activity, but downstream agri-business and food-processing will be an anchor investment category for Haiti. Investors’ IEZ
business operations will depend upon access to inputs such as livestock, fruits, and vegetables coming from surrounding communities and via
the Central Plateau.

* Mauritius provides an example of skills upgrading and a transition to higher value-added production from a low-cost base.
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Figure 19: High-Potential Target Sectors
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The high-potential IEZ-suitable target sectors identified by the Consultant Team offered strong

potential according to the following selection criteria:

e Regional demand: Regional demand for products produced by these industries and
potential for future sales to regional markets as expressed through exports;

e Local and domestic market demand: Local demand for products based on current or
potential levels of imports or growth trends for these products in Haiti;

e Size and growth of industry: Promising growth opportunities, including existing
industries that could benefit from the facilities and infrastructure that the IEZs could

offer; and,

e Competitive location benchmarking: Competitive advantages that will enable
companies operating in Haiti to produce and market products more efficiently and less
expensively than they could in other locations, taking into account such factors as labor,
facilities, transportation costs, and investment and trade incentives.

Figure 20 summarizes the potential for each target sector suitable for IEZ location in Haiti using

the above selection criteria and the data and analysis provided in this Main Report and the

Annexes.

November 25, 2011

Page 16



IEZs in Haiti: Market Analysis Final Report

Figure 20: High-Potential Target Sectors: Evaluation Against Selection Criteria
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Figure 21 provides the main drivers supporting the selection of the high-potential target sectors
suitable for IEZ location in Haiti, and the Aggressive Case results for the Haitian economy in

terms of jobs and output at Year 20.

Figure 21: High-Potential Target Sectors: Main Drivers and Jobs/Output by Sector®’

IEZ Sectors

Main Haitian Drivers

Year 20:
Jobs and Output®

Estimates by Sector’

Apparel (including
Footwear and
Accessories)

®  Proximity and preferential access to the U.S. market (i.e., U.S.
HELP Act), including strong and growing demand for apparel

products

® Exports to the U.S. market increased 19 percent in knits and
50 percent in wovens (2008-2009) prior to the earthquake

® Availability of affordable labor and a growing number of
trained workers from training programs

® Competitive sea-freight costs and shipping times to the U.S.

market

Direct: 120,000
Indirect: 60,000
Total: 180,000

Output:
USD 1.8 billion

*® However, the DR will provide strong low- and medium-cost competition for Haiti and Haiti will be required to define its own position in the

market versus its neighbor.
49 A more detailed discussion of the main trade, FDI, and other drivers appears in Annex C, Figure 27.

50 “Output” is the aggregated total of annual gross revenue (sales) for firms in each sector by Year 20.
* The process for calculating job estimates is explained in the Economic Analysis Report.
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IEZ Sectors Main Haitian Drivers

Year 20:
Jobs and Output®
Estimates by Sector’

Agri-Business and ® Strong growth in demand from the U.S. market for products

Food Processing available in Haiti: fresh fruits (i.e., mangoes — 2007-2009
CAGR 41.6 percent export growth), coffee, cocoa (2007-2009
CAGR 34.7 percent export growth, and other agricultural
goods

® Food is one of the largest of Haiti’s imports

® Regional Caribbean Market

®  Micro-climates that enable extended growing seasons and
counter-cyclical growing to satisfy seasonal gaps in supply

® Current investments being made in roads, feeder roads, and
rural collection/sorting/packaging facilities

® USAID establishment of the Sustainable Rural Development
Center to train farmers to increase crop yields and boost

Direct: 22,000
Indirect: 11,000
Total: 33,000

Output:
USD 347.2 million

incomes
Construction/ e Demand from donor-backed housing projects, GoH-building
Building Materials reconstruction, and road/port developments/expansions

® Construction of IEZs and IEZ-related residential housing

® Demand for housing for Internally Displaced Persons (IDPs),
requiring an estimated 400,000 new permanent housing
units over 5 years52

® Reconstruction needs for rebuilding, repairing/replacing, and
repositioning facilities, infrastructure, and assets estimated
in the Haiti Earthquake PDNA as follows: USD 3.2 billion for
housing; USD 600.1 million for education; USD 294.4 million
for health; USD 324.7 million for transport; and USD 52.4

- 53
million for water systems

Direct: 12,000
Indirect: 6,000
Total: 18,000

Output:
USD 260.4 million

Logistics and ®  General expansion of the Haitian economy and key target Direct: 1,300
Warehousin g 1 ; ‘et - Indirect: 600

8 sectors requiring increased import/export logistics capacity
(including Cold ® Increased investment in roads, ports, and airports Total: 1,900
Storage) ®  Over the next years, rising consumer incomes and demand

. Output:
for goods/services; trade
USD 19.2 million

Residential e Housing for IDPs (400,000 units>*), including construction

financing from the U.S. and other international donors

® Development to be fueled by direct/indirect IEZ and country-
wide job creation and general economic growth

® Demand stemming from population growth

® Proposed mortgage-lending and rental-voucher systems

Average Annual for IEZ
and IEZ-Related
Residential
Construction: 35,000
jobs

52 Haiti’s Private-Sector Economic Forum

53 “Haiti Earthquake PDNA: Assessment of Damage, Losses, General, and Sectoral Needs,”
http://www.refondation.ht/resources/PDNA_Working_Document.pdf (March 2010)

54 Haiti’s Private-Sector Economic Forum estimate
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IEZ Sectors

Main Haitian Drivers

Year 20:
Jobs and Output®
Estimates by Sector’

Tourism (Two
Resort Hotels
within the IEZs)

GoH strategy focusing on developing Haiti as a competitive
value-added location (i.e., lower costs versus regional rivals)
for tourism within the Caribbean

Implementation/marketing of tourism projects in the north
(e.g., Labadie leased by Royal Caribbean, UNESCO sites in the
National History Park) and south (e.g., beaches)

Total: 900 jobs55

Higher Value-
Added Light
Industry/
Other

Haiti’s competitive labor wage rates for apparel investors as
anchor tenants at IEZs, such as at other zones (e.g., Santiago
FZ in the DR and Tan Thuan EPZ in Vietnam) will provide a
platform for low-cost exporting and lay the groundwork for a
transition to higher-value sectors

Higher-value sectors in light manufacturing require
complementary labor skills and will also benefit from Haiti’s
low-cost factor inputs and affordable and timely access to
the U.S. market

Alongside “core” apparel, agri-business, and
construction/building materials sectors, IEZs can attract light
manufacturing investors in furniture/home furnishings,
electronics and electronics assembly, medical devices, and
packaging, among others

Implementation of the IEZs Regulations will enable this
investment by enhancing the business environment

Section C.6 identifies additional factors impacting the
potential development of higher-value sectors

N/A

Following Section B.2: Benchmarking, a more detailed analysis of the apparel sector and other

high-potential sectors follows in Section C: Market Assessment of the Promising Sectors.

55 This only shows job creation at the two resort-type hotels that could be created within IEZs. Many more jobs are expected from other types
of hotels and tourism activities throughtout Haiti.
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B.2 Benchmarking

The benchmarking analysis (provided in full in Annex A) evaluates the competitive position of
Haiti’s current business environment and specific operating conditions against those of regional
competitors and several best-practice international comparators. It also identifies areas in
which the Haiti has competitive advantages and uncovers existing weaknesses that should be
addressed to realize new investment and job creation under an IEZs regime. It is used to inform
the high-potential sector selections and the likely extent of demand at IEZs for serviced land,
pre-built facility space, and shared services. As seen in Figure 22, this analysis identifies the
benchmarking factors considered and their relevance to investors in the high-potential target
sectors.

The analysis confirms that Haiti offers 1) competitive wage rates (on average, 50 percent less)
for unskilled labor, 2) competitive shipping costs (on average, 21 percent less) to the U.S.
market (as well as short transport times), and 3) unprecedented market access (i.e., nearly
tripled quota allowances and liberalized ROO requirements) for apparel exports into the U.S.
through the U.S. HELP Act. However, it is the least competitive on electricity, lacks serviced land
or factory buildings, and has macroeconomic and regulatory issues to deal with.
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Figure 22: Benchmarking Factors and Their Relevance to the High-Potential Industry Sectors
Importance to High-Potential Industry Sectors
. . Logistics and Higher Value-
Factors Metrics Apparel (including Agri-Business and Construction/ Warehousing Added Light
Footwear.and Food Processing | Building Materials (including Cold Industry/
Accessories)
Storage) Other
Macroeconomic Factors: Economic growth ACurrent GDP AAll Sectors - : There is significant unrealized pent-up demand in Haiti that can translate into

has traditionally been the core objective of
development initiatives. Steady,
uninterrupted growth in GDP, when
accompanied by stable prices (low inflation),
is the mechanism used to monitor both the
health of an economy and the effectiveness
of its economic policy.

AReal GDP Growth
Forecast

A Current GDP Per
Capita

A Inflation

AFDI Inflows

increased economic activity.

A Although GDP was depressed following the earthquake, and FDI has remained low, market
opportunities exist in the country that have gone unrealized.

A Haiti lacks land and facilities for investors to act upon market opportunities represented by U.S. HELP
Act trade incentives in apparel, natural resources in agriculture, and the need for construction and
building materials following the earthquake.

A

Country Legal and Regulatory Framework:
When a company reviews a country’s legal
and regulatory environment, they look for
transparency, accountability, and consistency
in the framework and its enforcement. In
addition, it is important that there is as little
red tape as possible in the conduct,
timeframe, and cost of doing business.

A Doing Business

AFirm Start-
up/Licensing

A Labor Flexibility

A Export Documents

Almport Documents

AProperty
Registration

AAll Sectors - : Investors will carefully weigh a country’s legal and regulatory framework since it
establishes the “rules of the game” and affects the costs and ease of doing business. Currently, in Haiti,
protracted business registration and construction permitting processes represent a significant
opportunity cost for investors, who must wait nearly, on average, 3.5 and 5.9 times as long to register
their businesses and receive construction permits versus the benchmarked locations.

A Although highly important, a negative assessment of Haiti’s performance against this factor will not
necessarily preclude an investment where there is a strong commercial opportunity.

AThe implementation of a good-practice IEZs framework and “one-stop shop” can remedy these
shortcomings.

Country Tax Regime: A country’s tax policies
can impact a company’s decision-making
process on where to locate. In the past,
developing countries have adopted a number
of fiscal incentives (e.g., tax reductions, tax
holidays, etc.), as a way of competing for FDI,
but current good-practice favors targeted and
performance-based incentives.

A Corporate,
individual, and VAT
tax

A Cost and time
required to pay
taxes (Paying
Taxes)

AAll Sectors - : Just as favorable tax rates incentives can be an inducement to foreign
investment, overly burdensome tax rates and procedural requirements can limit it. Haiti’s corporate
and personal income tax rates are generally slightly higher compared to the benchmarked locations,
but the number of payments and time required to complete payments are favorable (see Figure 23).

A Duty-free privileges exist on construction materials and equipment, production inputs, machinery, and
spare parts.

A An IEZs framework can provide enhanced incentives to IEZ tenants unavailable in the national
territory, encouraging FDI.
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Importance to High-Potential Industry Sectors
| (includi Logistics and Higher Value-
Factors Metrics Aprare (inc ud;ng Agri-Business and Construction/ Warehousing Added Light
ootwear.an Food Processing | Building Materials (including Cold Industry/
Accessories)
Storage) Other
Operating Costs: The operating costs faced A Labor (Cost) ACritical: A : A : A :The A Critical:
by a company directly impact bottom-line A Building (Lease Affordable labor Competitive Although logistics and Affordable labor
financial performance and are among the Cost) and shipping labor and important in warehousing and shipping
most important factors determining the A Electricity/Water costs are pre- shipping costs general, the sector depends costs are pre-
commercial viability of an enterprise. (Cost) requisites for are important sector is upon cost- requisites for
A Shipping Costs to the sector and for the sector. servicing competitive land the sector and
u.s. available in AElectricity costs tremendous and building available in
ATransportation Haiti. are important local demand rent/acquisition Haiti.
Time to U.S. ARental costs for machine following the rates and A Electricity costs
A Construction costs impact firms processing. January 2010 shipping. and reliability
engaged in A Cost earthquake and | ACold storage remain a
commodities breakdown: See operating costs operations are challenge for
(e.g., t-shirts). Figure 43 are somewhat power-intensive companies with

A Electricity costs
and reliability
remain a
challenge.

A Cost
breakdown: See
Figure 28 and
Figure 29

A

less important
than in other
markets.
However, local
production
needs to be
competitive vs.
Us, DR and
Mexico

Cost
breakdown: See
Figure 63

and require
competitive
electricity rates.

machines in
assembly
operations.
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Importance to High-Potential Industry Sectors
Apparel (includin Logistics and Higher Value-

Factors Metrics pr t d & Agri-Business and Construction/ Warehousing Added Light

ootwear an
. Food Processing | Building Materials (including Cold Industry/
Accessories)
Storage) Other
U.S. Market Access: The comparative ability | A Geographical A Critical: U.S. A : Fruits, ALow: The sector | A : The health | A : Higher-
of companies to access the U.S. market from proximity to the HELP Act vegetables, and is largely of the sector value sectors

different investment locations with specific
trade advantages/disadvantages is an
essential consideration for exporting
companies, whose final product prices are
determined by both distances to the U.S. and
any preferences or barriers to entry.

U.S.
AFavorable trade
preferences

establishes Haiti
amongst the
world’s leading
low-cost
production
bases for
servicing U.S.
market demand.

other perishable
goods must
reach U.S.
retailers quickly
since reduced
shipping costs
and spoilage
result in higher
prices from
consumers.

importing and
does not require
specialized U.S.
market access
for export.

depends upon
close and
expedited
access to the
U.S. market for
the shipping of
imports and
finished
products.

can benefit from
U.S. market
proximity for JIT
production, as
well as any
trade
preferences that
enable lower-
cost pricing for
finished goods.
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Developing countries with zone regimes that produce significant levels of apparel and other
exports to the U.S. were identified to compare and contrast Haiti based on the benchmarking
factors previously indicated. Specifically, the Dominican Republic (DR), El Salvador, Guatemala,
Honduras, and Nicaragua were selected as regional competitors, in addition to China,
Indonesia, Bangladesh, and Vietnam as international comparators.56 As summarized in Figure
23, Haiti generally lags behind the competitor countries in the areas of macro-economic
environment, country risk, ease of doing business, availability and cost of serviced land and
standard factory buildings, and the availability, reliability, and cost of electricity. However, Haiti
offers investors important advantages in labor supply and costs, as well as in low shipping costs
and transportation times to the U.S. market. Shipping times are amongst the most favorable for
Haiti following departure from Port-au-Prince. Port-clearance times remain an issue for some
industries (unlike others, apparel producers indicated their cargoes are handling expediently),
but Haiti’s overall advantage in terms of cost and shipping times remains a major opportunity
as these issues are improved.

56 These countries not only satisfy the IFC’s selection criteria, but also are, in several instances, like Haiti, post-disaster and/or post-conflict
jurisdictions (See Annex A, Figure 1). In addition, the U.S. imports most of its apparel goods from the selected benchmarked countries. Haiti
thus competes against these countries for U.S. market access of its apparel exports.
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Assessed Location Factors

Figure 23: Summary of Competitiveness Indicators:

Current GDP

Real GDP Growth Forecast

Current GDP Per Capita

Inflation

FD Inflows

Country Risk

Doing Business

Firm Start-up/Licensing

Labor Flexibility

Export Documents

Import Documents

Property Registration

Availability of Serviced Land

Availability of Standard Factory Buildings

Corporate Tax Rates

Paying Taxes

Labor (Cost)

Land (Sale Cost)

Dominican
Republic

El Salvador
Guatemala
Nicaragua
Indonesia
Bangladesh

Country -Wide Business Conditions

Similar
Similar Similar

Operating Costs at Selected IEZs

Simiar

Building (Lease Cost)

Electricity/Water (Cost)

Shipping Costs toU.S.

Transportation Time to U.S.

NA

Haiti ranks worse
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A comparison of Haiti’s electricity, labor, and shipping costs with the benchmarked countries is
provided in Figure 24. Although Haiti is the least competitive on the metric of electricity, it
nonetheless offers 1) competitive wage rates (on average, 50 percent less) for unskilled labor,
2) competitive shipping costs (on average, 21 percent less) to the U.S. market (as well as short
transport times), and 3) unprecedented market access (i.e., nearly tripled quota allowances and
liberalized ROO requirements) for apparel exports into the U.S. through the U.S. HELP Act®.
Newly added electricity capacity (E-Power) and improvements to the national grid should
improve the reliability and cost of power in Haiti over time. As a consequence, Haiti is well-
situated to capture apparel investment from leading players such as SAE-A from Korea, which
intends to locate at the National Industrial Parc (NIP) under development in the North of
Haiti.”®

Figure 24: Haiti’s Comparative Electricity, Annual Wage Rates, and Sea-Freight Costs

Electricity Rates (USD/kWh) for Industrial Customers g
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£
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A $3,100 |
&
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5 Diego)
o
a —_ $2,700 - Guatemala-Santo Tomas de
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s Annual Wage Rates for Unskilled Labor (USD, 2010)
]

To further improve its competitive position in attracting investors Haiti needs to improve its
investment environment and undertake major infrastructure projects (e.g., ports, roads,
airports and IEZs),. Establishment of a specialized enterprise-registration system and a “one-
stop” shop through an IEZ regime can streamline the investment process. As detailed in the
Legal/Regulatory Report, the establishment of a new legal, regulatory, and institutional
framework governing IEZ investments in Haiti, characterized by a market-based land tenure

57 The U.S. HELP Act extends to 2020 duty-free access to the U.S. for eligible knit/woven goods produced in Haiti and DR, without regard to the
source of fabric inputs (i.e., offers liberalized ROO requirements). It extends the Trade Preference Level (TPL) allowance from 70 to 200 million
SMEs for knits/wovens, subject to some sub-quota limitations. In 2009, Haitian industry would have used approximately 10 percent of its U.S.
HELP Act quota.

