" THE MONETARY AUTHORITY

AND 1T858 TMPACT ON COMMERCIAL 57 D ta /L&—W_d

BANKING IN BELIZE.

Economic activity in Belize centers around produc-~
tion for export, This feature is deeply vrooted in the history of
the country, dating back as far as the 16th century when British
Sellers explorted the timber resources of the colony and mahogany and
logwood became the two primary exports., Bince then sugar has
superceded {timber as the main export {in terms of output, value,
and employment)., The itransition which did not come until the
1950's came only with the depletion of timber reservea, the
switch from wood to metal in the ship-building industry, and the
discovery of aniline dyes, These events were reinforced by the
importance of sugar in Burope, the recognition that a large seg-
ment of the arable lands was ideally suited for sugar produvction
and the realisation that sugar was the only crop grown in an area
wvhich housed over 30% of the population.

Concentration on satisfying an export market meant
that the economy produced very little of what was consuned Yocal-
ly. The result vas that the economy became highly dependent on
its e;port earninge to finance the varied import demands of its
regidents. The importance of omne crop, sugar which is suscep-

{ | tible to the vagaries of the weather and diseases, unstable
world prices, mnd more recently, rapidly fluctuating exchange
% rates, hac made this dependence more acute, WYhile attempts have
been made to diversify and citrus and fishing are making increased
contribution to foreign exchange,/ sugar remains, by far, the do- /earnings
minant crop.

The dominant industries, sugar, citrua and timber,
for example, vers primarily owned by iarge international concerns
and no attempts were made to carry the production process beyond
the primary stages, while the haphazard development of industries
resulted in very little intersectoral linkagees. In addition, the
seasonal nature of its major crope and the shortage of shkilled
matipower created and still create unemployment problems. In add-
ition, with the concentration of the population in urban areas,

47+ urban unemployment has coexisted alongside}tﬁe need to import
trorkers from neighbrring countries-for cane cutting and citrus

plcking during crop time.
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These ars only some of the features which charac-
terise the economy. Thisgructure has been perpeiuated, no ﬁoubt,
by its institultional framework., The comnercial banks, for example,
. have traditionally operated to finance the export - import trade,
and even today one finds that the largest portion of hank lending
% goes to the sugar industry. Yhile an increasging portion of bank
- lending has been going 1o manufacturing, in particular, light
manufacturing, a large proportion of the raw materials used in
this industry mnst be imported. DBeing branches of large inter-~
national econcerns, the banks' ensy access to overssas fundg en-
hanced their lending ability while alsc inhibiting the develop-
ment of any indigenous cemmercial banking sector,
The exieting siructure was also perpesuated by the
Currency Board, the predecessor 1 the Honetary Authority of
Belize. The Currency Board system graw ont of and facilitated
the existing relationsz™ip, in particular the trading relation-
ship between Britain and her territories in the Caribbean. The
Board,egsentially, had no discretionary function, being reguired
primarily to function ac a noney-changing institution. Tach unit

of local currency issued had to be backed by ite eqnivalent value
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in sterling. 5 policy required that the Board maintain a Currency
- Fund with the Crown Agents in London, thereby providing cover for
the complete issues of currency notes in Belize, Yhile the asseta
s of the fund were hcld mainly in British Govermnment,~guaranteed
. securities, the Currency Board Ordinance did provide for #1 mil-:
. lion of these assets to be held in Ielize Government Securities.
There was, in effect, no institution charged directly
with monitoring the behavieur and operati-—s of the banking in-
stitutions in Belime, and therefore, little was done to ensure
that the full benefits of their cperations in respect of Belize
accerued to the Tconomy. The 1663 Banking Ordinance represented
one of the first attempis to exercise come degree of control on
the banking sector. The Ordinance, the framework of the Banking
Crdinance, 1976, coniained clausee relating to the banks' cap-
ital, their reserves, and their holdinga of licuid assets. The
banks issued and paid-up ~apital could not be less than Bze
$200,000, (or ite equivalent for bahks with Hea? Office Out-~

