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I. Introduction

The 1985 Article IV consultation discussions with Belize, the
review under the stand-by arrangement, and the negotiation of the program
for the period of the arrangement falling in FY 1985/86 (April 1-March 31)
were conducted in Belize City and in Belmopan in the period from March 4
to March 22, 1985, The representatives of Belize in these discussions
included the Prime Minister, who is also the Minister of Finance, the
Governor of the Central Bank of Belize, and senior officials of the
Ministries of Finance, Foreign Affairs and Economic Development, Trade
and Industry, Natural Resources and Agriculture, and of the public sector
enterprises. The staff representatives were Messrs. Perez (Head-WHD),
Basanti (STAT), Haas (RES), Mansur (FAD), Lopez-Claros (EP-WHD), and
Ms. Lake (Secretary-RES).l/ Mr. G. Pickering, Advisor to the Executive
Director for Belize, participated in the policy discussions during the
last week of the mission.

Belize's stand—by arrangement was approved on December 3, 1984 for
the period through March 31, 1986 in the amount of SDR 7.125 million,
equivalent to 75 percent of Belize's quota. Performance criteria were
initially set out for the period through March 31, 1985 and a consulta-
tion with the Fund to review the stand-by arrangement and reach under-
standing on policies for the period of the arrangement remaining after
March 31, 1985 was to be held by June 30, 1985. The policies that Belize
will pursue during the remainder of the stand-by arrangement are described
in the attached letter of intent from the Belize authorities dated May 9,
1985.

Belize made a first purchase of SDR 1.2 million following approval
of the stand-by arrangement and a second purchase of SDR 1.175 million
in February 1985, bringing its purchases outstanding under the stand-by
arrangement to 25 percent of quota and the Fund's holdings of Belize's
currency to 125 percent of quota (Table 1). The second purchase was
SDR 10,000 less than the amount originally programmed bhecause two of the
quantitative performance criteria were not observed as of December 31,
1984 (Table 2).2/ Belize was not able to make its third purchase
scheduled for April 1985 because two quantitative performance criteria
also were not observed on March 31, 1985. Compliance with the performance
criteria at the end of June 1985 and the completion of the mid-term
review are required for Belize to be able to make a purchase totaling
SDR 2.38 million in July 1985 and two additional purchases of SDR 1.185
million each are subject to compliance with the performance criteria of
September 30 and December 31, 1985, respectively.

1/ The mission was assisted by Mr. Mullings, a CBD panel expert who is
an advisor in the Research Department of the Central Bank of Belize and
Mr. Osei, a FAD panel expert who is a budget advisor in the Ministry of
Finance.

2/ Belize could have made a first purchase for SDR 2.38 million after
the approval of the stand-by arrangement, but the plan was to distribute
the purchases equally during the duration of the stand-by arrangement.



Table 1.

Belize:

Purchases and Repurchases During
Period of Arrangement

Outstanding Operations During
at Beglnning Period of Arrangement
~of Arrangement Nov. 1984~  Feb.~Apr. May 1984~
(November 30, 1984) Jan. 1985 1985 Mar. 1986
(In millions of SDRs)
Transactions under tranche policies
Purchases 1.200 1.175 4.750
Ordinary resources (1.200) (1.175)1/ (4.750)
Enlarged access resources (--) (=) (~=)
Repurchases - - -
Ordinary resources --) (--) (~-)
Enlarged access resources (-=) (--) (~-)
Total Fund credit outstanding 3.600 4.800 5.975 10.725
(end of period)
Under tranche policies - 1.200 2.375 7.125
Compensatory financing facility 3.600 3.600 3.600 3.600
(As percent of quota)
Total Fund credit outstanding 37.89 50.52 62.89 112.89
(end of period)
Under tranche policies - 12.63 25.00 75.00
Compensatory financing facility 37.89 37.89 37.89 37.89

Source: Fund staff estimates.

1/ Second purchase held to the amount which would bring purchases outstanding under the

sc;hd—by arrangement to 25 percent

of quota, rather than the programmed SDR 1.185 million.



Table 2. Belize: Performance Under Stand-By Arrangement

Program Period

March 31, September 30, December 31, March 31,
1584 1984 1584 1985
(In millions of Belize dollars)

Net domestic assets of

the Central Bank
Ceiling 32.0 26.0
Actual 17.7 24 .4 32.4 25.6
Margin under ceiling

(excess -) -0.4 0.4
Net credit from banking

system to nonfinancial

public sector
Ceiling 71.0 67.0
Actual 66.0 67.1 68.6 67.7
Margin under ceiling

(excess -) 2.4 -0.7

(In millions of U.S. dollars)

Public sector external

debt (maturity of 12

years or less)
Ceiling 1.0 20.0
Actual N 18.7 9.0 17.5
Margin under ceiling

(excess -) 2.0 2.5
External payments arrears
Ceiling 5.0 4.5
Actual 6.5 6.3 6.3 5.8
Margin under ceiling

(excess -) -1.3 -1.3

Source: Central Bank of Belize.



IT. Background and Performance Under Stand-By Program

After nearly a decade of uninterrupted growth, economic activity
in Belize weakened in 1981-82 as the country's terms of trade worsened
because of declining international sugar prices and entrepot trade activ-—
ities experienced a slowdown in the aftermath of the depreciation of the
Mexican peso. Real GDP growth slowed to less than 1 percent in 1981 and
output declined by about 5 percent in 1982. The financial position of
the public sector deteriorated, with the overall deficit increasing to
9 percent of GDP in FY 1982/83, compared with a deficit of 4 percent of
GDP two years earlier. Government revenue declined and expenditure
continued to rise owing to a large general salary increase in 1981 and
increased defense outlays following Belize's independence. The deficit
in the external current account widened in 1982, but the overall balance
of payments was close to equilibrium because of large capital inflows
(Table 3). Large wage 1increases in the sugar sector in 1980 and in the
public sector in 1981 contributed to an acceleration of domestic inflation
from 7 percent in 1980 to an average of about 10.5 percent in 1981 and
1982.

While inflationary pressures abated in 1983 reflecting a moderation
in wage settlements as well as declining inflation abroad, the economy
experienced only a modest recovery that yvear as output grew by 1.5 per-
cent. In FY 1983/84 public capital expenditure was reduced by 3 percent
of GDP as a result of a lack of counterpart funds, but the overall deficit
of the public sector declined only marginally (to 8 percent of GDP)
because of a stagnation of revenue growth and a continued increase in
current expenditures. In contrast to previous years, the deficit was
financed primarily by central bank credit. The continued large public
sector deficit combined with declining inflows of development assistance
and large outflows of private capital resulted in an overall balance of
payments deficit of USS4.8 million in 1983 and in an accumulation of
US$5.1 million in external payments arrears of the public sector.l/

Against this background, the Government adopted an adjustment pro-
gram in mid-1984 designed to strengthen the balance of payments and to
provide the basis for a restoration of economic growth and the achieve-
ment of relative price stability. The stand-by arrangement was approved
in support of this adjustment program. To achieve the balance of pay-
ments objective the program called for a reduction of the overall public
sector deficit to a level that could be financed by long-term bilateral
and multilateral external financing. Thus, the deficit was programmed
to decline to 5.7 percent of GDP in FY 1984/85 and to 5.2 percent inm
FY 1985/86. Consistent with the overall deficit targets, public savings
were expected to rise from 8 percent of GDP in FY 1983/84 to 5.7 percent

1/ Public entities have incurred external payments arrears because of
lack of domestic resources and thus they have not been able to deposit
the domestic counterpart of the arrears in the Central Bank. For this
reason these arrears are not part of the international liabilities of ‘
the Central Bank.




Table 3. Belize: Summary Balance of Payments

1985
Rev. Este. 1984 Rev.
1982 1983 Prog. Est. Prog. Prog.
(In millions of U.S. dollars)

Current account -17.4 ~12.6 -15.8 ~-6.4 ~14.0 -5.2
Trade balance ~48.,5 ~42,2 -47.0 -38.3 ~46.1 -36.3

Exports, f.o.b. (57.6) (62.7) (70.0) (68.6) (77.7) (71.6)

Imports, cei.fe. (=106.0) (-105.0) (=117.4) (~106.8) (-123.8) (~107.9)
Services (net) 12.8 11.6 9.0 10.4 10.5 10.7
Private transfers (net) 10.9 11.2 18.9 13,2 19.8 13.7
Nfficial transfers (net) 7.4 7.0 3.7 8.3 1.8 6.7
Capital account 18.1 - 9.7 -1.4 23.6 16.5
Public sector {(net) 8.7 7.2 12.9 3.9 25.2 16.7

Nonfinancial (8.0) (3.9) (12.1) (2.6) (20.6) (10.6)2/

Financial (1.1) (2.8) (0.8) (2.0) (4.6) (4.7)

Other public (=0.4) (0.5) (=-) (-0.7) (--) (1.4)
Private sector (net) 9.3 -7.2 ~3.2 ~5.,3 ~1.6 ~0.2

Commercial banks (6.9) (-2.7) (=5.0) (~3.4) (-1.6) (=2.0)

Sugar industry (3.7) (-2.8) (1.8) (0.6) (--) (3.0)

Other (-1.3) (-1.7) (—-) (-2.6) (--) (-1.2)
Errors and omissions ~1.3 2. - -0.5 - -
Change in arrears - 5.1 -0.4 1.2 ~4.6 -6.3
Change in net official

reserves (increase -) 0.6 4.8 6.5 742 -5.0 -5.0

(In percent of GDP)

Current account -10.5 ~7.2 -8.7 -3.5 -7.3 ~2.7
Trade balance -29.2 -24.3 ~26.0 -21.0 -24.,0 ~-18.8

Exports (34.8) (36.0) (38.4) (37.6) (40.3) (37.2)

Imports (-64.0) (-60.3) (=64.4) (-58.6) (=-64.3) (-56.0)
Services and private

transfers 14.3 13.1 15.3 12.9 15.7 12.7
Official transfers 445 4.0 2.0 4.6 0.9 3.5

Source: Belize authorities; and Fund staff estimates.

L/ The current account estimates for 1982~85 have been done on the basis
of a revised methodology developed by the Central Bank of Belize.
2/ Includes US$6.8 million balance of payments assistance from U.S. AID.



in FY 1985/86. A major tax package was implemented in mid-1984, which
included a doubling of the excise tax on locally produced beer, a new
excise tax on soft drinks, a new 1.25 percent tax on sales of foreign
exchange, a 33 percent Increase in the stamp tax, and a 50 percent in-
crease in the tax on gasoline. On the expenditure side, current expen—
diture of the public sector was to be reduced by about 1.5 percent of
GDP.

In 1984 the current account deficit of the balance of payments nar-—
rowed sharply as 1mports stagnated for a second year in a row. However,
net external financing from multilateral and bilateral sources was sub-
stantially less than originally envisaged in the program due to delays
associated with the execution of some development projects and the post-
ponement of others. As a result, the loss of net official reserves of
the Central Bank was of US$7.2 million, USS0.7 million larger than pro-
jected in the program. In addition, external payments arrears increased
by US$1.2 million instead of being reduced by USS0.4 million.

Real GDP growth is estimated to have remained essentially unchanged
in 1984 at 1.3 percent as the drop of output in most agricultural subsec-
tors, except citrus, was offset in part by improvements in manufacturing,
construction, and services. The average inflation rate, as measured by
the consumer price index, increased from 2.7 percent in 1983 to 3.9 per-
cent in 1984, as a result of the increase in indirect taxes mentioned
earlier and the phasing out of some price controls in late 1984.

The Government's adjustment program resulted in a reduction in the
public sector deficit from 8.0 percent of GDP in FY 1983/84 to 3.7 per-
cent of GDP in FY 1984/85 (Table 4). Public sector savings reached
3.6 percent, which was significantly stronger than the 2.3 percent pro-
grammed and implied an improvement of 5.7 percent of GDP from the pre-
vious fiscal year. This performance was the result of the achievement
of the targeted increase of general government revenue, a reduction in
total expenditure and the achievement of a surplus in the operations of
public sector enterprises.

