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FOREWORD

This paper was produced in great haste with the willing
and generous co-operation of the Research and typing staff of the

.

Bank. A hearty thank you to them.

The bﬁlk of the data used in the paper was compiled by
IMF Consultative Missions visiting Belize between 1982 and 1984.
The data is used despite serious reservations about the validity
of some. of the assumptions_underlying the figures for two reasons:
(i) no other data is currently available; and (ii) the data bears

out the general trends perceived in the economy.

There is an appendix containing some tables which could
not casily be incorporated into the body of the text, but which

simplifies understanding of the issues raised.

All figures used are in Belize dollars. Since 1976

BZ$1.00 = US$0.50.

The title of the paper,is much more ambitious than
the substance. Constraints of time, requisite skill, and
computer facilities greatly circumscribed the extent to which
a dynamic analysis of the inter-relationships of the fiscal
deficits and the balance ofipayments problems could be treated.
The result is a skeletal anﬁ impreSSiénistic discussion of the

country's deteriorating position on its external accounts and the
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role the Central Government's fiscal deficit is believed to have

played in creating and reinforcing the adverse situation.

Figure 1 reveals the similarity of the trends between movements
in the fiscal deficit and the trade balance. Expansions and
contractions on the fiscal accounts mirror those on the trade
accounts somewhat. The twin problems of a burgeoning fiscal
deficit and deteriorating terms of trade afe thus considered with-
in the framework of both the structuralist and the monetary

approaches to the balance of payments.

The views in this paper are those of the author alone.
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BRIEF INTRODUCTION TQ THE BELIZEAN ECONOMY

The Belizean economy was founded on and grew'around the
:timber industry. Timber, first logwood and later mahogany,
remained the méinstay of the economy until the middle of the present
century. Inrthe_lafe_sb's declining tiﬁber production was offset
by a vibrant citrus industry, which found a ready market for its
output in the United Kingdom. The citrus industry's lead, however,
was shorﬁ—lived,rfor with the entrance of the muiti—national Tate
and Lyle in the mid-60's, sugar emerged as the dominant econcomic
activity and retains that position to the present day. The

sugaf industry, thoﬁgh floundering and leaving the economy with-
out a viable altérnatiﬁe source of revenue, accounts for 60
percent of value—~added in the primary sector, 50 percent of vaiué~
aded 1in thé secondary sector, 60 percent of export earnings, and

25 percent of Gross Domestic Product.

 The viciséitudes-of the sugar industry determine general
economic activity in the open and dependent economy of Belize.
For most of the decéde of the 70's the Belizean économy, buoyed
by premium prices ahd strong demand for its major exports,
_expefienced average annpal'growth rates in the region of 5 per-
cent. Growing production of sugar, the bulk of which was sold

in guaranteed markets in the EEC and the USA, constituted the major

growth sector.

 Firm and rising prices aiong with guaranteed markets

for luxury marine products, such as lobster and shrimp, and
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growing &itrus and banana exports all'contributed valuable foreigm
exchange to the coffefs of the nation. The Gévernment, which
earns over 50 percent of its revenue ffom taxeg on intern;tional
transactions, ran a-comfortable surplus,oh its;current acéount
‘during the boom years. Furthérmoré, with a high and graowing rétio
of equrt earnings to pay foﬁ imports, domestic economic activity
flourished, yielding substantial revenﬁes in the form of taxes on
income_and property of individuals and business enterprises.
Public sector éxpenditurerwas also climbing, financed by high tax

receipts and large inflows of grants and capital.

By ‘the turn of the decade thé.picture had béenrreversed.
Becéssion in the economies of its majér trading partners
drastically redgced demand and prices for Belize's major expdrt
crébs. The depréssed state of the industrialised economies.and
tight mone tary and-fiscal policies résplted in a curtailment of aid
and.capital flows into Belize. But the decreased éxﬁortrearningé
'had:much more serious fémificationsrfof the economy. -With
decfeased expérts came a dbwnturn in activi£y {Table 1) in all
tho%e sectofs:thét previouély funnelledrrevenué to the Covern—
mcné. The process became circular and selfsrcinfoﬁcing,ras
decreasedrlocal revenue forced sharp cut-backs in pﬁblic sector -
capital projects and thereby reduced flows of external financing,
which is_gsually.granted on a reimbursement, project-related’
basis. All the chicke¢5'came home to ;oosk in. the earlyrBO's:
dépresséd prices and demand for priﬁarj e*ports,_lagging foreign

and local investment, and low turnover of inventories were the
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Domestic Product

(BZ$ M; 1980 prices)

Sectoral Origin of Gross

1979 1980 1981 1982 1983
GDP_at factor cost - 282.9 295.2 299.5 297.0 299.1
Primary detivities 69.8 70.5 75.6 81.9 83.4
Agriculture ' T35 58.3 59,72 61.8 63.2
Forestry 7.6 4.4 64,7 8.4 5.6
Fishing 7.9 7.0 10.9 10.9 13.8
Mining 0.8 0.8 0.8 0.8 0.8
Secondary activities 60.9 67.6 64,0 57.9 59,1
Manufacturing 395 44,8 43,3 - 40.3 41,1
Electricity 3.9 3.9 3.8 4.6 4.6
Construction 17.5 18.9 16.9 13.0 13.4
Services 152.2 157.1 159.9 157.2 156.6
Trade and tourism 52,7 56.7 56.1 50.9 49.6
Transport ' 25.7 - 26.7 29.3 30.1 . 30.7
Finance 11.6 11.5 11.4 11.6 11.7
Real estate 13.7 14,2 14.6 14.9 14.9
Public administration 31.4 30.9 31.7 31.7 3.7
Other services 24.8 25.0 25.4 26,2 26.2
Banking charges -7.7 -7.9 -8.6 -8.2 ~-8.2

