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PROJECT AUTHORIZATION
 

Name of Country: Belize
 

Name of Project: Economic Support
 

Number of Project: 505-0012
 

1. Liant to Section 531 of the Foreign Assistance Act of 1961,
 
as AtwLided, I hereby authorize the Economic Support project for
 
Belize, involving planned obligations of not to exceed One Million
 
United States Dollars (US$I,000,000) in grant funds ("Grant") over a
 
one ('.)year period from the date of authorization, subject to the
 
availability of funds in accordance with the A.I.D. OYB/allotment
 
process, to help in financing foreign exchange and local currency
 
costs for the project. The planned life of the project is eighteen
 
months front the date of initial obligation.
 

2. The project ("Project") will consist of managerial and financial
 
advisory services to the Belize Electricity Board, a two-part study
 
addressing domestic price controls and trade policies and practices,
 
and a comprehensive review of the operations and policies of the
 
Belize Marketing Board.
 

3. The Project Agreement, which may be negotiated and executed by
 
the officer to whom such authority is delegated in accordance with
 
A.I.D. regulations and Delegations of Authority, shall be subject to
 
the following essential terms and covenants and major conditions,
 
together with such other terms and conditions as A.I.D. may deem
 
appropriate.
 

a. Source and Origin of Commodities, Nationality of Services
 

Commodities financed by A.I.D. under the Grant shall have
 
their source and origin in Belize or in the United States, except as
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A.I.D. may otherwise agree in writing. 
 Except for ocean shipping,

the suppliers of commodities or services shall have Belize or 
the
 
United States as their place of nationality, except as A.I.D. may

otherwise agree in writing. 
Ocean shipping financed by A.I.D. under
 
the Grant shall be financed only on flag vessels of the United
 
States, except as A.I.D. may otherwise agree in writing.
 

Victor M. Rivera 
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Assistant Administrator
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I. SUMMP"Y AND RECOMMENDATIONS
 

A. Recommendations
 

USAID Belize recommends the authorization of $14 million of
 
Economic Support Funds to be divided into million loan
a $13 

and a $1 million grant. The dollar loan will be repaid in 25
 
years, including a 10 year grace period. The interest 
rate
 
will be 2% during the grace period, and 3% thereafter.
 

The borrower and grantee will be the Government of Belize
 
(GOB) acting through the Minister of Finance. The Central Bank
 
of Belize (CBB) will administer the program.
 

B. Program Summary
 

The program proposes to provide immediate balance of
 
payments support to the economy of Belize via 
a loan cash
 
transfer of 
 LIS13 million over 6 quarterly disbursements and a
 
$US1.0 million grant for technical assistance. The local
 
currency equivalent of the cash transfers will be deposited in
 
a special account at 
the Central Bank of Belize. Disbursements
 
from the local currency account wilt be at the authorization of
 
the USAID Representative in Belize for allocation to 
a Mission
 
Trust Fund and for expenditures under the GOB Capital II
 
budget. Grant-funded technical assistance will be utilized
 
for: (a) advisory services for the Belize Electricity Board
 
(BEB), (b) a study for the reorganization of the Belize
 
Marketing Board (BMB), and (c) an appraisal of the foreign

trade regime and domestic pricing policy.
 

In addition to standard conditions precedent to
 
disbursement, involving a legal opinion and Borrower
 
representation, the GOB will agree 
to a number of covenants and
 
conditions precedent to each disbursement including: (a) the
 
maintenance of programmed levels of 
development expenditure and
 
public sector savings, (b) the removal of quantitative trade
 
restrictions imposed in 1982 for developmental reasons, (c)

restructuring the debt and improving management of 
the BEB, (d)

restructuring of the BMB and (e) importing 
or causing to be
 
imported within 12 months 
from each disbursement an equivalent
 
amount of raw materials, intermediate goods, spare parts,
 
agricultural inputs and capital goods from the 
U.S. for the
 
private sector.
 

C. Covenants and Conditions
 

1. Covenants
 

The Government (GOB) covenants that it:
 

a. recognizes the long-term importance of 
the capital

budget for infrastructure development and agrees to maintain
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the programmed pace of planned development expenditures as
 
stated in the current stabilization program;
 

b. recognizes the benefits to be derived from free trade
 
and market determined domestic prices, and agrees to conduct a
 
review and analysis of the foreign trade regime and domestic
 
pricing policies and practices;
 

c. recognizes the importance of savings for economic
 
stabilization and agrees to take the necessary measures to
 
achieve the targets for public sector savings as stated in the
 
current stabilization program;
 

d. recognizes the need for financial reform of the BEB
 
and agrees to take measures to restructure the commercial and
 
intragovernmental debt of that organization, to keep its
 
current electric bills at no more than 60 oays outstanding, and
 
to contract a financial and a management advisor for the BEB
 
for no less than two years each; and
 

e. recognizes the need for a reform of the agricultural
 
support price policy and agrees to change the function of the
 
Belize Marketing Board to that of an institution concerned
 
exclusively with commodity price stabilization.
 