58 SAE was engaged by the International Finance Corporation’s investor outreach program.
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system, can be one of the most powerful tools at the disposal of the GoH to attract and retain
foreign investors who might consider alternative locations in the region or beyond. By
undertaking business-enabling reforms, Haiti will also encourage other types of light-
manufacturing investments such as furniture/home furnishings, electronics and electronics
assembly, medical devices, and packaging, among others. These industries similarly require
competitive wage rates and shipping costs for inputs and final product shipments.
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C. Market Assessment for Promising Sectors

C.1 Apparel Sector

Figure 25 provides a summary profile of a typical investor in the apparel sector based upon
interviews with leading apparel investors in Haiti, a review of existing firms’ current

infrastructure requirements in Haiti, and consultations with international apparel experts.>

Figure 25: Summary Profile of a Typical Investor in the Apparel Sector

Products/Services Infrastructure Requirements
e Knits (e.qg., basic t-shirts, vests) e Serviced Land: 10,000 m’ (small operations) - 20,000
e Wovens (e.g., jeans, trousers) m” (large operations)
e Men’s suits, jackets, trousers etc & shorts e Pre-Built Facilities: 6,000 m’ (small operations) -
e Women'’s fashion products 12,000+ m’ (large operations)
e Footwear e Power Requirements: 100,000 kWh/month for
e Luggage sewing operations; 100,000+ kWh/month for more
e Sportswear intensive operations
e Average Per Firm Employee Requirement: 1,200-
1,800

C.1.1 Industry Overview

The Haitian apparel-manufacturing industry is recognized by many stakeholders as a leading
industry on which Haiti should anchor its near-term post-earthquake development
reconstruction, while transitioning into higher value-added export-oriented light manufacturing
growth categories such as electronics/electronics assembly and services.® Requiring serviced
land and reliable and cost-competitive utilities, apparel investors will spearhead growth of IEZs
as a “core” investment class, leading to investment opportunities in other high-potential
sectors. Amongst Haiti’s leading apparel firms there is a clear awareness of the need to add
value to Haiti’s production in light of market conditions such as increased cotton input costs
(200 percent from September 2009 to July 2011) by transitioning to “full package” offerings and
better leveraging nearby access to the U.S. market with just-in-time (JIT) production to quickly
respond to U.S. buyers’ needs. This would include engaging in new product developments in
women’s fashions and, potentially, developing and incorporating new composite fabrics.

59 See Annex C, Figure 29, for existing apparel firms’ land and facility space requirements.

60 Both the Government of Haiti (GoH) and the Haitian private sector have identified this sector as one of the country’s five “priority sectors”
that, through timely, productive investments, careful economic zoning, and the implementation of business-enabling reforms (e.g., the 3x 8
workshift), could catalyze the creation of hundreds of thousands of new jobs and contribute to balanced economic development across the
country.
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Further, it is possible that with a sufficient critical mass of apparel companies in Haiti,
investment in fabric mills and dyeing/finishing operations would occur.

To achieve the aggressive job growth identified by Haiti’s PWGC of up to 120,000 new jobs in
five yearsel, Haiti will need to capture significant new investment in the apparel sector. Based
on the Consultant Team’s findings in this report, this investment will not only be for exports
qualifying for duty relief under the U.S. HELP Act, but also for non-HELP-qualifying exports into
the U.S. and other markets. Following the passage of the U.S. HELP Act, Korean, Dominican, and
other foreign investors in the apparel industry are now investing in or considering Haiti as a site
for investment with favorable input factor costs, but will continue to weigh other regional
locations if investment constraints such as the availability of serviced land, pre-built space,
reliable utility services (i.e., power, water, sewerage, and telecommunications/internet), and
security are not addressed. As previously mentioned, there is a MOU between SAE-A (a leading
South Korean manufacturer of textiles/garments), the GoH, U.S. State Department, IFC, and IDB
to “develop a globally competitive industrial park and garments operation” at the NIP. Figure 26
provides a profile of the apparel sector in Haiti and Figure 27 offers an indicative value chain. At
present, Haiti’s production is concentrated in garment confection activities.

Figure 26: Profile of Apparel Industry in Haiti ®

Products/Buyers/Inputs

Structure/Capacity

Potential Market Capacity

e Most of Haiti’s production is
concentrated in lower-value
sewing operations and wovens,
including:

0 Basic cotton t-shirts, vests,
uniforms

0 Jeans, trousers

0 Men’s suits, jackets

0 Shorts

e Haiti’s 2009 exports of knit and
woven goods totaled USD
523,218,000, or approximately
92 percent, of Haiti’s total
exports to the U.S.

e International buyers include
Wal-Mart, Target, Cintas, GAP,
Levi’'s, American Eagle, Hanes,
Nike, Target, Vanity Fair, Liz

20+ companies
today, employing
people

Companies presently occupy
~21.3 ha of facility space on
~30.4 ha of net serviced land
Limited spare production
capacity; firms are slack in
production in the range of 10 to
15 percent at most

91 percent of manufacturers are
in compliance with at least one
of the key U.S. certification
standards

CODEVI Free Zone is a successful
model hosting operations of
Dominican Grupo M, and of
Propper and Timberland more

operational
~22,684

e PWGC estimates up to 120,000 jobs
can be created over the next five
years

Based on Consultant Team estimates

(see Annex C, Figure 29):

e Haiti’s industry produced ~225.5
million SMEs in 2009, of which:

0 ~26.7 million SMEs would be U.S.-
HELP-Act qualifiable knits

0 ~41.5 million SMEs would be U.S.-
HELP-Act-qualifiable wovens

e Under the new TPLs, the potential
capacity of the Haitian market to
absorb new investment in the
sector is:

0 ~173.3 million knits SMEs
0 ~158.8 million woven SMEs
e An analysis of Haiti industry’s

61 In the Aggressive Case in this report, 63,200 jobs would be created in five years.

62 As developed by the Consultant Team through firm interview and third-party research, Figure 28 of Annex C contains a profile of the sector

as detailed at the project level (investor names have been removed to preserve confidentiality), including product categories (knits/wovens),

product types, annual production capacity in units, a conversion to annual production capacity in Square Meter Equivalents (SMEs) for Trade

Preference Level (TPL) calculation estimates, an indication if production is currently or could be qualifiable under HELP export rules, and
estimates of existing facility space and serviced net land.
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Products/Buyers/Inputs Structure/Capacity Potential Market Capacity
Claiborne, etc. recently annual SME production finds that
“Haiti’s apparel industry relies the following additional capacity
entirely on foreign producers could be absorbed under the new
for yarns and fabrics. Fabric is TPLs. Up to:*
sourced primarily from the U.S,, 0 46 firms
the DR, and Asia, in 0 ~365,000 m” of facility space on
approximately equal ~52 ha of net serviced land
proportions"63 0 ~52,000 new jobs

Source: IFC Profile of Haiti’s Garment Manufacturing Sector, May 2010; Consultant Team firm interviews

Figure 27: Value Chain in Textiles and Apparel®
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C.1.2 Industry Cost Structure and Benchmarking Against Competitors

As identified in the benchmarking analysis, Haiti possesses a competitive advantage in the cost
of its labor and shipping to the U.S.%° The business cases below for a chino trousers and t-shirts
manufacturer provide a breakdown of input-level production and final product costs.

63 J. F. Hornbeck, “The Haitian Economy and the HOPE Act,” CRS Report for U.S. Congress (June 2, 2010)

64 The numbers offered here provide a possible bound on investment (most likely, foreign) that would qualify under HELP export rules since
knit and woven production above 200 million SME will not benefit from duty-free treatment and products’ final prices would increase for U.S.
buyers and cease being as competitive vis-a-vis those of regional and international competitors. However, it is likely that there will be
investment in the apparel sector in Haiti beyond this HELP Act capacity limit .

65 David T. Parks, “India’s textile wet processing — Quo Vadis?”, http://www.fibre2fashion.com/industry-article/9/895/indias-textile-wet-
processing6.asp (Accessed: October 23, 2011)

66 The recent minimum wage increase for the apparel sector in October 2010 from 125 Gourds to 150 Gourds per day and other incentives
(e.g., Sunday pay following Saturday work, 150 percent overtime payment, and bonuses) could potentially impact the level of foreign
investment, but it is far more likely that the favorable trade incentives under the HELP Act are a net cost advantage to any company considering
investment in Haiti versus another location. Furthermore, Haiti’s wage rates in the sector remain low in absolute terms and the increase does
not seem to materially affect the competitive advantage.
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Business Case Examples: Affect of Operating Cost Increases on Chino Pants Product Cost®’

Figure 28: Business Case: Chino Pants Manufacturer

Profile: Firm Producing Men's Chino Trousers in Haiti®
Average Facility Space (mz) 9,000 For higher'value prOdUCtS, Haiti
Average Units Produced (trousers/year) 2,956,000 would remain a competitive p[ace
Materials Costs $6.86 . . .
T2bor Coste <048 to do business even if facility rent
Costs for Reject Garments (3% on Materials + Labor) $0.22 pricing is increased above USD
Manufacturing overhead (electricity - USD .32/kWh, rent - USD 2
2.2/mz/montf, and indirect labor) ! $0.34 3'00/m /month'
Sales and administration costs (10% on Labor) $0.05
Agent fees per garment (4% on Total Costs) $0.32
Transport and insurance cost $0.06
Fully Landed Cost (Duty Paid) $8.32

M Rentin Nathan's Report (adjusted in Haiti to USD
2.2/m2/month [e.g., PIM])
M Rent at USD 3/m2/month

Rent at USD 4/m2/month

M Rent at USD 5/m2/month

$12.0
Chinos, Fully Land Costs (including Duties Paid) -
Manufacturing Overhead at 70% of Direct Labor
$10.44
$10.12
$10.0 $9.69 $9.83
$9.29
$8.67 $8.86
$8.32
$8.00
$8.0
$6.0
$4.0
$2.0
$0.0
Q& « ) @ @ & ' B @
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67 As a basis for calculation, the cost analysis provided in the “Bringing HOPE to Haiti’s apparel Industry: Improving Competitiveness Through
Factory-Level Value-Chain Analysis” Report (September 2009) produced by Nathan’s Associates was used. Based on garment investor

interviews that indicated rising production cost pressures following the earthquake, the Consultant Team recalibrated the “manufacturing

overhead” (i.e., electricity, rent, indirect labor) assumption from 25% of direct labor cost to 70% and 50% in the case of firms producing men’s
chino trousers (Nathan’s Report: Table 4-6) and t-shirts (Nathan’s Report: Table 4-7), respectively. This adjustment was made after developing a
“typical” firm operating profile for a chino trousers and a t-shirts producer in Haiti, including: average facility space (m2), average units
produced per annum, and first baselining rent at USD 2.20/m2/annum (as at PIM) and electricity cost at USD .32/kWh. “Manufacturing
overhead” assumptions were set at the new percentages, and then the added marginal costs of rent beyond USD 2.20/m2/annum were

calculated on a per-unit basis. Based on National Cotton Council data, the Consultant Team also adjusted the raw materials cost assumption for
cotton fabric upwards by a factor of 2 based upon the large increase in spot market prices from September 2009 (64 cents/Ib.) to July 2011 (130

cents/lb.).
68 IFC interviews
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Business Case Examples: Affect of Operating Cost Increases on T-Shirt Product Cost®

Figure 29: Business Case: T-Shirts Manufacturer

Profile: Firm Producing T-Shirts in Haiti®®

Average Facility Space (m?) 12,732
Average Units Produced (t-shirts/year) 42,300,000
Materials Costs $1.49
Labor Costs $0.07
Costs for Reject Garments (3% on Materials + Labor) $0.05
Manufacturing overhead (electricity - USD .32/kWh, rent - USD

2.2/m*/month, and indirect labor) $0.04
Sales and administration costs (10% on Labor) $0.01
Agent fees per garment (4% on Total Costs) $0.07
Transport and insurance cost $0.03
Fully Landed Cost (Duty Paid) $1.75

For commodity products with
tight margins, facility rent levels
beyond USD 3.00/m*/month
monthwoul d | mpact
competitive advantage and
possibly deter some investment.

M Rent in Nathan's Report (adjusted in Haiti to USD
2.2/m2/month [e.g., PIM])
M Rent at USD 3/m2/month

Rent at USD 4/m2/month

M Rent at USD 5/m2/month

$2.5
T-Shirts, Fully Landed Costs (including Duties Paid) -
Manufacturing Overhead at 50% of Direct Labor
$2.01 $1.99
s2.0 $1.90
1.80 $1.84
$1.75 $1.75
$1.58
$1.5
$1.0
$0.5
$0.0
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C.1.3 Estimating Additional Apparel Capacity Requirements In Haiti Under the U.S. HELP Ac

69,70
t

The potential capacity of the Haitian market to absorb new investment in the apparel sector under the new U.S. HELP Act
TPLs/quotas of 200 million SMEs for knits and wovens is depicted graphically and in tabular form in Figure 30 and Figure 31.

Figure 30: HELP Quota Capacity and Utilization

Haiti's Utilization of Available Quotas for Knit and Woven
Goods: Currentand Future Capacity Estimates

HELP (2010)
TPL: 200,000,000

Square Meter Equivalents
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Figure 31: Illustration and Estimate of Potential Additional
Capacity in the Apparel Sector Under the U.S. HELP Act

Knits Wovens
HELP TPL/Quota 200,000,000 SMEs 200,000,000 SMEs
less (-)
Existing Production Level of SMEs
Potentigally Qualifying Under HELP 26,712,000 SMEs 41,548,200 SMEs
equals (=)
New Production Level of SMEs for
Expanded or New Capacity Investments 173,288,000 SMEs 158,451,800 SMEs
Under HELP
divided by (/)
Annual Average SMEs Production/Firm in 14,147,446 SMEs 4,616,467 SMEs
Haiti
equals (=)
Additional Number of Firms that Could be ~12 firms ~32 firms
Absorbed in the Market
Total Facility Space Requirement (m?) ~124,700 m* ~240,400 m”
Total Net Land Requirement (m”/ha) ~178,100 m°/17.8 ha ~343,400 m°/34.3 ha

69 Annex C, Figure 29, provides details on Haiti’s existing apparel projects’ operational profiles that were used for these calculations.

70 Note: The numbers provided are only meant to suggest an upward bound for additional capacity requirements in the market under the U.S. HELP Act (as estimated based on current operating

profiles in the apparel sector in Haiti). New investors with integrated operations producing at full capacity with modern capital equipment, producing a variety of knits and woven products, would
reduce the number of firms that could be absorbed and the projected requirements for facility space and land. Nevertheless, the numbers offered provide a glimpse as to the scale of the possible
capacity requirement moving forward and can be used as a reference point in corroborating the demand projections for new projects and serviced land.
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C.1.4 Potential Apparel | n v e Réqairentents from Stakeholder Consultations: Pricing,
Location, and Infrastructure Requirements

Based upon interviews with potential foreign and local investors in the apparel sector, the
pricing, location, and infrastructure requirements in Figure 32 were identified and have been
used to develop demand, cost, and revenue assumptions in this report and in the
Financial/Economic Analysis.

Figure 32: Apparel Foreign Investors Pricing, Location, and Infrastructure Requirements

Pricing

Location

Infrastructure

e At present, investors’ prefer to
lease pre-built facilities on
serviced land.

e Pre-built industrial warehousing
space: between ~USD 2.00 to
3.00/m?*/month (~USD 24 to
“’36/m2/year)

e Investors  from  the DR
expressed a willingness to pay
~USD 2.70/m’*/month  (~USD
32.4/m’/year) for pre-built
space

e The price for industrial serviced
land in Port-au-Prince ranges
between USD 60 to 120, and
even higher in some premium
locations near the airport.
Pricing beyond USD 60 seems
likely to meet investor
opposition

e Pricing tolerances are impacted
by regional competition and
experiences in markets where
there is subsidized industrial
land

e Pricing tolerances are likely to
increase over time as the
benefits of the IEZ concept
become more tangible, such as:
0 Modern infrastructure
0 Potential energy-cost savings

and increased reliability
0 Efficiency gains from industry
clustering

e Investors from Korea are
considering locations close to
Port-au-Prince and the north
(e.g., Ouanaminthe and the
Caracol Industrial Park site)

e Investors from the DR have
indicated a preference to locate
in the north at Ouanaminthe,
following the successful CODEVI
Free Zone (see Annex C, Figure
33)

e Other foreign and local
investors will consider options
throughout Haiti, but are more
likely to invest in Port-au-Prince
and its environs in the near-
term since infrastructure and
ports exist, while the north
develops

e Textile and dyeing/washing
operations require access to
good-quality water, which
suggests locations outside of
Port-au-Prince. Some have
been looking at Ganthier and
Mirabalais

e Except for larger operations

with specialized needs and
better access to capital
resources and credit, most
investors prefer to occupy pre-
built facilities in the near-term
to test operating conditions in
Haiti

Firms’ construction of their

own warehousing/factory
space is limited by
costs/financing constraints,

land-tenure  concerns, and
perceptions of investment risks
Pre-Built Facilities: 6,000 m’
(small operations) - 12,000+ m’
(large operations)

Power Requirements: 100,000
kWh/month for

operations;

sewing
100,000+
kWh/month for more intensive
operations

Arguably the largest maker of garments in the world, the Korean SAE-A, decided to establish in
a 40-ha plot in the Caracol Industrial Park that the GoH, IDB, and the Government of the U.S.
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are building in the north of Haiti, between Cape Haitian and Fort Liberté. When in full
operation, SAE-A would employ 20,000 people.

In addition, Haiti has a pipeline of about 35 interested foreign investors in apparel/textile,
which could generate 100,000 jobs and USD 131 million in investments, if all were materialized.
Four have recently decided to locate in Haiti, where they acquired standard factory buildings:
two in CODEVI, Ouanaminthe and two in Parc Industriel Metropolitain (PIM) in Port-au-Prince.

Figure 33 provides the estimated additional market capacity (number of new projects) in
apparel that would likely locate at IEZs in Haiti over the next 10 years.

Figure 33: Estimated Additional Market Capacity (Number of New Projects) Over 10 Years

Projects (by Product Categories) 2010-2020

Knits 7-11
Wovens 18-28
Base Case for Apparel in Demand Projections 20

Aggressive Case for Apparel in Demand Projections 39
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C.2 Agri-Business and Food Processing

The GoH and Presidential Working Group on Competitiveness (PWGC) have identified agri-
business and food processing as a key sector for investment and job growth in Haiti. ’* The agri-
business industry consists of all the businesses involved in food production, including farming,
seed supply, agri-chemicals, farm-related machinery, wholesale/distribution, processing,
marketing, and retail sales. As two of Haiti’s leading export products behind garments, this
section focuses on mangoes and cocoa as key product categories for investment by firms
looking to export mangoes and cocoa to U.S., and where investors can expand into higher-value
processing using quality local raw materials inputs and Haiti’s competitive operating costs.

IEZs would provide needed secured serviced land, infrastructure, and clustering opportunities
for investors to move beyond the simple exportation of raw materials to higher-value
production of processed forms of mangoes, other fruits, and cocoa. While preliminary fresh
product sorting/packing (mangoes and other fruits) and field/solar drying (cocoa) and packing

Ill

will happen at the point of production and at rural “collection” centers, transforming these
products into prepared/preserved foods and various cocoa forms (e.g., nibs, nibs, liquor,
butter, cake, and powder) requires reliable utility service and access to supplier inputs, as
occurs at an IEZ. Processing operations include higher-cost capital equipment and higher-value
inputs that benefit from adjacent clustering in a formalized business space, with nearby service
providers. Large-scale hot washing of raw exports per USDA/APHIS certification requirements
and downstream processing into juices, pulps, and dried forms by establishment of dehydration

and mango pulp processing facilities would occur at an IEZ with power, water, and port access.