(Annual percentage change)

GDP at factor cost 3.9 4.3 1.5 -0.8 0.7
Primary activities -0.3 1. 7.2 8.3 1.8
Agriculture. ~5.6 9.0 1.5 A 2.3
Forestry 49.0 42,1 . 6.8 78.7 -33.3
Fishing 6.8 -11.4 55.7 - 26.6
Mining _— - — —_ —_
Secondary activities 3.4 11.0 - =5.3 -9.5 2.1
Manufacturing -5.0 13.4 =33 -6.9 7.0
Electricity 11.4 - -2.6 21.1 —
Construction 26.8 8.0 -10.6 -23.1 3.1
Services = 6.1 3.2 1, =-1.7 ~0.4
Trade and tourism 0.6 7.6 -T.1 ~9.3 ~2.6
Transport" 9.4 3.9 9.7 2.7 2.0
Finance 8.4 -0.9 ~-0.9 1.8 0.9
Real estate ‘11,4 3.7 2.8 2.1 —_
Public administration 11.0 -1.6 2.6 — -
Other services 5.1 . 0.8 1.6 3.1 -

-2.5 2.6 8.9 -4.7 -

Banking charges

SQURCE:

Abstract of Statistics, Ministry of Finance 1983.



more obvious symptoms of a dependent and vulnerable economy
traumapised by external forces, most significant of which were tﬁe
Mexican pesc devaluations of 1982. This was tpe'inevitable result
of the failure torutilise the earnings of the 70's to increase

productive capacity to any appreciable degree or to translate

growth into a self-sustaining development process.

Repeating, the economy under examination is open,
dcpcﬁdent and vulnerablq.' Expo?ts on average constitute 50 per-
cent of fﬂnh while the figure for imports is gloser to B0 per- V
cent. . There exists little internal dynamic; instecad, there is
an al@ost complete dependence on Eofeignvfrade to generate
cconomic activity. Givcn the dependence and the volatility of
pricctand demand in international commodities' markets for the
small mix of primary pFoducts eﬁported {(Table 2), the économy
s reﬁdered extremely susceptible Lo external shocks. Accompanying
the dépéndence on export earnings is the heavy reliaﬁcg on every
ménne? of Emported géods:and services and capital to kéeb the
economy running (Table 3). Adﬁed to this external dependence °
is an;underdc&eloped and uﬁménageable financial market provid-
ing g%ossly limiting constraints on any attempt at dpmesfic
stabilisapion, In-shoft, the balance of payments becomes the
~ ultimate arﬁiter of economic activity, be}ng influenced itself
alﬁbsg simultaneously by fiscal operations, since given the distorted
nature of the economy, structural features exert strong forces
on economic activigy. We now examine these structural
'charaéteristics and analyse their implications for the balance

-of payments performance (Table 4).



Table 2

Value of Domestic Exports by SITC Category 1979 — 1983

{BZ$M)

1979 1980 1981 1982 1983
Total domestic exports 121.6 164.0 149.4 119.6 - 130.0
Food . 82,4 129.6 123.0 100.6 105.0
Beverages and tobacco - - - -
Crude materials . 6.6 4.8 3.4 FARS 3.8
Fuels - - - —- -
0ils and fats - - - - -
Chemicals ‘ 0.6 0.0 0.4 1.2 1.6
Manufactured goods . : o= : - 0.2 - 0.6 0.6
Machinery and transport - - - - -
Migcellancous manufactured goods 21.4 28.8 22,2 12.8 19.0
Miscellaneous 0.6 0.2 0.2 - -

{Percent of total)

Food . , 76,0 . 76.0 82.3 84.1 -  80.8
Beverages and tobacco : ‘ - - . -
Crude materials ‘ ‘ 5.4 2.9 2.3 3.7 2.9
Fuels L _
0ils and fats , : R ~ ~ B -
Chemicals - 0.5 0.4 0.3 1.0 1.2
Manufactured goods . - - 0.1 0.5 0.5
Machinery and transport , L - - - , -
Miscellaneous manufactured goods . 17.6 17.6 14.9 10.7 14.6
Miscellaneous 0.5 c.1 0.1 - -