2. Conditions Precedent to Disbursements
 

a. Conditions Precedent to First Disbursement,
 
March 31, 1985
 

Prior to the first disbursement under the 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 otnerwise agree in writing, furnish A.I.D. in form
 
and substance sastisfactory to A.I.D.:
 

(I) a legal opinion of the Attorney General of
 
Belize or other legal counsel acceptable to A.I.D. to the
 
effect that the Project Agreement has been duly authorized
 
and/or ratified by Borrower and executed on its behalf and that
 
it constitutes a valid and legally binding obligation of the
 
Borrower in accordance with all its terms;
 

(2) a certified statement of the name(s) of the
 
person(s) authorized under the Project Agreement to act as the
 
representative(s) of Borrower under the Project Agreement with
 
the authenticated specimen signatures(s) of said
 
representatives;
 

(3) a document which includes the scopes of work
 
for a management and a financial advisor for the BEB, and a
 
stated agreement that tne two advisors will Oegin work no later
 
than June 1, 1.985, (for a minimum two year period) for the
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initial purpose, inter alia, of helping the GOB design a plan
 
for restructuring the BEB debt, including agreeing to a
 
timetable for the assumption of full debt responsibility by the
 
BEB and for conversion of BEB's net debt position with GOB (or
 
a portion thereof) into GOB equity into BEB.
 

b. Conditions Precedent to Second Disbursement,
 
June 30, 1985-


Prior to any of the disbursements or the issuance
 
of any commitment documents under the Project Agreement, the
 
Government of Belize (GUH) shall, except as the Parties may
 
otherwise agree in writing, furnish to A.I.D. in form and
 
substance satisfactory to A.I.D.:
 

(1) Evidence that expenditures in the Capital II
 
budget are occUrring at the programmed rate, and that public
 
sector savings targets are being met.
 

(2) A document which includes the scope(s) of work
 
for trade and price ,olicy specialist(s), and also includes a
 
stated agreement that the GOB will have established a working
 
group with whom the specialists will begin to work no later
 
than July 1, 1985.
 

(3) A document which includes the scooe(s) of work
 
for agricultural specialists in the field of commodity
 
stabilization, and includes a stated agreement that the GOB
 
will have established a working group with whom the specialists
 
will begin to work no later than July 1, 1985.
 

c. Conditions Precedent to Third Disbursement,
 
Sept. 30, 1985
 

Prior to any of the disbursements or the issuance
 
of any commitment documents under the Project Agreement, the
 
Government of Belize (GUUB) shall, except as the Parties may
 
otherwise agree in writing, furnish to A.I.D. in form and
 
substance satisfactory to A.l.D.:
 

(1) Evidence that expenditures in the Capital II
 
budget are occurring at the programmed rate, andthat public
 
sector savings targets are being met.
 

(2) A plan, agreeable to both parties, to
 
restructure the BEB debt, and demonstrate that the BEB external
 
payment arrears have been eliminated.
 

d. Conditions Precedent to Fourth Disbursement,
 
Dec. 31, 1985
 

Prior to any of the disbursements or the issuance
 
of any commitment documents under the Project Agreement, the
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Government of Belize (GOB) shall, except is the Parties may
 
otherwise agree in writing, furnish to A.I.D. in form and
 
substance satisfactory to A.I.D.:
 

(1) Evidence that expenditures in the Capital II
 
budget are occurring at the programmed rate.
 

(2) A review and analysis of the foreign trade
 
regime( including tariff exonerations), and domestic price
 
policy and practices, and a plan for eliminating the
 
quantitative trade restrictions imposed in 1982 for
 
developmental reasons.
 

(3) Evidence that the BEB debt has been
 
restructured, and that the GOB is making payments to the BEB on
 
a regular basis for current electricity usage, and that the BEB
 
commercial debt is being serviced on time.
 

(4) Evidence, via an evaluation of the performance
 
of the non-financial public sector by a USAID-funded outside
 
consultant, using the most recent data and appropriate economic
 
indicators, that the GOB is achieving the programmed savings
 
target.
 

(5) An analysis of the Belize Marketing Board
 
(BMB), containing the strategy and plans for changing the BMB's
 
function into that of an institution concerned exclusively with
 
commodity price stabilization.
 

e. Conditions Precedent to Fifth Disbursement,
 
March 31, 1986
 

Prior to any of the disbursements or the issuance
 
of any commitment documents under the Project Agreement, the
 
Government of Belize (GOB) shall, except as the Parties may
 
otherwise agree in writing, furnish to A.I.D. in form and
 
substance satisfactory to A.I.U.:
 

(1) Evidence that expenditures in the Capital 11
 
budget are occurring at the programmed rate;
 

(2) Evidence that all the trade restrictions
 
initiated in 1982 for developmentil reasons have been
 
eliminated;
 

(3) Evidence that it continues to make payments to
 
the BLB on d regular basis for current electricity usage, that 
the bEb commercial debt is being serviced on time, and that 
appropriate management reforms are taking place; 

(4) Lvidence that satisfactory progress is being
 
made in addressing any defficiencies revealed in the mid-term
 
review of non-financial public sector savings.
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f. Conditions Precedent to Sixth Disbursement,
 
June 30, 1986
 

Prior to any of the disbursements or the issuance
 
of any commitment documents under the Project Agreement, the
 
Government of Belize (GOB) shall, except as the Parties may
 
otherwise agree in writing, furnish to A.I.D. in form and
 
substance satisfactory to A.I.D.:
 

(1) Evidence that expenditures in the Capital II
 
budget are occurring at the programmed rate;
 

(2) Evidence that it continues to make payments to
 
the bE3 on a regular basis for current usage, that the BEB
 
commercial debt is being serviced on time, and 
that appropriate
 
management reforms are taking place;
 

(3) Evidence that legal and/or legislative steps
 
are necessary to change BMB's functions and responsibilities as
 
previously agreed to have been taken; and
 

(4) Evidence that satisfactory progress is being

made in addressing any defficiencies revealed in the mid-term
 
review of non-financial public sector savings.
 

