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to external influences. In 15885 exports and imports wers 52.7

F}
RZ¥IEw COF MONETARY AND CREDIT POLILZIES I BELIZE
1378 - 198F
This wpaper +traces the faciors lead¢ng tc the formularisn and
implementaticon of menetary pcolicy in the Bslizean economy d uring
the years 1976 -~ 1986. An aviempt is also mades to ana.ty the

dagrae of success achieved in reacking policy OBJECtlvea.
Secticon I provides a brief introduction to the Belizean €COROmyY
and a description of the Currency Board system in operation pricr
to the establishment of the Munebary Authority of Beliz= in 1375.

Section II assesses th2 impact of the Authority on the econcny in
its first three ysars of operaticns, while Section III discu 53&3
the degree of success of the Authority’'s attemzt to influsnce 'tha
level and growth of menetary variables in 1978. ° Seotior IV

provides a critical look at the series of monetary policies

. pursued as part of an IMF Standby Arrangement since late 1934,
~ Finally, Section V appraises the capacity of the central monsiary

authorities +to influence monetary variables in a manner that

would ensurs that the short-run objectives of monetary and

exchange rate stability are consistent with long-run goal of
balanued growth. . :

I: THE CURRENCY EQARD SY M

Belize's economy 1is, and has always been, based on primary
production for export. Timber, first logwood and later mahofany,
constitutad the mainstay of the economy until the 1958’5 when i¥
was raplaced by citrus, But since the 19€0's sugar has bzsen
rasponsible for more than 50 percent of export :=r1ings
Currently, agriculturs and agriculture-based products acsount for
close to 25 percent of GDP, while manufacturing contributes
less than 16 percént In addition to the skewed production
the openness of the economy renders it extremely vulnerable

percent and 82.3 parcenit, respectively, of GLP.

The opanness of the econocomy, and the djsjnnctur' Detwasn
»duccion and consumption wers both exacerbated by the atszances
o a davelopsd capital marketr and regulatory monetary authorizyr.
Until 1976 ,the four commercial banks in operaticn (three foreizrn
and ons loezl) functionsd with virsuzlily no public sectoer
que~v-‘ior. Fith the Esiize Eovard of Commissioners of Currencr
az the central minstary authority s2yving only a3z a money-ohiaag:ay
znd in the face of unavilabllizy of azwtractive shors-tarm
invezTnents Locally, the bBanks tonded to loock cutzide the sconony
wre orften than wons dasirable.
.The Belizs Eoaxg of Commiissioners of currenoy operated from 18324
“to 1978 and itz primary funciion was to “provide, issie and yra-
issus curraner npates and 2oins of  ihe country. " While
theorsticaily she scope =zisvaed for the Curr:znoy PBoard o
formulate and administer monetary policy in the couairy, thaive:
iz little evidenzz of any abttempt in this directicn. Th= Board
essentially funcoioned passively as a clearviag kouss foar
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iars in return for siiver or gold. As
res converitivility at all times two- trlr
valus of the not=s issue had toc be k2pt as gold
demands fér redemction. The balance could be inv
amended in 1937, when the link with gold was savered,
resulations oblized +the Board to issue and redzem the
dollar on dsmand in return for ths 05 dollar. A new
introducsed at this Jjuncture was th=a ability tTo maintain ressrves
in the form of interest-~bearing investments. By 1340 amendments
to the law allowad for convertibility of the Belize dollar dnto
sterling also. Bowever, in 1942, follewing the devaluaticn of
the pound sterlinsg and the massive reserve losses sufferad by the
local economy, the link with the US dellar was severed and  ths
Belize dollar was linked to the pound sterling at BZ34.0C =
1.00. This rata of exchangs prevaiied until May 1878 whien
because of the deteriecration of the strength of the .sterling on
foreign exchangs markeis, the Belize doliar was once again pegged -
to the US dollar, this time at BZ$2.0C = Us$1.00. R .
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The requirement throughout this pericd that the Belizs deollar be
backed at all timas by gold, US dollar or sterling s&rved . to
circumseribe +the Currency Board’s function to that : of  money#

changer. It also seversly restricted its practical capacity to
influsence the money supply. Thus by default, the " major

determinants of the level and growth of the money supply  became
+he balance of payments and the commercial banks.  The former was
a natural consequance of the opennaess of the economy and the high.
propensity to import, while the latter’s power derived from their

¢redit crsation ability. The commercial ban“-’ usa of . their
power to determine economic growth in EBelisz provaed 4o -be
inimical to the development of the countyy. The banaa deepened
the country's dzapendence on a mono-crop by chann=21ling the bulk
of  theilr 1nars %o the sugar industry. The obthsr sectar it

- or=celive large amounts of banv cradit was the distributive sector,

- which  is  gomprizzd primarily of  importers. S0 the banks,
operating with & wvirtual absence of controls halped to widen tha
dyszjuncturse bw-2Tw22n production, which was for export, and
‘gonsumpTion which perforce had to be ¢f imports. A Neovenrboer
'*10? twe  ordinancs: wers passed which sought to changs, or. at
‘least medify, thiz situation.