Source: IMF Memorandum on Belize 1984



Table 3

Value of Imports by SITC Category 1979/83

(BZSM)
1879 - 1980 ) laal . : 1982 ‘ 1983
Total imports 203.4 2.1.8 235.4 228.4 220.6
Adjustment 1/ - - - 34.8 20.2
Recorded imports 203.4 241.8 235.4 193.6 200.4
Food 46.8: 55.4 52.8 48.0 51.0
Beverages . 5.0 . 4.8 5.4 4.8 5.2 N
and tobacco ; £
Crude materials 1.2 1.4 1.4 1.8 1.6 3“
Fuels ‘ 29.4 48.2 44,0 37.0 38.8 ¥
Oils and fats 0.2 . 0.6 0.4 0.2. 0.4 :
Chemicals : 16.8 15.8 19.2 19.0 18.4
Manufactured goods 32.4 38:0 35.4 30.0 . 30.6
Machinery 50.6 48.8 45.8 37.0 35.8
Miscellaneous manu- | C
factured goods 20.2 27.2 24,4 17.0 18.4
Miscellaneous 0.8 1.6 =3.4 -1.2 0.2
(Percent of total recorded imports)
Food L 23.0 22.9 26.7 24.8 26.4
Beverages ' '
and tobacco 2.5 . 2.0 , 2.3 2.5 2.6
Crude materials 0.5 0.6 0.0 0.9 0.8
Fuels 14.4 14,9 18.7 - 19.1 19.3
Oils and fats 0.1 0.3 0.2 0.1 0.2
Chemicals 8.3 6.9 8.2 9.8 9.2
Manufactured goods 15.9 15.7 15.0 15.5 15.3
Machinery 24.9 20.2 19.4 19.1 ©17.9
Miscellancous ‘manu—
factured gcods 9.9 11.2 10. 3.8 9.2
Miscellancous 0.4 7 ~1.5 -0.6 0.1

Source : IMF Econcmic Memorandum on Belize 1984,
1/ Adjustment for unrecorded trade from HMexico.



Table 4

Balance of Payments 1979/83

<) -

(BZgM)
1982 1883
1979, 1580 1981 Prel. Adi. 1 -Prel Adj.
Trade balance N ‘ -81.8 ~78.2 ~85.9 ~74.0 - -103.9 -70.3 -97.5
- Exports, f.o.b. “Ho121.5 163.7 149.5% C119.6 ‘ 130.1
Imports, c.i.f , 1 -203.3 241.9 | -235.4 | ~193.6 -223.5 -200.4 -227.6
Services (net) : 31.4 26.5 28.1 22.0 22.0 16.9 16.9
- Factor income - -2.2 -3.6 -3.7 -9.9 -14.9 '
. Travel . 5.6 5.0 5.4 0.6 8.0
Other services 28.0 25.1 26.4 25.3 23.8
| Transfers 31.4 | 30.8 34.6 35.53 35.3 12.8 35.3
Current account balaﬁce‘ ~19.0 -20.9 -23.2 -16.7 ~46.6 -40.6 —-45.3
Capital account . 13.6 -24.5 18.4 15.7 46.5 31.8 36.5
Official grants ‘ 14.0 11.1 11.4 10.0 10.8
Nonfinancial public sector. ’ :
borrovwing (net) ‘ 22.6 2.8 10.9 17.2 2.1
Financial public sector borrowing
(net) o 1.4 3.9 2.1 35 6.1
Commercial banks {net) . 0.8 1.8 S 3.6 13.8 -5.9
Other identified private capital - - - 9.5 -5.1
Other private capital (including- ' .
statistical discrepancy) -35.2. 5.0 -9.6 -37.3 7.4 23.8 28.5
Change in official reserves
(increase -} : ‘ . 5.4 -3.6 4.4 - - 8.8 8.8
Monetary Authority/Central Bank L 42 -4.6 3.8 0.8 9.8
Government Savings Bank -0.2 1.2 - - -
Central Government 1.4 -0.2 0.8 -0.8 ~1.0
SOURCE:. IMF Economic Memorandum on Belize, 1984.
1. Figures adjusted to include unrecorded trade and flows

of funds through Mexico.



STRUCTURAL FACTORS UNDERLYING THE BALANCE OF PAYMENTS DISEQUILIBRIUM

Belize exhibits most of the structural deficiencies that

typify the majority of the Caribbean economies:

i) chronicallf high levels of-under- and unemployment
thoﬁgh alleviated somewhat by thé escaﬁe valve the USA
provides;

ii} low levels of'income} savings and ihvestment;

iii} Aysjuncture ?étween production;'which is for expoft.
and qonSumption of'ihports;

iv}) undeveloped financial market and consequent shortage

- : of capital;;
v) .Production';f a few primary proaucts
vi) vibrant distributive sector and weoak manufacturing

sector.

Belize's is esseﬁtially a MONO-Crop export economy.
The data for exports {food category, Table 2} reveal that
primary products, mainly sugar, fish, citrus and bananas comprise
the major exports. The manufacturingrsector remains weak and
. consists for the most parti;f processing of sugar anq citrus.
-Besides several small, higﬁ—coét, inefficient import-substituting
industries,:there is a largé garment factory, a subsidiary of a U5~
based multi-national, assembling Qarments for export to Eurcpe and
North America. Like most 5¥her primary producers Belize finds
itself in the unfavorable position of receiving ever-contracting

revenues for its constant or expanding exports, simultaneously
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- as its import bill grows by alarming proﬁortions. With food, fuel, and
rav materials and machinery each averaging nigh 25 peréént of

impoft costs,and food also gompnising over B0 percent of exports,

the irrational dysjuncture between production and consumption is
highliéhted; One seemiﬁgiy cbvious remedy to correct what would

be described as'deteriorating terms of trade, that is,  to expand
eprrts and coﬁtract imports,ié not so readily applicable in

bfactisé. Conditions of production and sale of sugar are such

as to mitigate agéinst any attempt to e%pand production or to

inqreaée total earnings consequent to such expansion. Costs of
production of‘sugar'in Bélize are high énd capacity to expand

either output of sugarcane or of sugar processed is itself

' circumseribed by the availability of foreign exchange to import

the necessary éebvices,equipment,and materials needed to

facilitate such,incréased_qutput. Fufthermore‘the current

-depressed state of the inte;national'sugar market augun;ill-for the

economy both in the short and long—term.