II. BACKGROUND
 

A. Recent Economic Performance
 

Growth in the Belizean economy has slowed dramatically
 
since the end of the last decade. Whereas GOP growth averaged

4.5% annually during the 1970's, the economy has experienced

only stagnation during the first half of the 1980's. GDP
Real 

grew by only 1% in 1981, fell by over 5% in 1982 and rebounded
 
by a mere 1% in 1983. The slump in the world price of sugar

(the sugar sector generates about 20% of GDP), a slowdown in
 
construction activity and a virtual halt 
to the re-export and
 
transhipment trade with Mexico 
were the factors primarily
 
responsible for the economic decline.
 

As in most small open economies, inflation in Belize is
 
generally determined by import prices. Consumer prices
 
increased from 7% in 1980 to 13% in 1981 as 
world inflation
 
surged and as this higher price level was validated by large

wai increases in the sugar sector that spread throughout the
 
rest of the economy. 1he pace of inflation moderated in 1982
 
and 1983 as the price of imports declined and as wage pressures
 
subsided.
 

Along with stagnation in economic growth usually 
comes
 
imbalances in the internal and external accounts of the economy

and Belize has been no exception to this general experience.

Public sector expenditures have continued to rise while
 



TABLE I BELIZE: GDP TRENDS AND PROJECTIONS 

GDP at current 
market prices 

(% change) 

GDP in 1980 market 
prices 

(% change) 

Source: IMF and IBRD 

1978 

242.4 

319.3 

1979 1980 1981 1982 

(in millions of Belize Dollars) 

282.4 342.4 366.1 332.3 

(16.5) (21.2) (6.9) (-9.3) 

323.7 342.4 345.5 325.8 

(1.4) (5.8) (1.0) (-5.8) 

1983 19841/ 

348.3 .66.3 

(4.8) (5.0) 

330.0 337.0 

(1.0) (2.0) 

19859/ 

392.0 

(7.0) 

347.0 

(3.0) 

l/ Preliminary estimate 

2/ Projections under the current stabilization program. 
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revenues have remained constant or have fallen. Growing public
 
sector deficits have maintained a high level of domestic
 
demand at a time when export receipts were falling. The
 
inevitable result has been increasing balance of payments
 
deficits, with net international reserves projected to be a
 
negative US$2.8 million in 1984.
 

1. Public sector finances were the first casualty of the
 
slowdown in economic activity. The financial position of the
 
consolidated public sector remained strong through FY 1980/81,
 
but weakened in the following two years. The overall deficit
 
of the nonfinancial public sector rose from 4% of GDP in FY
 
1980/81 to about 9% of GDP in FY 1982/83.
 

In Belize, the public sector consists of the general
 
government, which is made up of the Central Government and the
 
municipalities, and the public sector enterprises.Before FY
 
1982/83, public sector finances had been characterized by
 
modest savings in the general government and a small operating
 
deficit in the public sector enterprises. However, in FY
 
1982/853 the situation began to deteriorate. Savings in the
 
general government began to be squeezed as a fall in foreign
 
trade and income led to falling government revenues while
 
expenditures rose as a result of salary increases awarded
 
shortly before independence. The operating deficit of the
 
public sector enterprises more than doubled between FY 1980/81
 
and FY 1982/83, due primarily to inefficiencies in management
 
of the Belize Electricity Board and secondarily to
 
inappropriate pricing policies in the Marketing Board and to
 
production inefficiencies in the Banana Control Board. The
 
downward trend in the savings of the general government and the
 
upward trend in the operating deficit of the public enterprises
 
resulted in a contraction in overall public sector savings from
 
4.0% of GDP in FY 1980/81 to virtually zero in FY 1982/83.
 

As the public sector financial situation began to weaken
 
after FY 1980/61, the burden fell on banking system credit to
 
finance the growing deficits. In FY 1981/82 and in FY 1982/83,
 
net external credits continued to finance well over 50% of the
 
overall public sector deficits. But in FY 1983/84 with the
 
drop in the external flows (see below), domestic credit rose
 
sharply to fill the gap. In FY 1983/84, banking system credit
 
financed aboit 80% of the public sector deficit. At the same
 
time, the composition of banking system claims on the
 
government changed with that of the commercial banks falling
 
and that of the Central Bank rising.
 

The fiscal situation at the end of FY 1983/84 was
 
characterized by a severe liquidity shortage. Further domestic
 
financing was not available; Central Bank advances were at the
 
statutory limit and commercial bank portfolios could not
 
accommodate more holdings of treasury bills. Consequently, by

March 31, 1984 the gcvernment had accumulated BZ$4.3 million
 
arrears in interest and external transfers.
 