The business case provided below for a Food-Processing Operation indicates that Haiti is within
the competitive range of Mexico in terms of annual operating costs for a typical factory of
3,000-6,000 m? (facility space) and that improvements to power tariffs would enhance this
position. Figure 34 provides a summary profile of a typical investor in the sector, as would
locate at an IEZ in Haiti.

71 PWGC “Action Plan for National Recovery and Development of Haiti,” http://www.haiticonference.org/Haiti_Action_Plan_ENG.pdf (March
2010)
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Figure 34: Summary Profile of a Typical Investor in the Agri-Business/Food Processing Sector ">

Products/Services Infrastructure Requirements
Key Products: e Serviced Land: 5,000 m’ (small operations) - 10,000+
e Mangoes, avocados, bananas, pineapples, papayas; m’ (large operations)
berries; preserved/prepared fruits; juices e Pre-Built Facilities: 3,000 m’ (small operations) -
e Cocoa and cocoa preparations 6,000+ m’ (large operations)
e Power Requirements: 100,000 kWh/month to
Additional Products: 350,000 kWh/month
o Coffee e Average Per Firm Employee Requirement: 200-500
e Dairy products e Supply Chain: Locally based sorting/packaging/
e Poultry and farmed fishing storage “collection” facilities that will serve as
e Sugar refining/production distribution hubs for exporters and processing
e Water and ice cubes operations based at locations in/around Port-au-
Prince and the North of Haiti

C.2.1 Global Industry Trends

Throughout much of the world, technology and globalization have revolutionized the way that
food is grown, as well as the way it is transported, processed, packaged, purchased, and
cooked. As a result of innovations such as flash freezing and refrigerated transport and storage,
waste and spoilage have been reduced. Globalization has supported the growth of massive
multinational food processing companies like Nestlé and Kraft, which often sell their foods
under local names in local languages after producing them in regional factories worldwide.
Increasingly, the global processed food and beverages industry includes a handful of major
multinational corporations undertaking aggressive merger and acquisitions in foreign markets,
such as Unilever, Cadbury Schweppes, H. J. Heinz, Kraft Foods, General Mills and Nestlé.
Despite some concentration taking place, the industry remains highly fragmented, with the top
players above accounting for less than 5 percent of the total value of globally processed
foods.”

Competitive advantages in the processed food industry are gained by producing the highest
quality products with the utmost safety, while maximizing enterprise-wide efficiencies. Thus
driven by increasing global competition and the need to reduce time-to-market, food
multinationals have sought to grow global market share through horizontal integration by
establishing local partnership.74 Most multinationals develop and outsource productive
activities that can easily be duplicated and standardized in emerging markets, especially in

72 As developed by the Consultant Team through firm interviews in Haiti and through third-party research from USAID, USAID/MarChE, ORE,
and other organizations.
73 Dow Jones Factiva, Global Food Products Competitive Landscape

74 A recent example includes the USD 1.26 billion acquisition by the protein-manufacturing firm Marfrig Alimentos SA of Keystone Foods, LLC in
June 2010, which will allow the former to become a major supplier for McDonald’s and Subway restaurants in 13 countries. Source: “Food and
Agribusiness Industry Insights,” Duff & Phelps (2010). Horizontal integration involves a firm’s expansion into different product categories of
production that are similar to current lines of production. This can be accomplished through local partnerships or acquisitions.
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sectors such as dairy products, biscuits, baking and confectionary products. Benefiting from the
worldwide reputation of the multinational company, both partner enterprises and
multinationals are able to increase market share in regional markets. Natural disasters and
severe weather conditions throughout 2010 have resulted in sharp price increases for several
commodity markets. Adverse weather conditions in the U.S. have also delayed summer
harvests for grapes, tomatoes, and nuts, resulting in increased food prices internationally for
other agribusiness goods as well.”

C.2.2 Local Industry Overview and Trends

Haiti possesses natural and competitive advantages that favor agri-business and food
processing investment by both foreign and local firms. These advantages include: 1) natural
resources in fruits such as mangoes and cocoa and long growing seasons (improved
seasonality); 2) close proximity to the U.S. to service growing consumer demand for these
products and from the Haitian diaspora living in the U.S.”®; 3) GoH and industry recognition of
the need to move beyond the simple exportation of raw products to higher-value processing of
fruits and vegetables into dried, preserved, packaged, and canned varieties; 4) competitive
operating cost factors in terms of labor and transport compared to leading regional
competitors; and 5) domestic demand for food products. Based on CFl statistics from 2003 to
2009, an indicator of demand for the agri-business and food processing sector is data showing
that Haiti attracted, on average, 2 projects per annum that commenced operations.

Even though the earthquake did not significantly impact Haiti’s rural settings and potential
agricultural resources, Haiti has been and remains a net importer of food. In 2009, the largest
share of Haiti’s import bill from the U.S. was for cereals, animal and vegetable fats, and meat
products, totaling just over USD 256 million (32 percent of its total U.S. imports). Historically,
investment in agri-business and food processing operations in Haiti has been constrained by
poor or inadequate roads, unreliable and expensive utilities including power and water, the lack
of rural sorting/packaging/storage “collection” facilities, the prohibitive cost of capital to
finance investments, insufficient levels of trained labor, deforestation, and natural disasters
(e.g., major hurricanes).

Despite these challenges, in-process donor investments in farmer training, rural
sorting/packaging/storage “collection” facilities, infrastructure (Route Nationale #3 in the

75 Source: Id.

76 The Haitian diaspora living in the U.S. is estimated to number around 1,000,000. As discussed by the Center for Strategic and International
Studies (CSIS), “The Haitian economy is dependent on remittances from members of the diaspora. Calculations for total annual remittances
place the figure in a range of USD 1.5 to USD 1.9 billion,” Johanna Mendelson Forman, Hardin Lang, and Ashley E. Chandler, “The Role of the
Haitian Diaspora in Building Haiti Back Better” (June 14, 2011), CSIS, http://csis.org/publication/role-haitian-diaspora-building-haiti-back-better
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Central Plateau), and the development of industrial space with reliable and cost-competitive

utilities for warehousing, cold storage, and processing operations help address constraints that

have limited Haiti’s potential in agri-business and food processing in the past. Examples of

major USAID and private-sector initiatives include:

USAID’s construction and inauguration of a farmer training center, the Sustainable Rural
Development Center, in Bas Boen, Haiti, which will train thousands of Haitian farmers
each year. The center “will help modernize Haiti's agricultural sector by training farmers
to use innovative agriculture techniques that will increase crop yields and boost
incomes. The five-hectare campus features a training center, warehouse, dormitory,
three laboratories and a distance-learning facility.””’

USAID’s partnership with CHF, the Citizen Network for Foreign Affairs, and Haitian agri-
business firm Jean-Maurice Bateau, S.A. (JMB, S.A.), which opened two post-harvest
mango centers in Cabaret and Saut d’Eau. At these centers, workers prepare mangoes
for export through proper packaging and better origin tracking. The goal of the “public-
private partnership ... [is to] increase production and incomes up to an estimated 20
percent for thousands of Haitian farmers.” ’®

USAID/MarChE cocoa value chain enhancement project, which will provide training to
cocoa farmers through Field Farmer Schools (FFSs). Over 30 months, 6,000 farmers will
receive training at FFFs, including in producing chocolates. The goal of the project
through farmer training “[is to] increase production yields by 20% in three years.””®
Coca-Cola’s Haiti Hope Project, which has committed USD 9.5 million to be used for
farmer training, convening stakeholders on farming issues, financial services support,
and research on mango-processing opportunities. The goal of the Haiti Hope Project “is

to double the income of 25,000 Haitian mango farmers over five years."80

77 USAID, “New Agriculture Center to Train Thousands of Haitian Farmers,” http://www.usaid.gov/press/releases/2011/pr110502.html (May 2,

2011)

78 Jayanthi Narain/USAID, “Mangoes and Trees: the Next Phase of Haitian Recovery? Focus on Agriculture and Manufacturing Offers
Opportunities for a New Generation,” http://www.usaid.gov/press/frontlines/fl_feb11/FL_feb11l_ HTecon.html (February/March 2011)
79 USAID/MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_factsheet.html

80 “Odwalla’s Mango Tango Smoothie Now Supporting Haiti Reconstruction,” http://www.thecoca-
colacompany.com/dynamic/press_center/2011/01/odwalla-smoothie-supports-haiti-reconstruction.html (January 12, 2011)
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Figure 35: Profile of Agri-Business and Food Processing Industry in Haiti %

Products/Buyers/Inputs

Structure/Capacity

Potential Market Capacity

e A large part of Haiti’s production is
currently concentrated in the (lower-
value) exportation of raw products
0 Madame Francis-variety mangoes

(only commercialized variety of
some 140 types in Haiti)
0 Cocoa beans (whole or broken)

e Spirits/liqueurs (i.e., Rum) represent a
higher-value exported product

e Haiti’s 2009 exports of fresh mangoes
totaled USD 12  million or
approximately 2.2 percent, of Haiti’s
total exports to the U.S., with a 2003-
2009 CAGR of 7 percent

e Haiti’s 2009 exports of cocoa beans
totaled usbD 7 million or
approximately 1.3 percent, of Haiti’s
total exports to the U.S., with a 2003-
2009 CAGR of 9 percent

e International buyers include Whole
Foods, etc.

e The  agri-business  industry s
concentrated with a number of
exporters/importers engaged in the
exportation of raw products or in
importing, processing, and packaging
products for domestic consumption

e The mango sector in Haiti includes 16
grower groups (FENAPCOM) and 10
major exporters (ANEM)82

e Haiti currently produces 2.5 million
cases (4.5 kg/case) of mangoes per
annum to the U.S.%

0 JMB, S.A. exports approximately
450,000 cases of (4.5 kg/case)
mangoes per annum to the U.S.
and is developing Haiti’s first
Individually Quick Frozen (IQF) for
processing frozen tropical fruits:
mango chunks, diced and halves,
papaya cubes, as well as honeydew
and cantaloupe balls

e Gilbert Bigio Group imports edible
oils, soaps, shortening & margarine,
and packaged goods as a distributor
for Kraft Foods, PepsiCo/Frito Lay,
Nestle Purina, Plastifar, Gerber, Goya,
and Hormel, among others)

e Novella and Geo Wiener, S.A. are two
major exporters of cocoa beans,
buying their supply from
approximately 20,000 cocoa micro-
producers 8
0 In 2011, Geo Wiener,

export  approximately
kg/225.4 MT of cocoa
(unfermented) from
production sites.

S.A. will
225,435
beans
new

e 50-60 percent of fresh mangoes are
currently lost due to bruising and
spoilage in transit and modern
farming techniques could double or
triple the marketable yield

e The Organization for the
Rehabilitation for the Environment
(ORE) estimates that Haiti is only
exporting around 20 percent of its
potential mango output (or 2.5 of
some 12.5 million potential cases)85

e By year-end 2011, cocoa bean
production has the potential to grow
by 20% (from 4,000 to 5,000 MT) with
USAID/MarChE farmer training and
the replacement of genetically
decayed seeds (F3 and older) and
improved clonal grafting86

e Based on a benchmarking analysis for
a food-processing project (below),
Haiti is a competitive location for

processing medium-value, non-
perishable (post-transformation)
products. With new power

production, a reduction in energy
prices from USD .32/kWh to .20/kWh
will  help to improve Haiti's
competitive position.

81 As developed by the Consultant Team through firm interviews in Haiti and through third-party research from USAID, USAID/MarChE, ORE,

and other organizations.

82 USAID MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/mango_factsheet.html

83 Based upon Consultant Team interviews with mango exporters and data from USAID MarChE,

http://www.synchronium.com/Haiti_MarChE/Pages/mango_factsheet.html

84 USAID/MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_factsheet.html
85 ORE, http://www.oreworld.org/mango.htm; the Consulting Team estimated the potential for some 12.5 million potential cases by dividing
current production of 2.5 million cases by 20 percent

86 USAID MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_results.html
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C.2.3 Supply Chain Issues for Mangoes and Cocoa

The supply chain for mangoes in Haiti includes mango farmers, smallholder associations,
middlemen (Voltigeurs), Madame sarahs (women retailers) that sell to the local market, and
the 10 major exporters. Although some larger mango estates exist of 2-10 hectares, mango
farming generally consists of smallholder farmers owning as few as 10 mango trees (yields are
between 5-10 and 70-75 dozen mangoes/tree/year).87 Traditional mango producing areas
include: Léogane, the Plaine de Cul de Sac, Arcahaie and Cabaret, Artibonite, Central Plateau,
Gros Morne, Northeast and Belladere, Jacmel, and Les Cayes. The mango associations’ (e.g.,
ASPVEFS in southern Haiti) role is to market mangoes from harvest to exporter and provide a
“harvest team to carefully select ripe mangoes, harvest them, organize them in plastic crates,
and transport them to the conditioning center (where they wash and select harvested
mangoes).” ¥ Voltigeurs act as suppliers to mango exporters without direct relationships with
producers. Madame sarahs are the leading local market distribution channel in Haiti and sell
non-exportable mangoes to the domestic market.

As identified by the CRS in their “Assessment of Haitan Mango Value Chain” report and through
Consultant Team interviews, two of the main challenges faced across the mango supply chain
have been: 1) a lack of local transportation for mango associations and 2) limited access to local
and external markets for processed products (e.g., dried mango). * At present, many
smallholder farmers must walk long distances to sell a small fraction of their supply and local
market demand for mangoes is sufficient enough to prevent downstream processing given the
limited quantities. Donor support in providing local sorting/packaging/storage “collection”
facilities, improvements to roads, and farmer training is forecast to increase mango producton
and vyields and enhance the supply chain between farmer to exporter, enabling greater
exportation of raw and processed forms of mangoes.

The cocoa value chain in Haiti is supported by approximately 20,000 cocoa micro-producers
with production in the Northern region, including Grande Riviere du Nord, Acul du Nord, Port
Margot, Borne (Ti bourg), St-Raphael, Dondon, and Milot and the Grande-Anse, covering Dame-
Marie, Chambellan, Anse-d’ Hailnaut, Moron, and Marfranc with Petit Bourg in the north and
Dame-Marie. In addition to the two major exporters, Novella and Geo Wiener, S.A., and
Madame sarahs, there are 11 cooperatives, which have overtaken some of the trade functions
carried out by over 1,200 middlemen. Typically, farmers dry the cocoa beans in the field using

87 Nora Patricia Castafieda, Fernando Rodriguez, and Mark Lundy, “Assessment of Haitian Mango Value Chain,” Catholic Relief Services (2011),
http://www.crsprogramquality.org/storage/agriculture/haiti_mango_web.pdf
88 Nora Patricia Castafieda, Fernando Rodriguez, and Mark Lundy, “Assessment of Haitian Mango Value Chain,” Catholic Relief Services (2011),
http://www.crsprogramquality.org/storage/agriculture/haiti_mango_web.pdf
89 Nora Patricia Castafieda, Fernando Rodriguez, and Mark Lundy, “Assessment of Haitian Mango Value Chain,” Catholic Relief Services (2011),
http://www.crsprogramquality.org/storage/agriculture/haiti_mango_web.pdf
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the sun or solar dryers, at which point the dried cocoa beans are delivered via the
cooperatives/middlemen to the exporters for potential further drying/grading and then export
or processing.

Consultant Team Interviews with leading exporters indicate that IEZs with secured serviced
land, reliable power and water, clustering opportunities, and port access would be well-
positioned for new investment in exporting and processing operations for mangoes, other
fruits, and cocoa. For example, IMB, S.A.’s existing facility for raw mango exportation (following
hot washing for USDA/APHIS certification requirements) and new facility for mango and fruit
processing are located near the port in Port-au-Prince. Expanded local collection centers and
improved roads to those centers will enable exporters to acquire a larger number of higher-
quality raw products from associations/middlemen by reducing spoilage and bruising. However,
infrastructure provision in/around the collection centers would be inefficient and/or too costly
to enable large-scale hot washing of raw exports and downstream processing into juices, pulps,
and dried forms by establishment of dehydration and mango pulp processing facilities. An
additional advantage of being located at an IEZ is the opportunity to cluster with suppliers of
packaging materials, other raw inputs used in production, and logistics service providers.
Mangoes can be brought to the IEZ, hot-washed, and then packaged for export or further
processed and shipped via the nearby port. For cocoa processing into chocolates, butter fats,
and oils, reliable power and water are also important factor inputs once the cocoa beans are
received. As described by the World Cocoa Federation, “Before cocoa can be made into
chocolate, it goes through several steps of processing. Cocoa processing includes converting the
beans into nibs, liquor, butter, cake, and powder. Chocolate manufacturing includes the
blending and refining of cocoa liquor, cocoa butter and various ingredients, such as milk and

sugar.”® These processing functions can be completed in a factory at an IEZ.

90 World Cacao Federation, http://www.worldcocoafoundation.org/learn-about-cocoa/tree-to-table/how-chocolate-is-made.asp
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C.2.4 Mangoes and Mango Products

Based on Consultant Team interviews with mango exporters and research from ORE and USAID
projects, the Haitian export market for mangoes has the potential to double or triple beyond its
current annual average of 2.5 million cases per annum over the next few years. Domestic mango
production estimates range near 200,000-400,000 MT over an area of 40,000 hectares.” Mangos
represent the largest percentage of the tree population throughout Haiti. USAID has estimated that
there are “10 million mango trees growing in Haiti ... [with] about 10 percent of the existing trees”
producing the Madame Francis commercial variety and an opportunity for commercial expansion
into the Coeur d'Or variety.92 The Madame Francis variety, which accounts for 15-20 percent of
total production, is the only source for mango export due to its resistance to hot water treatment to
comply with USDA/APHIS certification requirements. Currently, Haiti exports approximately two
million boxes of USDA-certified Madame Francis at an average freight-on-board (FOB) price range
of USD 5-6 per crate. Individual mango trees generate between USD 50-100 per year for local
farmers. Figure 36 provides domestic production and exportation volumes/estimated values.