The targeted increase in general government revenue was achieved
even though the yield from the doubling of the excise tax on domestically
produced beer and new excise tax on soft drinks was less than projected.
Considerable success was achieved in the reduction of outstanding income
tax arrears and income tax receipts were raised hy about one third. The
revenue of the Social Security Board increased from 1.9 percent of GDP
to 2.8 percent primarily as a result of increases in contributions and
collection of arrears. The reduction of total expenditure was mostly
the result of the austere expenditure policy of the Central Government,
which accounts for slightly more than 90 percent of total expenditure.
As part of this expenditure policy, no general salary increase was
granted in the Central Government for a third year in a row. The
achievement of an operating surplus in the operations of public enter-
prises was the result of an adjustment in electricity and water tariffs
as well as success in reducing operating costs.
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' Table 4, Belize: Consolidated Operations of the Nonfinancial Public Sector }_/
-
1984/85 1985/86
Prel. Revised
1982/83 1983/84  Prog. Est. Program  Program

(In millions of Belize dollars)

Total revenue and grants 101.2 100.5 111.3 112.5 115.1 121.8
Revenue 84.2 84.4 101.8 103.9 109.6 115.9
Central Government (78.9) (77.8) (93.6) (92.4) (100.0) (98.2)
Social Security Board (5.3) (6.6) (8.2) (10.4) (9.6) (1G.3)
Public enterprises’ operating surplus (—) (-=) (--) (1.1) (-=) (7.4)
Grants 17.0 16.1 9.5 8.6 5.5 5.9
Total expenditure 2/ 131.4 128.8 132.5 126.2 135.7 141.3
Current expenditure 85.2 91.9 92.6 90.8 95.7 97.4
General government (82.4) (87.5) (91.4) (90.8) (95.7) (97.4)
Central Government /81.6/ /85.8/ /88.6/ /89.2/ /91.7/ /95.0/
Social Security Board /0.8/ /1.7/ /2.8/ /1.6/ /4.0/ [2.4/
Public enterprises' operating deficit (2.8) (4.4) (1.2) (--) (-=) (—)
Capital expenditure . 46.2 36.9 39.9 35.4 40.0 43.9
General government (27.7) (24.6) (31.4) (27.4) (30.9) (34.3)
Central Government /27.5/ /[24.4/ /31.2/  /27.2/ /30.7/ /34.0/
Social Security Board /0.2/ /0.2/ /0.2/ /0.2/ /0.2/ /0.3/
Public enterprises (18.5) (12.3) (8.5) (8.0) 9.1) (9.6)
O Overall balance (- deficit) -30.2 -28.3 -21.2 -13.7 ~20.6 -19.5
Change in external arrears 3/ 0.4 3.9 -2.9 -0.4 ~1.4 -4.2
Financing (net) 29.8 24 .4 24,1 14.1 22.0 23.7
External financing (net)4/ 18.3 8.3 28.1 12.6 31.2 24.7
Domestic firnancing (net) 11.5 16.1 C-4.0 1.5 -9.2 -1.0
Banking system (11.9) (16.9) (-4.0) (1.7) (-9.2) (-1.0)
Central Bank /0.4 /14.0/ /3.7/ /13.5/ /-6.8/ (ves)
Commercial banks /11.5/ /12.9/ /-7.7/ [/-11.8/ /-2.4/ (ved)
Other (-0.4) (-0.8) (—) (-0.2) () (—-)
Memorandum 1items
Public sector savings -1.0 -7.5 9.2 13.1 13.9 18.5
(As percent of GDP)
Revenue 24.9 23.9 27.3 28.1 28.0 29.6
Grants 5.1 4.6 2.6 2.3 1.4 1.5
Total expenditure 39.0 36.5 35.6 34.1 34.6 36.0
Current expenditure 25.3 26.0 25.0 24,5 24.4 24,8
Public sector savings -0.4 -2.1 2.3 3.6 3.6 4.7
Capital expenditure 13.7 13.5 10.8 9.6 10.2 11.2
Overall deficit -9.0 -8.0 -5.7 ~3.7 -5.3 -5.0
External financing 5.5 1.3 7.6 3.4 8.0 6.3
Domestic financing 3.4 5.6 -1.1 0.4 -2.3 ~-0.3
Change in outstanding arrears 3/ 0.1 l.1 -0.8 0.1 -0.4 ~1.0
‘ Sources: Belize authorities; and Fund staff estimates.

1/ Fiscal year April l-March 31.

2/ Coumitment basis.

3/ External payments arrears on interest and other current payments.
E/ Includes changes in principal external arrears.




The monetary program of the Government was framed to be consistent
with limiting the loss of net international reserves to no more than
US$2.1 million during the second half of 1984 (US$6.5 million for the
year as a whole). A 2 percentage point increase in the legal cash
reserve ratio on November 1, 1984 was to absorb the existing excess
reserve deposits of commercial banks at the Central Bank. By increas-
ing treasury bill rates, which were significantly lower than rates
charged by commercial banks on loans to the private sector, and by the
use of moral suasion, the authorities sought to eliminate the potential
pressure on the Central Bank's reserves which could result from a sud-
den reduction in net credit from the commercial banks to the public
sector.

In the event, the Government did not adjust the interest rates
for treasury bills and the commercial banks reduced significantly their
holdings of bills during the last four months of 1984 in order to lend
to the private sector at interest rates that were more attractive. The
reduction in net commercial bank credit to the public sector allowed
banks to expand credit to the private sector in 1984 by 10 percent
over its level at the end of 1983, compared with the programmed rate of
6 percent. As the commercial banks reduced their holdings of treasury
bills, the Central Bank increased its bill holdings and, as a result,
the Central Bank exceeded its net domestic assets ceilling marginally at
the end of 1984,

The larger than originally targeted reduction in the public sector
deficit in FY 1985/86 was not sufficient to compensate for the shortfall
in net projected external finamncing, and the public sector increased its
reliance in domestic credit instead of reducing it as envisaged in the
program. The consequence was the deviations noted above in respect of
the foreign reserve ohjective and the targeted reduction of external
arrears. In terms of the performance criteria, Belize exceeded the
US$5.0 million external payments arrears ceiling by USS$1.3 million and
the BZ$32 million ceiling on the net domestic assets of the Central
Bank by BZ$0.4 million on December 31, 1984, while the ceiling on net
bank credit to the public sector and to the stock of external debt with
a maturity of less than 12 years were met. On March 31, 1985, (the end
of FY 1984/85), the BZ$67 million ceiling on net bank credit to the pub-
lic sector was exceeded marginally by BZ$0.7 million, while the ceiling
on external payments arrears was again exceeded by US$1.3 million.l/

1/ When the limit on bank credit to the public sector was originally
seE; it was not certain that a disbursement of BZS$5 million under a
U.S. AID Economic Stabilization Facility (USAID ESF) loan would take
place as projected in the first quarter of 1985. For this reason the
limit on bank credit to the public sector included a margin in the event
that this disbursement did not take place.




ITI. Report on the Discussions and Program for FY 1985/86

The discussions with the Belize authorities centered on a review
of the progress achieved during FY 1984/85 in the implementation of the
stand-by program and on the policies that would form the basis for the
establishment of the targets and limits for the period of the stand-by
arrangement in FY 1985/86. The new Belize authorities, who assumed
office after a general election in December 1984, stressed their commit-
ment to the program supported by the stand-by arrangement negotiated by
the previous Government. They confirmed their intention to continue to
pursue policies aimed at establishing conditions conducive to price
stability and a satisfactory balance of payments position with a view
to achieving sustained economic growth.

The authorities' program for FY 1985/86 seeks to limit the public
sector deficit to 5 percent of GDP, a ratio slightly lower than agreed
upon when the program was negotiated. However, because of delays in the
elimination of external arrears, the financing needs of the public sec-
tor will be now 6 percent of GDP in FY 1985/86, compared with 5.6 petr-
cent envisaged in the original program. As previously, the monetary
program seeks an increase in net international reserves of USS5 million
in 1985. The target for the elimination of external payments arrears
in 1985 is to be maintained and the elimination of the arrears is to be
facilitated by the rescheduling of USS1 million in arrears to a private
supplier, already negotiated, and of US$1.9 million In arrears to the
State Petroleum Company of Mexico (PEMEX). The authorities expect to
conclude the negotiations with the Mexican Government on the reschedul-
ing of the arrears to PEMEX by the end of May 1985. The 1985 program
is also consistent with the reduction of the outstanding external debt
with a maturity of less than 12 years from USS19 million at the end of
1984 to USS16 million at the end of 1985.

To achieve the fiscal and balance of payments objectives of the
program, the following quantitative performance criteria have been
established for the remaining period of the stand-by arrangement:

(1) ceilings on the net domestic assets of the Central Bank; (2) limits
on the net credit from the domestic banking system to the nonfinancial
public sector; (3) limits on the outstanding stock of public sector
external payments arrears; and (4) limits on the outstanding external
debt of the public sector with a maturity of 12 years or less (Table 5).
The first criterion is to be observed at all times, while performance
under the three other criteria is subject to testing at the end of each
calendar quarter. In addition, the customary performance criteria on
the introduction of exchange restrictions, multiple currency practices,
bilateral payments agreements inconsistent with Article VIII, import
restrictions for balance of payments purposes, as well as the injunction
against overdue financial obligations to the Fund remain applicable
during the remaining period of the arrangement.



Table 5. Belize: Quantitative Performance Criteria

1985 1985
Mar. 31 June 30 Sept. 30 Dec. 31 Mar. 31

(In millions of Belize dollars)

Net domestic assets of the Central Bank 26.0 26.2 1/ 24.1 1/ 23.8 1/ 22.3 1/

Net credit from the domestic banking
system to the nonfinancial public

sector 67.0 69.3 1/ 69.4 1/ 66.7 1/ 67.2 1/

(In millions of U.S. dollars)

Outstanding external payments arrears 4.5 2.5 - - -

Outstanding external debt of the public
sector with a final maturity of 12
years or less 20,0 18.0 17.5 16.0 15.1)

Sources: Tables 4 and 6; and Tables 1, 2, 3, and 4 annexed to the letter of intent.

1/ These limits will be adjusted downward to the extent by which cumulative disburse-
ments under the U.S. AID Economic Stabilization exceeds US$6.8 million.

...0‘[._
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1. Fiscal policy

The authorities stressed their determination to continue to imple-
ment a prudent fiscal policy with the objective of limiting the overall
deficit of the public sector on a commitment basis to 5.0 percent of GDP
in FY 1985/86. While this deficit would be somewhat higher than that of
the previous year, it was nonetheless in line with the deficit originally
projected, and consistent with the expected elimination of external
arrears and with the achievement of the program's original target of
a USSS5 million increase in net official reserves in 1985. The authori-
ties attributed the widening of the fiscal deficit from FY 1984/85 to
FY 1985/86 to higher investment expenditures.

The public sector deficit is to be financed entirely by long-term
loans from bilateral and multilateral agencies, including a BZ$!13.5 mil-
lion nonproject-related credit from the U.S. AID Economic Stabilization
Facility at highly concessional terms. The disbursements from the
U.S. AID loan as well as the rescheduling of US$2.9 million in external
payments arrears described above are expected to facilitate the elimi-
nation of public sector external arrears. The public sector is to make
net amortization payments to the domestic banking system of the order
of BZS$1 million.

Public sector revenue, excluding grants, is expected to increase
by the equivalent of 1.5 percent of GDP in FY 1985/86 as the result of a
rise in the operating surplus of public enterprises. Central government
revenue, which accounts for 85 percent of public sector revenue, is pro-
jected to stay constant in relation to GDP at about 25 percent, as new
revenue measures have been adopted to compensate for a shortfall in
receipts from the 1984 tax package (mostly attributable to shortfalls
in the collection of excise taxes on spirits and beer and of import
duties). In April 1985 the stamp duty rate was increased from 8 per-
cent to 10 percent, the customs administration charges on entrepot
trade was raised from 2 percent to 3 percent, and the travel tax was
doubled. 1In addition, legislation is being prepared to remove the
import duty exemption for imports by state enterprises except for petro-
leum imports by the Electricity Board, and various other service fees
of the Central Government have been increased. The yield of these new
measures for the Central Government is estimated to be close to 1 per-
cent of GDP on an annual basis. The authorities also intend to continue
to increase tax yields by improving collection procedures, especially
by reducing income tax arrears.