TABLE II BELIZE: CONSOLIDATED OPERATIONS OF THE NONFINANCIAL PUBLIC SECTORI
 

1978_2/ 1979 1980/81 1981/82 1982/83 1983/84 4/ 1984/85 5/1985/86 5_ 

(in millions of Belize Dollars)3 / 

Total revenue and grants 
Revenue of general govt. 
Grants 

63.5 
55.9 
7.6 

78.4 
64 4 
14.0 

94.5 
81.6 
12.9 

99.7 
86.4 
13.3 

101.2 
84.2 
17.0 

100.5 
84.4 
16.1 

111.3 
101.8 

9.5 

115.1 
109.6 
5.5 

Total expenditure 

Current expenditure of thegeneral government 

Public enterprise
operating deficit 

Development Expenditures 
General government 
Public enterprises 

87.0 

43.5 

-3.7 
39.8 
-
_ 

104.1 

52.7 

-1.4 
51.4 
-
_ 

108.3 

64.8 

-1.2 
42.3 
(34.9) 
(7.4) 

122.1 

76.5 

-1.5 
44.1 
(31.9) 
(12.2) 

131.4 

82.4 

-2.8 
46.2 
(27.7) 
(18.5) 

128.8 

87.5 

-4.4 
36.9 

(24.6) 
(12.3) 

132.5 

91.4 

-1.2 
39.9 
(31.4) 
(8.5) 

135.7 

95.7 

-
40.0 
(30.9) 
(9.1) 

Overall deficit 
Change in external arrears 

-23.5 
-

-25.7 
-

-13.8 
-

-22.4 
-

-30.2 
.4 

-28.3 
3.9 

-21.2 
-2.9 

-20.6 
-1.4 

Financing (net) 
External (net) 
Domestic (net) 
Banking system 

Central Bank 
Commercial banks 

Other 

23.5 
16.8 
6.7 
-
-
-
-

25.7 
23.6 
2.1 
-
-
-

-

13.8 
8.6 
5.2 
(4.3) 

(-2.2) 
(6.5) 
(.9) 

22.4 
12.9 
9.5 
(9.9) 

(13.5) 
(-3.6) 
(-.4) 

29.8 
18.3 
11.5 
(11.9) 

(.4) 
(11.5) 
(-.4) 

24.4 
4.7 

19.7 
(18.1) 
(14.0) 
(4.1) 
(1.6) 

24.1 
28.1 
-4.0 
(-4.0) 
(3.7) 

(-7.7) 
-

22.0 
31.2 
-9.2 
(-9.2) 

(-) 

(-) 
_ 

Memo items
Public sector savings6/ 

(as % of GDP)Z/ 

Overall deficit as %of GOp7/ 

8.7 
(3.5%) 

9.7% 

10.3 
(3.6%) 

9.1% 

15.6 
(4.6%) 

4.0% 

8.4 
(2.3%) 

6.1% 

-1.0 
(-.03%) 

9.1% 

-7.5 
(-2.1%) 

8.0% 

9.2 
(2.5%) 

5.7% 

13.9 
(3.5%) 

5.1% 

Source: 
 IMF, IBRD and ROCAP estimates
 



FOOTNOTES
 

1_/ Consists of the Central Government, local governments, the
 
Social Security Board and eight nonfinancial public
 
enterprises.
 

2/ Prior to 1980, the fiscal year coincided with the calendar
 

year. Since 1980, the fiscal year runs from April through
 
Marcn 31.
 

3/ Exchange rate: US$1 = BZ$2
 

4/ Preliminary estimates
 

5/ Projections under the current stabilization program.
 

6/ Calculated as current revenue less current expenditures of
 
the general government and GOB public enterprise operating
 
deficit.
 

7/ Calculated in relation to calendar year GOP.
 



TABLE III BELIZE: BALANCE OF PAYMENTS
 

1980 1981 
 1982 1983 19841/ 19859/
 

(millions of U.S. Dollars)
 

Current account 
 -3.7 -4,7 -18.4 -11.0 -15.8 -14.0
Trade balance -38.9 -43.0 
 -54.4 -45.2 -47.4 -46.1
 
Exports FOB (82.0) (74.7) (59.8) (65.1) (70.0) (77.7)

Imports CIF (-120.9) (-117.7) (-114.2) (-110.3) (-117.4) (-123.8)


Services (net) 13.2 14.1 11.0 9.6 
 9,0 10.5

Transfers (net) 22.0 24.2 
 25.0 24.6 22.6 21.6
 

Capital account 
 5.5 2.4 18.2 
 2.0 9.7 23.6

Public (net) 4.9 
 8.4 8.9 3.5 12.9 25.2

Private (net) 
 .8 1.8 11.2 -5.5 -3.2 -1.6
 
errors and omissions -.2 -7.8 -1.9 4.0 - -

Change in arrears 
 - - 5.1 -.4 -4.6 

Change in net official
 
reserves (increase - -1.8 2.3 .2 
 3.9 6.5 -5.0
 

Source: IMF
 

1/ Preliminary estimate
 
2/ Projection under the current stabilization program.
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2. The balance of payments has been the inevitable victim 
of the worsening financial picture in the public sector. Until 
1983, the current account had been characterized by large trade 
deficits offset in part by positive balances in the services 
and transfers accounts. Net flows on the capital account have 
usually been adequate to cover the current account deficits as 
Belize had been receiving a steady flow of development 
assistance and the commercial banks had no difficulty 
increasing their liabilities vis-a-vis their home offices. 