Figure 36: Domestic Production and Exportation Volumes/Estimated Values **

Domestic and Exportation Volume Totals and Estimated Export Values (USD 5.50/4.5 kg case or USD 1,200/MT)

. . Estimated Export
Production Classification Volume
Values

Domestic production 200,000 MT N/A
Exportable crop - 15% (Madame Francis variety) 30,000 MT $36,600,000
Excluding 50% losses due to spoilage/bruising (in $18,300,000

transit) 15,000 MT
Estimated exports per year 2,500,000 cases (4.5 kg/case) $13,725,000 (actual
11,250,000 kg exports in 2009 were
11,250 MT $12,138,000)

Haiti’s competitive advantage over other countries in mango cultivation stems from suitable
micro-climates that extend the growing season up to 11 months out of the year, beyond the
typical average of approximately 8-12 weeks in other countries. For example, Mexico exports
five months of the year, Peru and Ecuador export three months, and Brazil exports two
months.”® Haiti exports throughout the year and is able to service demand when there is
seasonally decreased supply from Mexico, Brazil, Peru, and Ecuador. On a relative basis
between 1993-2007, Mexico’s overall share of the U.S. mango market declined relative to its
competitors Southern Hemisphere.95

91 USAID MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/mango_factsheet.html
92 ORE, http://www.oreworld.org/mango.htm

93 Consultant Team interviews with mango exporters in Haiti

94 USAID, “Ataulfo Mango in Chiapas” Report (microREPORT #109) (July 2008)

95 USAID, “Ataulfo Mango in Chiapas” Report (microREPORT #109) (July 2008)
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Processing operations using mangoes and other fruits as inputs would consider Haiti as a site
for investment given the country’s natural resources, cost-competitive labor, and close
proximity to the U.S. In terms of value-added processing, existing companies such as JMB, S.A.
are already expanding into Individually Quick Frozen (IQF) products, including frozen tropical
fruits such as mango chunks, diced and halves, and cubes. Honeydew and cantaloupe are other
fruits of interest for IQF treatment. These product categories can service both U.S. and
domestic demand.

U.S. Market Demand — Mangoes and Mango Products

Nearly all of  Haiti's Categories — Imports by U.S. Growth in Import Value
exports of mangoes are (CAGR: 2003-2009)
sold to the US. market. Mangoes, Fresh (September 1-May 31, Inclusive) 4%
U.S. demand for mangoes Mangoes, Fresh (June 1-August 31, Inclusive) 9%
Mangoes, Dried 52%°

from the world increased
by a CAGR of 8 percent from 2003-2009 (see Figure 37). During the same period, Haiti’s exports
of mangoes to the U.S. increased by a CAGR of 7 percent and, as broken out by seasonal period,
as indicated in the table at 4% and 9% from September 1-May 31 and June 1-August 31,
respectively. Although Haiti ranked #5 overall in 2009 for the value of its mango exports to the
U.S., the country ranked #2 behind Mexico during the June 1-August 31 period, when other
countries are outside their growing seasons. Mexico is the largest exporter of mangoes to the
U.S., supplying just over USD 141 million in 2009 (see Figure 38), or 56 percent, and averaging
54 percent from 2003-2009. Figure 37 indicates the market share of leading country exporters
of mangoes to the U.S., exclusive of Mexico.

Figure 37: Value of U.S. Imports of Mangoes and Mango Products from World (USD, in
millions)
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Source: Trade Map; Consultant Team calculations

96 CAGR is for 2008-2010 since no data is indicated for 2003-2007.
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Figure 38: Leading Exporters of Mangoes to U.S. (USD, in millions)
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Source: Trade Map; Consultant Team calculations
C.2.5 Cocoa Beans and Cocoa Products

Total national production in cocoa beans was estimated at 4,450 MTs in 2008.” Total exports in
2008 reached approximately 3,800 MTs, primarily through Haiti’s two key leading exporters. **
USAID/MarChe has identified several constraints in the cocoa value chain in the areas of
production and marketing that, once addressed, should expand cocoa supply. In production,
there is genetic decay because most trees are planted from seeds (F3 and older). In marketing,
when farmers sell their wet beans to agents or sell their crops early in the harvesting cycle to
gain access to short-term financing, cocoa growers typically receive less than 30 percent of the
FOB price (USD 2,392/MT).”® This rate is below that of Ghanian cocoa farmers, who receive up
to 80 percent of the FOB price for their cocoa.'®

97 USAID/MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_factsheet.html

98 USAID/MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_factsheet.html

99 USAID/MarChE, http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_factsheet.html

100 Shashi Kolavalli and Marcella Vigneri, “Cocoa in Ghana: Shaping the Success of an Economy,” published in Yes Africa Can:Success Stories
from a Dynamic Continent, eds. Punam Chuhan-Pole and Manka Angwafo, The World Bank Group (2011), p. 208,
http://siteresources.worldbank.org/AFRICAEXT/Resources/258643-1271798012256/YAC_Consolidated_Web.pdf
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U.S. Market Demand - Cocoa Beans and Cocoa Products

.
Almost allof Haits Categories — Imports by U.S Growth in Import Value
exports of cocoa beans & ports By £L.>. (CAGR: 2003-2009)
(whole or broken) are Chocolate and other food preparations

containing cocoa 4%
sold to the U.S. market.

Cocoa beans, whole or broken, raw or roasted 9%
U.S. market demand for Cocoa butter, fat, and oil 13%
cocoa beans (whole or Cocoa powder, without added sugar -3%
broken) from the world | cocon paste, whether or not defatted 4%
increased by a CAGR of 9 | cocoa shells, husks, skins and other cocoa waste -27%

percent from 2003-2009 (see Figure 39). During the same period, Haiti’s exports of cocoa beans
to the U.S. increased by a CAGR of 9 percent. Céte d'lvoire is the largest exporter of cocoa
beans to the U.S., supplying nearly USD 521 million in 2009 (see Figure 40), or 42 percent, and
averaging 54 percent from 2003-2009. Indonesia is the second largest exporter of cocoa beans
to the U.S., supplying around USD 258 million in 2009, or 21 percent, and averaging 21 percent
from 2003-2009. Figure 39 indicates the market share of leading country exporters of cocoa to
the U.S., exclusive of Cote d'lvoire and Indonesia.

Figure 39: Value of U.S. Imports of Cocoa and Products from World (USD, in millions)
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Source: Trade Map; Consultant Team calculations
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Figure 40: Leading Exporters of Cocoa Beans to the U.S. (USD, in millions)
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C.2.6 Competitive Positioning of Haiti for Agri-Business and Food Processing Investment and

Growth

Mangoes and Mango Products

Based on USAID and donor initiatives to train farmers and improve infrastructure, with the
objective of increasing production by 20 percent (USAID’s goal), Haiti should be able to reduce

mango spoilage/bruising from farm to export/processing center from a current high of 50

percent to 30 percent of exportable output from 2011-2013. Further, it is projected that Haiti’s

annual rate of export growth for mangoes will remain at a CAGR of 7 percent, approximating

overall increases in U.S. market demand, as in Figure 41. Haiti’s exports to the U.S. have

mirrored increases in U.S. demand at approximately 7 percent over the past eight years. Its

share of the U.S. market has, in effect, remained the same relative to all exporters.

Figure 41: Historical and Projected Value of Haiti’s Exports of Mangoes to the U.S. (USD, in

millions)
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Source: Trade Map Historical Data; Consultant Team export projections
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Based on interviews in Haiti, an exporter in Haiti would export approximately 450,000 4.5-kg
cases of fresh mangoes per annum. At a price of USD 5.50 per case, an exporter would generate
approximately USD 2.5 million in export revenues.'® Over the next ten years, this suggests that
the added capacity in the market in terms of new projects would be around 8 firms.*® This
report adopts the conservative position that 6-7 new projects engaged in exportation and some
value-added processing into cut, packaged, cold-stored, and preserved products would locate in
Haiti. The associations/middlemen would continue to sort/package/store raw fruit delivered by

farmers at the local “collection” facilities, which will be used as short-term waypoints for the
exporters to take delivery of the raw products that will be further cleaned for export and

processed at an IEZ in Port-au-Prince.
Cocoa Beans and Cocoa Products

It is projected that Haiti’s annual rate of export growth for cocoa beans will remain at a CAGR of
9 percent, approximating overall increases in U.S. market demand, as in Figure 42. Haiti’s
exports to the U.S. have mirrored increases in U.S. demand at approximately 9 percent over the
past eight years. Its share of the U.S. market has, in effect, remained the same relative to all
exporters.

Figure 42: Historical and Projected Value of Haiti’s Exports of Cocoa to U.S. (USD, in millions)

$20

$18 ]

$16 /

$14 /

$12 /

$10 / @=m== Cacao Beans - Historical Exports

$8 y / @ Cacao Beans - Projected Exports
N~

. /

$4 /

$2

$0
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Trade Map Historical Data; Consultant Team export projections

101 The 10 major mango exporters sold USD 12,138,000 to the United States in 2009. As a straight-line average, this was around USD 1.2
million per exporter. Incoming international investors will be closer to the USD 2.5 million figure, and growing, as per larger international
exporters in the country.

102 Projected 2020 exports of USD 32,279,688 less (-) 2010 exports of USD 12,841,070 = USD 19,438,618 of added export revenue. USD
19,438,618 divided by (/) USD 2,475,000 average firm revenue = 8 new firms.
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Based on interviews in Haiti and data available from USAID/MarChE, a cocoa exporter would
export approximately 1,080 MT per annum.'® At a price of USD 2,392 per MT, or 2.39 per kg,
an exporter would generate approximately USD 2.6 million in export revenues. Over the next
ten years, projected 2020 exports of cocoa are estimated to total USD 18,287,482. Subtracting
2010 exports of USD 7,724,830 from this total yields USD 10,562,652 of added export revenue.
USD 10,562,652 divided by USD 2.6 million average firm revenue suggests potential investment

104

by 4 new firms.” For the purposes of demand estimation in this report, a conservative

assumption would be 2-3 new projects.
Haiti’s Competitive Position for Higher-Value Processing

It is anticipated that Haiti will be able to move beyond the simple exportation of raw mangoes
and cocoa by leveraging its favorable operating costs compared to developed markets and
competitive operating costs in line with Mexico, its dominant country competitor in mango
exports to the U.S. Figure 43 provides annual operating requirements and costs for a food-
processing operation producing medium-value, non-perishable (post transformation) products
using the cost structure of a food-processing firm in KPMG’s “Guide to International Business
Location” Study (2010 Edition). The KPMG firm profile in terms of facility space (m?), workforce,
and electricity requirements are equivalent to those in Haiti and used in the demand model.

Although the cost of power remains an obstacle in Haiti, Haiti should be able to capture some
existing market share and new growth over the coming 10 years. Interviewed firms highlighted
the fact that firms investing in Haiti would weigh non-operating-cost factors: 1) extended and
counter-cyclical growing seasons that enable manufacturers to fill seasonal gaps in supply from
South American producers and 2) certain Haitian products, such as the Madame Francis-variety
mango, are perceived as “high-quality.” Firm interviews also indicated that the Haitian diaspora
in cities such as New York and Miami offer ready-made markets and would buy more from Haiti
if product reached U.S. shelves.

103 Geo Wiener, S.A. exports 18,000 60-kg bags per annum = 1,080,000 kg or 1,080 MT,
http://www.synchronium.com/Haiti_MarChE/Pages/cocoa_results.html

104 Projected 2020 exports of USD 18,287,482 less (-) 2010 exports of USD 7,724,830 = USD 10,562,652 of added export revenue. USD
10,562,652 divided by (/) USD 2,583,360 average firm revenue = 4 new firms.
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Business Case Example: Food-Processing Operation Annual Operating Cost Comparisonlos

Figure 43: Annual Operating Requirements and Costs for a Food-Processing Operation

Profile: Food-Processing Firm - A Small Independent Food Processor,
Producing Medium-Value, Non-Perishable Products

Facility Space (mz) 4,645

Workforce 110

Electricity - annual consumption 4,440,000 kWh

Total factory costs in Haiti (USD 7.5 million) and Mexico (USD 7.3 million)
are within a competitive range for potential food-processing investors. The
provision of additional power supply in Haiti by improvements to the
national grid and private investments should reduce tariffs per kWh from
USD .32 to USD .20 (a high, but more competitive rate within the region),
improving Haiti’s overall competitive position by reducing annual costs to
(USD 7 million). Given the current price for power (USD .32/kWh), intitial
pricing for industrial buildings at/around USD 3/m*/month would not
compromise Haiti’s position within the competitive range of Mexico.
Reductions in the price of power would potentially improve Haiti’s position.

Interviews in Haiti indicated that manufacturers will also benefit from other
non-operating-cost factors:

e Longer growing seasons (ability to provide more supply after South
American growing season ends)

e High-quality products such as the Madame Francis-variety mango

e Haiti’s diaspora market in the U.S.
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105 The Consultant Team used KPMG’s “Guide to International Business Location” Study (2010 Edition), http://www.mmkconsulting.com/compalts/reports/2010_compalt_report_voll_en.pdf, to
identify the typical range of annual operating costs for a food-processing operation and to benchmark operating costs in Haiti against an average of developed market locations and Mexico. The cost
structure for a food-processing operation in Mexico was used to apply unit-level utility, transportation, lease, and labor costs for Haiti to develop the annualized operating cost structure. Mexico

exports large quantities of mango and food products to the U.S.
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Preserved/Prepared Fruit and Juice Products

Preserved/prepared fruit products represent a potential category of higher-value processing for
Haitian producers. Preserved/prepared fruits is a growing market in the U.S., with a 2003-2009
CAGR of 12 percent and total export value of nearly USD 566 million in 2009. Although Haiti’s
exports in this category grew to a total of USD 565,000 in 2009, a 2003-2009 CAGR of 115
percent, the country is increasingly better positioned to make its first real entry into this
growing regional market by leveraging its raw materials and access to technical training.
Current training and research in preserved/prepared products and juices by donors (Coca-Cola)
will likely encourage foreign, local, or joint-venture (JV) investment interest. It is anticipated
that the U.S. market will continue to grow at the rate of 12 percent, in line with historical
increases in U.S. import demand. Representing 50 percent of gross revenue, by capturing 1-2
percent of the expanding U.S. market over the next 10 years (see Figure 44), Haitian firms
would be exporting between USD 20 to 39 million to the U.S. annually. Additional revenues (50
percent) would come from regional (DR) and domestic distribution, yielding total revenues of
USD 80 million. With top-line average revenue requirements of USD 20 million/firm, there
would be 4 new projects (USD 80 million in total revenues/USD 20 million average per firm
revenue). This report adopts the conservative position that Haiti could capture 2-3 new project
investments. By turning fresh mangoes into dried mango, a CRS Report estimates that
exporters’ revenue could increase several times over: “While a metric ton of fresh mango does
not reach a thousand dollars at the port of entry to the United States, dried mango receives
around USD 7,000 per ton. All other preparations surpass fresh mango prices by at least 55

719 Other fruit categories available for processing into preserved/prepared fruit and

percent.
juice products include bananas, pineapples, and papayas. Section C.2.3 Supply Chain Issues for
Mangoes and Cocoa above highlights the processing steps where IEZs could provide needed

secured serviced land, power and water, and clustering opportunities for investors.

106 Nora Patricia Castafieda, Fernando Rodriguez, and Mark Lundy, “Assessment of Haitian Mango Value Chain,” p. 5, Catholic Relief Services
(2011), http://www.crsprogramquality.org/storage/agriculture/haiti_mango_web.pdf
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Figure 44: Value of U.S. Imports of Preserved/Prepared Fruit Products from World (USD, in

millions)
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Chocolate and chocolate preparations and cocoa butter offer Haiti the possibility to expand

production into higher-value processing operations into categories experiencing strong recent

U.S. market growth in chocolate and other food preparations (2003-2009 CAGR of 4 percent)
and cocoa butter, fat, and oil (2003-2009 CAGR of 13 percent). Cocoa butter is used in
chocolate bar manufacture, other confectionery products, soaps, and cosmetics. By capturing 1
percent of the expanding U.S. market over the next 10 years (see Figure 45 and Figure 46),
Haitian firms would be exporting around USD 42 million in chotoclate, other foods

preparations, cocoa butter, fat, and oil to the U.S. annually. This report adopts the conservative

position that Haiti could capture 2 project investments.

Figure 45: Value of U.S. Imports of Chocolate and Other Food Preparations Containing Cocoa

from World (USD, in millions)
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Figure 46: Value of U.S. Imports of Cocoa Butter, Fat, and Oil from World (USD, in millions)
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CFl Investment Statistics

Based on Consultant Team interviews, |IEZ sites in/around Port-au-Prince and the North of Haiti
with serviced land and infrastructure would likely capture additional types of agri-business and
food-processing investment in other product categories given that the lack of serviced land is a
leading constraint on establishing warehousing facilities and processing operations. CFl data
from 2003-2009 on 2 projects become operational per year in the agri-business and food
processing sector serves as a historical baseline for corroborating future market demand
estimates. Operationalized projects included those in farmed fish, fruit juices/beverages, and
snack foods, with other approved/eligible projects in farmed fish and ice production. A coffee
roasting project was awaiting final approval of its documentation to become operational. “Wet”
processing operations could locate at an IEZ, as could roasting operations for export to Haitian
retailers and specialty stores in key markets such as New York City and Miami.

Pricing Factors

Recent prices from the USDA Agricultural Marketing Service provide illustrative price points for
mangoes entering the United States in 1-layer 10-pound flats. As reported by the USDA in a
“Fruit and Tree Nuts Outlook” report: in February 2011, prices for Ataulfo mangoes from
Mexico ranged from USD 7.5 to 9 (FOB shipping-point crossing through Texas). March prices
dropped to around USD 7.0. Prices in March 2010, by comparison, were at USD 11-12 in
February. Prices for the Ataulfo have dropped due to quality concerns and the appearance of
greater volumes of Tommy Atkins and Hden red varieties that “started to show up this spring at
greater volumes than a year ago, also driving prices lower. As of April, their prices ranged from
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USD 3-4 per 1-layer carton (FOB shipping point across Texas), compared with USD 4-5 the same

7197 Haitian mangoes average a FOB price range of USD 5 to 6 per 1-layer 10-

time last year.
pound flat. Recent prices for October-November 2011 have ranged between USD 7-11 for
mangoes entering the U.S., where Haiti has an opportunity to better leverage its longer growing

seasons and increase sales to the U.S. marketplace when demand drives up prices relative to
supply.

C.2.7 Additional Product Sectors/Categories

In addition to serving export markets in leading categories such as mangoes and cocoa, IEZs
provide secured serviced land, infrastructure, and clustering opportunities for other agri-
business and food-processing operations. Although a prominent sub-sector historically, Haitian
coffee has been hard hit by the volatility of market prices and its limited scalability versus large
regional producers. Nevertheless, donor investments and capacity building in the sector are
targeting increased vyields and would allow exporters to compete in higher-value niche and
artisanal categories, such as under the Haitian Blue marketing label. This investment would
occur as “wet” processing operations, requiring specialized operating equipment and trained
labor. Other product categories in Haiti that would focus on supplying the domestic market
include: dairy, poultry, farmed fish, and water, where consumer demand and imports are large
and increasing (see Annex B for import numbers). Some storage and processing investment for
internationally and domestically sourced inputs is likely to occur at IEZs given the need to
access power and water and lack of secured serviced land in Port-au-Prince, Haiti’s major
population center. Figure 47 highlights key issues relating to the additional product categories
within food processing and provides a market demand estimate over the coming 10 years for
each category.