side Belize), [Rvery bank incorporated in and operating in

T
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recerve fund into which it must transfer

a
of net prefits until

to maintain
4 thke amount of
to one~half of the bank's paid- up ‘capital and

han 50%

[

Belize had

each year not lees
such net orofits until the fund is equal to

the fund was ecgnual

thereafter, 25% of

the bank's paid-up capital, The liquid assets provision related

only to 'scheduled! hanke and reaquired that the bank's holdings
hould not, on averags, be less than 30% of its

of liquid assets sho
derosit 1liabilitieg and designated approved liquid assets aamt

-
a) Till money
b) Het balances with other banks in Belize
¢} Balances held with banks overseas and
call overseas, freely trangfer-

neney at
into Belize dollars
o Government Treasury Bills

able
d) United Kingd
e) Cther assets approved by the MNinister of
Finance which can be guickly turned into

cach in the country.

The 1liouwid assets provigion wae then made in-operative by the

Governnent of

lan of the
e structural weak-

fact that all commercial banks operating in Belize were classi-~
Lz

'scheduled? bankes.
B
+h th

fied as
The 1977 -~ 1879 Development
in sunmary, the strategy involved: -~

Belize recognised and attempted fo deal with

ness of the Economy,.
ion of

increaging the rate of growth in real output
P,

?Q

|

or

t and impori ewbsti-

i,
orginating in the expa

a) form ouvtput for exp
tution and ihport réblaéemento
ﬁ,?br export and im-

import replacement.

= L B : 1]
industrial productio
national savings,

b)
port substitution and
Inereasing the volume of
especinlly the share gencrated by the public
sector and, through this neans, increasing

the participation in the key sectors of the

Economy.
bringing about an absolute reduction in the

3.
current account deficit of the Balance of

Payments,
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4, Increacing employment opportunities.
5. diversifying the Tconomic gtruciure so as
to increage the liability of the Economy
{that is, reducinr the dependence on a few
crops)a
The strategy, in effect, hit at making the [Economy as Self- guff-
icient as vogsible with the public sectoer providing the inpas-
tructure and institutions, and the impetus to the private sector
to ensure its success. Encouraping the inflow of foreign ecapital
was a 'cornerstone' of the stratepgy given the belicf that the
domestic economy conld noit, orp its own, generate the level of
savinge reouired for the growth rate envisaged by the plan,

It was anticipated that the setting up of the lonetary
Authority of Belize would represent a major contri@ution to the
achievement of the pgoal of greater Self-gufficiency. The lione~
tary Authority Ordinance and the Banking Ordinance (1978) wore
desligned to eduip the new institution with sufficient power for
increased monetary management and conirol over the financial
sector in the interest of the Belize Bconomy, Given that there
vere no obstacles to the implementation of its functions, it was
anticipated that the new institution would make a significant contribution to
a reorganisation of the Economic Siructure. The impact the
Authority was expected to malke is evidence iun the role of the in-
stitution as described by the Ordinance. The Monetary Luthority
Ordinance lists the Tunciions of the Authority as: Economy of

Belize.,

1. %o manage the currency of éelizea

Z. to perform banking services Tfor the Govern-
ment, for the banks and other financial in-
stitutions, operating inh Belize, and for
foreign central banks and international or-
ganisationg apd financial institutions.