Current outlays of the public sector are projected to increase some-
what in relation to GDP to 24.8 percent, because of a rise in interest
payments. The most important component of public sector current expendi-
ture is central government expenditure on wages and salaries. For a
fourth year in a row, the Central Govermment will not grant general sal-
ary increases in FY 1985/86; salary adjustments from regrading or re-
classification, which in previous years were common, are to be restricted.
The Central Government also expects to implement a policy of gradually
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dismissing workers who were hired on a temporary basis and had stayed
on the government payroll. As a result, the central government wage
bill is projected to decline from 11.6 percent of GDP in FY 1984/85 to
10.9 percent of GDP in FY 1985/86.

To improve Belize's infrastructure, the authorities intend to step
up public investment. The public investment program emphasizes the
expansion and repair of the road network, the improvement of the water
and sewerage system, and an extension of the power distribution system
which should help provide the necessary infrastructure for economic
growth. The projected increases in capital expenditure of the public
sector from 9.6 percent of GDP in FY 1984/85 to 11.2 percent of GDP in
FY 1985/86 brings public investment to a level closer to the one which
the authorities and the World Bank believe is necessary to facilitate
achieving economic growth rates similar to those that prevailed in the
1970s. While the World Bank has not done a detailed public sector invest-
ment review of Belize, on the basis of its 1984 Economic Memorandum its
medium—-term investment strategy also emphasizes the transportation and
power sectors.

About 80 percent of public sector capital expenditure is to be car-
ried out by Central Government. The central government Investment bud-
get includes BZ$6.3 million in capital transfers to public enterprises
to help them service their external debts, which in the past were
handled to some extent outside the budget. After taking into account
the increase in capital expenditure, the central government overall
deficit is expected to rise from 6.3 percent in FY 1984/85 to 8.9 per-
cent of GDP in FY 1985/86, but this increase will be compensated by
increased savings of the public enterprises, which are expected to show
a surplus of 2.8 percent of GDP compared to virtual overall balance
last year (Statistical Appendix Tables 8 and 9).

The improved performance of the public enterprises would reflect a
containment of labor costs, a reduction of other current outlays in real
terms, a scaling down of some of the Marketing Board's commodity programs,
and an increase in the sales of some enterprises. The Electricity Board
is not expected to increase its wage bill in real terms and intends to
cut its fuel bill as a new and more efficient transformer comes on stream.
The operating surplus of the Telecommunication Authority is estimated to
increase by about one third as a result of an increase in revenue from an
expansion of telephone services which can be carried out without adding to
the existing capacity. A 15 percent increase in port charges is expected
to increase the operating surplus of the Port Authority. Government
efforts to sell the Banana Control Board will be expedited by accelerat-
ing the sales of some of the banana plantations to the private sector.

As part of the efforts to increase the operating surpluses of the
public enterprises, the Ministry of Finance, through its representatives
in the boards of directors of the public enterprises, will strengthen
its supervision of these enterprises. Also, with the assistance of the
credit from U.S. AID, the Government 1s re—evaluating the activities of




the Marketing Board, concentrating on ways to eliminate the losses
incurred in its rice and corn programs and reviewing the organizational
structure and the operations of the Electricity Board so as to come up
with proposals to improve its efficiency.

2. Monetary policy

In view of the monetary developments in 1984 that were discussed
above, on January 26, 1985 the authorities, in consultation with the
staff, adopted a number of steps to limit the expansion of credit to
the private sector, encourage private financial savings, and protect the
central bank reserves. The cash reserve requirement was increased from
7/ percent to 9 percent effective March 1, 1985, and the liquid asset
ratio, which includes cash in vault and treasury bill holdings were
increased from 20 percent to 25 percent effective March 1, 1985 and to
30 percent as of April 1, 1985. The increases in the liquid asset
ratio were designed to absorb the excess liquidity held by commercial
banks in January 1985. The Central Bank halted lending to commercial
banks to finance reserve requirements and announced that the penalties
stipulated by law for reserve deficiencies (5 percent per month) would
be strictly enforced in the future.

The January 1985 measures also included a 3 percentage point in-
crease in the rates for term deposits and treasury bills, and a 2 per-
centage point increase in the prime lending rate. By increasing the
interest rates the authorities hoped to slow down the expansion of credit
to the private sector and eliminate the interest rate margin which had
developed against Belize during 1984 vis—-a-vis international market
rates (Chart 1).

As a result of the above measures, there was a noticeable improve-
ment in the net international reserve position of the Central Bank and
a decline in credit to the private sector during the first quarter of
1985 (Table 6). The monetary program for the remainder of 1985 is con-
sistent with a USS$5 million increase in net international reserves for
the year; for FY 1985/86, it contemplates a small decline in the net
bank credit to the public sector while allowing growth of bank credit
to the private sector approximately in line with the growth of nominal
GDP. The authorities are confident that the recent tightening of mone-
tary policy will keep the growth of credit to the private sector in
accordance with program projections, thus facilitating attainment of the
targeted increase in the net international reserves of the Central Bank.

In the discussions, the staff emphasized the need to pursue a flex-
ible interest rate policy in the future, so as to provide incentives to
domestic savings and to help strengthen the balance of payments. The
authorities concur with this view and in their letter of intent have
specifically expressed their commitment to continue to manage interest
rates flexibly.
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Table 6. Belize: Summary Operations of the Banking System

(In millions of Belize dollars)

Program
1984 1984 1985 1986
Mar. Dec. Mar. June Sep. Dec. Mar.

T BDacmlod o o Qv de oo
L. bankKing oystem

Net international reserves 8.9 -4.3 2.2 2.2 4.8 S.7 7.2
Net domestic credit 179.7 196.3 196.1 196.9 197.5 199.9 201.0
Public sector (net) 66.0 68.6 67.7 68.8 68.9 66.2 66.7
Private sector 128.2 136.8 129.1 131.0 133.0 134.9 136.8
Other assets (net) -14.5 -9.1 -0.7 ~2.9 -4.4 -1.2 -2.5

‘Net foreign liabilities of
commercial banks 26.7 22.0 19.4 17.3 17.7 18.1 18.4

Liabilities to private
sector 1/ 161.9 170.0 178.9 181.8 184.6 187.5 189.8

II. Central Bank

Net international reserves 8.9 -4.3 2.2 2.2 4.8 5.7 7.2
Agsets 17.7 12.2 15.0 15.0 22.4 25.7 29.6
Liabilities _ -8.8 -16.5 -12.8 -12.8 -=17.6 =20.0 =22.4
Net domestic assets 17.7 32.4 25.6 26.2 24,1 23.8 22.3
Public sector (net) 39.3 54.0 52.8 53.4 53.0 49,8 49.8
Commercial banks (net) -9.9 ~7.7 =16.2 =14.0 =-14.2 -14.5 -=-14.7
Other assets (net) -11.7 =-13.9 =-11.0 =-13.2 =14.7 -11.5 -12.8
Currency issue 26.6 28.1 27.8 28.4 28.9 29.5 29.5
IIT. Commercial Banks

Net position with

Central Bank 2/ 12.8 11.6 18.9 16.7 16.9 17.2 17.4
Net domestic credit 152.1 156.2 154.3 156.7 159.2 161.6 164.0
Public sector (net) 26.7 14.6 14.9 15.4 15.9 16.4 16.9
Private sector 128.2 136.8 129.1 131.0 133.0 134.9 136.8
Other assets (net) -2.8 4.8 10.3 10.3 10.3 10.3 10.3
Net foreign liabilities 26.7 22.0 19.4 17.3 17.7 18.1 18.4
Liabilities to private

sector 138.2 145.8 153.8 156.1 158.4 160.7 163.0

Sources: Belize authorities; and Fund staff estimates.

1/ Includes currency issue of Central Bank net of cash in vault.

2/ Includes cash in vault.
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3. External policies

The authorities noted that the adjustment in the current account
of the balance of payments in 1984 had been stronger than expected as a
result of continued import stagnation and a 9.5 percent increase in
exports. However, these better-than-expected results in the current
account were more than of fset by developments in the capital account.
A net capital outflow of USSl.4 million was recorded as net capital

imports by the nonfinancial public sector, which had declined signifi-

Since mid-1983 Belize's public entities have encountered difficul-
ties in servicing their external obligations.l/ During 1984 external
arrears increased by USSl.2 million to US$S6.3 million. Of these, some
USS$4.4 million corresponded to principal payments, with the remainder
relating to interest payments due and other current external obligations.

The program for the remainder of the stand-by arrangement aims at
a turnaround in the overall balance of payments from the US$7.2 million
deficit in 1984 to a surplus of USS$5 million in 1985 and, as noted, the
elimination of all the external payments arrears by September 1985,
Gross official reserves are to be increased from the equivalent of three
weeks of imports at the end of 1984 to five weeks of imports at the end
of 1985.

This improvement in the balance of payments is expected to result
from a further adjustment of the current account in relation to GDP
and a virtually assured recovery in net capital receipts. In relation
to GDP, the current account deficit is expected to decline from 3.5 per-
cent in 1984 to ahout 2.7 percent of GDP in 1985. Imports are expected
to continue to stagnate reflecting a modest rate of growth of the economy
in 1985 (real GDP is projected to grow by 1.5 percent in 1985 compared
with 1.3 percent in 1984). The projected increase in public sector for-
eign borrowing is not expected to result in a significant recovery in
imports because a considerable amount of the foreign financing is to be
used to repay external arrears and because the public investment program
for 1985 has a high local component. Exports are projected to grow by
about 4.5 percent on the strength of an almost 12 percent increase in
nonsugar exports. Sugar exports are projected to decline by 13.5 per-
cent in value terms because of a reduction in Belize's sugar quota in
the U.S. market.

l/ The 1982 Bank of Belize Act places limits on the Central Bank's
loans and advances to the Government. This limit was exceeded in
FY 1984/85. 1In addition, the Act obliges the Central Bank to hold for-
eign assets equal to at least 40 percent of its demand liabilities,
which restricts the capacity of the Central Bank to provide credit to
the Government for purchase of foreign exchange. This external asset
ratio has been somewhat below 40 percent since early in 1984.
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To maintain a favorable external debt maturity structure the

authorities intend to rely on long-term concessional credits while
reducing the use of commercial credits; thus, disbursements of external
credits in 1985 are estimated to be entirely from bilateral and multi-
lateral sources. The ratio of debt service payments to exports of
goods and nonfactor services is projected to rise from 5 percent in
1984 to 9 percent in 1985 (a debt burden level which is still quite
manageable) as amortization payments of development credits start

maturing. The outstanding public external debt of Belize which
amanimtad +~ TICQAQ 4 mi1lian ar +hoe and Af 1984 (IR nerrent of (ZhD) ig

aliruLL Lou [ Uwyu Je ™t 3120 Sl S Sy SRV A av LI ASA AW L L 7T \ S pPeiL il L TS 1
projected to rise to US$78.7 million (41 percent of GDP) by the end of
1985.

The program establishes limits on the outstanding external debt of
the public sector with a maturity of up to 12 years or less, excluding
the foreign reserve liabilities of the Central Bank (see Table 5). Such
debt amounted to US$19 million at the end of 1984, including suppliers'
credits in arrears, and is projected to decline to less than US$16 mil-
lion by the end of 1985 (Table 7). The Government also does not intend
to extend any loan guarantees for private commercial activities, includ-
ing sugar production.

To ensure the implementation of the external debt strategy, the Gov-
ernment intends to reactivate the External Debt Management Commission—-—
created in 1984 before the general elections—-which is responsible for .
making recommendations to the Cabinet regarding the approval of all new
external credits and all government guarantees extended to public entities.
The work of the Commission would be supported by a unit in the Central
Bank to maintain external debt statistics and monitor all public external
debt transactions.