197 USDA’s “Fruit and Tree Nuts Outlook,” FTS-347 (May 27, 2011), http://www.ers.usda.gov/Publications/FTS/2011/05May/FTS347.pdf
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Figure 47: Highlighted Additional Product Sectors/Categories

Additional

Market Orientation:

E t
Product Sectors/ xpor / 2003-2009 CAGR Key Issues
Categories Domestic/
& Mixed
Coffee'® 90% of coffee is -4% - export e There are four private exporters today, but some 20 private exporters existed in the 1970s

natural/”dry-processed” and
consumed in Haiti

5% is washed

® 59-65% is consumed locally

e 10-12% is exported legally,
in natural or washed form

e Remainder is sold via
informal channels

¢ A Catholic Relief Services (CRS) study estimates current annual production to be between 350,000
to 450,000 bags (60 kg/bag)

e REBO and WIENER are the only two exporters marketing natural and washed coffees abroad

¢ The best coffee is sold as Haitian Bleu (USD 2 to 3 per pound)

e Movement toward washing/milling in Port-au-Prince

e Domestic market consumption growth is estimated at 2-3% annually

e Opportunity for investment in “wet” processing, requiring specialized equipment and workforce

e Market Demand: 2 “wet” coffee processing project locates at an IEZ

Dairy products

Domestic/Importation

9%

¢ Haiti imported USD 38 million in milk and cream, including powder, in 2009

e As many as 500,000 milk-producing cows exist in Haiti with the potential to produce 145,000 tons
of milk per annum, but production is limited by a lack of facilities and poor access to elec’cricity109

o CFl statistics indicate that one (milk) project commenced operation and one (evaporated) were
approved since 2003

e Market Demand: 1 dairy project at an IEZ

Poultry and Domestic/Importation 11% - poultry e Haiti imported USD 28 million chicken (cut and offal, frozen), 10 million in fish (cured), and 5 million
farmed fish in fish (frozen, whole) in 2009
8% - fish (cured) | e Poultry and farmed fishing imports feed the growing Haitian population
o CFl statistics indicate that three farmed fish projects commenced operations since 2003, with
18% - fish another that is approved, but not yet operationalized
(frozen, whole) | o Market Demand: 2 processing projects for basic cleaning/filleting
Water Domestic/Importation - o CFl statistics indicate water bottling project approvals since 2003

e Growing water demand from the local population
e Market Demand: 1 bottling/importation or treatment project in IEZ provided with a good water
source

108 Fernando Rodriguez, Nora Patricia, Castafieda, and Mark Lundy, “Assessment of Haitian Coffee Value Chain,” Catholic Relief Services (2011),

http://www.crsprogramquality.org/storage/pubs/agenv/haiti_coffee_online.pdf

109 “Milk Co-Operatives Help Hungry Haiti,” http://www.nowpublic.com/health/milk-co-operatives-help-hungry-haiti (August 26, 2008)
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Figure 48 provides the estimated additional market capacity (number of new projects) that
would likely locate at IEZs in Haiti over the next 10 years. Apart from the major sub-sectors in
agri-business (e.g., mangoes, cocoa, and processed preparations), there will likely be other
types of investment that locate at IEZs as the regional (U.S./Caribbean) and Haitian markets
grow.

Figure 48: Estimated Additional Market Capacity (Number of New Projects) Over 10 Years

Projects (by Product Categories) 2010-2020

Mangoes (fresh) 6-7
Prepared/preserved fruits and juices 2-3
Cocoa beans, whole or broken, raw, or roasted 2-3
Chocolate and other food preparations containing cocoa 2
Additional product sectors/categories 6
Total 18-21

Base Case for Agri-Business in Demand Projections 18

Aggressive Case for Agri-Business in Demand Projections 21
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C.3 Construction and Building Materials

The construction and building materials sector consists of a wide variety of products used in
constructing new facilities and/or the renovating existing facilities and infrastructure. The
demand for these products is a function of the level of construction spending for residential
and commercial construction and infrastructure. Construction and building products include: 1)
the processing and packaging of earth, sand, salt, sulfur, stone, plaster, lime, and cement, and
the manufacturing of articles made of the same; 2) fabrication of wood products (e.g., studs,
laminated wood, window frames, doors, cabinetry, moldings, etc.); 3) manufacture of ceramic
products, including tiles, sanitary fixtures and insulators; manufacture and assembly of PVC,
aluminum, and glass products (e.g., ducts, windows, doors, etc.); 4) fabrication of structural
steel products; and 5) accessories and fixtures (bathroom and kitchen accessories, electric
switched and breaks, etc.) and 6) the manufacturing of pre-fabricated slabs and pre-fabricated
buildings.

Haiti was a major importer of construction and building materials prior to the January 2010
earthquake and requires an estimated USD 3.9 billion (see Figure 58) of construction and
building materials to rebuild government, private, and public buildings and infrastructure.
Reconstruction needs for rebuilding, repairing/replacing, and repositioning facilities,
infrastructure, and assets have been estimated in the Haiti Earthquake PDNA as follows:

e USD 3.2 billion for housing;

e USD 600.1 million for education;

e USD 294.4 million for health;

e USD 324.7 million for transport; and

e USD 52.4 million for water systems.110

As estimated in this report, construction materials spending could reach as much as USD 587.6
annually over the coming 10 years. Figure 49 details projected spending requirements by
category.

110 “Haiti Earthquake PDNA: Assessment of Damage, Losses, General, and Sectoral Needs,”
http://www.refondation.ht/resources/PDNA_Working_Document.pdf (March 2010)
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Figure 49: Estimated Reconstruction Costs/Spending for Building Materials (w/out Labor)

Categories Total Reconstruction Costs/Spending Total Reconstruction Costs/Spending
(Building Materials, including Labor) (Building Materials, excluding Labor)
Housing (Rebuilding/Repairs) $2,662.4 $1,863.7
Buildings
(Hospitals/Schools/Government) $1,675.5 $1,256.6
Roads $137.2 $109.8
Furniture/Equipment/Household Goods $720.2 $648.2
Water Systems $52.4 $39.3
TOTAL $5,247.7 $3,917.5

In addition, the IEZs to be built in Haiti would add some USD 500 million in construction of over
the next 10 years.

Although the vast majority of the construction and building materials required as inputs for
reconstruction will be imported and require warehousing/trading space, the potential also
exists for Haiti to expand into some metals components and plastics manufacturing operations.
Figure 50 provides a summary profile of a typical investor in the sector, as would locate at IEZs
in Haiti.

Figure 50: Summary Profile of a Typical Investor in the Construction and Building Materials

Sector
Products/Services Infrastructure Requirements

Key Products: e Serviced Land: 5,000 m’ (small operations) - 10,000+

e Pre-fabricated dwellings and solar panels m’ (large operations)

o MDF cabinets, counters, tiles, flooring materials, e Pre-Built Facilities: 3,000 m? (small operations) -
wall panels, and insulating materials 6,000+ m’ (large operations)

e PVC, aluminum doors and window systems e Power Requirements: 100,000 kWh/month to

e Pre-cast concrete 350,000 kWh/month

e Lumber, wood doors, cabinets, floor boards, and o Average Per Firm Employee Requirement: 200-400
molding

Additional Products:
e Steel beams/sheets, rebar, angles, flats, tubes, nails
and wire

C.3.1. Global Industry Trends

Prior to the onset of the global recession at the end of 2008, companies in developed markets
were focusing their efforts on R&D and product development, while regional and local
companies were focusing on increasing their capacities and efficiencies to meet the demands of
what was, up to that point, a very strong construction boom. Over the past decade, the

November 25, 2011 Page 59




IEZs in Haiti: Market Analysis Final Report

construction and building materials sector has been strong and growing in both developed
countries and emerging markets. Global demand for construction materials has been
particularly strong in countries such as China, India, and the Middle East. Product development
efforts within the construction materials sector have focused on innovation and development
of new construction materials that are durable, more environmentally friendly, and in line with
international environmental policies and treaties.

The recession produced a precipitous drop in construction-and-building-material activity for
developed regions with low savings rates, such as North America and Europe, and a smaller
impact on developing economies with higher savings. The ensuing credit crunch resulted in
declining investment activity, falling property values and rentals, diminishing business activity,
increasing office vacancies, reduced household wealth, declining home ownership, and
curtailed mortgage markets.

After a languishing 2009, recovery commenced in 2010, especially for residential and non-
residential building construction, driven largely by public-sector stimulus packages. Projecting
forward, the Global Industry Analysts report asserts that “Resurgence in infrastructure
spend[ing], improvement in liquidity situation, softening of interest rates, continued

urbanization, will all help drive growth back into fore.”!

The report finds that the massive-
scale, low-cost economies of the Asia-Pacific region (e.g., China) should excel in the years
ahead. Certain light-assembly products, cement, concrete, and bricks are expected to perform

best in the industry forecast.

C.3.2 Local Industry Overview and Trends

Haiti imports the vast majority of the raw materials and other resources needed for
infrastructure development and building construction and the interior outfitting of buildings
and residences. Historically, donor concerns over the quality and durability of construction
materials produced in Haiti has limited the development of local production. Although the
industry includes hundreds of registered firms, importation and production is dominated by
major enterprises such as Aciérie d'Haiti, S.A. and GDG Béton, producing concrete bricks, steel
products, and importing lumber. In 2009, as provided in Figure 51, the leading import
categories include iron and steel (USD 55 million), salt, sulphur, earth, stone (USD 46 million,
paper and paperboard (USD 39 million), and articles of iron and steel (USD 25 million).
Collectively, these specific product categories accounted for approximately USD 189 million in

111 Id.
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Haiti’s total imports bill from the world, or 8 percent of the total, in 2009, trailing cotton,
cereals, machinery, and electrical equipment.

Figure 51: Importation of Construction and Building Materials by Haiti from World (USD, in

ATH 112
millions)
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30
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$20 H 2008
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$o
Iron and steel Salt, sulphur, earth, Paper & paperboard, Articles of iron or Ceramic products Stone, plaster,
stone, plaster, lime articles of pulp, steel cement, asbestos,
and cement paper and board mica

However, given the massive need for reconstruction and development estimated at USD 11.5

13 imports of these items

billion over the next ten years in the Haiti Earthquake PDNA Report
will increase, as will downstream business opportunities to service reconstruction and
development requirements. Residential construction for Internally Displaced Persons (IDPs),
tourism construction, as well as construction of potential pilot IEZs will drive investment in the

construction and building materials sector for the next 10 to 15 years.

Haiti’s Private-Sector Economic Forum (PSEF) forecasts that approximately 400,000 new
permanent housing structures will need to be built over the next five years. Ongoing
infrastructure construction activities in and around the capital city will also require the
development of a vibrant construction and building materials industry, including
warehousing/trading operations for importation of these materials and the possibility of some
local production of materials over the coming years in certain metal components and plastics
categories. Infrastructure reconstruction projects around the country, especially road and port
developments/expansions, will generate demand in terms of hundreds of thousands of housing
units.

Likely origins of investment that will spur construction and building materials spending
includes: 1) the large Haitian Diaspora in North America that is interested in building new

112 Consultant Team interviews with mango exporters in Haiti
113 PWGC “Action Plan for National Recovery and Development of Haiti,” http://www.haiticonference.org/Haiti_Action_Plan_ENG.pdf (March
2010)
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housing units in Haiti; 2) donor-backed aid from agencies with a major presence in Haiti (e.g.,

IFC, USAID,

Inter-American Development Bank, the U.S. Overseas Private Investment

Corporation, the U.S. Export-Import Bank, the United Nations Environment Programme, Soros

Fund); and 3) firms from China, Dominican Republic, United States (U.S.), Republic of Korea,

and Brazil: the nations that dominate Haiti’s imports of construction and building materials.

Figure 52 provides a profile of the construction and building materials industry in Haiti.

Figure 52: Profile of Construction and Building Materials Industry in Haiti ***

Products/Buyers/Inputs

Potential Market Capacity

e Haiti imports the vast majority of
construction and building materials.
As a percentage of overall fixed
capital formation in the countrylls,
local production is estimated at
approximately 20% of the total
demand for construction and building
materials products

e As refined to include the most
relevant imported categories (see
Figure 54), Haiti’'s 2009 imports were
led by iron and steel (USD 53.4
million) and cement (USD 43.8
million), and followed by articles of
iron and steel (USD 20 million).
Between 2003-2009, the CAGR for
these categories was 9, 14, and 28
percent, respectively

e Major product importers include
Aciérie d'Haiti, S.A. and GDG Béton

e In 2009, major country suppliers at
the Harmonized Schedule (HS) 2-digit
level include: iron and steel
(Dominican Republic — 66%; Turkey —

Structure/Capacity
e The construction and  building
materials industry includes
hundreds '*® of registered firms

(mostly contractors), but importation
and production is dominated by
major enterprises such as Aciérie
d'Haiti, S.A. and GDG Béton

e Aciérie d'Haiti, S.A. imports and
produces tubes, steel sheets, flat iron,
angles, rebars grade 40 and grade 60,
beams, lumber, treated Ilumber,
plywood, doors, hardboard, nails,
galvanised wire, tiles; employs ~100-
300 people; produces 70% locally and
imports 10%"" The company has over
92,900 m’ of covered warehouses, a
cut to length production site, a
hollow section mill, and an industrial
machine shop

e GDG Béton imports and produces
ready-to-use concrete for bricks and

wood; employs ~10-50 people;
produces 90% locally and imports
10% of other products, such as
wood'*®

e The 2009 total value (USD 124.6
million) of imported construction
materials represents a small fraction
of the total amount of annual
construction materials spending (up
to USD 587.6 annually) that is
estimated in this report to be
required over the coming 10 years;
warehousing/trading space is needed
for importation and there will likely
be some investment in existing and
new production capacity for steel
milling and machining

e Haiti has ample limestone resources
to locally produce cement for local
reconstruction needs, but was
estimated to produce very minimal
amounts (~300,000 MT/year) prior to

the earthquakelzo; imported cement

is packaged in the country for
distribution to contractors
e Based on a benchmarking

comparison, there is a potential for
some manufacturing investment in
metal fabrication operations that

114 As developed by the Consultant Team through firm interviews in Haiti and through third-party research from USAID, USAID/MarChE, ORE,

and other organizations.

115 The World Bank defines “gross fixed capital formation” as follows: “Gross fixed capital formation (formerly gross domestic fixed

investment) includes land improvements (fences, ditches, drains, and so on); plant, machinery, and equipment purchases; and the construction

of roads, railways, and the like, including schools, offices, hospitals, private residential dwellings, and commercial and industrial buildings,”
http://data.worldbank.org/indicator/NE.GDI.FTOT.CD. This number has been used as an approximate measure for reported investment

numbers by the GoH or third parties for capital expenditures such as buildings and infrastructure.
116 Taylor Steelman, “The Building Blocks of Transparency,” Peace Dividend Trust (Haiti) Web site,

http://buildingmarkets.org/blogs/blog/2011/07/05/the-building-blocks-of-transparency (July 5, 2011)
117 Peace Dividend Trust (Haiti) Web site, http://haiti.buildingmarkets.org/en_af/search/node/1431
118 Peace Dividend Trust (Haiti) Web site, http://haiti.buildingmarkets.org/en_af/search/node/1431
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Products/Buyers/Inputs

Structure/Capacity

Potential Market Capacity

10%; U.S. — 4%); cement (Dominican
Republic — 82%; Barbados — 7%;
Columbia — 5%); articles of iron and
steel (China — 29%; U.S. — 27%;
Dominican Republic — 18%)

e Haiti

Bloc, S.A., produces nearly
300,000 concrete blocks a month for
home and office construction'*

could locate at IEZs. Haiti’s annual
operating costs (see Figure 63) are
within the competitive range of
developed and developing economies

C.3.3 Local Production Capacity Estimate

Data on public capital investment in Haiti such as buildings and infrastructure by the GoH and
the share that local production capacity in construction and building materials contributes to
this total is virtually non-existent (both prior to and following the earthquake). Capital
investment and local production capacity must be inferred using approximate metrics such as
historical gross fixed capital formation and imports. On average between 2003-2009, imports of
construction materials constituted 87 percent of the value of additions to gross fixed capital.
Based on this historical baseline, investor interviews, typical ratios on spending on construction
materials in low-cost markets (see Figure 57), and other reported data on donor orders from

Haitian construction and building materials suppliers 121

this analysis assumes that
approximately 20 percent (USD ~20 million) of construction and building materials are being
produced locally in Haiti. Although in some categories levels of local production may be higher,
more technically intensive production is virtually non-existent in Haiti and unlikely to invest in
the near-tem. The remainder of the inputs used for investment are being imported and
distributed by leading local suppliers in the market such as Aciérie d'Haiti, S.A. and GDG Béton,
and others. Figure 53 indicates additions to gross fixed captital compared to the total imports
of construction materials in Haiti, as broken out by product category and including CAGR (2003-

2009) by category in Figure 54.