I THE MCNETAEREY AUTEDRITY OF BELIZE COBEDINANMCE 1378
AND THE BANKING GEDINAMCE, 18376 ' .
Tfhe Moretary Authority of Belizs Ordinance 1976 {(¥a. 5. 1273
w3 paszed intTo law on 1=t November 1278, by Statutory Inscrumenz

“Nao. B0 of L1978 with the follaowinsg objectivas:

a) be manage the cuarrsney of Lalizs;
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h) To pariorm Can5¢15 sarviczs for thes Goavsrnmant
for the banks, ard other financial irstisution:z
oparating in Beslize, and for forzign central
Lhaniks and nuﬂrnaulnnal arganiczations and
Ffinancial institutions

c) to assurs monatary suauility ir Belize and
to promote monetary conditions which ars
conducive to the balanced grewth of the econcmy

th thes

of Balize and which are compatible wi
rolicy of the Goverament;

d} to maximise and mobilis= savingz and to optimise
the distribution of cradit in Ecl*uu,

e} to ensure that the foreign exchangs raserves of
Belize are administered in the interest ¢f the
economy and in accordance with the economic
policy of the Government; and

f) to ensure that the business of the banks and
other financial institutions aperating in Belize
is conducted in the interest of their customers
and of the general pubiic¢ and consistent with
“the economic policy of the Government.

Here we see +that while the primary function of he .¢=ntral
tary authority remains the issue of currency, thers is alze
sceps for influencing monetary variables in the eccnomy. - The
Authorisy was ‘empowered +to utilise the +ftraditional tools of

‘moneuar; control, namely, open—market opsrations, discount rate,

reserve holdings, liquid asset holdings and selective contyrols’

.- e

Sean as a prerequisite for the attainment of the above was . ‘some

degree of supervison and control over ths banking-*sysaem:~‘ Ta -
this effect the Banking Ordinance, 1878 (No. 13 of -1878) 'was -
" enacted.
The Banking Ordinance, 1978 which became sffective Febriaary 1.,
1377), represented a new developmant in the system of - :cudrrands
managem=nt. Faor +the firat tims the bank wers reduirsd  to
maintain minimum cash reserves equal to 5 percent of their
LLaverage deposit liabilities with -a central monetary autherityr and
liguid assets holdings equal, on avarag=, tc at lsast 20 percznt.
& avsrage derpcsit l¢au111t¢,=. In the initial suagss it was
cl=ar that adherencs to the law had to taks place in-a "szirit of
undarstanding, cooperation and goodwill” betwesn ths banks arnd
he Auzhority. The Authorltf, while l@‘ICSuina comclianze wizth
he law, facilitated its compliance. Up until August 1377 4hen
ha firzt qguarterly Trcdaar" bill ifiszus of $5.C0 million was
aizsazed the Authority paid the banks interest on any 2xCeIs cash
alances hald with itself, mindful of tne problems -crextad by the
bsence of a loecal caplthl marist who Aﬂ srcss3 funds oXild be
tiliszd %0 earn incom=. Loans af $1.8 millicon wars mads Sl owa
banls who  —2oulid not meet the minimum cash resaryes in a2
1877. {These lcans ware fully repaid by May 1377, )
banks tc mest the reoguired liguidisy ravics theve
cohsideration whereby 30 paroant oF loans to Guvernn
"pritlic sector agenciezs and 10 percent of privaze o
advands3 werd 2lazzified az asproved liguid asseis