The Belize dollar has been pegged to the U.S. dollar at BZ$2 per
U.S. dollar since 1976. As a result of the appreciation of the U.S.
dollar against many of the currencies of Belize's trading partners, the
real effective trade-weighted exchange value of the Belize dollar
increased by 19 percent from 1980 to 1983 and by an additional 4 per-
cent in 1984 (Chart 2). The appreciation which has occurred against
the pound sterling has reduced the profitability of the exports of
sugar to the United Kingdom, which accounted for almost 40 percent of
total sugar shipments in 1984, This development, combined with the low
sugar prices in the international sugar market and the reductions of
the Belize quota in the U.S. market, has resulted in losses to the Belize
sugar industry in recent years, notwithstanding low costs of production
and high capacity utilization in the industry.

The authorities were concerned with the financial situation of the
sugar industry, but noted that its situation should improve over the next
few years as sugar prices are expected to recover. They also pointed to
the available evidence concerning the other main export sectors which
suggests that they continue to be competitive. The citrus industry, .
which exports mainly to the U.S. market, has been particularly profitable
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and additional investment is being carried out at the present time which
should increase exports sharply over the medium term. Garment exports
have done well and new investment is taking place in other nontraditional
export sectors such as shrimp farming. After taking these factors into
account the authorities felt that an adjustment of the exchange rate

was not warranted at the present time.

Table 7. Belize: External Public Debt by Creditor and Maturity

(In millions of U.S. dollars)

December 31

Proj.
1980 1981 1982 1983 1984 1985

Total 49.2 56.6 63.1 68.4 69.4 78.7

By creditor
Multilateral and

bilateral 42,2 42.1 48.8 51.9 54.4 66.5
12 years or less (0.2) (0.2) (1.0) (2.9) (3.2) (2.9)
More than 12 years (42.0) (41.9) (47.8) (49.0) (51.2) (63.6)
Banks and suppliers 7.0 14.5 14,3 16.5 15.0 12.2
12 years or less 2/ (7.0) (14.5) (14.3) (l6.5) (15.0) (12.2)
More than 12 years (--) (--) (-=) (-=) (-=) (--)
By maturity
12 years or less 7.3 14.7 15.3 19.3 19.0 15.1
Nonfinancial public
sector 2/ (7.1) (14.5) (15.1) (17.4) (16.0) (13.2)
Development Finance
Corporation (0.2) (0.2) (0.2) (1.9) (2.2) (1.9)
More than 12 years 41.9 41.9 47.8 49.1 51.2 63.6
Nonfinancial
public sector (34.6) (34.3) (39.4) (39.8) (39.8) (47.2)
Development Finance
Corporation (7.3) (7.6) (8.4) (9.3) (1ll.4) (16.4)
Adjustment 3/ - - - - -0.8 -

Sources: Belize authorities; and Fund staff estimates.

1/ Excludes reserve liabilities of the Central Bank.

g/ Includes short—-term debt of nonfinancial public sector.

3/ Adjusts for differences in valuation changes used by the Ministry
of Finance and the Central Bank.
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The staff saw merit in the authorities' views but stressed that
the real effective appreciation of the Belize dollar was a matter of
serious concern and that it was necessary to keep the exchange rate
policy under close scrutiny. The staff also stressed the importance of
exercising wage restraint in the public sector, not on fiscal grounds
but also because of the demonstration effects on the private sector.
The authorities noted that a cautious wage policy had been followed in
the Central Government since 1981 when a 25 percent general pay raise
had been given and that, although salaries have been raised since that
time as a result of regrading and reclassifications of positions, -over-
all salary increases in the Central Government do not appear to have
exceeded the increase in consumer prices. Available information,
albeit incomplete, suggest that private wages also have increased in
line with consumer prices. The authorities recognized the importance
of a cautious wage policy for Belize's international competitiveness
and, as noted earlier, they were not planning to grant a general salary
increase in the Central Government in the current fiscal year. They
also intend to extend this salary policy to all public enterprises in
FY 1985/86; however, in the Social Security Board a general salary
increase was granted in December 1984, shortly after the general elec-
tions.

Belize's exchange system remains free of restrictions on payments
and transfers for current international transactions. There are no
quantitative trade restrictions for balance of payments reasons and the
Government does not intend to introduce such restrictions. Import bans
were introduced in late 1982 to protect local production of certain
foodstuffs, construction materials, and various manufactured products,
following the sharp change in the value of the Mexican peso. In order to
promote efficiency in these sectors, the Government intends to substitute
moderate tariffs for import restrictions during FY 1985/86. It also will
phase out during the current fiscal year the system of export controls
applied to certain agricultural commodities so as to facilitate the res-—
ponsiveness of Belize's agricultural sector to opportunities in foreign
markets.

IV. Medium-Term Outlook

The authorities have stated their intention to pursue policies
consistent with a satisfactory balance of payments situation and the
restoration of growth over the medium term. The hallmark of this policy
is a prudent management of the public finances, which is expected to
result in improved confidence and a recovery of activity in the private
sector.

The medium—-term balance of payments projection presented in Statis-
tical Appendix Table 12 is based on a projection of real GDP growth of
3 percent over 1986~1990, compared with about 5.5 during 1977-80, and
a rise in the deflator of 4 percent a year. Total exports are projected .
to grow by about 8 percent a year, a slightly higher rate of increase
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than that of nominal GDP. Prices of Belize sugar exports are expected
to improve substantially from their currently depressed levels, by about
11 percent a year on average in the three destination markets during
1986-88, and to increase in line with domestic inflation in 1989-90.1/
This average sugar price assumption is based on a cumulative 78 percent
increase in the free international market during 1986-88 (compared with
an assumption made by the 1985 World Economic Outlook of a 94 percent
increase during the same period). Sugar prices are assumed to stay un-
changed in the protected U.S and EEC markets. The volume of sugar ex-
ports, after reaching 108 thousand tons in 1985, is forecast to decline
by 5 percent in 1986 and remain at that level in subsequent years which
would be consistent with a more normal degree of capacity utilization.
The prices of citrus and fish are projected to increase less than 4 per-
vvvvv y increase the GDP deflator; the
prices of all other exports are projected to increase at approximately
the same rate as domestic prices. The volume of nontraditional exports—-
such as citrus, fish, and garments--is expected to grow in the range of

4 percent to 7 percent a year, reflecting the growth of investment in
these areas.

Imports are forecast to grow faster than GDP in 1986-88, and thus
recover somewhat from the depressed levels of recent years, reaching the
equivalent of 60 percent of GDP in 1988. During 1989-90 import growth is
expected to keep pace with GDP. The medium—term forecast assumes that
domestic agricultural production will increase substantially and that the
reliance on imported foodstuffs will decrease.

All official borrowing is projected to be obtained at the current
highly concessional terms and interest payments are thus projected to
be made at the prevailing average interest rate of 4.5 percent. Most
service receipts and payments, as well as private transfers, are expected
to move in line with nominal GDP. Official transfers are forecast to
stay constant in nominal terms from 1986 onward. With the expected reac-
tivation of the economy, beginning in 1986 the current account deficit
is projected to widen to 5-6 percent of GDP. The overall balance of
payments is expected to show small surpluses during this period.

To finance the projected current account deficits, the net public
external indebtedness would rise from 41 percent of GDP at the end of
1985 to 53 percent at the end of 1990. Debt service would not exceed
9.0 percent of exports of goods and nonfactor services over the same
period. Foreign financing of these magnitudes would be consistent with
an increase of gross domestic investment from about 16 percent of GDP
in 1985 to 23 percent in 1990 on the assumption that there is at the
same time an increase in gross domestic savings of 3 percentage points
to 16.5 percent of GDP over the same period. Altogether the overall
balance of payments is expected to show small surpluses during 1986-1990.

1/ Belize expects to sell 39 percent of its 1985 sugar exports in the
EEC, 38 percent in the international market, and 23 percent in the United
States.
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The medium-term outlook is particularly sensitive to sugar price
developments; should sugar prices increase on average at half the rate
assumed in the scenario, the current account deficit would average
close to 8 percent of GDP instead of 5-6 percent during 1986-90, and
the debt service ratio would increase to 10.5 percent by 1990. The
medium—term outlook would also be affected if the interest rate paid by
Belize for its foreign borrowing increases over the medium-term from its
highly concessional level, 4.5 percent, to 9 percent, a rate closer to
the one currently charged by the World Bank. Under this scenario the
current account deficit would average 7 percent and the debt service
ratio would rise to 14.5 percent by 1990,

The medium—-term outlook for Belize's balance of payments could also
be significantly affected by the result of the negotiations taking place
between the foreign owner of the only two sugar mills in the country and
the Government. The foreign owner would like the Government to take over
the ownership of the industry, and had offered to accept a delayed pay-
ment for its investment until the finances of the sugar industry improve.
During this period the foreign owner would also like to remain associated
with the industry through a management contract. At the moment it is
considering the closing of one of the two sugar mills if it cannot sell
it to the Government; if a mill is closed sugar output probably would
decline by 20-40 percent. Although the sugar sector is very iwportant
for Belize's economy, the Government is opposed to direct public sector
participation in the industry. It currently favors an arrangement where-
by the ownership and management would be maintained by the current owner,
while making it possible for the it to take all the steps necessary to
streamline the production process and reduce operating costs.

V. Staff Appraisal

Economic and financial performance in Belize weakened significantly
in 1981-83. There was a deterioration in the public finances which
resulted in a substantial widening of the current account deficit of the
balance of payments. While an overall balance of payments deficit was
avoided in 1982 because of large net capital inflows, a decline of capi-
tal inflows in 1983 resulted in a sizable loss of foreign official re-—
serves and the emergence of external payments arrears. The Government
responded to these developments by adopting an adjustment program in mid-
1984, which was subsequently supported by a lé-month stand-by arrangement
approved in December 1984.

The adjustment program aims at strengthening the net international
reserve position of the Central Bank, eliminating external payments
arrears, and lowering the reliance on commercial debt by reducing the
overall public sector deficit. Public sector savings are to improve
on the basis of a combination of revenue measures and restraint in cur-—
rent spending. This saving effort is to permit a recovery in public
investment while reducing the overall deficit.




In FY 1984/85 the fiscal situation registered an improvement as the
overall public sector deficit was smaller than those registered over the
previous two years and the one envisaged in the stand-by arrangement.

The current account deficit of the balance of payments was halved to
about 3.5 percent of GDP in 1984, as a result of the tightening of the
fiscal position and of the financial policy stance in general. However,
the reduction in the public sector deficit was not sufficient to compen-
sate for the shortfall in projected external financing in 1984 and the
authorities were not able to comply with the ceiling on external arrears,
and the loss in net international reserves of the Central Bank was

slightly larger than expected.

The authorities intend to continue with their prudent fiscal policy
in FY 1985/86. Accordingly, they have adopted revenue measures to com-—
pensate for a likely revenue shortfall from the 1984 tax package and
from lower import duty collections. While expenditures are expected to
rise somewhat in relation to GDP, this increase would reflect mostly a
growth of investment to be financed by foreign long—term loans. More-
over, the authorities intend to continue their efforts to improve tax
administration and to collect tax arrears. To this effect, a tax-review
mission of the Fiscal Affairs Department of the Fund is expected to
visit Belize in the third quarter of 1985. The staff welcomes these
efforts as well as those being made by the Office of Budget and Manage-
ment to coordinate and monitor expenditure of all public entities. The
staff also would urge the authorities to strengthen the efforts to for-
mulate fiscal policy for the public sector on a consolidated basis.

The authorities plan to follow closely the operations of public
enterprises to ensure that expenditures are maintained within the
approved limits. The authorities will undertake with the help of multi-
lateral and bilateral donors a review of the operations of the Electri-
city Board and the Marketing Board during the next year with a view to
improving their efficiency. The staff supports these efforts as well
as the authorities' plans to sell to the private sector some of the
assets of public enterprises.