120 United States Geological Survey Mineral Resources Program,
http://www.indexmundi.com/en/commodities/minerals/cement/cement_t22.html

119 Taylor Steelman, “The Building Blocks of Transparency,” Peace Dividend Trust (Haiti) Web site,
http://buildingmarkets.org/blogs/blog/2011/07/05/the-building-blocks-of-transparency (July 5, 2011)
121 Taylor Steelman, “The Building Blocks of Transparency,” Peace Dividend Trust (Haiti) Web site,
http://buildingmarkets.org/blogs/blog/2011/07/05/the-building-blocks-of-transparency (July 5, 2011)
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Figure 53: Value of Additions to Gross Fixed Capital and Total Imports of Construction
Materials in Haiti (USD, in millions)
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Figure 54: Value of Relevant Imports of Construction Materials in Haiti (USD, in millions)'*
Growth in Import
Products 2003 2004 2005 2006 2007 2008 2009 Value (CAGR:
2003-2009)

Tubes, pipes & hoses & fittings

therefore of plastics $0.9 $0.6 $1.0 $1.8 $2.3 $3.1 $4.3 30%

Other plates, sheets, film, foil,

tape, strip of plastics etc. $1.0 $0.6 $0.8 $1.3 $2.0 $3.4 $2.9 20%

Plastics - Total $1.9 $1.2 $1.9 $3.1 $4.3 $6.5 $7.3 25%

Bars&rods of iron/non-al/s, nfw

than forged, hr, hd,/hot-

extruded $18.2 $15.1 $19.1 $15.9 $14.8 $35.7 $31.1 9%

Bars & rods, hr, in irreg wound

coils, of iron or non-alloy steel $7.1 $6.8 | $11.0 $23.6 | S$21.8 $21.0 $7.9 2%

Flat-rolld products of iron/non-

al/s wdth>/=600mm,hr,not clad S2.1 $2.6 $2.2 $3.7 S1.1 S2.1 S4.4 13%

Flat-rolled prod of iron or non-

al/s wd>/=600mm,clad, plated

or coated $0.8 $0.3 $1.5 $1.3 S1.4 $3.0 $2.5 20%

Wire of iron or non-alloy steel $0.9 $1.4 $1.6 $1.5 $1.6 $4.0 $2.2 17%

Angles, shapes and sections of

iron or non-alloy steel $0.7 $0.9 $1.2 $1.6 $2.1 $5.8 $2.2 22%

Flat-rolld prod of iron/non-alloy

steel wd>/=600mm,cr,not clad $1.8 $3.6 $2.9 s4.7 $1.3 $3.2 $2.0 2%

Flat-rolled prod of iron/non-al/s

wd less than 600mm,not clad $0.0 $0.1 $0.1 $0.2 $S0.4 $0.9 S1.1 109%

Iron and Steel - Total $31.5 | $30.7 | $39.6 $52.5 | $44.6 $75.9 $53.4 9%

Cements, portland, aluminous,

slag, supersulfate & similar $20.5 | $17.2 | $21.5 $30.8 | $15.5 $24.7 $43.8 14%

122 TradeMap data; Consultant Team calculations
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hydraulic ¢

Cement - Total $20.5 | $17.2 | $21.5 $30.8 | $15.5 $24.7 $43.8 14%
Tubes, pipes and hollow

profiles, seamless, or iron or

steel $0.0 S0.1 S0.1 $0.4 $0.2 $0.5 $3.7 135%
Tubes, pipes and hollow profiles

of iron or steel, nes $0.2 $0.3 $S0.4 S1.5 S1.6 S1.7 $3.1 64%
Structures (rods,angle, plates)

of iron & steel nes S1.3 S1.1 $9.4 $23.3 $17.4 $5.3 $2.8 14%
Iron & steel tables & household

articles $1.0 $0.5 $0.3 S1.4 S1.4 $1.8 $2.5 17%
Nails, staples & sim art, iron &

steel $0.9 $0.6 $1.2 $1.8 $1.5 $2.7 $2.3 16%
Iron & steel

stoves,ranges,barbecues &sim

non-elec dom app. $0.6 $0.7 $1.1 $1.0 $1.0 $1.0 $1.9 21%
Cloth, grill, netting&fencing, of

iron & steel wire $0.3 $0.3 $0.5 $0.5 $0.7 $0.7 $1.6 32%
Tubes&pipe nes, ext diam

>406.4mm,of iron &steel $S0.0 $0.0 $0.1 $0.1 S0.1 $0.3 S1.1 116%
Articles of iron or steel nes $0.4 $1.0 $0.7 $3.4 $1.2 $1.8 $1.0 19%
Articles of Iron or Steel - Total $4.6 $4.5 | $13.8 $33.3 $25.0 $15.9 $20.0 28%
TOTAL $58.5 $53.7 $76.8 $119.8 $89.3 $123.0 $124.6 13%

C.3.4 Construction and Building Materials Need Following the Earthquake

On a forward-looking basis, the Consultant Team projected future need for construction and
building materials in Haiti following the earthquake and the possible levels of construction and
building materials investment that could occur in the country and at IEZs. The 2009 total value
(USD 124.6 million) of imported construction materials represents a small fraction of the total
amount of annual construction materials spending (up to USD 587.6 annually) that is estimated
in this report to be required over the coming 10 years (see Figure 58).

To estimate the total reconstruction need following the earthquake, the Consultant Team has
used estimates from the Haiti Earthquake PDNA Report and then applied ratios from other low-
cost markets as to the typical weighting between building materials and labor values in total
construction costs and, as concerns building materials costs, between local production and
imported products. The costs provided in the PDNA are, in effect, future spending requirements
for Haiti to rebuild and expand its capital base, including buildings and infrastructure.

Figure 55 contains the annual reconstruction cost projections as used in this analysis, which
were then recategorized into the following categories requiring construction and building
materials products in Figure 56:

November 25, 2011 Page 65



IEZs in Haiti: Market Analysis Final Report

e Housing (Rebuilding/Repairs)

e Buildings (Hospitals/Schools/Government)
e Roads

e Furniture/Equipment/Household Goods

e Water Systems

Figure 57 provides the typical ratios of costs for construction spending in a low-cost developing
market that were applied to the annual reconstruction costs (building materials, including
labor) in Figure 56 to yield the results for the annual value of reconstruction building materials
costs (excluding labor) in Figure 58.
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Figure 55: Annual Haiti Post-Disaster Needs Assessment Estimated Reconstruction Cost/Spending Projections (USD, in millions)

Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 | TOTAL

Phasing Assumption (Consultant

Team)123 5% 10% 15% 15% 10% 10% 10% 10% 5% 5% 5% 100%
Housing - Total $162.4 $324.7 $487.1 $487.1 $324.7 $324.7 $324.7 $324.7 $162.4 $162.4 $162.4 | $3,247.0
Rebuilding housing $97.2 $194.3 $291.5 $291.5 $194.3 $194.3 $194.3 $194.3 $97.2 $97.2 $97.2 | $1,943.3
Repairing housing $36.0 $71.9 $107.9 $107.9 $71.9 $71.9 $71.9 $71.9 $36.0 $36.0 $36.0 $719.1
Repositioning household goods $29.2 $58.5 $87.7 $87.7 $58.5 $58.5 $58.5 $58.5 $29.2 $29.2 $29.2 $584.6
Education - Total $30.0 $60.0 $90.0 $90.0 $60.0 $60.0 $60.0 $60.0 $30.0 $30.0 $30.0 $600.1
Reconstructing schools $16.5 $33.0 $49.5 $49.5 $33.0 $33.0 $33.0 $33.0 $16.5 $16.5 $16.5 $329.9
Repairing schools $9.5 $18.9 $28.4 $28.4 $18.9 $18.9 $18.9 $18.9 $9.5 $9.5 $9.5 $189.2
Educational Materials and Supplies $4.1 $8.1 $12.2 $12.2 $8.1 $8.1 $8.1 $8.1 $4.1 s4.1 $4.1 $81.0
Health - Total $14.7 $29.4 $44.2 $44.2 $29.4 $29.4 $29.4 $29.4 $14.7 $14.7 $14.7 $294.4
Reconstructing buildings $12.0 $24.0 $36.0 $36.0 $24.0 $24.0 $24.0 $24.0 $12.0 $12.0 $12.0 $239.7
Furniture, equipment $2.7 $5.5 $8.2 $8.2 $5.5 $5.5 $5.5 $5.5 $2.7 $2.7 $2.7 $54.6
Transport - Total $16.2 $32.5 $48.7 $48.7 $32.5 $32.5 $32.5 $32.5 $16.2 $16.2 $16.2 $324.8
Repairing urban roads $5.0 $10.0 $15.0 $15.0 $10.0 $10.0 $10.0 $10.0 $5.0 $5.0 $5.0 $100.0
Repositioning vehicles $6.2 $12.5 $18.7 $18.7 $12.5 $12.5 $12.5 $12.5 $6.2 $6.2 $6.2 $124.5
Repairing primary roads $1.1 $2.3 $3.4 $3.4 $2.3 $2.3 $2.3 $2.3 $1.1 $1.1 $1.1 $22.8
Repairing secondary roads $0.0 $0.1 $0.1 $0.1 $0.1 $0.1 $0.1 $0.1 $0.0 $0.0 $0.0 $0.9
Bridges $0.7 S1.4 $2.0 $2.0 $1.4 $1.4 S1.4 $1.4 $0.7 $0.7 $0.7 $13.5
Equipment $0.0 $0.1 $0.1 $0.1 $0.1 $0.1 $0.1 $0.1 $0.0 $0.0 $0.0 $0.7
Ports $2.6 $5.2 $7.7 $7.7 $5.2 $5.2 $5.2 $5.2 $2.6 $2.6 $2.6 $51.6
Airports $0.5 $1.1 $1.6 $1.6 $1.1 $1.1 $1.1 $1.1 $0.5 $0.5 $0.5 $10.7
Water and Sanitation - Total $2.6 $5.2 $7.9 $7.9 $5.2 $5.2 $5.2 $5.2 $2.6 $2.6 $2.6 $52.4
Rebuilding water systems $2.6 $5.2 $7.9 $7.9 $5.2 $5.2 $5.2 $5.2 $2.6 $2.6 $2.6 $52.4
Governance - Total $45.8 $91.7 $137.5 $137.5 $91.7 $91.7 $91.7 $91.7 $45.8 $45.8 $45.8 $916.7

123 The Consultant Team incorporated new phasing assumptions for reconstruction costs over 10 years from 2010-2020. The pace of reconstruction has been much slower than anticipated in the

Haiti PDNA Report. Capacity issues in the market in terms of time to allow for local production increases and investment, as well as the capacity to import massive amounts of new construction and
buildings materials, favor a more conservative approach.
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Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 | TOTAL
Rebuilding buildings $45.8 $91.7 $137.5 $137.5 $91.7 $91.7 $91.7 $91.7 $45.8 $45.8 $45.8 $916.7
TOTAL $271.8 $543.5 $815.3 $815.3 $543.5 $543.5 $543.5 $543.5 $271.8 $271.8 $271.8 | $5,435.4

Figure 56: Annual Total Reconstruction Costs/Spending (Building Materials, including Labor) by Relevant Categories (USD, in

millions)
Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 | TOTAL

Housing (Rebuilding/Repairs) $133.1 $266.2 $399.4 $399.4 $266.2 $266.2 $266.2 $266.2 $133.1 $133.1 $133.1 | $2,662.4
Buildings
(Hospitals/Schools/Government) $83.8 $167.6 $251.3 $251.3 $167.6 $167.6 $167.6 $167.6 $83.8 $83.8 $83.8 | $1,675.5
Roads $6.9 $13.7 $20.6 $20.6 $13.7 $13.7 $13.7 $13.7 $6.9 $6.9 $6.9 $137.2
Furniture/Equipment/Household Goods $36.0 $72.0 $108.0 $108.0 $72.0 $72.0 $72.0 $72.0 $36.0 $36.0 $36.0 $720.2
Water Systems $2.6 $5.2 $7.9 $7.9 $5.2 $5.2 $5.2 $5.2 $2.6 $2.6 $2.6 $52.4
TOTAL $262.4 $524.8 $787.2 $787.2 $524.8 $524.8 $524.8 $524.8 $262.4 $262.4 $262.4 | $5,247.7
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Figure 57: Typical Ratios of Costs for Construction Spending in a Low-Cost Developing Market

Total Building
Category Construction Cost Building Materials Labor . Locally Produced Imported
Materials
Conventional Housing 100% 70% 30% 100% 65% 35%
Highway Construction 100% 80% 20% 100% 45% 55%
Commercial Buildings 100% 75% 25% 100% 80% 20%
Equipment and Household Goods 100% 90% 10% 100% 20% 80%
Water Systems 100% 75% 25% 100% 45% 55%

Figure 58: Annual Total Reconstruction Costs/Spending (Building Materials, excluding Labor) by Relevant Categories (USD, in

millions)
Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 | TOTAL

Housing (Rebuilding/Repairs) $93.2 $186.4 $279.6 $279.6 $186.4 $186.4 $186.4 $186.4 $93.2 $93.2 $93.2 | $1,863.7
Buildings
(Hospitals/Schools/Government) $62.8 $125.7 $188.5 $188.5 $125.7 $125.7 $125.7 $125.7 $62.8 $62.8 $62.8 | $1,256.6
Roads $5.5 $11.0 $16.5 $16.5 $11.0 $11.0 $11.0 $11.0 $5.5 $5.5 $5.5 $109.8
Furniture/Equipment/Household
Goods $32.4 $64.8 $97.2 $97.2 $64.8 $64.8 $64.8 $64.8 $32.4 $32.4 $32.4 $648.2
Water Systems $2.0 $3.9 $5.9 $5.9 $3.9 $3.9 $3.9 $3.9 $2.0 $2.0 $2.0 $39.3
TOTAL $195.9 $391.8 $587.6 $587.6 $391.8 $391.8 $391.8 $391.8 $195.9 $195.9 $195.9 | $3,917.5
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C.3.5 Capacity for New Construction and Building Materials Sector Investment

To estimate the level of new capacity for construction and building materials investment, the
Consultant Team removed existing capacity in the market by subtracting out the average (2008-
2009) of current imports (USD 123.8 million) and estimated local production (USD 20.0 million)
from the totals in Figure 58. The value of local production is estimated at/near 20 percent of
gross fixed capital formation as discussed above in Section C.3.3.

Figure 59 indicates the existing capacity of Haitian industry to absorb total reconstruction
spending.

Figure 59: Existing Capacity to Absorb Reconstruction Spending (Imported Construction
Materials and Local Production) (USD, in millions)
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Figure 60 provides cumulative reconstruction spending on construction materials satisfied by
existing capacity.
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Figure 60: Cumulative Reconstruction Spending Satisfied by Existing Capacity (USD, in
millions)
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Figure 61 indicates the cumulative reconstruction spending on construction materials satisfied
by new capacity.

Figure 61: Cumulative Reconstruction Spending Satisfied by New Capacity (USD, in millions)
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Estimates for top-line revenue requirements for firms in the construction and building materials
sector vary widely. Figure 62 illustrates the new capacity (humber of new projects) under a
range of average firm-level gross revenue assumptions, assuming full implementation of the
reconstruction program under the Haiti PDNA. Reductions in reconstruction spending would
push down the potential for new capacity.
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Figure 62: Average Firm-Level Gross Revenue and an Estimation of Cumulative New Capacity
(Number of New Projects)
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Haiti’s Competitive Position for Higher-Value Processing

It is anticipated that Haiti will be able to capture some manufacturing investment in
construction and building materials by leveraging its favorable operating costs compared to
developed markets and competitive operating costs in line with Mexico. Figure 63 provides
annual operating requirements and costs for a metal fabrication operation producing building
materials products using the cost structure of a metal components firm in KPMG’s “Guide to
International Business Location” Study (2010 Edition). The KPGM firm profile in terms of facility
space (m?), workforce, and electricity requirements are equivalent to those in Haiti and used in
the demand model.
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Business Case Example: Metals Fabrication Operation Annual Operating Cost Comparison124

Figure 63: Annual Operating Requirements and Costs for a Metals Fabrication Operation

Profile: Metals Fabrication Operation — A Small Manufacturer of Metal
Building Products Using Machine Tools

Facility Space (mz) 9,260
Workforce 100
Electricity - annual consumption 240,000 kWh

Total factory costs in Haiti (USD 7.2 million) and Mexico (USD 6.9 million)
are within a competitive range for potential metal-fabrication investors. The
provision of additional power supply in Haiti by improvements to the
national grid and private investments should reduce tariffs per KWh from
USD .32 to USD .20 (a high, but more competitive rate within the region),
improving Haiti’s overall competitive position by reducing annual costs to
(USD 6.8 million). Although pricing for factory buildings in Haiti can be
increased over time as power tariffs are reduced, intitial pricing at/around
USD 3/m?/month would enable Haiti to remain within the competitive
range of Mexico in the near-term.
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124 The Consultant Team used KPMG’s “Guide to International Business Location” Study (2010 Edition), http://www.mmkconsulting.com/compalts/reports/2010_compalt_report_voll_en.pdf, to
identify the typical range of annual operating costs for a metals fabrication operation and to benchmark operating costs in Haiti against an average of developed market locations and Mexico. The
cost structure for a metals fabrication operation in Mexico was used to apply unit-level utility, transportation, lease, and labor costs for Haiti to develop the annualized operating cost structure.
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C.3.6 Likely Types of Investment at IEZs

The Base and Aggressive Case demand projections for the construction and building materials
sector capture a fraction of the likely overall need for construction and building materials
investment in Haiti. The pace of reconstruction in Haiti following the earthquake has been
slower than anticipated by the GoH and donor community. This requires a cautious approach to
estimating demand for land and facilities by firm in the construction and building materials
sector. For this investment to materialize, hundreds of millions of USD in reconstruction
spending must be not only committed, but also disbursed.

Some construction and building materials are best produced locally, if at all possible, for
practical reasons. High-volume/low-value materials such as large plastic containers, standard
concrete blocks, bricks, edgings, and structural members can be produced locally, and where
transport costs associated with importation are excessive. Other elements are assembled to
order and benefit from being close to the installation site. This includes light structural steel
elements, pre-cast concrete beams and slabs, timber and aluminum/plastic windows and doors,
and structural timber elements, amongst others. Some materials and products must, by their
nature, be produced locally. These include ready-mix concrete, asphalt, sand, and gravel
aggregates. Investments at IEZs in the construction and building materials sector will likely
encompass warehousing/trading operations for the importation of iron and steel, wood, and
plastic construction products and interior furnishings/outfittings. There is the potential for
some cement brick production using cement imports, metal fabrication operations (given the
cost-competitive range of Haiti compared to developed market competitors), and medium-
term possibility of some steel milling operations. These operations encompass:

e Cement Brick Production: Cement bricks are used in buildings and are made using
varying mixtures of cement, sand, gravel, and water. The production process includes:
raw materials mixing, brick/block molding, vibrating and compacting, curing/drying, and
packing. Limestone resources in the North of Haiti suggest that cement production
could occur at a pilot IEZ location in the North of Haiti.

e Metals Fabrication: Metal fabrication involves adding value to raw materials or basic
formed materials using machines and machine tools. Example raw materials include:
plate metal, formed and expanded metal, sectional metals, welding wire, hardware, and
castings. Important fabricated metal processes are forging, stamping, bending, forming,
and machining. Products range from building materials used in construction to electrical
enclosures, platforms, and interior fittings, among many others.
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e Steel Milling: Steel mills turn molten steel into blooms, ingots, slabs and sheet

through casting, hot rolling, and cold rolling. As may invest in Haiti, a mini-mill produces

bar products, such as concrete reinforcing bar, flats, angles, channels, pipe, and light

rails. Mini-mill volume production requirements would fall in the range of 200-400,000

tons/year for a project to be financially feasible.

Figure 62 provides the estimated additional market capacity (number of new projects) in

construction materials that would likely locate at IEZs in Haiti over the next 10 years.