3. to assure monetary stability in Belize and
to promote monetary conditions which are

condricive to the balanced growth e? the

s
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economy of Delize and which are compatible with
the policy of Government,

N

4, .to maximise and mobilime savings and to optimise
distribution of credit in Belirme,

5, to enmure that the foreign exchange reserves of
Belirce are administered in the interest of their
cuctomers and of the general public and consis-
tently with the cconemic policy of the Govern-
ment,

6. to ensure that thz business of the banks and
other financial instifuiions operating in Belize
is conducted in the interesit of their custonmers
and of the general public and consistently with
the economic policy of ithe Govermment,

The role of the Luthority, therefore spanned beyond the
money-changing function of the Currency Board. IFor the fAuthority
to have maximum effect, however, il would reguire significant al-
ternations in the operationaz of the commereial banks {to accomo-
date the new relationship that as to exist between the Anthority
and the banks,

The Ranl

rine Crdinance 1978 which vas to assist the Auth-
ority in the furlfj

ng G
1lment of its geils, is, in many ways an ex-—
tension of the 19837z, £n interesting featuras is the distine-
tion it makes between banks incorporated in Belize and foreign
banks. Thile the local bank is required to have a subscribed
capital equal to no less than Bze $400,000., ($200,000 of which
must be paid-up in cash). The foreigr bankd subscribed capital
muat be no less than $3 million, which must be paid-up in cash,
and $200,000 of which must be held by the bank in respect of its
operations in Belige,

fnother interegting feature of the Banking Crdinance 1978
is the extension of the 1llg

nid assets definition to include:

1, Moies and coins which are legal tender in Belize,

%« Balances oné deposits held in accounts with the

3. Net balances and deposits dencminated in Belize

dollars and held with other banks and f£inancial
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institutiong in Belize and not exceeding 90 days
to maturity,

4, Cheques and other sipght drafts drawn on other banks
in Belize and in the couros of collections,

5, Net balances and money at call and at short notice
not exceeding 90 days held with institutions out-
side RBelizs and denominated in eurrencies freely
convertible in Belizme dollars.

6. Toreign notes and coing denominated in Bzlize
dollars.,

7. Inlan? bills of exchange which are financing com-
mercial transactions which bear the acceptance of
a bank and which are payable in not more than 90
days from the date on which they were drawn oxr
accepted,

8. Treasury Billec and octher seenrities issued or
gunranteed by the Governgmient of Beligze and
maturing in net were than 80 days.

9, Treasury Bills and other secrrities which have
been issued or guaranteed by governments abroad
which mature in not more than 180 days and which
are denominated in currzancies freely convertible
into Belize dollars.

10, Such other liguid assets as the Luthority with
the approval of the Minister (of Tinance) may
declare to be approved liquid assets for the
purposes of the secior.
In additicn the level of liquid agsets required was reduced from
30%, ag under the old legislation,to 20% of average deposit
liabilitiea,
Two complately new additions to the 1976 Banking Ordin-
ance are !
1. the banltz must maintain on an account with the futh-
ority a minimum bdlance which on average shall be
ecual to at least 5% of its average deposit 1iab-

ilities and
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2, the banlkg cannot grant any advance or credii faci-
lity that is greater than 25% of the cum of capit-~

al and reserves {0 any derson, company, group of

percon < ¢z group of companisa without ithe permission
of the Finigter of Firance Thig latier rest ion
and these requirements are intvended 1o wnlace con-

straints on the credii creating of the commercial
banks while minimisineg i1he risks on deposits with
tre benlks.

Prior to the coming into operation of the tlonetary Auth-
ority, the banlis mainizined no fixed ratic on their holdings of
liquid assets. The dcocignation of the 4 bankse operating inm
Belize as ‘secheduled bonlin! exemptied them from the liguidity re-

quirements of theo

o

nking Crdinance 1963. 1In addition; in many
ingtances the bhanks were illidguid n reepect of their Belize
operations. This —ractice was a direct ovigrowih of the branch-
banking notrc-e of their opesrations which alloved then to operate
with extremely low liguidiiy rstics with minimal risbe to them-

selves, and allowed then easy accecs to Head Cifice funds and

3
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o
m
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the overseas cov'ir~ The commercial banks could then,

if the situption so demanded, meet any unforeseen or ynuoually

high demand by depositers by acquiring sterlinp from abroad, and

depositing it viih the Corrency Ecard in roturn for its equivalent in

Delizme dziloro. The banks, then, during the Currency Board

operation, was able to operate al:rjquately with, for example,

cash/deposits averaging as low as beiuwsen 4% and 5% (in contrast
1

to the average of 10% -~ 12% which they now hold).