Expofts, de facto, constitute the income of'the
economy, defiﬁing the—stahdards of living the societ& will enjoy.
As very little of domesticrbroduétibn is intended’for domestic
- consumption, imports bought with exporf earnings sustain the
ecgnomy.. Compobnding thgrsituation is the fact that Belize is a
price-~taker for béth its imports and its expogts in tﬁe
internétional arena énd comesréut the loéérlon Both counts.
Supply constraints in,a_generalrscenario of low incomes,

chronically high unemployment, shortage of capital, and apparent
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scarcit; of investmeﬁt obpoftunity undermine capacity to incregse
export earnings, alreaay buffeted by volatile external demand
and ppicés. Lack of adequate foreign exéhange earnings from

exports further curtail growth because of the tremendous reliance

on imported investment gonds to maintain production.

Given the context of an eéonomyrextremely dependent
upon international transactions, the implications for fiscal
policy staﬁdrout-sharply. As export eé?nings éxpan¢ S50 tpq
do imports,rénd in turn, sé does rgvenue accruing to the Govern-—
ment. -Reviefing Table 5, which detaiI; Central Government
operatidns, we see that taxes on inteﬁhational transéctions
providg over 50 percent of Governmenfgé revenue. An export boom
as experienced in lQBﬁ also creates é_ripplg effect throughout
'thereconomy;' Growing export earnings;genefate\an expansion-of

economic activiky with consequent inc;eases in taxeé on
propebty and income of both individuais and buginesé enter—
prises. A strong performance in the-ékport sector connotes a
fiscal surblus with savings being high both in the public and
private sectors. A vibraﬁt export séctor, if it is growing
faster thaﬁ imports, also iﬁplies exp;naing reserves. Increas-
ing reéerves, accompanied-by rising bank deposits, may

facilitate greater productive credit expansion}

In. contrast to the above picture, an export recession

as seen in 1982, tells a sorry tale of. a deflated economy with
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7 TADLE &
Central Government COperationa 1979/-1983/84

AzZs M
19279 19806/81 1981/,82 1902/813 1983/84
“Futal flevenue and Grants 0.4 94,5 37,0 94 .4 91.1
Tiatal Revenue 64.4 B8l.46 ey, 7 79.2 18,6
ffureent Revenue G1.7 Al.} 834 78.9 17.5
Tas Revenue . 57.1 13,0 73.1 67.1 6£8.0
income Tax (4.4 {21.0) 116.6} f19.86) 115.2)
Taxes on property (0.5} (0.6} 0.7 0.6} R P 3
Taxesn an gaods & .
servicus 15.61 17.3) {2.6) 2.2 - 4954
‘Faxes nn Iatl, trade & ) ’
tranaactiona $36.,1) BELI Y {45.87 (38.1) ~t42.,0)
tmpart duty - 12T /31,97 711,97 125.5¢ 126,13/
Export Aduty IRy 12,57 J2.1/ /1,97 12.2/
ather - 1657 18,07 s1l.84 /10, F13.5¢7
Nther axes t0.%) {}.41 1., [r.6) Fy.0)
lon la;: roevenur [N 7.5 10.1 11.0 9.5
Capital Revenue 0.1 n.s 0.3 0,1 13
Grants 14,9 12.9 13.1 15.2 12,5
Satal siﬁondxturo B1.5 102.7 110,48 127.0 122.8
Currcent Expenditure 51.3 64.8 6.2 91.3 94,3
wagen and Salacien - (24,51 127.6) 113.0) {41.9) - (42.m)
Intirest Payments (1.7 11,6} ta.7 11,11 11.91
Goods and Services 118.0) 125.0 t24.1) (21.7) 129.0)
Sungdxes & Current
tranafera 3.4 {fy.ay 6.1} (1o.3r - {12.1)
Other (.91 {d4.8} i6.0) (5.1 14.7)
Wapilql fapenditure 30.4 7.9 346 15.7 27,5
Bevelopment Expenditure  {26.7) 134.7) {3L.9) tz7.61 {24.5)
Truﬁnfur to publie
vnaterprises and pet :
tunding {d.) (1.0} ‘2.?1 (.11 11.0}
lecurrent Defleit/Surplus La.1 6.5 1.2 -l2.4 -17.4
Hverail NDeficit/Surplus -3.1 -8.2 -1} H - =32.6 ~3bLT7
Chanige In arrears - - - - 7.9
Pinancing ’ ) 3.1 8.2 13.8 2.6 23.8
Kxterngl (netd) - 1.8 1.9 3.2 19.3 1.6
_-Exlernal borrewingtnet) (0.8} (0.9} (z.8¢ 1.1 (5.6)
thanege an foreign assets (1.0} 1.0} (0.4} {-0.8) (-1.0)
frarestia inet) 1.1 6.3 10.6 22.13 19.2
Central Bank t5.2) [-2.21 f13.6) 0.4} (rr.4)
Cormercial Ranks f-4. 0 r.m {(-2.9) rz21.7}) (0.1)
0 her 10.8) (0.9} o) 0.2 10.91

Sleurce IMF Economic Memprandum on Pelrze 1984
Eh o un Commitment basis ’ '

v e
41 Excludesexternat Paymenls .t faars
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both public and private sectors in a slump. A'COﬂtracting export
sector preoduces lovier revenues for.Government and a greater
defieit on the balance of paymgnts. In the context of an economy
already plagued by high levels of under- and unemployment_andlﬁhere
the Government is, besides being a major employer, expected to
produce a wide rénge of goods and sérvieesrfor the populace, it
becpmés extremely problematic for th@ Government to attempt to
match its expenditures with its faliing revenue. Further compound-—
ing the problem is the high incidenée of project - related grants
doledrout on a reimbursement basis. To maintain. some degfee of
buoygncy in the economy the Government appears tq have no choice
bﬁﬁ to operate on a deficit, which is suré to be reflected-in
furthér,deterioration on the balance of paymenﬁs. While "belt-
tighéening" presents itself as an immediate alternative,it sSeemns
an anathema at the worst and a last resort at thé¢ best in an
already impoverished and underdeveloped economy . Yet, unless
inexhaustible scurces of foreign financing can be identified,
or export eafnings Qeéover quickly, some effort mﬁst be made to

bring expenditure into line with income.