{2
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I17: FIRST CREDCT PIRECTIVE ISZUET By TUZ
MOHETATY ADTECEITY T
On September 18, 18978, HKurricane Grsia struck Felice. Bepaursed
insurance claim funds received in the last guarter of 12873 and
first gquarter of 1879 were to have sSevere repercussions on the
cconomy and create the conditions for +the Authority's first
exercise of its power to limit credit grow: EBank deposits,
seasonally high in the latier part of the year because of sugar
receipts were given @ big boost with the inflows oI insurance
funds. Becuase of this and low private sector demand for crediz
at the time, reserves doubled in 1878 (Table 1).
Tahle 1
Credit Creztion and the Externzl Accounts
1977 < 1986 {Jun)
Year | Bank Change | Homey ChHange | Trade Change| het Foreign Change
fdvances 4 Supply (B2) -4 Deficit % Reserves %
1977 { 59,515 49,020 55,987 11,358
1878 | 64,996 g.2 57.691 17.7 53,426 L.B 20,542 £0.8
197% | BG,550 33.2 60,138 5.2 9n,213 68.B 9,106 ~55.7
1080 | 91,882 6.2 68,335 - 13.6 718,214 -13.3 10,832 1g.0
1981 108,809 18.5 82,327 20.5 85,5920 g9.8 2,366 -78.1
1982 132,344 | 21.5 93,577 13.7 | 73,872 ~13.9 | (11,339) -578,2
1983 141,421 6.9 116,119 2.1 68,124 7.4 {17,137} =51
1984 153,042 8.2 113,137 -2.7 79,772 i7.1 {22,230) -29.7
1985 141,478 ~7.6 122,394 g.2 74,222 -6.9 {11,629) 4.7 ,
1986 (131,394 ~7.1 134,185 9.6 10,853 -85.3 20,816 279.0 -
Source: Central Bank of Belize, Statisticazl Digest, June 198BS

Central Statistical Office, Trade Report - 1977 - 1586

In the first half of 1273, howsver, these resarves were rapidly
depleted to finance imports {(up 40% on 18783 levels for the same
reriod) nesded to rehabilitate the economy. In the second half
ligquidity had been raduced to the 1878 levels of %24

of 14972 bank

million frem & high of 321.1 mwillion in March, but banksz
conbinued to lend st such rates that ecradit expanded w14
peraant between August and November and by 32.2 gercsnt ovaer <twh

year., Forty-percents of this credit expanszion went to ths
distribution (or import) s=cTor, sSo much so that reserves Zz11 by
EE.T7T percent fyrom #$2C.5 miliicn at the end ¢ 1573 o 38,1
million at the end of 12785, Tr:2 bankszs wers caughs in & <oranch;
they had over-extended their loan porsiciicos in 1278 subszquenz
o thwe rvapid growth in Geposits ssen in the 2arly BarXt oI the
vear, not taking full cognizance of the eaymremely shorT-ters
nature of the insurancs deposzits. Some other factors $=£ thiz
adverse situation of declining bank liguidity and contrectins
IreSeyves, Increassed petrsizum coste and real 3nd anTizizaTed
infiation precipitated greater demand fFor money along witlh vizins
inter=st ratesz abriad no doubt rezulited in some degyes oFf capizal

Fies.



OuUTIlowWs, i/ In an eficrt =Tc¢ yevarz:s the dztericrzzing
consizTions the Authority iszusd a dirsctive on December 27, 1373

reguesting the banks to reduce cutstanding credit by § percsnt by
March 1880. The banks were also allcowed to reise their lznding
and deposit rates by Z percentags points. The prime lending raze
thus rose from 9.5 percent to 11.5 percent

The banks compliled with the directive and by the required dazez
lozns and advances at $21.0 million reflected a reduction of 6.8
percent. The private sector bore three fourths of the decreases.
Over the year 1880 loans were to be held to 6.2 percent growih
compared with 33.2 percent in 1878, Twe interesting rcooints
should be noted here. Initially the Authority helped the banks'’

credit expansion. The Authority’s lending te the bank: was
neglible from January to September 1873, then rose from $1.9
million in October to $7.4 million in December 1879, And when
the Monetary Authority did seek to restrict lending to the banks
the banks borrowed from their Head Offices. 45 a result their
balances dus to their principais jumped from $10.7 million in
1978 +to $26.5 million in 18783. But once ths Authoriity’

directive was issued, the bankes complied with it. The Authority's
directive, while reguiring an across-the-board reduction, had
minimal negative effects, since it came at that period when
merchants ‘are rebuilding inventories after the hcliday .depletion

and coredit demand from the sugar industry is low. Thus the
distributive sector’'s credit was curtailed, thile that fer the
major productive sector, sugar, went wvirituzlly unimpalirzd.;
Fowever, even while the Authority was satisfled with the success
of its credit regulation measures, it found itself powerless to
stop th=s upward movement in interesi rates both to proTect the

banks' income in the walke of the credit restrictions and, most
importantly, in response to rising rates abroad.