The implementation of the new liguwidity requirements de-
~,
manded a reorganisation in the hanks' agsets sgtructure, in par-
ticular, their loan portfoliec, given their long established

.

principle of maintaining high Advances/Deposits ratice, To

preveni any drasiic changes in thes 3inivial variod and to guard
againat embarrassing the banks, the provision under ssction

18 (3)(23 which allows the Authority, with the appieval of the
Minister to designate certain other assets aa liguid assets
vas utilised, “Jhen the Banking Crdinance became operative in

February, 1977, designated as liquid asszis under the epecial



Pape 8

—

arranrement was 80% of Tublic Sector loans and 10% of Private
sector loans cvtstanding as at December 31, 1976,

The special provision wag intended as a temporary provi-
gion 1o enable the banie to adjust gradually to the new require-~
men*. The facl. that the provision, somevwhat modified, is still .
cperative, reflects, to a lavze extent, the antapgonism of the
banking sector to the restrictions of the Crdinance and the re-
luctance to adjusi banking behaviouir. Discugsions still continue
with the banks repgarding the full implementation of the provigions
of Secticon 18, The banks have avgued that without the speecial
arrangement they would be unable to meet the liguidity redquire-~
ments and they weuld have to nlace restricitons on their ability
to extend credit given that deposit growih hag not kept pace
with the demand for crediit, IBxamination of data on liguidity,
however; showed that during the period June 1878 -~ June 1970
there was only one period when the banking sector as a whole
vas not livnid {excluding the coecial arrangement).. In addition,
while there has beesn ne significant increase in bank lending be-
tween December 76 and June 79, deposits had grown by 11,0% {and
20.1% betwesn December 76 and August 79, a period when the bank-

ing sector is most gquid), It has also been sugpgested that the

|....

i
banks convert a portion of their-core overdrafts into bille of
exchange which are themselves tradeable and qualify as liguia

assets,

-

Given tha reluctance of the banking sector to abandon the
special provision, the Anthority has adopted a policy of gradually
phasing out the epecial provisien., The epecial provision was
frist amended to include 100% loans to Government and 5% of all
other loang. Following this, and effective 1t July 1978, 100%

loans and advances to Governnent and other putlic sector enti-

tieg’ Complete eradicaﬁion of the special provision was further /qualified
ag liguid

delayed followinpg the hanks claim that loans to public sector
agencies should be elassed asg liguid agsets and that the banks
extended cradit {o theme agencieg on the basis that they would
gqualify as liguid asseis. The latest adjustment to the special
provision therefore, has been that, effective MWov, 1, 1979, only

loans to the two SuGero-; hodies wounld qualvfj under the -
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gpecial provision,

One of the functionp of the fnthority relates to the
management of the country's foreign reserves, a facior of e~
treme importance given the nature of the econony’s depeondeonce
on trade., To facilitate the financing of the banks internatiaonal
transactions, the tanks are allowed to hold balances abroad.
However, following the build-up in the banks! Fforeign asset hold-
ings in the latter part of 1977 and following dimcussions with
the banks thencelves, it was agreed that in respect of foreign
banka, not less than 95% of their average deposit lia® a

ies while
in respect of the local bank, a maximom of 3ze $1.5 miliien could
be held in Foreign issets,

the negative attitvde which the bankg have adopted-to -
vards the Banking Crdinance and the Authorityis attitude that it
wanta the full co~operation of the banks in implenentiung +hesa
policies have not made the Authority's job any easier. Another
area where bank hogtility haa been keen is in regards to ithe

ti

i

maintenance of reserves in Belize. his ig particelaxiy with
regards to the foreign banks). Discussions have bzen going on
from 1978 about the bhank reserves holding., Apgain, as happened