7 The evidence indicates that the problem in the economy
" is one of fundamental di§equilibrium, brought about by structural
impediments in the economy . Before making any definitive
.statements, however, we examine the adequacy of the monetary
approach, which postulates that the imbalance is a temporary

phencmenen induced by monetary factdrs.



THE MONETARY APPROACH TO THE BALANCE OF PAYMENTS

APPLIED TO THE BELIZE EXPERIENCE

The monetary approach ignores structural constraints to
the smooth corrective functioning of the baianée of payments and
explains the issue e#clusiVely in terms of domestic monetary
disequilibrium. The monetary approach points out that the
nominal sﬁpply of meney is the product ofithe money multiplier
and -the monetary base, with the iatter comprising of a domestic
component consisting of domestic credit created by the monetary
authoritigs épd an in£ernationa1 component consisting of the domestic holdings

of international reserves.

Given a tendency towards equilibrium in the moﬁetary
section of the ecénomy.and assum;ng a constant money multiplier,
it'then>follows that a change in the reserves strictly reflects
any imbalance between the change‘in the domestic demand for
money and the chaﬁge in the supply of credit. An excess demand
for money therfore leads to a net inflow of-reserves or, in
other words, a balance of paymenté surplus, vhereas an excess

of credit will tranélate into a payments deficit.

- 0F import in the Belize context is the. transmission
mechénism through which domestic credit expansion will affect
the balahée of payments. While there are a number of
possibilities, the Belizean experience appears to be that

the creation of credit at a rate in excess of the growth in
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the demand for money has the immgdiate effect of creating excess
cash baiancgs which are disposed ofzin a manner that depletes
reserves. Between 1979 and 1983 credit'érew by 9i perceﬁt, M1
by 18 percent and M2 by 64 percent (Table 6). Burgeoning

credit produced two effecfs. There was a tendency to convert
some ﬁortion of excess cash balanceé inﬁo domestic financial
éssets, namely} fixed depoéits, which grew by 180 percent over the
review period. Thére was, howéver, a more damaging impaét on’
,reserves;which ééntracted by 63 percent during the comparative
pefiod.' The point being made here is that given the high
propgnsity to import eﬁidénced in the economy, there is an-
almbst:%utomatic,mechanism whereby excess ﬁoney subply impacts
on reséﬁvqé. of npte here also is that the channelling of excess
cash igto domgstic rcai assets with-a view to raising and
diversffying real output is minimal. Thus the economy is kept
in its;time—worn mold of primary exporter with a iarge
distrigﬁtive sec£or. Neither -is there a marked tendency for
excess}éash balances to raise the domestig price leve}. The
consumer price indéx (Table 1 in the appendix} showed a-modest
inflatipn rate of 30 percent befween 1980 and 1983. Besides
inflation in Belize is for the most part imported, albeit'
aggravqted by local mafkfﬁps and some degree of wage inflation.
The OVgrriding evidence suggests therefore that excess cash
,balanc%s most often produce furthef deterioration of the current

account of the balance of payments.

The Goverﬁment stands out as the villain of the piece
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MONETARY

~

[&]

SURVEY

End Foreign Domestic Credit‘, Money Supply Mi Quasi Money M
of Assets [ . - ‘ :
g E-2-1 "Public | Private Currency Demand Savings Time 2
: Total . i g B
Period (Net) | Sector Sector ota W1ﬁg1§28 nggg%ts Total Daposits | Deposits Total
1979 B ‘ .
Mar. 34915 1826Q 62552 80812 16125 .20948 37073 28052 33197 61249 98322
Dec. 213ﬁQ : 20754 76469 97223 16675 21596 38211 29837 ‘ 30230 60067 98338
1980 | . R
Mar. 26654 23162 71530 84692 17181 21088 - 38269 28025 31657 56682 97951
- Dec. 204909 27620 82692 .110312 17506 ‘25283 42789 ,“31573 36701 68274 111063
1981 ‘ ‘
Mar. 39716 28709 89025 117734 15008, 25544 44552 30064 47091 77155 121707
Dec. 25546 : 38031 95956 133977 19009 22894 41903 27835 53787 81622 123525
1982 ‘ . Tl ‘
Mar. 24204 40379 96991 137370 18457 21598 40055 27420 57152 84572 124627
Dec. 29138 55254 108338 163592 20607 21314 41921 26615 66962 93577 | 135498
1983 - | | | ,
Mar. 38622 59785 112146 171931 23062 23786 46848 28741° 72748 101489 148337
Dec. 26614 67972 118010 185982 21526 23615 45141 - 30994 85120 116114 161255
1984
- Mar. - 29611 72904 118738 1916472 22694 26928 49622 31777 83635 . 115412 165034
Dec. ‘ ) C ‘ :

Source: Central Bank of Belize
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in this regard. VLookihg af Table 6, which gives details ofrcredit
expansion, we see'thét the primary recipieﬁt of exﬁanded domestic
credit has been the public sector. Since 1981'the Governmen£ has
increasingly resorted to the domestic financial system for financ—
ing of its operations. Because such a high nroportion of Government
expenditufé is uéed to meet current payments (averaging 68 percent
for -the five-year réview périod), of which wages and salaries. form.
a high proportiocn, théfehis usually oniy a véry small lag before

the impact is feit on'imports-ahd hence on the balance of payments

deficit.