However, in 1982, this situation suddenly changed. The
 
current account deficit more than doubled between 1981 and
 
1983. Export revenues fell as world sugar prices fell and the
 
re-export trade with Mexico virtually disappeared with the
 
devaluation of the Mexican Peso. Imports, however, remained at
 
a high level due to strong domestic demand that was fueled by
 
continuing public sector deficits..
 

While current account deficits were increasing, the capital
 
account surpluses were falling. The surolus on capital account
 
fell to US$2.U million in 1983 as foreign assistance flows
 
shrank with the completion of several development projects and
 
as commercial banks reduced their liabilities with their home
 
offices.
 

The consequence of these two trends was a widening of the
 
overall balance of payments deficit. Net official foreign
 
reserves fell by US$7 million during the period of 1981-1983
 
excluding US$5.1 million in payments arrears in 1983.
 

Preliminary figures show that the situation will not
 
improve in 1984. The capital account will improve with access
 
to IMF resources under the recently approved standby
 
arrangement. But the current account is projected to worsen by
 
US$6 million and the government is obliged under the IMF
 
standby arrangement to begin clearing external arrears.
 
Current projections show net official reserves falling by an
 
additional US$6.5 million in 1984, leaving net international
 
reserves at negative US$2.8 million and gross reserves at US$14
 
million, an amount rquivalent to five weeks of imports.
 

15. Uoristraints to Uruwth and O)evelopment.
 

Beyond the current challenge of economic stabilization,
 
Belize faces long-term problems associated with economic growth
 

and development. One, the fiscal problem, is financial in
 
nature. Another, the policy matrix, refers to the adequacy of
 
the policy instruments that the government is employing to
 
influence the course of economic growth. Two others, the lack
 
of diversification and the paucity of infrastructure, refer to
 
structural deficiencies in the economy itself.
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1. The fiscal problem in belize is serious and threatens
 
to derail both economic stabilization and public sector
 
investment. There are two structural problems confronting
 
public sector finances: low savings and little control over the
 
eight public sector enterprises. The low efficiency of
 
collections and the lack of buoyancy of the tax system in the
 
face of rising recurrent costs are responsible for the
 
disappearance of savings. Without savings, there will be no
 
domestic resources to finance capital formation without
 
recourse to borrowing from the financial system and the
 
government will face the ever--present temptation to cut
 
development expenditures, a lamentable mea ire in a country
 
with a low level of infrastructure development.
 

The nonfinancial public sector enterprises as a group have
 
been characterized as disorganized and mismanaged. Whereas the
 
central government has exercised restraint in its wage policy,
 
the state enterprises have allowed generous wage increases.
 
These enterprises have also engaged in borrowing without
 
central government control, complicating the debt management of
 
the public sector. Altogether, the state companies in FY
 
1982/83 received $5.5 million in transfers from the central
 
government to cover current operating deficits and part of
 
their investment budgets a sizeable fiscal drain representing
 
15% of government revenue.
 

Of the eight, three constitute the greatest problem: the
 
Belize Electricity Board (BEB), the Banana Control Board (BCB)
 
and the Belize Marketing Board (BMB). The other five either
 
operate near the break-even point or generate a small surplus.
 
The electricity system is fragmented, inefficient and poorly
 
managed. The BCB is plagued by high costs and a volume of
 
production that does not make the operation profitable. The
 
BMB is engaged in the trading of a wide variety of basic grains
 
through which it sustains losses by subsidizing high prices to
 
farmers. Of these three, the BEB represents the largest burden
 
on central government revenues, accounting for nearly 70% of
 
the operating deficit of all the public sector enterprises.
 

2. Belize is probably the most open economy in Central
 
America and the policy matrix is, with the exceptions discussed
 
below, relatively free of irrational market interventions. The
 
exchange rate regime and interest rate regime have not produced
 
economically inefficient relative prices in the economy. But
 
there are features of the policy matrix that could have adverse
 
effects on resource allocation that will be the subject of the
 
ESF Policy reform agenda. These relate to the foreign trade
 
regime and domestic pricing policies.
 

a. The principal items in the policy matrix, the exchange
 
rate regime and the interest rate regime, are, not large
 
problems at this time. Although Belize's balance of payments
 



problems raise the issue of devaluation of the national
 
currency, we 
would argue that demand management through fiscal

adjustment and an 
attack on supply side constraints is, at
 
present, 
a preferred approach to external adjustment. Our
 
policy dialogue with the GOB will, however, emphasize that

exchange 
rate stability is closely linked with the containment
 
of domestic cost pressures. Accordingly, other approaches 
to

reducing the trade defici- will be emphasized. The fiscal

deficit must 
be reduced both to improve government finances as
well as to reduce domestic demand. A reduction in domestic
 
demand will contribute to external balance over short
the run,
while over 
the medium term, attacks on supply ride constraints
 
through projects to deepen the domestic capital market and 
to

improve the productive infrastructure will help attract
 
investment that will diversify the export base.
 

If the authorities are nut successful with the adjustment
 
program, wages and prices may begin to erode profitability in

the export sector. Consequently, the policy dialogue between

the GOB and USAID will then focus on the fact that continued
 
export competitiveness is related to 
containing domestic cost
 
pressures and failing that, 
the authorities may need to
 
implement a flexible exchange rate policy. 
 A review of the

appropriateness of 
the exchange rate will be undertaken during

the development of the Export Development Project.
 