The pressure of rising international rates foroed domestic rate
up so  that by December 1330 the prime lending rave was
percent, the three-month time derosit rate 15 percent, and
discount rzte 14 percent compared with 11.5 pmr"enu, 6 per
and 10.73 perecent, resgsctively, at the beginrning of thie yasar

The vear 1987 heraldesd the upgradirg of the Monetory Authorizy to
Central Bank status. The Central Bank Act was pissel into law iln
Nowvember but made retrcacTive to January. For the C2ntral Dank of
Belize, making interes= rate adjuztments to Ke2p pacs wWith
develorpmeants abrcad and proTecing  ths eroncomy' s rESSYVES
constitutsd  the brunt of monsetary pollzy betwsen LEE8L and  138=
The Cerntral Bankx was legally and exzilieizly empowsresd to
1/ I= might alzo b noted thaet 1878 was an elestica year wiith tus
incumben= Govermmnent Ses<ing & mandats to lzad the counTtry Inty
independenace. Given the Guatemalan claim To Bellos terrizeory and
unesrTainty apout itz aqzions iz the eveat of E=lizean
independence, ther: were scme uneazsinsss in Fiaancizl clreiss
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determine limiits on domestic rates of interest This and twe
ather features disitinguished it from itz predscesscr. Ths Central
Eank was authorized to maintaln an extsrnal aszsets ratic (ratio
of approved external assa2ts o demand liabiliziss) of 40.C
percent compar=zd with 50 percant for the Mometary Authority. In
January of 1982 the Authority had been forced to suspend its own
trading in Treasury bills as the: reszrves were ©teing ragpidly
depleted. Tt was also hoped at the time that int2r-bank trzading
would have been stimulated. The lavter objective was not
~achieved, but there was some irsrovamenit In the ressrves position
by March as reflected in the external assets ratio, which dipped
to 47.7 percent in February but Ly end March had returnsd to tiie
_Jahuary level of 51.1 percent.

Alsoc the Central Bank was allowed to hold up to Ffive times itz
paid-up capitzal and reserves in Government securities, whersas

reg
the relevant figure fer the Monetary Autherity had been seven.
Given that interest rates abroad wsre falling the Central Bank
requested +the banks to reduce the prime lending rate frem 18
percent to 18 percent, effective January 1, 1282, Deposit rates
also fell by 2 - 3 percentage points.

' “IV DEVELCPMENTS LEATZING TO AND RESULTING FRCM THE
IMH EMENTATION QF AH IMT STAND-BY ARBANGEMENT

While active monetary policy was minimal in 1981 - 1884, certain
developments created the need for restrictive monetary policies
in the latter half of 1984, Since 1981 the Government had found

-

itseif in difficulties balancing its budget (Table 2) as a rssult

Table 2
Qperations of Centrsl fioverneent
1580/8) -~ 1986/87
pid

1960/81 [ 1981/82 § 1982/83 | 1963/8% ¢ 1984/85 | 1585/65 | 1386/87*

Current Reyenue and

Grants 17.8 82.5 91.4 90.5 20.¢ 98,4 107.3
Recurrent Expenditure 2.8 Th.7 B7.3 %0.5 23.2 163.7 116.9
Capital Revenue 1.8 10.4 0.3 0.1 7.1 1.8 73.8

Capital Expenditure and
Ket Lending 26.4% 26.4 35.7 27.7 28.2 2.3 g8.4

Recurrent Surplus/
deficit {-) 15.0 7.8 5.1 6.1 | -2.3 5.3 -E.7

Overall Surplus/
deficit {~) ~3.6 =6.2 =32.3 -27.3 ~23.4 ~45.8 -33.7

¥ Estizates approved by Parilaxent.

of reduced interntional &id FTilows. Triz tyand ocompounced by
interazational aid Fflews. Tnlis trond compeardsad BV CORTracting
SI0RGMoC acnLivity Forced The Govsrnmant I regort lnoreasinglyr oo
the domesstic banlting syvatem Tor Tinan2ing it buds=t. Tn 1OnC



+h= bankz were the Governmenti’s major scurce of finznce wizh
+their credit rising by 67.8 percent in 192 {Tabie 3) Cenzrali
Bank’s credit to Gevernment Tell by 30.8 per:& ns in the =ame
fable 3
Dowestic Credit to Central Governxant by Source
1977 - 1986 {Jun)
1977 1378 18979 [:2:01) 1981 1173 1963 1384 1285 1356
{un}
Central Bank 5.0 6.8 11.% 12.% 8.1 9.8 36.7 BO.% 53.3 RB.1
of which
Treasury bills 0.9 8.2 1.2 7.4 4.4 17.1 16.2 3.8 | 28.5 1.8
Other k.1 0.6 8,2 5.1 13.7 12.7 20.5 258.5 3454 6.3
Cosmercial banks 1.5 .'!'.D ?.5 2.8 g.7 16.2 2.0 13.6 3.2 51.0
of which
Treasury bills 2.7 5.9 0.2 7.3 2.3 1.8 16.5 5.3 [4.6 36.7
Loans and Advances 0.3 - 1.9 2.2 .2 16,2 15.3 14.2 15.4 15,1
Bther 0.5 | 1.1 g6 | 0.3 | 0.2 ) ez} 02 | 0t | 0.2 | b2
TOTJIiL 8.5 13.8 14.0 22.3 3.8 6.0 8.7 B, ! 3,1 g8.3%
Centrzl Bank of Belize Statistical Digest , June 13986
period. During this period the Tiscal deficit widened from %$6.2
miliicn in FY1881/82 to $32.3 million in FY1982/83. The crcdit’
extended by the banks to the Government during this period w

oftentimes very supsnsive, as the banks had taken to lending in
foreign currency at rates of interest linked to LIBCR to protsect

themselves against interest rate and exchange rate fluctuations.