Up until 1981 thé'fiscal deficit wasrusually of
manageable proportions, with the bulk of the funding érovided by
grants. The picture changed in.1981!82; however, as large |
eipenditures for thélcountry's attainment of independenée'in
late 1981 created a éerious'distdrthmibetween changes in’
revenue collection and expenditures. Upon gaining its indepen-
dence, Belize férfeitéd the right to automatic finéhcing qf its
deficit bf:Great Britain. The problemwas also compounded by
recession in the ihdustrial cogntrieé,f foreing declines in
capital inflqws into Belize. Domestic financing as detailed in
Table 7, was increasingly utilized to fill the lacuna created
be a growing fiscal deficit and contracting capital-inflows.
Domestic financing as a-pfoportion of total deficitlfinan;ing went

" up from 35 percent in 1980(81 to 60 percent in 1983|84.

As described in the last section, the Government's



Table: 7

Domestic Financing of the Central Goverament

March 1979 - March 1984

(BZS$000)
Treasury Bills KI Net Credit
Year Central Commercial Total 1/ Other Central Commercial Total

Bank . Banks ‘ Securities 1/ Bank Banks
‘Mar'1979“ 3,788 83,000 - 1 12 200 | 4,743 - -1,042 15,901
Dec 1979 | 7.180 300 7.700 7.524 2 963 546 | 18,733
‘Mar 1980 8,840 600 6.000 7,493 3,482 | 1,173 18,148
Dec 1980 - 7.430 7,350 | 15,000 7,379 2,306 1,637 26 322
Mar 1981 | 5,786 8,150 15,000 | 7,651 4,379 1,231 28,261
Dec 1981 14,448 2.300 16,885 7,624 7,292 | 3,964 35, 765
Mar 1952 14,648 2,100 | 16,885 7626 | $.280 4,418 38,209
Dec 1982 | 17.078 1,800 - 19,000 9}084 10,187 13,716 51,987
Mar 1983 | 8,558 | 12,800 21,500 | 9,086 14,093 15613 | 60,292
Dec 1983 | 16,206 | 16,700 37;630 9,014 R 13,394 14,983 75,021
Mar 1984 16,006 18,400 . 35,130 | 9,085 13,265. | 17,400 78,880

Source: Central Bank of Belize and Accountant Generals Office

1/ Including holdings of private sector. and Social Security Board.



P
.- fiscal operations went into sharp deficit in 1981|82, as export
earnings were adversely hit,by é d?astic fall in world sugar prices.
This was reflécted in an increase in'tﬁe debt-service ratio‘frpm

1.7 percent_ih 1979 to 8.8 percent in 1982. Under normal circum-
staﬁces the serious imbalance between recurrent reﬁenue and expenditure
'should have prcdipitated grave curtailment of economic activity.

But anrundynamic state sectpf, mdfe often reacting- to, rather than
.. directing, economic trends, ‘found itself in a position.tb tap -
CXCess qupidity.in the baﬁking syétem to finance its deficit opera-

tions.

The Mexican pesé devatuations of 1982-cffected a gfénsfer
of purchasing across theréérthcrn border; leaving ihq Belizecan
mcrchantsrexperiencing'lo; inthtory turﬁover with large idle
balances which were‘Qonve?ted into fixed dgbosits. Also
contributing to the massi;e pool of liquid. funds waé the Sccial
Scéur;ty Board, which‘sinée its foundation in 1980 had Séeh
aécumuléting 1arge'éurplﬁses each year which were'not employed in any
,investmentrppr£fo}iosf 'Thé Governmené was thus able to soak'up
some of the excess iiﬁuid;ty of the:system by selling an évér—
-increasing volume of Trea#ury bills. The Coameréiél banks were
eager té conﬁert lérgg analexpensive fixed deposits intO'high-
ﬁintetest\yielding Treésupy bills, &nd the Central Bank was always
there to piék up any slack cﬁeated by the commercial banks. _éo
there was a éeneral buryihg of headsrin the sand about the fact

that the legal stipulations circumscribing the volume df-Treasury
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bills that should be outstanding at any one point. in fime was violated
in late 1983, The legal maximum governing outstanding issues is

30 percent of Government's estimated revenue in any fiscal

year, At the end of 1983 Treasury bills. outstanding at $37 6 million

were thus substantlally above the then 11m1t of $29.2 mxlllon.