Figure 64: Estimated Additional Market Capacity (Number of New Projects) Over 10 Years

Projects (by Product Categories) 2010-2020

Warehousing/Trading Operations 3-8
Cement Bricks 2-3
Metal Fabrication Operations 1-3
Steel Milling Operations 1
Cement Production 1-2
Furniture and Household Goods 2-3
Total 10-20

Base Case for Construction and Building Materials in Demand Projections 10
Aggressive Case for Construction and Building Materials in Demand Projections 20
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C.4 Logistics/Supply-Chain (including Cold Storage)

The sector covers a broad swath of import and export activities, the storage of imported goods
and those bound for export, and company inventory in closed warehouses, refrigerated
storage, and product distribution centers. It also includes freight transportation and logistics,
including specialty services to trucking lines. According to the World Bank’s 2010 Logistics
Performance Index and Its Indicators report (italics supplied for emphasis), “information has
shown that better logistics performance is strongly associated with trade expansion, export
diversification, ability to attract foreign direct investments, and economic growth. In other

»n125

words, trade logistics matter. Figure 65 provides a summary profile of a typical investor in

the sector, as would locate at IEZs in Haiti.

Figure 65: Summary Profile of a Typical Investor in the Logistics Sector

Products/Services Infrastructure Requirements

e Transportation Serviced Land: 12,500 m’

e 3PL Pre-Built Facilities: 3,000 m’ (small operations) -
Warehousing 10,000 m® (large operations)

Cold storage Power Requirements: 50,000 kWh/month to
200,000 kWh/month (for cold storage)

e Average Per Firm Employee Requirement: 50

C.4.1 Global Industry Trends

Like many industries, the logistics/supply-chain sector has met the challenge of globalization

and cost efficiency through consolidation.*?®

The global third-party logistics (3PL) market
earned USD 391 billion in revenues in 2006 with European and U.S. logistics companies
accounting for 35.5 percent and 28.1 percent of sales respectively; buoyed by continued
demand for outsourced logistics services. A number of mergers and acquisitions have occurred
in the third-party logistics sector. Typical drivers include regional expansions, broadening

service lines, and industry specialization.

3PLs are viewed as valuable and often-essential business partners for customers whose logistics
needs are increasingly extending to customers in emerging markets. Many 3PL companies have
expanded their operations in the emerging markets by acquisitions, through start-up
operations or have developed strategic alliances with the local service providers in other parts
of the world. A global presence is a major priority for many 3PL providers.

125 Connecting to Compete 2010: Trade Logistics in the Global Economy, World Bank (2010), at 1.
126 As confirmed in the World Bank’s 2010 Connecting to Compete 2010: Trade Logistics in the Global Economy report.
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In addition to the changing structure of the industry, logistics firms have had to expand their
service offerings to provide for the evolving needs of clients. The conventional forwarder roles
of consolidation, building loads and booking space on a vessel or aircraft no longer suffice. The
scope of logistics services has expanded to include the management of financial flows with the
movement of goods; security, trade and regulatory compliance in destination markets;
compliance with environmental impact rules that may require logistics plans for the removal of
products at the end of their life cycle; as well as supplier monitoring for importers without a
local presence who need assistance in managing deadlines and logistics between the plant and
port.

Even distribution facilities have been transformed by globalization, as firms have been forced
by cost pressures to reduce inventories and rely on just-in-time inventory control. Electronic
monitoring systems have linked manufacturing facilities to warehouses to retailers in integrated
global supply chains, driving improved efficiencies in warehousing throughput.

C.4.2 Local Industry Trends

Development and expansion of the logistics/supply chain sector is essential to fulfill the goals of
Haiti’s reconstruction and to allow Haiti’s products to compete in global markets. The main
demand drivers for this sector in Haiti will be (i) general increases in industrialization and
economic activity, (ii) ongoing arrivals of international donor aid following the earthquake and
cholera outbreak, (iii) growing consumer incomes and demand for goods/services, (iv)
increased trade flows, and (v) investment in roads, ports, and airports. The critical sub-sectors
will be transportation, 3PL, warehousing, and cold storage.

C.4.3 Critical Improvements Necessary to Attract Sector

The lack of pre-built facility space and serviced land, again, will act as an investor deterrent in
the logistics/supply-chain industry. Companies will need between 3,000 m? and 10,000 m? of
space for lease at no more than USD 3Dominican Republic/m?/month. The poor transportation
infrastructure in Haiti following the earthquake (e.g., roads) will pose an obvious challenge for
Haiti to overcome to become competitive in the logistics/supply chain industry. Damaged ports,
cumbersome customs, and high shipment costs will be another obstacle for Haiti to confront to
allow the smooth transport of goods from port to market and vice versa. In addition, investors
in this industry in Haiti will require between 50,000 kWh/month and 200,000 kWh/month of
power.
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A May 2010 Economist Intelligence Unit (EIU) country report for Haiti projects that the January
earthquake will lead to a sharp increase in the country’s overall trade deficit in 2010, on
account of the current surge in Haitian demand for imported food and rebuilding materials as
well as of the significant damage effected by the earthquake on the country’s productive-

export apparatus and transportation infrastructure (e.g., roads and ports).?’

The EIU expects,
however, that the decrease in exports will be partially offset by increased family remittances
from the U.S. and a sharp increase in foreign aid, results that should reduce the country’s trade

deficits in 2011.

C.5 Tourism

Analysis of historical visitor arrival and spending trends, supplemented by statistics measuring
the performance of Haiti within the overall Caribbean tourism market, provides an order-of-
magnitude estimate of the potential for tourism demand in Haiti. To evaluate the demand for
tourism uses in the North of Haiti, several factors were taken into consideration, including:

e Visitor arrival segmentation, including holiday, business, and travelers visiting friends
and family;

e Historical annual visitor arrival statistics by market segment;

e Haiti lodging supply data (i.e., number of hotel rooms) following the earthquake;

e Haiti’s share of the Caribbean tourism market;

e Haitian tourism spending data reported by the Caribbean Tourism Organization; and,

e Tourism spending required to support new hotel development.

As provided in Figure 66 covering the years 2003 to 2010, visitor arrivals in Haiti fluctuated
greatly due to Hurricane Isabel and other market factors. Haiti experienced substantial damage
from Hurricane Isabel in 2003, causing baseline visitor arrivals to drop from 136,000 visitors in
2003 to 96,000 visitors in 2004. Haitian tourism recovered by 2007, growing nearly 300 percent
to 386,000 arrivals. However, another series of hurricanes in 2008 (i.e., Fay, Gustav, Hanna, and
Ike) resulted in a subsequent decline in tourism arrivals. Based on data reported by the
Caribbean Tourism Organization (CTO), 2010 visitor arrivals were estimated to be 315,000
persons.

127 Haiti’s main port in Port au Prince was severely damaged during the earthquake. A U.S. Army Corps of Engineers floating quay mounted on
barges is being used at the port, but the port’s capacity is curtailed. The absence of a fully functioning port constraining some in-bound and out-
bound flows of goods, although investments in the Port of Port au Prince and the private Port Varreaux, in addition to donor-financed studies
evaluating port needs, will help to rectify and propose solutions to this problem.
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Figure 66: Haiti Visitor Arrival Trends by Market Segment (2003 to 2012)
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

IAnnual
Growth Base
Rate128 Year -29% 17% -4% 257% -22% 16% -10% 3% 3%
Holiday
Visitors
(31%) 42,160 | 29,760 34,720 33,480 119,660 93,310 108,500 97,650 100,580 | 103,597
Business
Visitors
(18%) 24,480 17,280 20,160 19,440 69,480 54,180 63,000 56,700 58,401 60,153
Friends &
Family (51%) 69,360 48,960 57,120 55,080 196,860 153,510 178,500 160,650 165,470 170,434
Total Annual
Visitors 136,000 | 96,000 | 112,000 | 108,000 | 386,000 | 301,000 | 350,000 | 315,000 | 324,450 | 334,184

C.5.1 Haiti Visitor Arrivals

Figure 67 presents historical visitor arrival data by market segment and indicates that the
majority of travelers are visiting friends and family (51 percent), followed by holiday visitors (31
percent) and business visitors (18 percent).

Figure 67: Haiti Visitor Arrival Trends by Market Segment (2003 to 2012)

M Holiday Visitors

51% M Business Visitors

Other Visitors (Friends &
Family)

To develop an estimate of the total potential demand for hotel rooms, Haitian visitor arrival
projections were segmented into holiday visitors and business visitors, while cruise arrivals and
visitors staying with friends and family were excluded from the hotel room demand. Based on
lodging trends data reported by the CTO™®, it was assumed that 37 percent of total visitor
arrivals would choose to stay in a hotel. Using this basis for assumption, a calculation of annual
hotel stay visitors and their spending power was made. Assuming conservative annual visitor

128 For the years 2010 and beyond, 3to 5 percent growth is assumed based upon on CTO visitor arrival statistics for the Caribbean using
historical averages

129 PKF Hospitality Research, “Caribbean Trends® in the Hotel Industry” Report (2008 data)
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arrival growth rates of 3 to 5 percent, it was estimated that a total of 120,000 visitors would
seek to stay in a hotel in 2011, growing to 170,000 persons by 2021. This represents additional
demand (net new) of 50,000 hotel-stay visitors over ten years. By 2031, additional hotel-stay
visitor demand is expected to reach 102,000 net new arrivals.

Figure 68: Haiti Tourism Demand Factors: Visitor Arrival, Hotel Stays, and Incremental Hotel
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Although the estimate of additional visitor arrivals is based on a straight-line projection of an
average annual growth rate of 3 to 5 percent, this approach is considered conservative because
it assumes that Haiti will retain its current share of the overall Caribbean tourism market, which
is expected to grow at a much higher rate (~10 percent). With an aggressive tourism promotion
strategy, it is plausible that Haiti’s tourism growth could be higher than the projections
provided in this analysis. Regardless, this incremental amount represents substantial spending
potential that translates into new hotel room demand in a post-earthquake environment in
which some 500 rooms were lost.

C.5.2 Tourism Spending Required to Support New Hotel Development

A typical all-inclusive, full-service resort requires a minimum of 300 rooms to achieve sufficient
economies of scale to support operating expenses, with average per room revenue of USD
250/day.13°'131 Assuming that the hotel is in operation 365 days per year with a minimum
average occupancy target of 68 percent, yields 74,460 room nights per annum and annual

130 PKF Hospitality Research, “Hospitality Operating Guidelines” Report
131 The Average Hotel Daily Rate (Revenue) was estimated using PKF Hospitality Research, CTO, and field-interview data.
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revenue per room of USD 62,050. In total, the hotel would generate annual revenue of USD

18.6 million (see Figure 69).

Figure 69: Revenue Requirements of a 300-Room, All-Inclusive Hotel

Hotel Rooms 300
Days in Operation/Year 365
Occupancy Target 68%
Number of Room Nights Per Annum 74,460
Average Hotel Daily Revenue Per Room $250
Annual Revenue Per Available Room (Revenue Target) $62,050
Annual Revenue Target per Hotel $18,615,000

Based on CTO tourism spending data (see Figure 70), the average hotel-stay visitor spends USD
76/day for lodging, food and beverages (F&B). With an average length of stay of 7 days, total

average spending per visitor for each trip is USD 532.

Figure 70: Haiti Tourism Spending Per Capita (Inflated to 2010)

132

Daily Lodging Spending $56
Daily Food & Beverage Spending $20
Total Lodging, F&B Spending $76
(x) Average Length of Stay (Days)/Trip 7
(=) Total (Spending/Visitor/Trip) $532

To estimate the total incremental room demand for a full-service all-inclusive hotel, the gross

annual lodging and F&B spending generated by new hotel-stay visitors is divided by the

required annual revenue per available room of USD 62,050. Based on these projections,
approximately 204 new hotel rooms could be supported by 2015 (see Figure 71). Adding the
current estimated post-earthquake 500-room gap to this total, approximately 704 new hotel

rooms could be supported by 2015.

Figure 71: Total Incremental Hotel Room Demand by 2015

2010 2011 2012 2013 2014 2015
Net New Hotel-Stay Visitors 0| 3,497 | 7,098 | 10,807 | 17,175 | 23,861
Gross Annual Lodging, F&B Spending™ (in millions) - $1.9 $3.8 $5.7 $9.1 $12.7
Hotel Room Demand (Incremental)™* - 30 61 92 147 204
Current Hotel Room Gap (Earthquake Adjustment) /1 500 500 500 500 500 500
Total Incremental Hotel Room Demand 500 530 561 592 647 704
132 Visitor spending per capita per trip for all visitors, Caribbean Tourism Organization, 2010
133 Total spending/visitor/trip of USD 532 x (times) net new hotel-stay visitors
134 Room demand is a calculation of annual lodging / (divided by) annual revenue per available room of USD 62,050
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C.6 Additional Key Sectors

Sporting
Goods
Electronics/ Packagin
Electronics 1EZ Core Sectors Mateﬁalf
Assembly -Apparel
-Agri-Business and
Food Processing
-Construction and
Building Materials
Furnituref -Lagistics/Supply Cha'n
Home Services Other
Furnishings
Medical
Devices

The preceding Market Assessment sections indicate that apparel, agri-business and food
processing, construction and building materials, and logistics/supply chain investors will serve
as the “core” customer base for IEZ industrial land and services in Haiti (see Section D: Demand
Projections). The Consultant Team also determined that Haiti offers suitable competitive input
cost advantages for firms in higher-value light manufacturing sectors, such as:

e Furniture/Home Furnishings

e Electronics and Electronics Assembly
e Medical Devices

e Packaging Materials

e Other

IEZs have served as platforms for developing countries to move up the value chain by providing
high-quality serviced infrastructure, fast-track business licensing, favorable tax treatment, and
skills advancement. The concentration of infrastructure resources encourages investment by a
wider number of industries over time. The Shannon Free Zone (SFZ) was established in 1958
and is the oldest Export-Processing Zone (EPZ) in the world. The SFZ has transitioned from
manufacturing activities to the service sector. As discussed in a World Bank report: “[L]ocated
at Shannon International airport, the zone offered investors secure access to European
markets, attractive tax benefits, and subsidized rent and facilities. Specialized training and
manpower development facilities were integrated into zone design from inception. As a result,
export manufacturing activities accelerated. There are presently 120 companies employing over
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7,500 within the zone. As a large share of the zone’s activities are in service sectors, the zone’s
contribution to overall merchandise exports is relatively small, accounting for less than 3
percent of the total (USD 2.5 billion).”**
as “models in utilizing their zones to both promote and diversify their export bases. Each of

Thailand, Malaysia, and Taiwan (China) are discussed

these economies has succeeded in moving from low value-added manufacturing to attracting
investment and encouraging exports in a wide range of industries, including electronics

assembly and component manufacturing.” *°

In Haiti, “full package” apparel manufacturing represents the first step-up the value chain from
basic sewing operations and a jumping off point for additional skills training that workers can
use to transition to the other sectors, such as sporting goods, electronics, packaging materials,
and medical devices. Santiago FZ in the DR and Tan Thuan EPZ in Vietham provide two
examples of how zones with apparel sector investment concentration provided opportunities
for diversification into higher-value and more capitally intensive sectors with complementary
factor inputs and labor skills requirements.

Higher-value sectors typically require increased up-front capital investments that make project
sponsors more vulnerable to political and economic risks, a well-implemented good-practice

I "

IEZs regime can serve as a sort of formal “safe harbor” by providing expedited business
registration/services, enhanced incentives, and additional investor protections. In addition to
infrastructure, a critical challenge for capturing these sectors will be developing and
maintaining a sufficient number of trained Haitian workers, many of whom will be first engaged

to work in the apparel sector.

Figure 72 provides high-value sectors’ likely product/services offerings and key infrastructure
requirements. Additional information on the global/regional and local trends supporting all of
the sectors discussed in this Main Report are provided in Annex C.

Figure 72: Higher-Value Sectors’ Products/Services and Firm-Level Infrastructure Requirements

Products/Services Infrastructure Requirements
e Electronics and parts o Pre-Built Facilities: 5,000 m’ (small operations) -
e Sports equipment (e.g., balls, racquets, etc.) 10,000+ m’ (large operations)
e Medical equipment and parts e Power Requirements: 100,000 kWh/month+
e Furniture/home furnishings
e BPO/ICT

135 Special Economic Zones: Performance, Lessons Learned, and Implications for Zone Development,” p. 30, The World Bank Group,
http://www.naftz.org/docs/news/Special%20Economic%20Zones%20report_April2008.pdf (April 2008)
136 Ibid.
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D. Demand Projections

This section projects national and filtered-site-level demand for industrial serviced land in the
apparel-textile, agri-businessandfood-processing, construction-and-building-materials, and
logistics-warehousing (including cold storage) sectors previously described over 20 years in the
“Base Case” and “Aggressive Case” scenarios. This section also provides anticipated direct and
indirect job creation totals stemming from the project investments. To allocate national
demand, investor interest filters were applied for operational and non-operational projects,
and demand was filtered across north and east (N+E) of Port-au-Prince, the North of Haiti, and
alternative locations grouped as “other.” The key assumptions and considerations,
methodology, and specific steps for calculating demand are provided below.

D.1 Key Assumptions and Considerations®®’

A critical assumption for the Base Case and Aggressive Case scenarios is that the GoH will foster
an enabling business environment for investment through expediting business
registration/licensing and adopting policies that will facilitate the supply of high-quality serviced
land, pre-built facilities, and utility services. Each demand scenario also assumes that the GoH
will take steps to resolve the lack of clarity in land tenure, an impediment that continues to
hinder private sector investment. The Aggressive Case scenario depends not only on the
aggressive fulfillment of these assumptions through the passage of an IEZs Law, but also on the
legalization of the 3 x 8 work shift"*8,*°. Conditions**° that impact the likely scale and scope of

investor demand include those in Figure 73.

137 Annex C, Figure 36, provides additional Key Assumptions and Considerations.

138 The introduction of the 3 x 8 work shift would enable firms to enjoy greater scale in distributing the fixed costs of production over greater
production volumes, lowering final product costs and final prices to buyers.

139 The 3 x 8 work shift is important for cutting-and-washing textiles, but not necessarily for sewing operations. Haiti primarily has sewing
operations at present, so this feature would not have an impact on existing operations. However, it will be an important selling point for
prospective investors considering investments in cutting-and-washing operations.