Domestic interest rats, 
the other principal item in the
 
policy matrix, appears to 
be giving the proper price signals to
deposi.tors and investors. A flexible interest 
rate policy was

introduced in 198U to keep deposit rates 
in line with interest
 
rates abroad. In early 1984, the deposit rate was reduced to

9%, positive in real 
terms, but giving the depositors somewhat
 
less vis-a-vis U.S. dollar denominated instruments. At the
 
present time, however, a shortage of liquidity in the banking

system has put upward pressure on deposit rates and depositors

are now receiving a positive real rate 
of interest that is

higher than rates abroad. On the loan side, rates are also

relatively high -- currently around 14% 
-- and free of
 
subsidized credit lines.
 

b. Other items 
in the policy matrix may introduce elements
 
of uncertainty in entrepreneural decision making. 
 The first of

these is the support price system of 
the Belize Marketing

Board. 
 High support prices tend to result in an oversupply of
 
agricultural commodities causing 
a resource drain on the
 
government and 
a lack of incentive for agricultural
 
diversification.
 

Another area of concern is quantitative trade restrictions
 
and duty exonerations. Import licenses have been used in
Belize 
to ban the imports of certain items and to control the
 
imports of others. Import bans 
were introduced in late 1982 to
 
protect local producticn of certain products, but 
no beneficial
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effects are evident from these restrictions. For other

products, exclusive import licenses generate economic rents to
 
the holders of the licenses, that should accrue 
to the
 
government through the tariff system. 
 Import duty exonerations
 
given to approved investment projects have been abused in the
 
past and have denied revenue to the government. A minimum
 
nominal duty in place of the exonerations would provide
 
revenues to the government while not discouraging investment.
 

Lastly, domestic pricing policies have provided 
some
 
control over product prices. They work through maximum
 
wholesale and retail markups on imported goods and ceiling

prices on domestically produced goods based on costs of
 
production, There to
seems be little enforcement of these
 
controls and, consequently, few market distorting effects of
 
the system
 

3. Lack of diversification in the productive sectors is
 
probably the biggest constraint facing long-term economic
 
growth in Belize. The primary sector (agriculture, forestry

and fishing) accounts for some 40% of all economic activity and

half of that is attributable to sugar. Other crops such as
 
citrus and livestock are 
increasing in relative importance, but

in general, trends in sugar prices -- and in the U.S. sugar

quota -- will have a powerful influence on overall economic
 
performance.
 

Manufacturing has a very small participation in GDP and
 
most of this is centered in activities with direct links to the
 
agricultural sector such 
as sugar processing. This is not 
a
 
surprising characteristic of the economy, giver its 
small
 
domestic market and limited opportunities for import

substitution. Future diversification and growth in the
 
manufacturing sector will, by necessity, be based 
on
 
diversification in agriculture (processing of 
fruits and
 
vegetables, for example) and will be oriented toward the
 
foreign market.
 

The very narrow range of productive activities is, in large

part, responsible for the unemployment problem in Belize. With
 
a small populatiun relative 
to the available natural resources,

especially in agriculture, it would be difficult to argue that

unemployment is a serious problem. it exists and is very
Yet 

visible; in 1980 the unemployed numbered some 6,800 or 14% of
 
the workforce, of which 50% were in Belize City. Even though

employment opportunities exist in agriculture, and in the rural
 
areas generally, they 
meet neither the training nor the
 
expectations of the unemployed. 
In absolute terms, however,

the problem is not large and will likely disappear with
 
investment in manufacturing and services located near 
the urban
 
areas.
 



4. Lastly, Belize suffers from a paucity of productive
 
infrastucture. There is a good national telephone system, but
 
in all other areas the infrastructure is seriously deficient.
 
Diesel generation supplies power to 60% of the population; but
 
the service is expensive and unreliable. The only railroad
 
fell into disuse over two decades ago. There is no natural
 
deep water harbor; only at Belize City is there a deep water
 
port facility accommodating ships up to a 17-foot draft. The
 
road system is poor, having only a limited network of secondary
 
and access roads.
 

The Government of Belize and the World bank staff believe
 
that given Belize's low level of infrastructure development,
 
public investment equivalent to about 12% of GUP is necessary
 
to achieve economic growth rates similar to those that
 
prevailed in the 197Us. Present levels of investment are much
 
lower. Consequently, not only must currently programmed
 
development expenditures be maintained, but the level of
 
investment should be increased.
 

C. The 1984-86 Stabilization Program
 

The Government of Belize took steps early in 1984 to frame
 
a coherent economic stabilization program. The first step was
 
to improve revenues of the central government. Accordingly,
 
new taxes were introduced in March and June of 1984. These
 
measures, which included increases in the excise tax on locally
 
produced beer, a new excise tax on soft drinks, and increases
 
in the gasoline and stamp taxes, are projected to yield the
 
equivalent of 3.5% of GDP on a full fiscal year basis. The
 
second step was to improve the revenue of the public sector
 
enterprises by increasing the rates for water and electricity.
 
Hastly, the government made an effort to improve the efficiency
 
of tax collections by increasing the penalty for non payment,

by centralizing collections in the Ministry of Finance and by

streamlining judicial procedures.
 