The rising cost of credit did not a&act as & detesrrent to
Government sSpencding in the short-run, as attenpts were made To
maintain spending patterns in the face of general economic

contraction, made particularly acute by:

a) the Mexican pesa devaluations wiich had a2 negative
impact on a thriving re-exgort trade with thac

aountry;

) fzlling world market sugzr prices and raductions in
Belice's sugszr gquota with the USA and the UZF
by 22 percent and 16 parcent, el

”EJE:Cu_fu*;, S
-
i

T~

) the despreciation of the pound sterliing which msanc
significant losses on sugar and banoss SXRCros
denominated in sterling

Given thisz scenaric of depreszed economic acgrtivity and Falling
r2s=rvei-net internaticnal reserves fell from 02.% miliicon in
1381 to negative $11.3 million in 1882 in Max 1333 the

authcerities requzszted and receivszsd EDE 3.6 milliszn from wThe IUT
under the Comgpenzatory Financing Fecility asz a Filrszt mensavrs in
efforts to  adjust to the new financlal and balance of sayment:
situanion. Tals stop-ygap m=easure proved inadequartsy T desxl with
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the preblem, &nd by mid-1334 the Central Sank's forsign &3zzls
haed falizn to $2.7 miliien (less whign Two wWesXs'  imsorvs!. AT
this Junctur:s financial programming &3 part OF 2Iidrus ©o  Sicurs
&2 Standby Arrangement with the Internatzional Mernetary Fund enzued
The Standby Arrangsment became eifective on Decenb&: g, 19&¢8, and
a programnme ‘was implementsd, the primary otjectives of which
wWere:
a) to strengthen the finances of the pubiic

sector;

b) to restore the balance of paymentis <o 2
sustainable position; and

¢) to increase the couniry’s reserves.

It was especially envisaged that the loss in the foreign exchange
reserves of the Centrzl Bank be contained to US36.5 million in
1884 and reserves be increased by U3%35.0 million in 1885,
Initially it was felt that fiscal restraint should be the primary
target for achieving these results., Later on, howsver, thers was
increasing recognition that monetary measures would work faster
to reduce aggregate demand and reverse the detericrating foreign
position.

In Hovember 19284 the banks' cash ressarve ratio was raised from 5§
paercent to 7 percent of average deposit liabilities, This was a

precursor to a concerted package of measures Introduced in
Januzyry 1885, followinz upon the continued deterizsraiicn of - the
econcmy to the end of 1284, At December 1884 net raserves of the
Centrzal Bank ware nogesive at $5.C million «compzred wWith a
positive figure of $10.1 million at the close of 15:I0 (Table 4,
Table &
Centrzl Bank!s Ret Foreipgn Assets
1977 - 1986 {Jun)
1277 1878 1979 1980 1gd1 1982 1983 1984 1885 | 1986 |-
{Jun)

15,622 | 23,568 | 10,344 | 23,871 § 20,267 | 19,326 | 10,060 | {5,008) | 7,561 | 34,408

Source: Central Bank of Belize Statistical Digest, June ]985.
Domsstic coradit meanwhil: had exvanded from 3124 .2 million Lo
22214 mpiilion Tiis incrzase <of B322.8 millicon (12,8 gpsroent)
wis wmo3tly recsived b the non-financial public sector whoss
cr=cit grew by $15.3 millicn to %130.E million. The growih iIn
credit te  the Goveramsnt emanatsd from tie Central EBank whe
financed the entire fizznl daficit in 1834, Turing thiz peri-d
th= bLbanks reduced or:zdi= +o Governm=nt by $3:11.5 mililion A
same  time the banks were raducing thelr Treasury oill hoelding:s
dragtically  (Chart A), fFfora2ing the Cezntval Panlr t: iacreass Lliz
lavels of financinzg to i Govarnment and dspleting iTo soservss,
The  banks had excecs lisuidity aversgiag $l4.00 milollin mnanthl

e



TREASURY BILL HOLDINGS
1977 - Jun 1986
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compared with averags monthly reguiremsants ¢ 323.0 millicn so
Measures

could affora to divest themselves of billz. New mcnetary
were, therefors, considersd necessary o reverse this trend, and

these ware implemented in Jannary 1885.