in the case with licuid asgets, the foreign baniks were alloeved

short term exemntion from Section 9 of the Crdinance. hiie

bad

the Authority argues that the provision of the secior is denigned
to ensure that the local economy receives maximum bonefits from
capital and reserves assisned to or in respect of its ilocal oper-
ations, it ig in the initerest of these banks, in fterms of returns
they could earn abroad and in terms of reduvucinz the repsrve re-
quirements of their operations as a whole, to keep their regerves
abroad., The argument over reservea points to a basic defect in
the Banking Crdinance sinece althovgh it stipulates the level of
reserve holdingeg, it does not requirs that the reserves be hald
locally, The pregent legislation, therefore, is heing amended

to remedy this situation,

While the liquidity requiremenis and the provicions o7
gection 13(a) requiring the banks to consult with the Authority

in reepect of loans valued at more than 28% of their capital

E
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and reserves, are designed, to ah extent, to restrict and channel
bank credit, it is questionable whether there hps been any change
in the pattern of bank lending since 1976, Agriculture (sugar)

and Distribuiion still command more than 50% of these ilgnné. While
there has been an increasing percentage going to manufacturing,

the firme in this area has been concentration on light manufad-
ture, for exemple, furniture and clothing.

The low level of capital market development and the
inadequacy of otvtlets for investment of bank funds facilitated
the banks! reluctance to sever their ties with their foreign
counterparts, ot much progress has been made in thisg area
given that the only move toward the devlopment of éhe capital
market has been the isgue of Government of Belize Treascury Bills.
The issue of Treasury Bilis has provided the banks with an add~
itional form in which to hold their liauid assets while providing
the Government with an additional source of short~term finance.
Since the firsi iecue in Lugust 1977, the issue of bills have
been increased from gquarterly to monthly issues. A commission
charge based on the days to matarity of the bills was also later
introduced én bille traded between the Authority and the banks,
Hhile the original intentions was to stimulate tradings between
the banks themsolves, the banks seem to have a prefersncs for
dealing directly with the Authority:

More indirect methods have been used by the Luthority to
enhance its effectiveness. Fonthly meetings, for example, are
held with the commercial banks in an effort to resolve any dif-
ferences that may exists between the two sets of ingtitutions.
The #Zuthority has adopted a policy whereby the banks ave allowed
to participate as fully as possible in decisions regardinr their
operations., This approach, as pointed out earlier has led to
the slow implementation of the banking provisions, given the
reluetance of the banks to alter existing behaviour.

The functioning of the fLuthority have been hinderted
too, by the reluctance of the banks to divulge information.
While this is possibly a reaction to the noint made above, it
is possible also that the staff members of the banks are unable
to cope adequately with the demands of the Authority, given

the low level of trained persgonnel, Attempts had been made to

)
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hold discussions with bank steaff direetly with producing inform-

ation for the Authority. DLowever guch attempte have beeni ﬁﬁ;ge;y

unfriitful given the practice by the banks of periodical” C;i;iff

in gtaff duties.

The powers vesied in tho Authority attest to the fact

i 3

that it was intended that the scome of the futhority would span

prye

beyond the money changing function of the Currency Board, Uhile
; the powers were to enable the exercise of greater control on

bank behaviour, the impact of the Authority have been restiricted
by, among other things, the b;anch~banking patvre of the commer-~
cial banks, their reluctance to severties with their Head Cffices
and their oprosition to changing their exigting behaviog?o These
institutional features pinvoint some of the problens with which
dependent economies such ag Belize are faced with in their bid

to exercise control over these institutions to ensure that the
domestic economy benefits to the fullest from their op-rations.
Such features, too, ars representative of only a part of the whole
gtructural problem Ffocing the economy and while the seiling up

of the futhority represents a brave.attempt to tackle one aspect
of the problem, other institutional changes for example, the re-

organigation of ithe production sector, pust be mnde befere the
full effect of thn Luthority can be felt,
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