In September cf 1984, an IMF team visited Belize to
 
negotiate a standby arrangement that would support the GOB
 
stabilization program by allowing access to Fund resources in
 
an amount equivalent to SDR 7.125 million. The centerpiece of
 
the program is a turnaround in public sector savings from a
 
dissavings of 2% in FY1983/84 to a savings equivalent to 3.5%
 
of GDP in FY1985/86. This will permit a reduction in the
 
overall public sector deficit to some 5% of GDP in FY1985/86.
 
The reduction in the public sector deficit will lower excess
 
demand in the economy and permit an improvement in Belize's
 
external position. Net international reserves are targeted to
 
improve by $US5.0 million in 1985, and external arrears will be
 
eliminated by the end of the year. Other targets include an
 
improvement in the maturity structure of public external debt
 
and the elimination of quantitative trade restrictions.
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In order to achieve these targets, the government has
 
adopted the following set of instruments:
 

(1) increased revenues through the newly enacted taxes;
 

(2) improved revenue collections;
 

(3) control over central government current expenditures;
 

(4) improved operational efficiency of the public sector
 
enterprises including rational pricing policies.
 

(5) strengthening the Office of Management and budget and
 
the introduction of a consolidated budget for the nonfinancial
 
public sector;
 

(6) the establishment of a high level commission to
 
approve all external debt transactions and of an office in the
 
Central Bank to monitor these transactions.
 

The IMF has introduced quantitative performance criteria in
 
order to monitor progress under the program. These are
 
ceilings on net domestic assets of the central bank, on not
 
credit from the banking system to the nonfinancial public
 
sector, on outstanding public debt with a maturity of 12 years
 
or less and on outstanding payments arrears. The pupose of the
 
first two is to monitor the flow of domestic credit to the
 
public sector and the purpose of the latter two is to monitor
 
developments with respect to net international reserves.
 

[ime government's stabilization program can be characterized
 
as ambitious. it is unlikely that the savings target can be met
 
without additional taxes--beyond those already enacted--and
 
without vastly improved tax collections, including past due
 
obligations. This should not be interpreted as meaning that
 
the savings target is inappropriate; a savings rate of 3.5% of
 
GDP is essential and should be achieved as soon as possible.
 
Beyond the program period, this ratio should be increased
 
further, to perhaps 5%.
 

The assumptions underlying the program may be optimistic.
 
Real rates of GDP growth of 2% in 1984 and 3% in 1985 are
 
forecast. The rate of inflation, measured by the CPI, is
 
predicted to be 3% in 1984 and 4% in 1985. A 3% real rate of
 
growth in 1985, given the slowdown in the rate of growth in the
 
US and given the recent sluggish performance in world commodity
 
prices, may not be attainable. If not, the Fund will find it
 
necessary to reconsider the targets and quantitative
 
performance criteria of the financial program.
 

1le IMF performance criteria do not directly enforce the
 
adoption of certain measures that the U.S. Uovernment deems
 
necessary for the overall improvement of public sector
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finances. 
 The first of these is the abolition of quantitative

trade restrictions. The second is the fioancial restructuring

of the BEB which is essential if the operational efficiency of
 
the enterprise is to be impruved. US AIU's proposed ESF
 
conditionality and policy dialogue constitute 
an important

complement to the Fund's program to 
help assure sustained
 
improvement in important areas of public 
sector finances.
 

III. THE 1.985/86 ESF PRUGRAM
 

A. Conditionality Strategy
 

This ESF program follows a previous US$4.6 million ESF loan
 
that was disbursed early in 1983. The economic problems facing

the GOB at that time proved to be more serious than envisaged.

The government was not able to frame a stabilization program
 

until the following year; consequently, the conditionality

under the loan -- mainly that pertaining to public sector
 
savings -- was not met.
 

The purpose of the 1985/86 ESF program is to support the
 
GOB stabilization program put into effect late in 
1954. Dollar
 
cash transfers will provide additional external resources to
 
the monetary authorities of Belize at a time when they will be
 
facing severe balance of payments difficulties. The local
 
currency equivalent of the dollar transfers will be used to
 
provide budget support at 
a t'*me when the GOB will be effecting
 
a comprehensive structural reform of public 
sector finances.
 
The budget support will enable the GOB to meet obligations in
 
the public sector capital account until such time as public
 
sector savings are adequate to finance capital formation.
 

Conditionality under the ESF loan will focus on those
 
problems in the economy that relate to 
the thrust of the
 
program: improving public sector finances. 
 Accordingly, the
 
GOB will be required to take all possible measures to achieve
 
the savings target set down under the stabilization program and
 
to effect reforms in the two parastatals causing the heaviest
 
fiscal drain among all the public sector enterprises: the BEB
 
and the BMB. Furthermore, these economies would not come 
at
 
the expense of public sector investment which is actually

programmed to increase over the program period. The GOB will
 
also be required to review domestic pricing policies and the
 
foreign trade regime, items of the policy matrix which do not
 
directly affect public sector finances, but which could, in the
 
future, prove to be impediments to efficient resource
 
allocation.
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B. Belize Electricity Board (BEB)
 

The BEB is a government-controlled statutory body beset
 
with serious financial and management problems. As a result,
 
electricity is unreliable and expensive; Belize has no
 
long-term energy plan to provide for an orderly expansion of
 
electrical generating capacity; and the BEB is in such
 
financial disarray that international lenders such as the World
 
Bank are reluctant to provide financial assistance to the
 
energy sector in Belize. Four of the country's nine public
 
enterprises required some budget support from the Central
 
Government in FY83/84. Of these four, the BEB absorbed the
 
majority of the subsidy payments, B$8.5 million, representing
 
slightly more than 70% of the four enterprises' total operating
 
deficits, or more than 10% of Central Government revenues.
 

