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SUMMARY DESCRIPTION (continued)

importing or causing to be imported within one year, raw materials, intermediate
goods, spare parts, agriculture inputs and capital goods from the U.5. for the
private sector in an amount at least equivalent to $4.6 million. 1In addition, a
general covenant will be included in the agreement requiring .he GOB to use the
assistance provided, including local currency allocated by the GOB, in accordance
with criteria agreed upon in writing. This will permit side letters to be issued
which will require (1) the use of A.I.D. assistance in & manner which will not
cause injury, or the threat thereof, to the production, marketing, or pricing of
U.S. agricultural commodities or products; and (2) the implementation of certain
provisions of the draft authorization markup for the FY 1982 supplemental agreed to
by the Administration.

The dollar loan will be repaid in 25 years with a 10-year grace period. The
interest will be 2% during the grace period and 3% thereafter.
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BELIZE BALANCE OF PAYMENTS LOAN

I. SUMMARY AND RECOMMENDATIONS

A. Recammendation: It is recommended that the AA/LAC authorize a loan of
$4.6 million from Economic Support Fundds to provide balance-of-payments
assistance to the Government of Belize (GOB). A request for a supplemental
appropriation of Economic Support Funds (ESF) to finance this program was
approved by the Congress and signed by the President.

B. Summary Justification: The Government of Belize is faced with two
sets of economic problems: (1) a balance-of-payments shortfall and low
foreign exchange reserves, and (2) a deteriorating fiscal situation and a cash
flow deficit on central goverrment payments. The proposed program loan will
assist the Government of Belize to cover its foreign exchange shortfall and
buttress its foreign exchange reserves. This, in turn, will enhance both the
external and internal creditworthiness of the country. The longer term
objective of this program is to enable the GOB to improve its domestic
financial situation including the provision of funding in its public sector
investment program.

It has twen determined that non-project assistance is the most appropriate
mechanism to use bechuse of the need to respond quickly to the current
requirement for foreign exchange. A cash transfer is recammended because of
the need to accelerate disbursement i1n order to impact rapidly on the
balance-of-payments problem.

Within two yecars of disbursement of the proposed loan, the GOB will be
asked, as a condition of the loan, to allocate the local currency equivalent
of $4.6 million to a special account to be used primarily to provide
counterpart to public sector investment projects supported by external donors
and such other projects as shall be agreed upon by the GOB and A.I.D. Of this
amount, the equivalent of U.S. $600,000 will be set aside (1) to support
private voluntary organizations operating in Relize ($450,000) and (2) to
assist public sector offices improve their accounting and budgetary procedures
and carry out policy stulies ($150,000).

C. Summary Conditions and Covenants:

1. Iending Terms and Interest Rate - The Rorrower shall pay the loan
to A.I.D. in U.S. dollars within twenty-five (25) years from the date of first
disbursement under the loan including a grace period of not to exceed ten (10)
years. The Borrower shall pay interest at the rate of 28 per annum during the
grace periad and 3% thereafter.  Interest shall be payable semi-annually. The
first payment of interest shall be due and payable no later than six months
after dinburgement »f the loan,

2. Reprynent - The Borrower shall repay to AJI.D. the poincipal
within twenty-five (75) years from the date of loan disbursement, in
approximitely equal semi-annual inatallments of principal and interest. The
firat inaotallment of principal shall be payable 9 1/2 years after the date on
which the first interest payment is due,



3. Conditions Precedent to Initial Disbursement - Prior to the
disbursement under this Loan, or to the issuance by A.I.D. of documentation
pursuant to which disbursement will be made, the Borrower will, except as the
Parties may otherwise agree in writing, furnish to A.I.D., in form and
substance satisfactory to A.I.D.:

-- An opinion from an appropriate official of the Borrower stating that
the Loan Agreement has been duly authorized and/or ratified by, and executed
on behalf of, the Borrower, and that it constitutes a valid and legally
binding obligation of the Borrowar in accordance with all its terms.

-- A statement representing and warranting that the named person or
persons have the authority to act as the representative or representatives of
the Borrower, together with a specimen signature of each person certified as
to its authenticity.