External financing of the deficiﬁ; on the other hand, had
the effect of;prgvidihg increased liquidity for the public, thereby
creating excess demaﬁd. The net cffect."thercfcfe, was'to raise
qrcss rcservealln one perlod and to pr ec1p1tate a fall in net
_rcse%ves in thc'succggding period. Thi§ was partlcularly evident
botween 1981 and 1983 (Table 8). In 1951 the Gorden Handshake
of £44 million rec01ved from Britain at the end of the year gave
the illusion of healtﬁy reserves, as de the $9.2 million in
balanco of payments support received from the CBI package towards
the enq of 1982, The $7.6 million received from the IMF in mid-
1983 under the Compensatory Financing Fécility to cover shortfalls
in export earnings in-1982 was gquickly dissipated,rleaving the true
picture to be-seen at the end of 1983, ;with reserves so low the
igsue has takén'on a gréat degree of urgency, and the search for

solutions, both in the short and long term intensifies.



Table 8

Net Official International Reserves 1979/83

(BZ$000)

1979 1980 1981 14982 1983

Het official international recserves . 23,4 27.0 22.4 22.0 8.6
. Assets | 24.2 27.8 22.8- 22.4 22,4
Liabilities -0.8 -0.8 ~0.% -0.4 -13.8

| Central Bank 19.8 24.4 20.4 19.2 9.6
. Assets 20.6 25.2 20.8 19.6 18.6
 Liabilities -0.8 -0.8 -0.4 -0.4 -3.0
Government Savings Bank 1.8 0.5 0.5 0.5 0.6
Assets 1.8 0.6 0.6 0.6 0.6
Central Government 1. 2.0 1.4 2.2 -1.6
Agsets 1.8 2.0 1.4 2.2 3.2
Joint Consolidated Fund {g.8) {(0.6) . {0.2) {0:2)
Sinking funds (1.0) (1.4) {1.4) (2.0) {(3.0)
Liabilities 1/ ‘ .

Source: Central Bank of Belize

1/ External payment arrcars
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RESOLUTION OF THE DILEMMA

Tt would - appear from the evidence that the structural

problems in the economy provide a closer explanation of the self-
reinforcing and simultaneoué interactions of the balance of
payments and fiscal deficiﬁs. Cause and efféct are difficul? to
establish, nullifyihg the tenets of the monetary aproach to the
balance of payments. The money supply displays only a small
secular rise ove& tiﬁc,_leaving the brunt of the impact df

the deficit to be borhefby theiéontracting reserves. Neither is
there a marked ;isc in ihe level of inflaticm,as cheap goods
"impofted-from Mexico aﬁd restrictive wage p0116{05 have ténded

to affset any inflatiéhary'pressures resulting froh-any

expansion of credit. "~

One questioéé whether the Government's decision to
run a deficit to retai@‘some semblance of normalcy ih the
'economy-is laudable. ?hfter the agricuitural sector, the
public sector represeﬁts the largest employer in the economy.
As mentioned before; gages and salaries constitute a large
proportion of Goverhmént's_recurrent expenditure. Like thé
situation thqt obtain% ip'most e%—colonial societies, the
Government is expecteé to be a substantial provider of goods
and services for a generally low-income population. It would
be very unpbpulafﬂif:;t attempted to divest itself of this role.
And'evenrwith more eﬁficient manégement, therstrhctural
deficienciés in the économy undermine the scope for the

Government to execute more corrective, rather than accommoda-
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tive, policies in the short term.

Viewed from a medium to long-term pefspective,rhuwever,
the Governmen£ is seéﬁ in a less fayouraﬁle light. The problems
of low productivity, mono-crop prihanybproducer.and iow food
broduction - the substantive problems underlying the ad#ersc terms
of tréde and the dependent nature of the economy - have-ﬁotrbecn
tackied seriously. The high growth in reCurrgnt costs1simp1y re—
duces the amount of Eesources available for thc{expaﬁsién of -
directly productive éﬁd economically profitahlé:investMent

needed to e#band téxable-capabilities. what iéjneeded is a
developmenkt plan (that will be adhered to)-thaé ﬁot only increases
demana, but also iqqreases éhe supply of goodsfénd serﬁices.to
mect that demand. Productivé capacity must be?raised to increase
the resilience of the economy and to create a more active énd
benefiéial role for the Government through gro%th'of takable

incomes.

Undoubtedly fhe Government must provide a great
proportion of the ihfrastructure needed to inc§ease the economy's
productive capacitﬁ. But, in addition,attempt; should be made to’
establish some incomefgenefating projects to eﬁsure thét the
country is ab}e-to meét the capital coéts, in,ﬁerms of loan )
repayments, for infraétructural projects, and-the recurrent
costs of maintenance of the proje;ts,_so as tgrreduce the
disparity be’t-ween'recubrent revenues and expendittjres. Further-

more, acknowledging that the availability of fbreign exchange is
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a serious constfaint on development and that irratibnal restric-
'tioﬁ-of impbrted materials and capital equipment could reduce
resources available to promote expcrts,rthereby widening,

_ instead of nérrowing, the balance of payments deficit in the
longer term, it is still postulated that the Governmént needs

to take steps to rationalise the import mix and to allocate
scarCE'foreign gxchange to priority sectors of the economy
ianUCh a way as to enhance its 1qng—term productive capacity.
Lastly, the Government and people of Belize have to be readyif
to execute thome actions that are énavbidable if they truly;;

desire a developed, internally-propelled economny.




APPENDIX
TABLE 1 °
Consumer Price Index, 1980/83

Weight February | July November | February July November

e’8 1980 1980 1980 1983 1983 1983

Total 1,000 100.0 104.4 109.2 - 134.4 135.4 136.0
Goods 4526 100.0 | 108.8 111.3 | 126.9 | 126.9 124.0
ot which; Croceries (274) (100.0)- (108.6) {114.2) (130.2) | (128.3) (126.7)
Clothing and footwear | 131 | 100.0 | 109.3 114.7 139.7 | 1s2.1 162.7

'Houslng; household, : , :

goqdfﬁand fuels 195 10G.0 103.3 108.3 138.3 138.5 138.4
M{scclléneous items 1/7 248 100.0 105.0 110,0 118.6 122.6 122.0

Source: Central Statistihal Office, Ministry of Finance.