The staff agrees with the authorities' policy of reducing the pub-
lic sector deficit to the amount that can be financed by long-term
credits from bilateral and multilateral sources on concessional terms.
This strategy is expected to allow for a substantial increase in public
investment that would be directed to improving the country's infrastruc-—
ture. This emphasis coincides with the World Bank's medium-term lending
strategy for Belize. Also, with this kind of external financing, the
debt service would remain at a reasonable ratio in relation to exports
of goods and nonfactor services. In this connection, the staff welcomes
the decision to reactivate the External Debt Commission to advise the
Cabinet on external debt management and the estahlishment of a unit at
the Central Bank to monitor external debt transactions.
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The fiscal policy planned for FY 1985/86 has made it possible to
formulate a monetary program consistent with a significant gain in net
international reserves while affording an adequate margin for the expan-
sion of credit to the private sector. The increases in reserve require-
ments and interest rates announced at the end of January 1985 should
help in the implementation of the monetary program; in particular, the

upward adjustment of domestic interest rates will contribute to the

A +
reduction of the interest rate differential which developed against

Belize in the past year. The staff would urge the authorities to follow
interest rate developments closely and to be ready to adjust domestic
rates further if events should indicate that is necessary.

The authorities are committed to continue to operate an exchange sys-
tem free of restrictions on current payments and transfers. The staff
welcomes this policy stance as well as the plans to replace import prohi-
bitions with moderate tariffs and to eliminate export controls which have
hampered the responsiveness of some agricultural exports to developments
in foreign markets. The planned elimination of external payments arrears
will help to improve Belize's international creditworthiness.

The authorities view the appreciation of the real exchange rate of
the Belize dollar with concern, but they believe that overall develop-
ments in the main export sectors in general do not indicate a need for
exchange rate action at present. The authorities are also aware of the
key role that wage policy plays in the maintenance of cost competitive-
ness and, for this reason, intend to follow a prudent wage policy in
the public sector while at the same time encouraging wage restraint in
the private sector. The staff can go along with the authorities' deci-
sion on exchange rate policy at this time, but it would emphasize that
the course they have taken involves some risk and would note that the
degree to which Belize's competitiveness can be strengthened through a
cautious wage policy is limited. For this reason, the staff stresses
that the adequacy of the exchange rate policy should be monitored very
closely, in light of developments in the balance of payments.

A large degree of uncertainty surrounds the role that the sugar sec-
tor will play in Belize in the future. The staff supports the Govern-
ment's intention to avoid direct public involvement in the sugar sector
and it strongly encourages the Government to make a thorough analysis
of the industry's medium—term prospects before making additional finan-
cial commitments to the sector. The staff also would underscore the
importance of additional steps to reduce operating costs in the industry.

The Belize authorities are committed to carrying out the policies
described above which they consider adequate to attain the objectives of
the current stand-by arrangement. The staff believes that the program
objectives are attainable with the announced policies and that implemen-
tation of these policies should help to create the conditions for sus-
tained economic growth over the medium term. Finally it is recommended
that the next Article IV consultation with Belize be held in the standard .
12-month cycle.
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VIi. Proposed Decision

The following draft decision is proposed for adoption by the
Executive Board:

I Belize has consulted with the Fund in accordance with para-

graph 4(c) of the stand-by arrangement for Belize (EBS/84/225, Sup.l)

o

and paragraph 15 o er
Minister and Minister of Finance, the Governor of the Central Bank, and
the Minister of Economic Development, in order to review the implementa-
tion of the measures described in that letter, to reach understandings
regarding policies and measures that Belize will pursue over the fiscal
year 1985/86, and to establish the performance criteria for the remaining
period of the stand-by arrangement.

2. The letter dated May 9, 1985 from the Prime Minister and
Minister of Finance, the Governor of the Central Bank, and the Financial
Secretary of the Ministry of Finance shall be annexed to the stand-by
arrangement for Belize, and the letter dated October 26, 1984 shall be
read as modified and supplemented by the letter dated May 9, 1985 and
the tables appended thereto.

3. Accordingly, Belize will not make purchases under the stand-
by arrangement that would increase the Fund's holdings of Belize currency
in the credit tranches beyond 25 percent of quota during any period after
June 30, 1985, in which the data at the end of the preceding period
indicate that:

(i) the limits on net domestic assets of the Central Bank
of Belize referred to in paragraph l4 of the attached
letter of May 9, 1985 and set forth in Table 1 thereof;

or
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(i1) the limits on net credit from the domestic banking
system to the nonfinancial public sector referred to in
paragraph 14 of the attached letter of May 9, 1985 and
set forth in Table 2, thereof; or

(iii) the limits on external payments arrears referred to in
paragraph 15 of the attached letter of May 9, 1985
and set forth in Table 3 thereof; or

(iv) the limits on the outstanding external debt of public
sector referred to in paragraph 16 of the attached
letter of May 9, 1985 and set forth in Table 4 thereof;
are not observed.

b The Fund finds that no additional understandings are necessary
in the light of the letter of May 9, 1985, and that Belize may proceed
to make purchases under the stand-by arrangement.

5. In accordance with Executive Board Decision No. 7908-(85/26)
of February 20, 1985 on overdue payments to the Fund, the stand-by
arrangement for Belize is amended to read as set forth in the Attach-

ment T.
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Fund Relations with Belize
(As of April 30, 1985)

I. Membership Status

(a) Date of membership: March 16, 1982
(b) Status: Article VIII

A. Financial Relations

II. General Department

(a) Quota: SDR 9.5 million

(b) Total Fund holdings SDR 13.6 million or 143 percent of

of Belize dollars: quota.
(¢) Fund credit: Percent of
O0f which: Millions of SDRs Quota
Compensatory financing 3.60 37.9
Stand-by 2.38 25.0
(d) Reserve tranche position: 1.90 20.0

ITI. Current Stand-By Arrangement and Special Facilities

(a) Current stand-by arrangement:

(i) Duration: From December 3, 1984 to March 31,
1986
(ii) Amount: SDR 7.125 million
(iii) Utilization SDR 2.375 million

(iv) Undrawn balance: SDR 4.750 million
(b) Compensatory financing facility:

(i) Date of approval: June 17, 1983
(ii) Amount: SDR 3.6 million

Iv. SDR Department

(a) Net cumulative allocation: None
(b) Holdings: SDR 107,165

V. Overdue Financial Obligations to the Fund: None.




VI.

VII.

VIII.

IX.

B. Nonfinancial Relations

Exchange Rate: The Belize dollar is pegged to the U.S. dollar,

the intervention currency, at the rate of BZ$2 per U.S. dol-
lar. Belize does not maintain any multiple currency practices
or restrictions on payments and transfers for current interna-
tional transactions.

Last Article IV Consultation: The 1984 Article IV consultation

was completed on June 20, 1984 (EBM/84/97). Belize is on the
standard 12-month consultation cycle.

Technical Assistance: Since October 1982, an FAD panel expert

has been assigned to the Ministry of Finance to advise on
budgetary and accounting procedures; since August 1983 a
CBD panel expert has been assigned to the Central Bank to
advise on banking supervision; and since October 1984 a CBD
expert has been assigned as research adviser to the Central
Bank of Belize.

Statistical Data: The coverage of Belize's statistical data in

the IFS is limited due to shortcomings in compilation proce-
dures; the data published in IFS are reasonably current.




o
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Belize: Selected Economic and Financial Indicators

Est. Prog.
1981 1982 1983 1984 1985
(Annual percentage changes, unless otherwise specified)
National Income and prices

GDP at constant prices 0.7 =4.9 1.5 1.3 1.5

GDP deflator 6.0 -3.3 3.7 3.5 4.0

Consumer prices (average) 13.0 7.8 2.7 3.9 4.0
External sector (on the

basis of U.S. dollars)

Total exports, f.o.b. -8.7 -20.0 8.9 9.3 4.5

Nonsugar exports, f.o.b. -6.0 -16.0 15.4 26,2 11.7

Imports, c.fi.f. ~2.6 -9.9 -1.0 1.8 1.0

Terms of trade (deterioration -) ~9.2 -21.8 -4.3 13.4 sese

Nominal effective exchange rate

(depreciation -) 4.8 9.4 12.5 10.2 .o

Real effective exchange rate

(depreciation =) 6.5 7.4 3.8 3.9 e
Public sector 1/

Revenue 5.9 -2.5 0.2 23.1 11.6

Grants 3.1 27.8 -5.3 =46.6 ~31.4

Total expenditure 12.7 7.6 =2.1 2.0 12.0
Money and credit

Domestic credit 2/ 16.2 17.4 16.7 165 2.1

Public sector (net) 7.8 9.3 12.9 3.9 -1.4
Private sector 13.6 9.1 5.9 8.3 -1.1 3/
Money and quasi-money 16.4 5.3 12.4 11.7 5.0
Interest rate (annual rate on
three-month time depogits) 14.7 14.9 11.1 9.1
Prime lending rate (annual rate) 19.9 19.4 16.4 14.4
(In_percent of GDP)
Public sector 1/
Savings 2.3 0.4 -2.1 3.6 4.7
Overall deficit (=) -6.3 -9.0 -8.0 -3.7 -5.0
Change in current arrears - 0.1 1.1 -0.1 -1.0
Foreign financing 3.6 5.1 2.3 3.4 5.3
Domestic financing 2.7 3.8 3.6 0.4 -0.3
Gross domestic investment 24.0 24.2 19.1 16.1 16.2
Gross natlonal savings 21.4 o7 11.9 12.6 13.5
Current account deflcit (=)

(including external official grants) cee —10.5 7.2 -3.5 =2.7
Current account defficit (=)

(excluding external official grants) -5.7 =-15.3 -10.3 -3.0 -6.2
External debt (excluding IMF) 28.5 37.1 39.3 38.1 40.8
External debt (including IMF) 28.5 37.1 41.5 40.7 45,7
Debt service 1.1 2.4 2.3 2.8 4.9

(In percent of exports of goods and nonfactor services)
Debt service 2.4 4.6 443 4.9 9.0 4/
{In millions of SDRs, unless otherwise specified)
Overall balance of payments - -0.5 4.3 -7.0 5.2
Gross official reserves

(months of ilmports) 1.1 l.1 1.1 0.7 1.2

External payments arreats - - 4.9 6.4 -

Sources: Belize authorities; and Fund staff estimates.

1/ Fiscal vear starting April .

2/ In relation to liabilities to the private sector at the bheginning of

the period.

3/ For the period from april !, 1985 to March 31, 1986 the expected

increase is 4.3 percent.
4/ 14.7 percent if payments of arrears are included.
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Belize——Statistical Issues

1. Qutstanding Statistical Issues

a. Prices

The technical assistance mission, which took place in June 1984,
recommended that a consumer price index should be prepared at least on
a quarterly basis. It is understood that the Central Statistical Office
is still reviewing the feasibility of this project.

b. Merchandise trade

At present the IFS correspondent reports preliminary monthly trade
data which refer to Belize Port only. Subsequently, after some delay,
trade data based on complete customs records are reported and are consid-
erably higher. The present delay is expected to be reduced to less than
one month so that it would not be necessary to report preliminary data
in the future.

c. Balance of payments

Balance of payments statistics are not currently being compiled.
It is expected that a staff member of the Central Bank will attend the
next balance of payments methodology course starting in July 1985.
After that, a technical assistance mission could be scheduled to help
establish a reporting and compilation system.

d. Government finance

The data in the 1984 Government Finance Statistics Yearbook are
available through 1982, but there are problems with the data in Table C,
Expenditure and Lending Minus Repayments by Economic Type and on the
derivation table. There is also need to compile data on financing and
debt.

IFS includes only annual data derived from those published in the
GFS Yearbook.