4. Oovenante - The loan agreement will include the following
covenants:

A. Local Currency Special Account(s).

(1) The Borrower agrees to establish a local currency
special account, or accounts, at the Central Bank of Belize to be capitalized
with the local currency equivalent of AID's dollar disbursement hereunder,
using the highest lawful rate of exchange existing on the date of local
currency deposit. The account(s) shall be capitalized, from the date of Loan
disbursement, on the following schedule:

Within 6 months The equivalent of U.S. $ .5 million
Within 12 months The equivalent of U.S. $1.5 million
Within 18 months The equivalent of U.S. $3.0 million
Within 24 months The equivalent of U.S. $4.6 million

(2) The Borrower ajzees to use the funds in the special
account (s) to finance the local currency costs of other donor development
projects or other projects. The Dorrower further agrees to set aside the
cquivalent of U.S. $450,000 from the special account(s) for the support of
private voluntary organizations operating in Belize, and the equivalent of
U.S. $150,000 to improve the accounting and buigetary procedures of public
sector offices and to assist the GOB to carry out policy studies. Uses of
local currency for all purposes identified herein shall be mutually agreed
upon by the Borrower and AID.

(3) The Borrower agreen to submit to AID quarterly status
reports which will show actual disbursements from the special account(s).

. Current Savings. The Dorrower agrees to increase the
central Government current savings to the historic ratio of corrent savings to
the Gross Domestic Product, and the current savings will be at lecast p$14.0
million for tho Belize Finscal Year 1983/64.
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the economy turned sharply downward in 1981, in part due to poor agricultural
performance, stagnation in the manufacturing sector, and the international

economic slump.

The main factor affecting agriculture, which contributes about 20% to GDP
and accounts for about 70% of domestic exports, was the damage done by smut
disease to the sugar cane crop. Sugar is by far the most important export,
amounting to about 50% of exports. The recent production reductions affected
adversely the balance-of-payments tor 1981, s the current account deficit
widened to US$39 million (12% of GDP). Despite considerable land resources
(less than 15% currently being farmed) and a climate favorable for
agriculture, Belize continues to import food (upproximately 22-24% of total
imports). The rcost of food imports runs at the level of some $30 million a
year. Efforts are currently underway to expand agricultural production fer
both export and domestic consumption. Major «c¢ straints to long-term
development in agriculture include shortage of labor and managers, inadequate
delivery system fcr extension services, lack of both short-term working
capital and long-term credit for farmers, inadequate ¢~onomic infrastructure,
and a negative policy environment, particularly in thc area of price controls.

The seccnd most important sector, manufacturing, accounts for about 15% of
GDP and is based primarily on agricultural outpuvt. Manufacturing growth has
been affected by saturation of the relatively small domestic market,
uncertainties aussociated with independence, and government price controls on
some damestically produced goods.

Tourism exhibits considerable potential and accounts for about 10% of
foreign exchange earnings. Nevertheless, an effective tourist plan, including
marketing approaches and infrastructure requirements, still needs to be

developed.

The nation's economic infrastructure is still in an early stage of
development. Subst~ntial investment in a road network and a new port have
been made by the Government. Road maintenance, however, remains a serious
protlem. A new port has facilitated the rapid rise in transit cargo for
Mexico, which accounts for about 40% of all cargo handled and a growing source
of foreign exchange.

The private sector in Belize is an active one. The investment climate is
good arxi, although there is some room for developing efficient import
substitution activities, the government strateqgy is to promote private
investment in the export sector given the small size of the domestic market.

In a ctimte of continuing political stability, future econamic growth
iargely depends on three factors: (1) development Hf adequate policies and
removal of certain discriminatory price controls to encourage local and
foreign private sector-financed infrastructure projects; (2) implementation of

various public tiector-financed infrastructure projects, andt (3) increased
availobility of both skilled and unskilled lalboce to meet the need for
managerial talent and to carry out agricalture programs. However, given the

contraints found in the Belize econony, aspectally shortages of capital and
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skilled manpower, it is unlikely that over the short-term the country iill be
able to return to the strong growth performance of the early and mid 1970s.