1/ Medical, pqrsoﬁal and leisure.

[




Table 2

Belize's Re—export Trade -

1979 — 1983

BZS$M

Year MEXICO Other Total
Value % of Total
1979 27 78 13 60
1980 46 79 12 S8
1981 81 92 7 88
1982 : 50 ' 88 8 68
1983 11 58 8 19
Source: 1) Trade Report, HMinistry of Finance
2) Central Statistical Oifice Estimates
3) Central Bank of Belize Estimates
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Table 3

Consolidated Operation of
the Nonfinancial Public Sector 1/

the fiscal year runs from April 1 through March 31.
2/ Expenditure on a commitment basis.

E/ Residual.

4/ Excludes external payments arrears.

(BZ$ M)
Prel.
1979 1980/81 1981/82 1982/83 1983/84 g/
Total revenue and grants 78.4 94.9 99.7 101.5 101.3
Revenue — 64.4 81.6 86.4 84,5 - 85.2
Central Government (64.4) {81.6) {(83.7) (719.2) (78.6)
Social Security Board (-=) (=) (2.1 {(5.3) (6.6)
Grants 14.0 12.9 13.3 17.0 -16.1
Total expenditure 104.1 _ 108.3 122.1 132.4 34,1
Current cxpenditure 52,7 66.0 78.0 91.0 . 99.9
General Covernment (51.3) (64.8) (76.5) (86.1) (92.3)
Central Government /51.3/ [64.8/ ]76.2/} /85.3/ /90.6/
Social Security Board f - /-=1 J0.3/ J0.8/ 1.1/
- Public enterprises’
operating deficit (1.4) (1.2) (1.5) (4.9) (7.6)
Development expenditure 51.4 42.3 44,1 41.4 34.2
General Government (26.2) (34.9) (31.9) (27.8) (24.7)
Central Government 126.2/ /34.9/ /31.9/ /27.6/ 124.5/
Social Security Board J— f—=/ ==/ j0.2/ 0.2/
Public enterprises (25.2) (7.4) (12.2) (13.0) (8.0)
Other 3/ (—=) (-=) (~=) (0.6) {(1.59)
Overall deficit (-) -25.7 -13.8 -22.4 -30.9 -32.8
Change in outstanding )
arrears ’ e - - - 6,9
Financing (net) 25.7 13.8 22.4 30.9 25.9
External (ret) 23.6 - T8.6 12.9 18.3 T 4.7
External borrowing (net) (22.6) - (7.6) {12.5) (19.1) (5.7)
Disbursement /23.5/ /8.6/ /13.8/ /21.2/ /9.5/
Amortization _[=0.9/ /=-1,0/ /-1.3/ /-2.1/ /-3.8/
Change in foreign assets (1.0) {1.0) (0.4) {(-0.8) (-1.0)4/
Domestic (net) 2.1 5.2 9.5 12.6 21.2
Banking system T {(1.3) (4.3) (9.6) (12.4) (20.4)
Central Bank /5.2/ /=2.2/ /13.6/ 0.4/ [17.9/
Commercial- banks /-3.9/ /16.5/ [=4.0/ /12.0/ /2.5/
Other (0.8) (0.9) (-0.1) (0.2) - (0.8)
. Source: IMF Fconomic Memorandum on Belize 1984
_l/ Prior to 1980 the financial year coincided with the calendar 'year; since 1980



-1y -

Table 4

Summary of External Debt Operations

(BZ 3000)
1979 1980 1981 1982 1983
Debt Qutstanding at end of period 79530 89128 102124 120794 132920
Transactions during peribd 1/
Hedlum;and Long-term borrowing‘l/ 25774 ‘8068 10996 22670 8326
Central Government Zég 784 4008 12298 4934
Drawings 1444 1552 4604 13096 5876
Amortization ~-666 ~-636 ~514 -710 ~-878
Valvation adjustment -76 - -132 i8 ~-128 ~64
Rest of Nonfinancial Public Sector 23490 3512 5762 7398 1122
Drawings 20070 3214 8124 10018 2656
Amortization -228 ~314 -606 -1020 ~3196
Valuation Adjustment 1648 612 -878 ~1600 ~1704
Financial Public Sector 1582 3772 1226 2976 5636
Drawings 1496 46212 2446 4018 6766
Amortization -132 -262 -390 ~566 ~710
Valuation Adjustment 218 -170 =830 -478 ~420
Short-term borrowing (net)i' —= _2000' 2000 -4000 38007
[nterest Payments 7 1916 1504 35d2 5286 7076
Debt_Service Payments 2942 3116 5112 15542 12860
(In Percent) _ .

Outstanding Debt/GDP 28.0 26.0 27.9 36.4 37.8
Debt Service/GDP l/' 1.0 0.9 1.4 4.7 3.7
Debt Service/txports of goods )

and nonfactor services 1.7 1.4 2.5 8.8 6.9

Source: IMF Economic Hemorandum on Belize 1984

1/ Transactions on a cash basis; debt service ratios include interest
arrears of Bz$3.8 million and principal arrears of BZ$1.0 million.

[
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