2. Coverage, Currentness, and Reporting of Data in IFS

The table below shows the currentness and coverage of data pub-
lished in the country page for Belize in the May 1985 issue of IFS.
The data are based on reports sent to the Fund's Bureau of Statistics
by the Central Bank of Belize which during the past year have been
provided on a timely basis, although the coverage of real sector data
is inadequate and balance of payments data are not reported.
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Monetary Accounts

External Sector
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Status of IFS Data

National accounts
Prices

Production
Employment

Earnings

Deficit/Surplus
Financing
Debt

Monetary Authorities

Deposit Money Banks

Other Financial Institutions
Interest Rates

Merchandise Trade: Value

Prices
Balance of Payments
International Reserves
Exchange Rates

APPENDIX III

1982 (partial)

February 1985
January 1985
Q4 1984

March 1985

February 1985
1982

Neae

March 1985
March 1985
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IBRD Operations in Belize

The IBRD approved its first loan for Belize, a road maintenance
and rehabilitation loan (Loan 2273/BL), in May 1983 in an amount of
US$5.3 million; USS3.2 million of this loan has been disbursed so far

Tho Ronle 2len recently anpraice cetrriciry nower pBroiee
e bank aiso LCL(‘IILLV appraised an CLCLtLlLLLV power project for 'vv"l"LCx

a World Bank loan of USS7.5 million could be approved. This project
would provide additional generating capacity; expand and improve the
Belize Electricity Board's (BEB) distribution system; and improve BEB's

financial viability and institutional capacity. The Bank is also explor-

ing the financing of a possible public administration reform project that
would aim at strengthening the constitutional structure of a number of
public sector agencies.

The IBRD issued an economic memorandum on Belize (Report No,
5244-Bel) on October 29, 1984 as the basis for formulating the Bank's
medium—term lending strategy. On the basis of this report, the Bank's
medium—-term lending strategy is expected to be concentrated in the
transportation and power sectors.




W
[
1

Table 8. Belize: Operations of the Central Government
1984/85 1985/86
Prel. Prog.
1982/83 1983/84  Prog. Est. Orig. Rev.
(In millons of Belize dollars)
Revenue and grants 91.7 90.9 99.1 98.0 102.4 102.9
Revenue 78.9 77.8 93.6 92.4 100.0 101.5
Tax (67.3) (A7.8) (82.8) (B1.R) (88.9) (87.2)
Nontax (11.3) (9.7) (10.5) (9.1) (10.8) (13.7)
Capital (0.3) (0.3) (0.3) (1.5) (0.3) (0.6)
Grants 12.8 13.1 5.5 5.6 2.4 1.4
Total expenditure 1/ 124.0 118,2 124,1 121.4 124.9 137.9
Current expenditure 87.3 90.5 90.9 93.2 94.2 97.6
Capital expenditure
and net lending 36.7 27.7 33.2 28.2 30.7 40.3
Of which: develop-
ment expenditure (27.5) (24.4) (28.7) (23.6) (30.7) (32.3)
Overall deficit ~32.3 -27.3 -25.0 -23.4 -22.5 -35.0
Change in outstanding
arrears 2/ b 3.9 cen . vos e
(In percent of GDP)
Revenue and grants 27.3 25.8 26.8 2645 26.1 26.3
0Of which: revenue (23.5)  (22.1) (25.3) (25.0) (25.5) (25.9)
Tax revenue 20.0 19.2 22.4 22,1 22.7 22.2
Nontax revenue 3.4 2.8 2.8 2.5 2.8 3.5
Total expenditure 36.9 33.5 33.5 32.8 31.9 35.2
Current expenditure 25.9 25.6 24.6 25.2 24.0 24.9
Capital expenditure 11.0 7.9 9.0 7eH 7.8 10.3
0f which: development
expenditure (8.2) (6.9) (7.8) (6.4) 7.8 8.2
Overall deficit -9.6 -7.7 -6.8 -6.3 5.7 2.9

Sources:

1/ Commitment basis.

2/ On interest and current transfers.

Belize authorities; and Fund staff estimates.
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Table 9. Belize: Operations of the Nonfinancial
Public Enterprises

(In millions of Belize dollars)

1984/85 1985/86
Prel. Rev,
1982/83 1983/84 Prog. Est. Prog. Prog.

Operating balance -2.8 -4.4 =1.2 1.1 - 74
Operating revenue 1/ 36.8 37.6 41.6 49.9  44.8  55.4
Operating expenditure 1/ -39.6 -42.0 -42.8 -48.8 -44.8 -48.0
Nonoperating revenue 19.1 11.0 8.3 8.0 5.9 13.3
Current transfers 2/ 5.7 4.7 2.3 2.8 2.8 2.6
Capital transfers 3/ 9,2 3.3 2.0 1.0 - 6.2
Grants 4.2 3.0 4.0 3.0 3.1 4.5
Other - - - 1.2 - -
Development expenditure 18.5 12.3 8e5 8.0 9.1 9.6
Overall deficit (-)
Including nonoperating

revenue -2.2 -5.7 -1.4 1.1 -3.2 11.1
Excluding nonoperating

revenue -21.3 -16.7 -9.7 -6.9 -9.1 1.5

Sources: Belize authorities; and Fund staff estimates.,

1/ Derived from financial statements of individual NFPEs with adjust-
ments made for some transactions between the NFPEs and the Central
Government.

2/ Transfers from the Central Government in the form of interest
payments on behalf of the NFPEs' outstanding domestic and foreign debt,
and some transfers for their current operation.

3/ Transfers from the Central Govermment in the form of principal
repayments on behalf of the NFPEs and some domestic currency counterpart
capital expenditure.
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Table 10. Belize: Summary of External Debt Operations

Proj.
1981 1982 1983 1984 1985
(In thousands of U.S. dollars)
Debt outstanding at
end of period i/ 56,552 63,118 68,383 69,438 78,651
Transactions during period
Medium- and long-term
borrowing (net) 6,312 8,566 3,106 1,055 9,213
Nonfinancial public sector 6,055 7,713 571 -1,344 4,517
Drawings 8,672 12,438 3,770 4,282 15,652
Amortizations 806 2,394 2,037 1,719 11,135 2/
Valuation adjustments -1,811 -2,331 -1,162 -3,907 -
Financial public sector 257 853 2,535 2,399 4,696
Drawings 863 1,375 3,173 4,029 5,386
Amortizations 195 283 355 467 690
Valuation adjustments =411 -239 -283 1,163 -
Short—term borrowing (net) 1,000 -2,000 2,159 - -
Interest payments 1,328 1,247 1,638 2,879 3,707
Debt service payments 2,329 5,924 4,030 5,065 9,481
(In percent)
Outstanding debt/GDP 31.3 38.2 39.3 38.1 40.8
Debt service/GDP 1.3 3.6 2.3 2.8 4.9
Debt service/exports of
goods and nonfactor
services oo 6.9 4.3 4.9 9.0

Sources: Belize authorities; and Fund staff estimates.

1/ Includes arrears.

2/ Includes the elimination of USS$6.1 million in arrears.
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Table 11. Belize: External Public Debt by Creditor and by Debtor

(In millions of U.S. dollars)

Proj.
1980 1981 1982 1983 1984 1985

Amount outstanding (end
of period) 49,2 56.6 63.1 68.4 69.4 78.7

n P - I I SRy
Dy CLCULLOL

Multilateral and bilateral 42.2 42.1 48.8 51.9 54.4 66.5
United Kingdom Government 2.5 2.2 2.0 2.0 2.3 5.1
Trinidad and Tobago

Government 0.1 0.1 0.9 1.1 l.1 1.1
United States Government - -— 4.6 4.6 6.8 16.4

Canadian International

Development Agency 10.1 10.1 9.9 9.8 9.2 9.0
Caribbean Development Bank 25.8 25.3 26.4 25.4 24,7 22.0
Commonwealth Development

Corporation 1.7 1.7 1.7 445 4.3 5.2
European Development Fund 0.5 l.1 1.7 2.3 1.9 2.0
IBRD - - - 0.9 2.3 3.6
Caribbean Central Banks 1.4 1.4 1.4 1.4 1.4 -
European Investment Bank - - - - 0.3 2.0
Commercial credits 7.1 14,5 14.3 16.4 15.0 12.2
Banks - 1.8 1.7 1.6 2.7 2.4
Suppliers 7.1 12.7 12.6 14.8 12.3 9.8
By debtor
Nonfinancial public sector 41,7 48,8 54.5 57.2 55.9 60,0
Central Government 9.3 11.0 16.3 18.4 20.7 oo
Rest of nonfinancial

public sector 32.5 37.7 38.2 38.8 35.2 cee

Belize Electricity Board (4.4) (10.6) (10.1) (11.1) (10.2) (eee)

Telecommunication Authority (6.0) (5.2) (4.4) (4.4) (2.9) (eee)

Banana Control Board (2.1) (2.1) (4.4) (5.0) (4.8) (eed)

Water and Sewerage

Authority (6.5) (6.6) (6.4) (6.4) (6.0) (...)

Port Authority (11.5) (10.9) (1044) (9.5) (9.0) (ese)

Marketing Board (1.9) (1.9) (2.1) (2.1) (2.0) (..s)

Sugar Board (==) (0.3) (0.3) (0.3) (0.3) (us.)
Development Finance

Corporation 7.5 7.8 8.6 11.2 13.6 18.3

Sources: Belize authorities; and Fund staff estimates.
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Table 12. Belize: Balance of Payments Medium-Term Outlook
Projected
1984 1985 1986 1987 1988 1989 1990
(In millions of U.S. dollars)

Current account -6.4 -5.2 -9.5 -12.2 -13.7 -15.2 -15.3
Trade balance -38.3 -36.3 =40.9 -45.0 -48.,0 -51.0 -52.8

Exports, f.o.b. (68.6) (71.6) (76.5) (82.8) (91.1) (97.8) (l06.4)

Imports, c.i.f. (106.8) (107.9) (117.4) (127.8) (139.1) (148.8) (159.2)
Services and private

transfers (net) 23.6 24,4 26.4 27.8 29.2 30.8 32.5
Official transfers

(net) 8.3 6.7 5.0 5.0 5.0 5.0 5.0
Capital account -1.9 16.5 10.3 12. 14.3 16.0 16.4
Official capital 3.9 16.7 10.3 12.5 13.5 14.0 14.0
Private capital 1/ -5.8 -0.2 - - 0.8 .0 2.4
Change in arrears 1.2 -6.3 - - il - -
Overall balance -7.2 5.0 0.8 0.3 .6 0.8 l.1
External debt
Public sector debt

outstanding (end

of period) 9.4 78.7 88.9 101.4 114.9 128.9 142.9
Gross disbursements 3.3 21.2 5.0 17.3 19.0 20.2 21.0
Amortization 2/ 2.2 11.8 3/ 4.7 4.8 5.5 he2 7.0
Interest %/ 2.9 3.7 3.9 44 5.0 5.6 6.3

(In percent of GDP)

Current account

(including offi-

cial transfers) -3.5 -2.7 -4.6 -5.h -5.9 ~6.1 -5.7
Capital account -1.0 8.5 5.0 5.7 6.1 6.4 H.l
Nverall balance

(surplus =) 4.5 -5.8 -0.4 -N.1 -~0.2 ~-0.3 -0.4
Public external debt 38.1 40,38 43.h 4h.4 49.2 51.6 53.4
Memorandum Item
Current account

(excluding offi-

cial transfers) -8.1 -h.2 -7.1 -7.9 -8.0 ~8.1 -7.6

{In percent of exports of goods and services)

Debt service 4.9 9.0 7.7 7.6 8.0 3.4 8.7
Interest pavments 1.6 3.5 3.5 3.7 3.8 4.0 4.1

Sources: Belize authorities; and Fund staff estimates.

/ Includes net errors and omissions.
/ Amortization excludes repurchases to the Fund; interest includes
r

t+n tha Fund
te the rund.

ges
/  Includes the elimination of US$6.1 million in arrears in 1985.

1
2
cha
3



Belize--Stand-By Arrangement

Attached hereto is a letter dated October 26, 1984 from the Prime
Minister and Minister of Finance of Belize, the Minister of Economic
Development of Belize, and the Governor of the Central Bank of Belize
requesting a stand-by arrangement and setting forth:

(a) the objectives and policies that the authorities of Belize
intend to pursue for the period of this stand-by arrangement;

(b) the policies and measures that the authorities of Belize
intend to pursue through June 30, 1985; and

(c) wunderstandings of Belize with the Fund regarding a review that
will be made of progress in realizing the objectives of the
program and of the policies and measures that the authorities
of Belize will pursue for the remaining period of this stand-
by arrangement.