C. Balance of Payments: 1In 1980, Belize had a balance-of-payments
surplus of US §2.3 million and in 1981 a deficit of US $0.9 million. For 1982
the decline in the net international reserve position is expected to
approximate US $4 million. Gross foreign exchange assets of the Central Bank
declined from US $10.35 million at the end of the 1981 to US $6.06 million as
of October 13, 1982, 1In terms of import coverage this decline in qross
foreign exchange assets constituted a reduction from 3.1 weeks to 2.3 weeks of
import coverage. Restoration of gross rescrves to a position of 6.0 weeks of
import coverage (based upon 1982 imports) would require a $10.6 million
increase in the gross asset position. Coverage at this level is deemed a
minimum of adequate coverage by major external donors. It is also anticipated
that the 1983 B/P deficit will be about US $ 4 million.

Other external donors have indicated that the provision of immediate B/P
relief on the order of US $4 to 5 million would be welcame as relief to
Belize's current B/P problem, particularly if it were corditioned as a
requirement for fiscal correction. The GOB has applied to the IMF for a
drawing under the Compensatory Finance Facility (CFF) and this drawing would
provide approximately $4 millin in freely disposable foreign exchange.
However, this drawing is not likely to be forthcoming until late in the first
quarter of CY 1983 at the earliest.

Table 1 below on the Balance of Payments of Belize, which was recently
prepared, suggests the fundamental reasons for the swing toward a deficit
balance of payments position.  As can be seen, the damestic exports of Belize
declined by about 22 percent in 1982 and domestic imports declined about 10
percent.  The increascd trade deficit was offsct by a decline in non-factor
service expenditures and a small increasc in transfers resulting in no change
in the magnitude of deficit on current account --$38.6 million for both 1981
and 1982, e reduced inflow of private capital and commercial loans on
capical account was also nearly offset by on increase on the net inflow on
official capital. The paramount danger for Belize relates to the fact that
further crosion of the gross reserve position could mpair external
creditworthiness and undermine the capital account—particularly in regard to
credits to the private sector.  lor this reason, each dollar of ESE assistance
can be viewed as yielding a multiple equivalent in terms of capital account
inflow,
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TABLF. 1

Belize: Balance of Payments

(Million of U.S. mollars)

1980 108 1982

Domestic exp~rts of goods 82.1 74.7 57.8
Reexports of qoods 28,7 4.3 32,7
Total Exports of qoods 110.8 119,0 9.4
Non-factor service earnings 10,3 10.5 10.6
FExports of goods & n.f.s, 121.1 129.5 101.0
Domestic inports of goods, f.o0.b. 121.0 117.7 106.0
Imports of goods for re-export 28.8 4.3 32.7
Tot il Importys of goads 149,8 162.0 138.7
Nea~factor service expenditures 15.1 14.0 10.4
Imporcs of goods & n.f.s, 164.8 176.0 149.1
Net Factor Ineome 3.6 4.0 3.8
Transfers 14.9 11.8 13,2
Balance on Qurrent Account 32.4 18.6 38.6
Official Capital 14.1 15.8 18.3
Grantn ( 5.0) ( 0.0) (=)
Loy Distbarnements ( 7.7) ( 7.9) (19.0)
Lan ;‘u:nrtimtim (-0.06) (~0.7) (-1.9)
Publie Financial mititiens (1.4) ( 0.6) ( 1.2)
Couzeercial loans 2.3 2.1 1.1
Private capital amd 1 a p 22.9 10,6 15.4
Malance on Capital Accoaamt 34.7 36.5 34.0

Quurge i et Intornat fonal

Ronarve Ivmiticg, (< = {ncrease) 2.3 2.1 3.8



D. PFiscal Situation:

Summary Problem. The cash flow problem (i.e., unpaid claims) faced by the
GOB central government amounted to approximately US $1.75 million at the end
of Septerber -- the half way point in the GOB fiscal year. Over the
longer=term, the failure of the GOB to increase current revenues and reduce
current expenditures wiil deprive the public sector of the resources needed
for public sector investment. Revenues in the current Belize fiscal year (FY
1982/83) are about 9 percent under the initial projection and much of this
decline is due to the impact of unfavorable exogenous circumstances
(particularly the devaluation of the Mexican peso) and the decline in
trade-related tax and custans revenues on exports to Mexico. Even though this
loss may be temporary, corrective action is appropriate to ensure that the GOB
has the ability to finance its public investment budget.