Mcnetary measures introduced early in 1985 includef 3z two percent

rise 1in the prime lending rate from 12 percent to 14 percent
{reversing a similar movs in the opu051:e direction witnes=zed in
January 1824), a three percent increzss in all deposit ratzes
taking  the mirnimum thrsee-month Timz dapwsit rates to 12 parisnt
and rzising h Treasury bill rate frem 2.75 to 3 perzenz,
sunjsct to banks' bids. Liguid &sz=ts and cash r ravics
were ralsed from 20 percent to 28 percent in Mac i by oa
further 5 parcentage poinits to 20 perzsant in April banisz
werye alsoe disecouragsd from borrowing from the Danii,
aCceErT  In cas2s oF ehersgsncy. Trne Czazral Eanli's len raT sz
was raised from 1o percent to 20 percent Tris m2a3urse ralilscted
abiandonment oF the previous practiss, wWhersby The rate  WAas
automatically calculatsd at 2.0 perscirntags points  abowes  Tihe
Treasury bill rate round=d to th=2 nearzst 0.5 percens, Ior ths
arbitrary seisction of & rate theouzht o be suificientiz high to
discourags excessive ceredit cerzavion Besides the high diszcount
rate tanks’ borrowing Irom the Central Bank was dizesuragsd by au
announcemsnt +that banks' requestz would b2 snt2rtzined only in

cas2s  of  emargenay Other measares designzd to ingduce  fizcal



reztralint and enhanced revenuss wWers eXpecied To COmplament thess
mezsures in reducing the dzmand for credit, arrzsting the fall in
the parnkz’ hoeldings of Treoasury biills, and improving the fiveslsh
€xXchangs reserves i

Guarteriy infiows under the EDRT.1Z5 millicn Sizndby Faciliiy and
an ecconomic stabilisation programms agre=d with UZAID (intended
to provide '$13 million in loans at concessicnary tTerms and $1.0
miilion in grants) assisted in improving the extsrnal position.
An added boost te the balance of payments came Irom movie-Iilmirng
activity carried out during November 18885 to May 18866, inveiving
an expenditurs of U585 miilion.

25

improvement in the external accounts was achieved in 153235,
for 1986 the level of reserves has ;urpasssad Gii
previous levels., The Centrzl Pank's net foreign assets incrsass

by $12.6 million to $7.8 million during 1885. They have
increased ewven further by $25.8 million in the first hali of
13886, During the eizhteen-month period to June 1886 lcans and
advances to the private sector contracted by 12.6 percent or
$16.4 million (Chart B). Concurrently deposit liabilities of .
banks expanded by 16.4 percent or $23.3 million. The sharpest
growth in  deposits occurred in the first three months of 1886
(6.4 percent) while the contraction in credit was mgst evident in
the first three months of 1985 (4.8 percent). Strong growsh of
10.2 percent or $15.2 million deposit ligbilities witnessed in
the first half of 1986 is largely explained by high fors=ign
ws during this period. Lastly, use of Central Banh

gxchange inflows
credit by the banks had dropped from $7.8 million in DecembeX

1234 to z=ro by March 188C.