To support these objectives and policies, the International Monetary
Fund grants this stand-by arrangement in accordance with the following
provisions:

1. For the period from December 3, 1984 to March 31, 1986, Belize
will have the right to make purchases from the Fund in an amount equiva-
lent to SDR 7.125 million, subject to paragraphs 2, 3, 4, 5, and 6
below, without further review by the Fund.

2. (a) Purchases under this stand-by arrangement shall not,
without the consent of the Fund, exceed the equivalent of SDR 1.2 mil-
lion until January 31, 1985, the equivalent of SDR 2.385 million until
April 30, 1985, the equivalent of SDR 3.570 million until July 31, 1985,
the equivalent of SDR 4.755 million until October 31, 1985, and the

onn 10

b
equivalent of SDR 5.940 million until January 31, 1986.
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4. Belize will not make purchases under this stand-by arrangement
that would increase the Fund's holdings of Relize currency in the credi
that would increase the d ings elize currency in the credit
tranches beyond 25 percent of quota:

(a) during any period in which the data at the end of the

preceding nnr'lnrl indicate that:

A 15 P00 2UGLLERC

the limits on net domestic assets of the Central

Bank of Belize set forth in Table 1 annexed to the
attached letter, or

~
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(ii)

(iii)
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the limits on net credit from the domestic banking
system to the nonfinancial public sector set forth
in Table 2 annexed to the attached letter, or

the limits on external payments arrears set forth
in Table 3 annexed to the attached letter, are not
observed; or

(b) if Belize fails to observe the limits on the outstanding
external debt of the public sector set forth in Table 4
annexed to the attached letter; or

(¢) during any period after June 30, 1985 until the review
contemplated in paragraph 15 of the attached letter has

been

completed and suitable performance criteria for

the remaining period of the arrangement have been estab-
lished pursuant to such review, or after such performance
criteria have been established, while they are not being
observed; or

(d) during the entire period of the stand-by arrangement, or
if Belize:

(1)

(ii)

(iii)

(iv)

When Belize 1is
arrangement because

imposes restrictions on payments and transfers for
current international transactions, or

introduces multiple currency practices, or

concludes bilateral payments agreements which are
inconsistent with Article VITI, or

imposes import restrictions for balance of payments
reasons.

prevented from purchasing under this stand-by
of this paragraph 4, purchases will be resumed only

after consultation has taken place between the Fund and Belize and

understandings have

been reached regarding the circumstances in which

such purchases can be resumed.

5. Belize will not make purchases under this stand-by arrangement
during any period of the arrangement in which the member has an overdue
financial obligation to the Fund or is failing to meet a repurchase
expectation pursuant to the Guidelines on Corrective Action in respect
of a noncomplying purchase.

6. Belize's right to engage in the transactions covered by this
stand-by arrangement can be suspended only with respect to requests
received by the Fund after (a) a formal ineligibility, or (b) a decision
of the Executive Board to suspend transactions, either generally or in
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order to consider a proposal, made by an Executive Director or the
Managing Director, formally to suppress or to limit the eligiblity of
Belize. When notice of a decision of formal ineligiblility or of a
decision to consider a proposal is given pursuant to this paragraph 6,
purchases under this arrangement will be resumed only after consultation
has taken place between the Fund and Belize and understandings have

been reached regarding the circumstances in which such purchases can be
resumed .

7 Purchase under this stand-by arrangement shall be made in the
currencies of other members selected in accordance with the policies
and procedures of the Fund, and may be made in SDRs if, on the request
of Belize, the Fund agrees to provide them at the time of the purchase.

8. Belize shall pay a charge for this stand-by arrangement in
accordance with the decisions of the Fund.

9. (a) Belize shall repurchase the outstanding amount of its
currency that results from a purchase under this stand-by arrangement
in accordance with the provisions of the Articles of Agreement and
decisions of the Fund, including those relating to repurchase as Belize's
balance of payments and reserve position improves.

(b) Any reductions in Belize's currency held by the Fund
shall reduce the amounts subject to repurchase under (a) above in
accordance with the principles applied by the Fund for this purpose at
the time of the reduction.

10. During the period of the stand-by arrangement Belize shall
remain in close consultation with the Fund. These consultations may
include correspondence and visits of officials of the Fund to Belize
or of representatives of Belize to the Fund. Belize shall provide the
Fund, through reports at intervals or dates requested by the Fund, with
such information as the Fund requests in connection with the progress
of Belize in achieving the objectives and policies set forth in the
attached letter.

11. In accordance with paragraph 15 of the attached letter, Belize
will consult the Fund on the adoption of any measures that may be
appropriate at the initiative of the Govermment or whenever the Managing
Director requests consultation because any of the criteria in paragraph
4 above have not been observed or because he considers that consultation
on the program is desirable. In addition, after the period of the
arrangement and while Belize has outstanding purchases in the upper
credit tranches, the Government will consult with the Fund from time to
time, at the initiative of the Govermment or at the request of the
Managing Director, concerning Belize's balance of payments policies.




Belmopan, Belize
May 9, 1985

Mr. Jacques de Larosiére
Managing Director
International Monetary Fund
700 19th Street, N.W.
Washington, D.C. 20431

Dear Mr. de Larosiere:

1. After nearly a decade of uninterrupted growth, economic activ-
ity in Belize weakened in the early 1980s as the country's terms of
trade deteriorated because of declining sugar prices, and as the service
sectors were adversely affected by developments in Mexico. A deteriora-
tion in the public finances was brought about by the decline in fiscal
revenue associated with these external developments together with a
rise in current expenditures stemming largely from a general salary
increase in 1981, additional hiring in the public sector, and increased
defense outlays following independence. The overall deficit of the
nonfinancial public sector increased to 9 percent of GDP in 1982/1983
from only 4 percent of GDP two years earlier. These developments led
to an acceleration in the inflation rate, as measured by the consumer
price index, from 7 percent in 1980 to an average of 11 percent in 1981
and 1982 and to a widening in the deficit of the current account of the
balance of payments in 1982. However, a loss of net international
reserves of the Central Bank was prevented by large capital inflows.

2. While in 1983/1984 the authorities reduced capital expendi-
tures, the overall deficit of the nonfinancial public sector declined
only marginally to 8 percent of GDP because of stagnant revenues and an
increase in current expenditure. In contrast with previous years, this
deficit was financed primarily by central bank credit. Although infla-
tion fell to 2 percent in 1983, reflecting developments abroad as well
as moderate domestic wage settlements, the economy experienced only a
modest recovery. Net international reserves of the Central Bank fell
by US$5 million and, in addition, the public sector accumulated external
payments arrears of USS5 million.

3. The deterioration in the balance of payments continued during
the first half of 1984 and, against this background, the previous
administration adopted a financial adjustment program in mid-1984 in
order to strengthen the balance of payments and restore sustainable
economic growth. 1In support of this financial ad justment program, the
Government of Belize entered into a stand-by arrangement with the
International Monetary Fund in the amount of SDR 7.125 million in
December 1984 to cover the remainder of the 1984/1985 fiscal year and
the 1985/86 fiscal year. This program called for limiting the loss in
net international reserves of the Central Bank to US$6.5 million in
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1984 and increasing net reserves by USS$5 million in 1985. The external
payments arrears of the Government were to be repaid by September 1985
to improve the creditworthiness of Belize.

4. In order to achieve these objectives the finances of the public
sector were to be strengthened by a turnaround in public sector savings
from a negative 2.1 percent of GDP in fiscal year 1983/84 to an average
of 3 percent of GDP during the program period. This turnaround in
public sector savings was to be achieved by a revenue package consisting
of increases in the rates of the stamp tax, excise taxes and the tax on
gasoline, as well as by a decline of current expenditure in real terms.
The overall deficit of the nonfinancial public sector was to be narrowed
from 8.0 percent of GDP in fiscal year 1983/84 to 5.7 percent of GDP in
fiscal year 1984/85 and 5.2 percent of GDP in fiscal year 1985/86. The
programmed reduction in the overall public sector deficit was to be
achieved through improved public sector savings which would allow for a
level of investment adequate for the continued growth and diversification
of Belize's economy. Public sector deficits were to be financed fully
by an expected increase in the flow of external development assistance.
This expected level of external development assistance, combined with
compliance with the fiscal target, would have allowed for a reduction
in the public sector's net indebtedness to the domestic banking system.
The external debt contracted at commercial terms was also to be
restrained.

5. The implementation of the 1984/85 fiscal program was thus far
broadly in line with its targets. Central government revenue was
within BZ$1.2 million of the targeted level but current expenditure was
BZ$2.3 million higher than the programmed level. Shortfalls in tax
revenue expected from the increase on the excise tax rate on beer and
from the introduction of a new excise tax on soft drinks, as well as
from taxes on international trade were compensated for by an increase
in income tax revenue. The increase in income tax revenue came about
as a result of an improvement in overall collection procedures and the
collection of income tax arrears. Capital expenditure of the Central
Government fell short by BZ$5.0 million from the targeted amount because
of a decline in external finance, and, as a result, the central govern-
ment deficit was BZ$23.4 million versus the programmed BZ$25 million.
The overall surplus of the Social Security Board was BZS$3.4 million
higher than the originally projected level of BZS$5.2 million, reflect-
ing a successful effort to collect contributions in arrears. The
performance of nonfinancial public sector enterprises was alsoc slightly
better than programmed resulting in a small operating surplus of BZS$1
million (including interest payments). Altogether the public sector
savings of the consolidated nonfinancial public sector were BZ$13.1 mil-
lion (3.5 percent of GDP) versus the targeted BZ$9.2 million (2.5 per-
cent of GDP). The overall deficit was BZS$13.7 million (3.7 percent
of GDP versus the originally targeted BZ$21.2 million (5.7 percent of
GDP) as a result of the noted improvement in public sector savings and
a decline in capital expenditure associated with implementation problems .
of development projects.
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6. Notwithstanding that the fiscal deficit targets were met
during 1984/85, monetary developments and the shortfall in expected
external firancing caused Belize to exceed its net domestic asset
ceiling and the external payments arrears target at the end of 1984.
During the second half of 1984 commercial banks reduced their holdings
of treasury bills leading to a corresponding increase in central bank
holdings of these bills and consequently to an increase in net domestic
assets of the Central Bank. This, combined with the fact that the
Government resorted to central bank fimnancing, led to the program's
ceiling on net domestic assets to be slightly exceeded. The US$5 mil-
lion ceiling on outstanding external arrears was also exceeded by US$1.3
million on December 31, 1984. Available data for mid-March suggest
that Belize is likely to slightly exceed its ceilings on net domestic
assets, banking system credit to nonfinancial public sector and external
payments arrears on March 31, 1985.

7. There was little change in economic activity in 1984 as an
expansion in trade, tourism and the secondary sectors was slightly
offset by a decline in agricultural output. Real GDP is estimated to
have grown by about 1.3 percent versus 1.5 percent in 1983, while the
inflation rate increased on average to about 4 percent, a rate slightly
higher than that of the previous year. The adjustment in the current
account of the balance of payments was stronger than programmed declin-
ing from 6.5 percent of GDP in 1983 to 3.5 percent of GDP in 1984.
Notwithstanding this stronger current account adjustment, the shortfall
in external borrowing by the public sector combined with a net private
capital outflow resulted in a decline in net international reserves of
US$7.2 million, versus the original target of US$6.5 million.