Petailad Discussion.  The current status of the GOB's fiscal situation,
prepared by the GOB and the IMEF in April 1982, is previded in Table 2 below.
The analytical logic of this table is as follows: (1) The difference between
current revenues and current expensdiitures is the current surplus. (2) The
current. surplus plus capital revenves (a relatively minor item) constitute all
of the local nan-bank furvds available to finance central government capital
expenditures and transfers to the rest of the public sector. (3) The other
sources of funling for capital expenditures are fereign grants and loans and
domestic and foreign bank credits.  In point of fact, the central government's
current surplus accounts for nearly all of the savings of the public sector;
see 1BRD, boonamic Memorandum on Belize (Anril 5, 1982), page 2. Public
enterprises as a whole have had small operating deficita., Domestic funding
tram the current surplus as well as crodit from the domestic banking system
accounted for about 60 percent of funding of central qovernment capital
expenditures during the two recent fiscal years.
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Central Government Operations
(In Millions of Belize Dollars)

Fiscal Year

CQurrent Revenue
Qurrent Expenditures
Wages & Salaries

Other

Adjustment (Extrabudgetary)

Current Surplus
Capital Revenue

Available local Funds

Capital FExpenditure (a)
Local Funds
Foreign Fundis
(Grantn)

(lL.oans)

Deficit for Domestic Financing
Central Rank
Comnercial Rankn

Other

(a) Inclules transfors to reat of public nector,

1980/81

80.7
62.5
27.9
34.6

- Ool

18.1
1.4

19.5

2.3
7.6

0.5

1981/82 1982/83(b)

84.9 88.1
72.0 81.4
34.0
38.0

- 0.1

12.8 6.7
1.3

14.1

40.5
24.8
21.4
15.8)

5.6)

9.5
13.6
3.6
0.5

(b) Raged upon GO badgetary tevinion of Getober 1902,
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Community (EEC) is also an active development participant in Belize and has
recently established a resident office in Belize City. U.S. Government
a#ssistance has been through A.I.D.'s regional program in the Caribbean, under
v..1ich Belize has been the largest beneficiary.

The Belize Government's priorities for future funding over the 1982-85
time frame include same 44 projects. Tentative funding sources have been
identified for only ahout one-half of these programs. At the present time,
neither the World Bank nor IDB has any programs in Belize, but the World Bank
is currently discussing a road maintenance project with the GOB.

ITT. PROPOSED U.S. ASSISTANCE AND PROGRAM

A, Objective: A I.D.'s .levelopment strategy for Belize emphasizes
short ~term economic stabilization support and longer-term economic develop. 'nt
assistance to allow the country to achieve a measure of sustainable growth,
In support ol this strateqgy, A.1.D. proposes to provide the GOB with a
quick—distursing cash transfer loan. The essential and inmediate purpose of
the proposed $4.6 million FSp program is to cover the country's foreign
exchange shortfall and buttress thoe country's foreign exchange reserves,
thereby assuring over the short run, the oxternal and internal
creditworthiness of the country. Over the longer term, the proposed program
would leverage action by the GOB to improve its financial situation (i.e., its
cash flow problems) and assure adequate funding of the GOB's public sector
investment. program,

BB, Proposed IY 1983 A.1.D. Assistance: A $10 million ESF and $1.65
million DA program in FY 1983 for Belizec is contemplated. Besides the
proposed $4.6 million cash transfer (provided under the FY 1982 Caribbean
Basin Initiative Supplemental), the following preojects make up the programs

(1) Private Sector Rediscount Fund. The $5.0 million rediscount fund
will provide essential cradlts to private sectcr entrepreaeurs for investment
in businens activities, with emphanis on export products.