140 For the Base Case, demand modeling assumptions include: GDP growth at 5 % (Year 6-10) and 4% (Year 11-15) and moderate levels of
pent-up and new investment between Years 1-5. For the Aggressive Case, assumptions include: GDP growth at 7% (Year 6-10) and 6% (Year 11-
15) and increased levels of pent-up and new investment over the Base Case between Years 1-5.
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Figure 73: Conditions Impacting Investor Demand

Essential Requirements (Must-Haves):
A Adoption of a unified Regulatory Framework, including expedited process for business set-up/licensing for IEZ

” u

developers/operators and tenants (i.e., de facto “Account Executive” “one-stop” model)
A Initial pricing of approximately USD 3.00/m”/month in Port-au-Prince and approximately USD 2.70/m*/month in
the North for pre-built facilities. It is expected that price levels will increase over time as the IEZ value

proposition is tested in the market and Haiti becomes more attractive to higher-value industries

o

Resolution of land-tenure and resettlement issues at IEZ locations, enabling recruitment of IEZ investment and
development

Availability/provision of reliable and competitively priced electricity and water to IEZ sites
Expansion/rehabilitation/construction of roads and other infrastructure, including airports

Availability of sufficient port capacity at the Port of Port-au-Prince, Terminal Varreaux, and Cap-Haitien

To To To To

Maintenance of security and political stability (a concern for many investors and garment buyers)

Ongoing and Longer-Term Requirements:

A Passage of an IEZs Law, codifying the unified Regulatory Framework, Account Executive “one-stop” model, MOU
procedures, and IEZ-level land titling

A Implementation of 3 x 8 workforce shift

A Longer-term port development in the North

D.2. Projecting National and Site-Level Demand for Serviced Land in Haiti
D.2.1 Methodology
The demand projections consist of an aggregate of estimated pent-up and new demand for

serviced land. Pent-up demand refers to local and foreign companies that are currently
operating in Haiti and would consider expanding or relocating to IEZs in the coming years. New

demand comprises new companies/future projects that would consider investing at IEZs.

Steps to Calculate Pent-Up Demand

Steps to Calculate New Demand

Evaluated CFl and interview data to isolate operational
and approved/eligible projects

Applied an interest filter for the remaining projects
(higher interest for approved/eligible versus operational
firms)

Split demand between N+E of Port-au-Prince, North of
Haiti, and locations grouped as “other” based on
expressed/anticipated investor preferences

Years 1-5: Interviewed firms to determine their level of
investment interest, land/facility requirements, and
timelines, supplemented by estimates of the number of
new projects that would likely invest in Haiti based on
historical/anticipated growth trends141

Years 5+: Applied general economic growth rates in two
five-year intervals to estimate the longer-term
investment capacity that could be added

141 Based on interviews with potential Korean and DR investors and their expressed facility requirements (in m2) and probability of investing in

Haiti, the Consultant Team estimated possible land uptake trends for Years 1-5 at IEZs. The process involved handicapping likely investment

numbers to ensure that demand was not overstated in the early years of IEZ project implementation. See Annex C, Figure 29, for details on the

potential investors and estimation process.
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Steps to Calculate Pent-Up Demand Steps to Calculate New Demand

Phased pent-up demand over two years e Split demand between N+E of Port-au-Prince, North of

Haiti, and locations grouped as “other”

Once estimates for the number of pent-up and new projects for each target sector are
established, the net serviced land requirements are then applied to the number of projects to
calculate land uptake by sector and, by extension, for both of the sites.

D.2.2 Serviced Land Requirements of Target Sector Projects

Figure 74 presents the typical net land requirement (plot size) and number employees/firm for
each target sector as a weighted average of “small” and “large” firm requirements.

Figure 74: Projected Net Land Requirement (Plot Size) Weighted Average and Employees/Firm
Average Range

Industry Sector Plot Size (m?2) Facility Size (m?2) Employees/Firm

Apparel (including Footwear and Accessories) 17,000 10,000 1,200-1,800
Agri-Business and Food Processing 7,500 4,500 200-500
Construction/Building Materials 8,000 4,800 200-400
Logistics and Warehousing (including Cold Storage) 12,500 7,500 50

D.2.3 Pent-Up Demand

Unavailable and inconclusive data on the universe of existing investors in Haiti, together with
the difficulty of locating and meeting with known investors following the earthquake, made
calculating pent-up demand a challenging task. However, an analysis of CFl data on formal
investment projects covering the period 2004-2009 yielded a universe of 58 operational and 26
approved/eligible projects, representing both foreign and local investment, as presented in
Annex C, Figures 21 and 22. After excluding those projects in sectors unlikely to locate at a
potential IEZ, focusing on projects in the key target sectors, and applying an interest filter'* to
the remaining projects to isolate the group of land-seeking projects, approximately eleven
projects were identified as being likely candidates for IEZ location in the near term. The leading
investor type amongst this group was potential apparel investors.

142 A higher interest filter was assumed for approved/eligible (75 percent) versus operational (50 percent) firms.
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Figure 75: Pent-Up Demand Assumptions

Industry Sector 2007 2008 2009
Apparel (including Footwear and Accessories) 1 5
Agri-Business and -Processing - 1 2

Construction and Building Materials - -

Logistics/Supply Chain Services (including Cold Storage) - - -

Collectively, these projects were allocated to N+E of Port-au-Prince, North of Haiti, and
locations grouped as “other” based on expressed/anticipated investor preferences as provided
in Figure 76.

Figure 76: Estimated Site-Level Capture of National Investment

N+E of Port-au-Prince North of Haiti
Industry Sector - -
Base Aggressive Base Aggressive
Apparel (including Footwear and Accessories) 40% 50% 30% 35%
Agri-Business and -Processing 30% 40% 40% 50%
Construction and Building Materials 40% 50% 30% 40%
Logistics/Supply Chain Services (including Cold Storage) 40% 50% 40% 50%

Finally, pent-up demand was phased into N+E of Port-au-Prince, North of Haiti, and locations
grouped as “other” under the Base and Aggressive Case scenarios as provided in Figure 77.
Phasing accounts for the fact that potential investors will not necessarily immediately expand
or locate to a new site, but must first decide upon a location, receive corporate approvals, and
secure financing, among other issues. The Aggressive Case assumes a larger number of firms
will more quickly relocate or expand to an IEZ location.

Figure 77: Distribution of Pent-Up Demand by Scenario

Year 1 Year 2
Base 50% 50%
Aggressive 60% 40%

D.2.4 New Demand

In calculating new demand, a segmented approach was used that would best account for new
investment trends in Haiti during two consecutive periods: (i) Years 1-5: economic
recovery/redevelopment and (ii) Years 5+: longer-term economic stabilization and growth. For
these two periods, this segmented approach involved the following processes:

November 25, 2011 Page 87



IEZs in Haiti: Market Analysis

Final Report

e Years 1-5: Interviewed firms to determine their level of investment interest, likely

land/facility requirements, and timelines (focusing in detail on potential apparel

investors), supplemented by estimates of the number of new projects that would invest

in Haiti based on historical/anticipated growth trends

e Years 5+: Applied general economic growth rates in three five-year intervals (Years 6-10,

Years 11-15, and Year 16-20) to estimate the longer-term investment capacity that could

be added

D.2.4.2 New Demand: Years 1-5: Economic Recovery/Redevelopment

Interviews with potential investors provided both qualitative and quantitative data on the scale
of, and timeline for, new investment during Years 1-5, whereas the use of a standard economic-
modeling approach would have failed to capture the complexities in the investment/business

environment in Haiti following the earthquake. The results of these

interviews, as

supplemented with an analysis of CFl data on historical investment trends, enabled the
Consultant Team to estimate the number of new projects by key target sector that would invest
at the national level in Haiti in the Base and Aggressive Case scenarios in Years 1-5. Figure 78
provides detailed new-demand estimations for potential investors in the apparel sector.

Figure 78: Potential Apparel Projects (New and Pent-Up): Years 1-5

Total Net
Land
Requirement
Scenario Projects (ha)
Base Case 14 28.9
Aggressive Case 21 63.2

As indicated in Figure 79, 32 and 46 total new projects were identified in Years 1-5 and 63 and

93 in Year 10 were identified in the Base and Aggressive Cases, respectively.

Figure 79: Cumulative Total (New and Pent-Up) Potential Projects at Year 5 and Year 10

Base Aggressive
Industry Sector
Year 5 Year 10 Year 5 Year 10
Apparel (including Footwear and Accessories) 14 25 21 39
Agri-Business and Food Processing 8 18 10 21
Construction/Building Materials 10 9 20
Logistics and Warehousing (including Cold Storage) 5 10 6 12
Total 32 63 46 93
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D.2.4.3 New Demand: Years 5+: Economic Stabilization and Growth

On a forward-looking basis, estimated general economic growth rates were applied in three
five-year intervals (Years 6-10, Years 11-15, and Years 16-20) to estimate the longer-term
investment capacity that could be required in the Base and Aggressive Case Scenarios. These
rates are provided in Figure 80.

Figure 80: General Economic Growth Rates

Year Year Year Year
Scenario 1-5 6-10 | 11-15 16+
Base Case N/A 5% 4% Flat
Aggressive Case N/A 7% 6% Flat

As in the case of pent-up demand, new projects at the national level were allocated to N+E of
Port-au-Prince and the North of Haiti. As in Figure 76 above, this split was based upon
expressed/anticipated investor site-location preferences. Other potential investors would be
likely to select another location as a self-serviced site or another in-process or future zone
locations. Such a decision can involve specific operational/vocational issues (e.g., an agri-
business, with a need to be closer to agricultural inputs) or other factors, such as supply chain
issues or commercial considerations regarding prices for industrial land or pre-build facility
space.

D.2.5 Other Demand Assumptions

The demand projections include two other assumptions: (i) increases in existing available
capacity in Haiti that will account for some of the new project growth; and (ii) business failures
(see Figure 81). The inclusion of these two assumptions ensures that the number of projects
anticipated at N+E of Port-au-Prince and the North of Haiti, together with the 20-year
projections for net land, are not overinflated, but instead account for new enterprises that
represent real economic activity and job creation.

Figure 81: Existing Unutilized Capacity and Business Failures

Unutilized Capacity | Business Failures

Years 1-5 Years 1-20
Base 20% 10%
Aggressive 10% 5%
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D.3 National Demand Projections for Serviced Land

The results of the national demand projections appear graphically in Figure 82 and Figure 83
and below.

Figure 82: Base Case: Haiti Cumulative National Gross Land Requirements for New Investment
at Year 20

Cumulative National Demand for Land Year5: 2010-2015 Year 20: 2010-2030

(Hectare)
14 I25

Total Area: 274 Total Area: 1,060

m Apparel (including Footwear
and Accessories)

B Agri-Business and Food
Processing

I Construction and Building
Materials
M Logistics

® |[EZ-Related Residential

W Tourism

Figure 83: Aggressive Case: Haiti Cumulative National Gross Land Requirements for New
Investment at Year 20

Cumulative National Demand for Land Year5: 2010-2015 Year 20: 2010-2030
(Hectare) 25
14

m Apparel (including Footwear

and Accessories)
M Agri-Business and Food

Processing
M Construction and Building

Materials
M Logistics
H |[EZ-Related Residential

16
 Tourism
Total Area: 606 Total Area: 2,140
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D.4 Site-Level Demand Projections for Serviced Land

The results of the site-level demand projections appear graphically in Figure 84 below.*?

Figure 84: Site-Level Gross Land Uptake at Year 20 by Sector and Through Year 20 by Scenario

Gross Land (ha)
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Site-Level Cumulative Land Uptake by Sector at Year 20

B Apparel (including Footwear and Accessories)
B Construction and Building Materials
™ [EZ-Related Residential

N+E of Port-au-Prince -N+E of Port-au-Prince - North of Haiti - Base
Base Case Aggressive Case Case

North of Haiti -

Aggressive Case
B Agri-Busi and Food Pr

B Logistics/Supply Chain Services (including Cold Storage)

D.5 Job Creation and Site-Level Residential Housing Demand Projections

Both direct and indirect job creation will result as a consequence of IEZ investment and
development in Haiti, generating residential demand for dwelling units (DUs) in a variety of
housing configurations (e.g., workforce incremental housing units/apartments, row houses, and
villas). Based on interviews and using m’/employee standard density ratios (see for each
industry, total job creation figures were calculated and are provided below in Figure 86 and
Figure 87 on a national basis at Years 5 and 20 for the Base and Aggressive Case scenarios,

respectively.144

Figure 85: mZ/Emponee Density Ratios

Industry Sector

m’/Employee

Apparel (including Footwear and Accessories)

7

Agri-Business and Food Processing

10

Construction/Building Materials

14

Logistics and Warehousing (including Cold Storage)

200

143 Detailed site-level firm-number and land-uptake projections at Years 5, 10, and 20 for the Base and Aggressive Case scenarios are provided

in Annex C, Figures 37-40.
144 Site-level job creation projections are provided in Annex C, Figures 37-40.
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Figure 86: Base Case: Haiti Cumulative National Job Creation Through IEZs at Years 5 and 20

1,5(7
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Cumulative Total National IEZ-Related | Year5 Jobs: 69,250 | 16,000 IYearZO Jobs: 206,800|
Employment

3,100 300
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Construction (Annual Average)
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Figure 87: Aggressive Case: Haiti Cumulative National Job Creation Through IEZs at Years 5
and 20

Cumulative Total National IEZ-Related |Year5 Jobs: 143,350 | 35,000 |Year20 Jobs: 332,3oo|
Employment

5,200 400

M Apparel (including Footwear and 35,000

Accessories)

B Agro-Processing

M Construction and Building 900

Materials

M Logistics

M |EZ and IEZ-Related Residential
Construction (Annual Average)

M Tourism

As indicated in Figure 88, the projected average annual direct employment contribution for two
pilot IEZs in Port-au-Prince and in the North are directly comparable to the historical
performance of other high-performing locations in the rest of the world with 1EZ/SEZ/FZ
regimes.

November 25, 2011 Page 92



IEZs in Haiti: Market Analysis

Final Report

Figure 88: Comparative Annual Average Direct Job Creation at IEZs
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Residential-demand factors/assumptions and residential demand (expressed as the demand for
DUs) at N+E of Port-au-Prince and the North of Haiti are detailed in Figure 89, Figure 90, and

Figure 91 below.

Figure 89: Residential Demand Factors/Assumptions

Factors/Assumptions N+E of Port-au-Prince North of Haiti
% of direct employees requiring housing 25% 40%
% of indirect employees requiring housing 15% 20%
Workers per household 1.2 1.2
Households per dwelling unit 1.1 1.1
Figure 90: Projection of Cumulative Required DUs and Gross Land
A Year 5 Year 10 Year 20
Scenarios
DUs ha DUs ha DUs ha
N+E of Port-au-Prince — Base Case 3,031 74 5,750 140 | 11,887 290
North of Haiti — Base Case 3,741 192 7,276 332 | 15,319 676
N+E of Port-au-Prince — Aggressive Case 7,870 91 | 13,625 177 | 27,720 373
North of Haiti — Aggressive Case 8,926 218 | 15,790 385 | 32,743 798
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Figure 91: Site-Level Cumulative Residential Gross Land Uptake Trend from Year 1 to 20
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D.6 Tourism Demand Projections’*

The North of Haiti tourism uses were planned by analyzing the volume of overnight hotel stay
visitors over a five-year period as the basis for a 20-year projection of hotel demand (adjusted
to account for hotel properties destroyed during the earthquake). The proposed hotel program
assumes completion of the Cap-Haitien airport and sufficient flight capacity to support
incremental tourism demand. Phase Il of the Tourism development program requires the Phase
| program (300 room resort hotel) to achieve 68% occupancy prior to additional development.
Two hotels are envisioned at a “pilot” IEZ location in the North of Haiti over the next 20 years in
both the Base and Aggressive Case scenarios to satisfy tourism demand.

145 Tourism demand assumptions and graphics are contained in Annex C, Figures 33-35.
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D.7 Land Supply Projections

The expected inventory of industrial serviced land (estimated at approximately 346 ha) that will
enter the market over the coming years is provided in Figure 92. Demand would absorb the
land supply of in-development projects/sites in the Port-au-Prince Metropolitan Region over
the coming 20 years, requiring additional capacity that should correspond to appropriate
development phasing based on the market demand and investor response. This will best ensure
the viability of IEZ developments within Haiti more broadly. Especially with respect the North of
Haiti, the NIP site of 150 ha should satisfy industrial serviced land requirements for the
foreseeable future. When issuing new zone licenses, the public sector should seek to balance
supply and demand due to the requirements for public investment in trunk infrastructure
surrounding the sites. The following considerations are worth noting:

A Insufficient land supply for industrial requirements in/around Port-au-Prince: PIM (17
ha) and WIN (24 ha) will be filled quickly; HINSA (35 ha) remains at a planning stage

A NIP (150 ha) satisfies land supply requirements for industry in North of Haiti

A Market demand is sufficient for a “pilot” site N+E of Port-au-Prince and the NIP

Figure 92: Haiti Cumulative National Gross Industrial Land Demand Versus Supply Through
Year 20

-

Haiti Projected National Cumulative Gross Industrial Land Demand
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E. Conclusions and Main Recommendations

As elaborated in this report, the broader socio-economic impact of an IEZs program will exceed
380,000 direct, indirect, and IEZ and IEZ-residential related construction jobs. Indeed, the
implementation of a good-practice IEZs framework has the potential to touch the lives of 2-3
million Haitians. Investors cited a variety of investment constraints that must be addressed in
order to realize the above projections. Several constraints were reiterated as being critical
bottlenecks that, if remedied through GoH policy intervention and legal/regulatory/institutional
reforms, would enhance Haiti’s regional competitiveness as a business location and likely spur
investment. These include: (i) a burdensome business formation and licensing process; (ii) the
absence of a formal land-titling/cadastre system and real property registration; (iii) a complex
customs administration; (iv) prohibitive costs and limited availability of serviced land, facilities,
and utilities; (v) the lack of a modern construction code; (vi) no contemporary international
arbitration/mediation mechanisms; (vii) the lack of adequate investor safeguards to protect
private property rights; and (viii) disjointed, fragmented, and overlapping legal, regulatory, and
institutional structures regulating free zones, industrial parks, and general investment in Haiti.
Addressing the above-noted constraints is a pre-condition for Haiti to realize its full potential
for investment over the longer term. IEZs address these constraints and are an economically
efficient policy device that can be quickly implemented to capture industrial, residential, and
tourism investment in the near future. To implement the IEZs program, Figure 93 outlines
critical next steps by the GoH as identified in this report and the Financial/Economic Analysis
and Site Analysis.

Figure 93: IEZ Implementation Next Steps
Shared Near-Term Market Analysis, Financial/Economic Analysis, and Site Analysis Requirements

e Adoption of a unified Regulatory Framework, including expedited process for business set-up/licensing for
IEZ developers/operators and tenants (i.e., de facto “Account Executive” “one-stop” model)

e Resolution of land-tenure issues at IEZ locations, enabling recruitment of IEZ investment and development

e Resolve resettlement issues

e Conduct full site-level feasibility studies (market, financial, social, environmental, site planning) for N+E of
Port-au-Prince and Fort-Liberté; ascertain environmental impacts of development of Fort-Liberté Bay

e Sort out arrangements for off-site/trunk electrical power and other infrastructure

e Attract Private Developers and secure/raise public financing for GoH/public IEZ investment requirements

e Initial pricing of approximately USD 3.00/m’/month in Port-au-Prince and approximately USD
2.7O/m2/month in the North for pre-built facilities. It is expected that price levels will increase over time as
the IEZ value proposition is tested in the market and Haiti becomes more attractive to higher-value
industries
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