8. For 1985/86 the Government is committed to achieve the objec—
tives of the stand-by arrangement with the International Monetary Fund
of strengthening the balance of payments and establishing the conditions
for sustainable economic growth and price stability. The Government is
committed to achieve a budget deficit target for the nonfinancial
public sector of BZS519.5 million, equivalent to about 5.0 percent of
GDP. This is a level that can be financed with external development
credits, despite the fact that a lower level of external financing is
now envisaged than when the program targets were agreed upon. To
ensure the achievement of this target, the savings effort of the non-
financial public sector is to be further strengthened and is programmed
to increase from 3.5 percent of GDP in 1984/85 to 4.7 percent of GDP in
1985/86. This higher level of public sector savings will allow a ratio
of capital expenditure to GDP of 11.2 percent. While the original
fiscal targets for 1985/86 were consistent with a decline in domestic
financing of BZ$9.4 million, the financial program is now consistent
with only a decline of BZ$1.8 million in domestic financing reflecting
the diminished availability of external financing as well as the delays
in eliminating external payments arrears. Additional program targets
for calendar year 1985 call for an increase in the net international
reserves of the Central Bank of USS$5 million and for the elimination of
all external payments arrears by September 30, 1985. The achievement
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of these external sector targets is to be facilitated by a U.S. AID
loan which could be as much as USS10 million in 1985/86. The Government
will take the necessary measures to ensure that at least US$6.8 million
will be disbursed during the 1985 calendar vear and to the extent that
actual disbursements are in excess of US$6.8 million, the difference
will be reflected in the form of repayments to the domestic banking
system.

9. Additional adjustment steps are to be taken by the Central
Government to ensure the achievement of program targets in 1985/86.
The stamp tax is to be increased from 8 percent to 10 percent, customs
administration charges on intransit goods are to increase from 2 percent
to 3 percent, and the travel tax is to be doubled. These measures will
partially compensate for lower than expected yields from import duty
collections, and excise taxes on spirits, beer, and soft drinks. In
addition, various Government fees are to be increased to reflect more
closely the cost to the government of providing some services. The
expected yield of these revenue measures is estimated to be BZS$4.2
million, equivalent to l.l percent of GDP. The Government will also
continue to strengthen tax collection procedures and expects to main-—
tain the improved performance in income tax collection in future years.,
Moreover, as part of a new understanding between the statutory boards
and the Central Government, the statutory boards will transfer to the
Central Government approximately BZS$3.3 million in the form of dividend
payments. However, the financial relations between the Central Govern-
ment and the statutory boards concerning the debt between the boards
and the Central Government and among the boards themselves, as well as
the servicing of the boards' debts, still need to be formalized and the
Government intends to do this during the program period.

10. The Central Government will continue to have an austere expen-—
diture policy in 1985/86. There will be no general salary increase in
the Government for a fourth consecutive year, and current expenditure
(excluding interest payments) are to be held to the program target by
reducing BZ83.1 million from the levels of expenditures originally pro-
posed in the budget. This restraint in operating expenditures will
include reductions in both wages and in personnel.

11. The Government is undertaking a review of the operations of
the statutory boards with the aim of streamlining their operations and
privatizing some of their activities. During 1985/86 the Government
will try to ensure that the operating balances of statutory boards
generate resources for their capital programs and reduce their depen-
dence on the Central Government for the servicing of their debt. The
growth of the wage bill of public enterprises is to be restrained
during 1985/86. Consequently, the wage bill envisioned in their budget
requests to their boards of directors is to be reduced by BZ$1.9 mil-
lion implying a real reduction of about 4 percent. The growth of cur-
rent expenditures of the Belize Electricity Board is to be restrained
and the operating deficit of the Water and Sewerage Authority will be
eliminated by increasing collection efforts. The operating deficit of
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the Banana Control Board will also be reduced by BZS$S0.3 million in
1985/86 by expediting the sale of some of its land to the private sector
and by not renewing the management contract with its foreign represen-
tative. The Belize Port Authority will increase its port charges by
15 percent to generate an additional revenue of BZ$0.5 million during
the next fiscal year. Dividends payments by the Belize Telecommunica-
tions Authority to the Government are to rise, sO as to generate a
transfer of about BZ$2.6 million. As part of the new agreement with
the U.S. AID, the Government has agreed to re—evaluate the activities
of the Electricity Board and of the Marketing Board. For the latter
such a re-evaluation will concentrate on ways to eliminate the losses
incurred in rice and corn programs. Beginning in 1985/86 imports of
the statutory boards will no longer be exempt from import duties, with
the exception of fuel imports by the Electricity Board.

12. The foreign owner of the two sugar mills is negotiating with
the Government about transferring the ownership of the mills to Belizian
interests. The 1985/86 budget contains a provision of BZ$1.7 million
to settle an outstanding tax reimbursement claim of the foreign owner
as well as the owner's outstanding share in the sugar price stabiliza-
tion fund which is to be dissolved. The policy of the Government is,
however, to avoid any further actions which might have budgetary impli-
cations arising from the transferring of ownership of the sugar industry
and intends to negotiate an arrangement by which a scaled-down sugar
industry can remain in private hands. In addition, the Government does
not intend to guarantee any of the outstanding or future debts of firms
involved in the sugar sector.

13. The public investment program will continue to focus heavily
on infrastructure, particularly on road, water and sewerage, and power
distribution. The Government intends to increase its efforts to
expedite the implementation of investment projects so as to bhe able to
maintain an investment effort equivalent to 12 percent of GDP. This
ratio of public investment to GDP over the medium term is deemed consis-
tent with a return of economic growth rates to the level of the 1970s.

l4. The achievement of the budget deficit target by the nonfinan-
cial public sector will permit the financing of its deficit from exter—
nal sources without further recourse to domestic banking credit.
Consistent with the policies described above, the monetary program
specifies ceilings on the net domestic assets of the Central Bank, as
detailed in the attached Table 1, and limits on net credit from the
banking system to the nonfinancial public sector, as detailed in the
attached Table 2. On January 26, 1985 the Central Bank increased
interest rates and reserve requirements to facilitate the success of
the financial program with respect to the monetary targets. A 3 per-
centage point increase in term deposit rates and in treasury bill rates
and a 2 percentage point increase in the prime lending rate were
announced. In addition, the Central Bank on the same date announced
increases in the cash reserve requirement from 7 percent to 9 percent
and in the liquid asset requirement from 20 percent to 25 percent,
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effective March 1, 1985. A further increase in the liquid asset
requirement to 30 percent became effective April 1, 1985. The Govern-
ment will continue to manage interest rates flexibly with the aim of
providing incentives for savings and of protecting the balance of pay-
ments. In addition, the Central Bank announced on January 26, 1985
that it will no longer give advances to the commercial banks to meet
their cash reserve requirements, except in cases when the financial
system stability might be jeopardized.

15. As of December 31, 1984 the external payments arrears amounted
to US$6.2 million, of which US$4.5 million related to principal payments
and the remainder to current external obligations. The Government will
reduce external payments arrears as set out in the attached Table 3 and
will eliminate all such arrears by September 30, 1985; after that date
it will not accumulate any new external payments arrears during the
remaining period of the program. As part of its strategy to eliminate
its external payments arrears, the Government is rescheduling its
external payments arrears to the State Petroleum Company of Mexico in
an amount of US$1.94 million.

16 In order to reduce the burden of debt servicing and to preserve
the favorable maturity structure of the external public debt, the
Government intends to reduce the outstanding external debt to commercial
creditors and to rely on long-term development credits for financing
the public sector. These objectives will be sought by setting limits
on the outstanding public external debt with a final maturity of up to
12 years as shown in attached Table 4. The implementation of this
policy will be ensured by reactivating the commission established in
1984 to make recommendations to the Cabinet for the approval of all new
external credits to be contracted and all guarantees to be extended to
public sector entities, and to negotiate all rescheduling agreements by
such entities. This external borrowing commission will be assisted by
the unit established in the Central Bank to monitor all external debt
transactions.

17. Since 1976 the exchange rate of Belize has been pegged to the
currency of its main trading partner, the United States. While the
trade weighted real effective exchange rate for Belize has appreciated
since 1980, the Government believes that the exchange rate is appro-
priate given the development of nontraditional export sectors during
this period, and the lack of growth of imports in real terms. The
Government is conscious, however, of the importance of maintaining cost
competitiveness and will maintain the exchange rate policy under review,
In this connection, the Government believes that the example set by the
wage settlements in the public sector will have an important demonstra-
tion effect on private sector wages and will allow for the strengthening
of Belize's international competitiveness.

18. Belize has no restrictions on payments and transfers for
current international transactions. During the period of the stand-by
arrangement, the Government does not intend to introduce any multiple




exchange rate practices, impose any restrictions on payments and trans-
fers for current international transactions, or to conclude any nine
bilateral payments agreement with any Fund member. In addition, the
Government does not intend to impose restrictions on imports for balance
of payments reasons during the remainder of the program. 1In 1982
certain imports were prohibited to protect local industry. In order to
improve efficiency, the Government intends now to substitute moderate
tariffs for import restrictions during 1985/86. It will also phase out
the system of export controls applied to certain agricultural commodi-
ties during the coming fiscal year so as to facilitate the responsive-
ness of Belize's export sector to opportunities in foreign markets.

19. By May 10, 1985 the Government will notify the International
Monetary Fund that all the fiscal measures described above are in place.
In addition, the Government will inform the Fund that a final agreement
has been reached with U.S. AID to ensure a disbursement of at least
US$6.8 million from the U.S. AID facility in 1985/86 and that the nego-
tiations for the rescheduling of the US$1.94 million external arrears to
the State Petroleum Company of Mexico have been successfully concluded.
The Government will inform the Fund by this date of the possible outcome
of the negotiations concerning the transferring of the property of the
sugar mills to Belizean interests, and will confirm that such an out-
come will not have budgetary implications and, furthermore, that the
Government is not guaranteeing the debt of the sugar firms.

20. The policies described in this letter are regarded as adequate
to achieve the objectives of the program, but the Government will take
any further measures that may be appropriate for this purpose. During
the remaining period of the stand-by arrangement, the Belize authorities
will periodically consult the Fund, in accordance with the Fund policies
on such consultations about the progress being made in the implementa-
tion of the program described above and any policy adaptations judged
to be appropriate for the achievement of the objectives.

Sincerely,

Manuel Esquivel
Prime Minister and
Minister of Finance

Robert Swift Edward Cain
Governor of the Financial Secretary
Central Bank of Belize Ministry of Finance
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Table 1. Belize: Limits on the Net Domestic Assets of

the Central Bank of Belize 1/

(In millions of Belize dollars)

Period Ceiling 2/
April 1, 1985 - June 30, 1985 26.2
July 1, 1985 - September 30, 1985 24,1
October 1, 1985 - December 31, 1985 23.8
January 1, 1986 - March 31, 1986 22.3

_L/ Defined as the difference between currency issue and net inter-

national reserves of the Central Bank.

2/ In any quarter in which the cumulative disbursement under the
U.S. AID Economic Stabilization Facility exceeds US$6.8 million, the
ceiling of that quarter will be decreased by the extent of the excess.
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Table 2. Belize: TLimits on Net Credit from the Domestic Banking
System to the Nonfinancial Public Sector 1/

(In millions of Belize dollars)

Date Limits 2/
June 30, 1985 69.3
September 30, 1985 69.4
December 31, 1985 66.7
March 31, 1986 67.2

1/ Defined as the net claims of the Central Bank and the commercial
banks on the nonfinancial public sector.

2/ In any quarter in which the cumulative disbursement under the
U.S. AID Economic Stabilization Facility exceeds US$6.8 million, the
ceiling of that quarter will be decreased by the extent of the excess.



- 48 - ATTACHMENT II

Table 3. Belize: Limits on Outstanding External
Payments Arrears 1/

(In millions of U.S. dollars)

Date Limits

June 30, 1985 2.4

September 30, 1985 -

1/ Defined to include all external payments arrears, including over-
dug'obligations of the Central Government, other public sector entities,
and the Central Bank. Overdue obligations for purposes of defining
arrears will include delays of more than seven banking days beyond the
date on which payment is due.
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Table 4. Belize:

ATTACHMENT II

Limits on Outstanding External Debt of the

Public Sector with a Final Maturity of 12 Years or Less l/

(In millions of U.S. dollars)

Date Limits
June 30, 1985 18.0
September 30, 1985 17.5
December 31, 1985 16.0
March 31, 1986 15.0
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