(2) Tevhnical Assistance for the Housing Guaranty. The $0.4 millien
grant will supply the appropriate technical asnlBtance required for the
Housing Guaranty (1G) project. Thin three-year FY 1982 $2.0 million 16
project aimn at strengthening the institutional capacity of the Belize credit
union system in the area of shelter construztion, th  rationalization of the
Government ‘s housing delivery gyatem, anid the prenervation and upgrading of
the country's houning atoxk,

(3) Liventock Product ion Programe his $1.2 million loan/qrant
program in being designed an an integratd approach to the inmprovement of the
liventock nector,  Thin nyutemat fe approach will include proaduct ivity
improvement, credit availability, market development, and policy changes,

(1) l’rwjvn_t_q- y(k:l‘l’m!‘.uy_ _()'ll‘ln'lhllﬁl‘.}’:vl} i nL‘l‘x"k_-ir‘.::r»x}. Some 30,3 million in
grantu will be avallable for” Privite Voluntary orqanization (I1v0) projects in
agricalture, mmall taninens aid nmall, nelf-help cvngunity-laned ddevelopment,

activition,
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analyzing central government finances) also suggest that such improvement is
necessary. Second, during the PAAD development stage, it was noted that price
controls on agricultural export praducts had been relaxed by the GOB; however,
some price and quantity controls continue for inferior cuts of beef and for
local marketing of timber, rice, and fish. Thus, further modification in
pricing policies would appear tn be necessary. To assist the GOB to undertake
studies of this sort, it is proposed that the equivalent of approximately U.,S.
$50,000 be provided to finance detailed studies of important policy or
policy-related areas.

D. Conditionality: A principal condition attached to the BOP loan will
require the GOB to improve its current fiscal situation. The presently
available data on GOB central government current revenues and expenditures
suggest that the present cash-flow crisis results mainly from exogenous
circumstances --particularly lower income taxes due to the reduced profits of
sugar prcducers and to lower revenues from lmport duties due to the Mexican
devaluation. Central government currenty savings (i.e., current revenues less
current expenditures) has decreased in the current BRelize fiscal year. The
revised GOB FY 1982/83 budget estimates a current savings of B $6,7 million,
as campared with an estimate of $12.8 million in the previous FY 1981/82
budget, and savings of $18.1 million during FY 1980/8l. In preparing its
budget for the 1983/84 fiscal ynar, the GoB should aim for a higher budgetary
current savings. The GOR has obtained legislative approval (as of November 1,
1982) for a change in valuation of land for tax purposes, a 1% increase in
stamp duties, and an increase in airport landing fees. The GOB estimates that
increases in these three taxes will praduce additional revenues of B $1.5
million during the remainder of the present fiscal year. Based upon our
consultations here and with the GOB, the principal task for GOB fiscal
management is to increase central govermment current savings. Maintenance of
the recent historic ratio of central government current savings to Grogs
Domestic Product suggests that B $14 million should be a minimum goal for the
GOB in regard to its budget for the upcaming Belize FY 1983/84, This is
approximitely equivalent to o 6 pereert increane inocurrent revenues and a §
pereent decrease in current expernditures.,

k. l_x_u»_l_c:m!j_{x‘tip_t_.i_qn. Arrangementn: It du anticipated that A 1.D. will
disburtie *he loan to the Helize Contral lank which will facilitate foreign
exchange paymentn as requestod by the GO, As a condition to our ansintance,
the GOB would be required to aqgree that during the year following initial
dinbursement. Bel jze would inport fram the United States at leint the amount of
the loan in raw materials, intermsiiate qouds, ppare parts, agriculture inputs
and capital goods for the private wector, excluding defenne items, luxury
goodn, food and penticides. The GOB would sulmit the relevant documentat fon
to A.1.D. in thin reqgard,

With regard to the local curtency special acvount () within the Central
Bank, the GOB will w required, at a minimm, to fuy] the acvount on the
following ncheslule from the date of dHobarnement of the canh trannfer:

within 6 monthu The equivalent of U.5. $ .5 million
within 12 months e exquivalent of 11,4, $1.6 m{llion
within 18 monthn The equivalent of 0,48, $3.0 million

withiy 24 monthn The cquivalent of 1,5, $4.6 million
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To ensure the integrity of the account(s) (e.g. against the effects of changes
in the exchange rate), the GOB will be required to deposit local currency into

the account (s) at the highest lawful rate of exchange existing on the date of
local currency deposit.

The GOB will be asked to agree, as a condition to the loan, to submit
quarterly status reports which will be adequate to show actual disbursements
from the special account.