The
and so far

Chart B

COMBERCIAL BANKS'*DEPOSIT LIABILITIES

AHD TREDIT TO THE PRIVATE SELTOR
1977 ~ Jup 1986
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From 3.6 pevsoent In 1884 To 1108 percent in 1GEI. Thus =hs nzniv
chjisctive oI the monelary measures waich Waz o ‘a:,r:;r‘,g de::::..“i.:":r
3 credit in iine wi;h %upply wiry §av}ng3 and Capital inliows Srm
'ﬁJ abroad to reducs the drain on the baiance gr_pagmeggs Wiz izrisly
?% achieved byv iféa:f .Si, ;L-:r:.t“a, o and  the IMI Dtaif  Repors Las
%&_swbsequently stated that Pelize successfully implemenied i=s
N adjustment programme. )
. Chart D~ - - - - - ' . - -
Sz
- REAL DEPOSIT RATES, REAL DEPOSIT GROWTH, e -
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LI¥ITE 70 Erffg 0 IVE FIECUTION CKF MOHETAEY PCLICY
ticess liguidity ofi the banks at June 1886 was $27.8 million
against recuired holdings of $48.7 milliorn (Table B8). . Kez
Table 5
LIQUIDITY POSITION OF COMSERCIAL BANKS
OUTSTANDING POSTTION
June 1984 -~ Jume }4BE BZ$8
F 1964 [ 1984 |15E5 | 1085 185 Change Change
Jun {bBec fuun | Bec Jun 4‘7 e
Deg Eieiier Ao Det B5—dn B
Approved Liquid Assers 42,2 41,9 [ 4B.6 | 2.5 76.5 10.8 4.0
Vaule Cash 3.6 | 3.7f 3.8 4.1 5.0 0.k © -1
Balances with Central Bawlk 7.5 [10.5] 12.8} [4.2 17.% ok 2.8 .
Honey &t call gnd Foreign )
Balances (due within 90 days)| 11.z [13.5] I5.4 [13.0f 13.2 +1.5 +0.2 :
Treasury Bills maturing fo not .
mare than 90 days 1.3 [ S5.5] %.4|14.4]  36.4 +£.9 +22.0 _ ol
Qther Approved Asgars 5.5 [10.7] 7.2} €.1 8.5 4.5 -0.5
Eequired Liguid 4ssets 28.4 | 28.2) 43.8 (44,2 8.7 +1E.0 .5
Daily Averape Cash Reserves 7.5 |10.57 E2.8 u.,g' 17.4 19 +2.5
Bequirad Cagh Beserves 7.1 ] 2.3 13.2{:3.3 1.6 *3h +1.3
Ercess/Daficiency Liquid Assets 13.8 |13.7] 4.B| E.3 7.8 ~5.4 +19.5
Excess/Deficiency Cash HReserves .4 | 0.5 -0.4{ 1.5 2.8 .0 +l.2
foreign reserves ol the banking sy3tem ars at zn ail-tims high of
$33.8 miliion. EReal Tinancial savingzs Lhave been IssTtorsd to 1332
levelsz, and the spre=ad Dbetwesn ta:  btanks’ welghted averzgs
borrowing and lending rates have narrowed from 7.0 percentass
points December 1534 to £.8 peresntags points In wunz  1ELE, LT
tive =Eame time, nhowever, the Is3vel oF economiz altivizy iz very
low.

1é



The guasticn arlisez a:z To whethsr promosting oredlt expancsicorn will
aszist in raflating the economy ir the Tface o exiszting
unravorabpie denand conditicns in oUr Primary export RErKeis as &
result of faliing commodizy prices and rising protecticonisn., One
CEINNGT ignore the supply constraints resulting From poor
1nrraatracuura1 development, . low levels of domestic savings, and
lowsry than desired levels of foreign investment The genersl
impediments to developmenit ares thus alsc effective consirainis to
the success of monetary policy as tools to Tacilitate the
attalnment of balanced growth. It would appear, thereiore, that
until the supply constraints are removed, monetary policy will

most often prove to be reacting to external developments in order
to moderate their influence on the domestic econcmy, rather than
leading +the way to the attainment of minimal inflat;on, STroOng
balance of payments position, high employment and sustainable
rising levels of economic activity. :

In addition to the problems in the real sectors - high levels of
tnskilled and low levels of Bkilled labor, low infrastructural

development, highly skewed productive secior - there ars

costacles in the financial sector which have to be overcome, in
the first instance, the Central Bank as c¢chief agsnt for
fermulating &and implementing monetary policy has to operates
within an inconsistent legal framework, Chart E depicets ths

limitations inherent in the abiliiy of the Central Bank to

Chrre T
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creation of domesiic cradit. Recognising this, ©
hazs had to include the banks' long-term forelgn 1
deposits when calculating thelr advances to deposiis ratio
avoid having the ratio exceed 10C. Ancther negative Teature
the domestic financizl system of the banks' relations with
Head Offices has Dbesn their ability to include nst f
Balaneces due within ninety dayvs as part of their liguid
holdings. This obliges the central monetary autnor;tls to
ensure that domestic interest rates remain higher than rates
abhroad to prevent ocutflows of funds. It aliso leads to undesired
situations whereby the banks,, while not bringing their czpital
into Belize,, attempt to force an artificial improvement in their
liguid assets holdings by simultanecusly increasing assigned
capita and balances due Hezad Offices on the liabilities and
assets sides of thelr balance sheeis, respectively. Thirdly, the
banks in Belize finance primarily trade of consumer imporis and
channel insufficient resources to the productive sectors.
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Monztary policy cannot operaie in a vacuum, and inde=d 1t
SUCCess usually hingss on its  Joint implementation wit
complementary fis;al wolicy. Eoweveyr, formulation and executioc
of fiscal policy are themselves circumscribed by a number of
factors, There is the problem of the Government's weak revenus
base and its appareant inability to generate sufficiently high
gavings to bulld the infrastructurse and productive carpacity of
the country. There i3 alszc the attendant problem of dependence
on overseas ald, whish may not be adeguate in magnitudes.
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DEVELOEUENTS 1IN MCHNETARY AND CREDIT POLICIES
1376 - 13286

Severing of Belize dollar link with socund
sterling at 1.00 = EZ%4.00 and pegginzg 1o US
dollar at BZ3l.00 = US$0.50.

Establizhment of Monetary Authovrity of Belize
.o replace PBelize Board of Commissioners of
Currency and Eanking Ordinance Exchange
Control repgulations in force.

Monetary Authority fixed minimum buying and
selling rates for banks'dealings in forsign
currency in UG%, CN%, & sterliing and Caricom
gurrenclies.

Panking Oxdinance 1976 ( Ho., 13 of 1976),
hecame effective

80 percent of loans to Central Government and
other public sactor bodles plus 10 percent of
private s=ctor loans and advances considered
approved liguid assets, '

First quarteriy Treaszury bill issue of E&
millicn; end of practice where banits paid
1nburecc on excess cash balances with Monetary

buthority of Belize

Banks restricted Trom clearing local interbank
balances with Head Offices abroad.

100 percent of loans and advances to GCovers
and Tive percent to private sector consider
epproved liguid aszets.

Syebiallv designated appraved liquid asszezs
changed to above, becams eflfective.

Commensemnant of monthly Treasury biil issaes.

Frivate zectir lcans and advanlss nd long::
considered other aporoved llguld ass=ts,

L. Do v man . L
Hurricanz Greta - zubsequent incourancs olailm
roo2ipts WoUuld be added To recOorid sugar
= -y - I T S : oo e e ! o~y i w o
exrnings to facilitate in the banis’ coversutsu-
gion oF gradit
Cleoring house aZrssment signsd 77 Hinsvavr
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Ovar-extension of erzdit by commereial banzs.

Cnly lcans to Banana Control Board and
Reconstruction and Development Corporation
considered approved liguid assets. (Down
from 2Z2.2 percent of banks'total liquid aszets
in 1881 to 4.1 percent in Cctober 1286).

Monetary Authority of Belizce directive Tfor
bankks to reduce oubstanding credit by five

percent by March 1880 - first move by MAER to
aotively influernce growth of monetary aggregates.

Discount rate raised from 10 percent to 10.75
psrcent.

in

Prime lending rates up by two percentage point
from 2.5 percent to 11.5 percent.
Discount rate up again - to 1Z2.5 percent.

Prime lending rate raised to 17 percent and
three month time deposit rate to 15 perceni,
discount rate ralsed from 13.5 percent to 14

parcent.

T Belice with:

]

Eztablishment of Central RBank

1) pawsr to =set limits on interest rates;

2Y external assets ratio of 50 percenct
(uompared with 40 percent for MAB);, and

3) ability to hold up to five times capital

and reserves in Government paper (com-
pared with seven Tor MAB).

Banks commence lending in forelgn currency with
.

ate of interesat linksd to Libor to protecs
thenseives against interest rate and exonangs
rate Tluctuations in face of instabillicsy in
internaticornal intersst rates and forelsn
exchange markets,
Conrras Dang suspenisd its frading in Tresasary
Fiils for first time To stem reserve 1orzzs and
Wwith hops of stimuiating inter-baniz trading.
Frime londing rate rediaced Treom 156 peroent no
14 pero=nt

e - LA o w i e = - tmme o v - o PR S |
FIinanClal programming caxrrisd QU Dol Tas TIiv3t
C o - e Les. - ey TMT D -
time as part of =ffcrt to secure 1YY Crand -ty
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Arresgement and inrprove Znowlielile O operaTtions
of financial systeam

Banizs allowed to include US$3.0 miliiion balanc=
of payments supoort loan to Censtral Eank In
other approved liguid assetis.

Commercial banks’ averags Cash rasar raoic
raised from 5.0 percent fto 7.0 percent

panks fall short by 30.3 million,

cE miilic
(75 percent of gucta) signed, includsed seris
of monetary measzures designed ¢ counter
deteriorating balarce of payments position.

[ & ]

Commercial banks’' prime lending rate raised to
14 percent.

Savings and time deposit rates up three per-
centage poinits with minimun rate of 12 paroznt
for three-month term deposits.

Treasury bill rate raised from 2.77 percent

to 13 percent, based on banks' bids.

Panks' cash reserves ratio raised to §

percent Ffrom 7 percent (against legal

maximum of 10 percent)

interess rate on CBE lcans to D

12 to 20 percent (this sigrnifie
N

igad freom
ionment of

of previous pracTtics wWihsrebd - ank' 3
lending rate to Government and commerclal banks
Laiuhiaubﬁ aaucnatncﬁllv at 2.0 perc=niages

ncarest 0. per
Banks’ 1iquid &
cent to 25 pere

Banks alsCUu““ged from utilising Centrazl Eaank
aredit except 1In cases oI emErgency.

Liguid asset ratics raised from 28 to 30 per-
sent (Five percsntags polint:s below Eres=nt
legal maxinum o 35 percent).
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