If Belize is to take best advantage of the various
 
initiatives and programs being directed at Central America and
 
the Caribbean, and specifically, if it is to attract foreign
 
investors, the BEB must be better managed and able to make
 
cost-effective decisions. Electricity may always be relatively
 
expensive in Belize. But, it is important that the price
 
reflect an efficient operation so that it can be as low as
 
possible in order to stimulate economic development, while
 
still leaving the BEB with a sufficient surplus to allow for
 
future growth.
 

To partially offset the operating deficit, the UEB recently
 
raised the tariff by 16%, bringing the cost of electricity to
 
US$0.22/kwh, easily one of the highest rates in the region.
 
However, World Bank estimates indicate that, even combining
 
this high rate with several cost reductions will not produce
 
enough of a surplus for the BEB to retire its large outstanding
 
debt both to the GOB and to commercial firms. On March 31,
 
1984, the GOB owed the BEB approximately US$ 2 million for back
 
electricity bills, while the BEB owed the GOB about US$ 8.3
 
million for various advances over the years to cover operating
 
costs and service debt. There were also approximately US$ 2
 
million in short-term trade credits due PEMEX and CFE, a
 
Mexican utility. Finally, there are US$ 12.8 mi4llion in
 
long-term commercial debt comprising fuel loans, a COB loan, a
 
supplier's loan, and an overdraft account with Baclays.
 

Under this ESF program, the way will be cleared for a World
 
Bank energy sector loan that will be initiated in 1986. The
 
BEB debt will be restructured by conversion of all, or some
 
portion of, net BEB liabilities to the GUB into equity, by the
 
temporary assumption of all BEB commercial debts by the GOB
 
until such time that the bEB can take full responsibility for
 
its debts, and by the GOB meeting its accummulated past due
 
electricity bills. Additionally, the BEB will contract
 
advisory services in financial management.
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C. The Belize Marketing Board (BMb)
 

1. 	The Belize Marketing board (BMB) is a statutory body
 
and sells local products (such
that operates ricc mills, .uys 


as rice, corn and red kidney Deans) and imports milk.
 

While the BMB recently improved management sufficiently
2. 

to 	reduce operating deficits, historically it has failed to
 

established to
meet the objectives of its charter. The BMB was 


provide an assured market for farmers' produce at fair prices.
 
the margins, purchasing
It was primarily intended to work at 


selling to consumers
from farmers as a buyer of last resort and 


when prices began to rise beyond a pre-determined "reasonable"
 

level.
 

3. Through the years, the board has been reshaped and its
 

terms of reference has been stretched beyond their limits,
 

often for political expediency. The result has been to disrupt
 

rather than stabilize the market. 
 Prices of commodities have
 

often been set at unrealistically high levels causing over
 

production which destroys the commercial market, leaving BMB
 

facilities overflowing with spoiling commodities, and
warehouse 

is a severe drain on the GOB's meager treasury. The following
 

year farmers are hesitant to plant and a shortage of basic food
 

commodities ensures.
 

4. During the past year, management of the BMB has
 

improved and coupled with an acute shortage of funds,
 
politicians have been unable to mount patronage schemes.
 

Accordingly, the symptoms of a less than adequately conceived
 

marketing board have not been apparent. Nonetheless, unless
 

steps are taken to devise a mechanism for providing realistic
 

production incentives, a modern storage capacity 	capable of
 

storing a minimum of six month's normal consumption of basic
 
a scheme for releasing
commodities (rice, corn and beans), and 


fair prices during periods 	of
these commodities to consumers at 

not 	 achieved.
shortages, basic food security is likely to be 


5. The GOB is cognizant of the need to provide national
 

food security, rationalize bMb functions, insulate 8MB from
 

political pressures and minimize the current drain on the
 

national treasury. Hence, there is a need to restructure the
 

BMB functions into an entity offering a market clearing
 

mechanism for agricultural products.
 

6. While the details on the appropriate structuring of
 

this facility remain to be developed by a team of qualified
 
professionals, the GOB has agreed in principle not only to this
 

restructuring but also to exploring ways to divest itself of
 

this parastatal. The latter step will be fully explained
 
during the course of the proposed study, although the small
 

Belizean market may preclude a total divestiture to the private
 
sector.
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7. In the event the new entity does not have government
 
sponsorship, the proposed board of directors would include 
producers, consumers and traders. its initial funding could 
come either from a GOB loan or donor support and include 
capital costs for new modern storage facilities, an operating 
budget and a revolving fund for the purchase of farm 
commodities. Facilities could be limited to appropriately 
located storage, office and support facilities. All other 
facilities such as the rice mill at Big Falls, now owned by the 
BI4B, would be offered for sale to the private sector. 

8. The board of directors would appoint a general manager
 
who would operate the corporation and hire the balance of the
 
staff. The general manager would be charged with implementing
 
policy and operating procedures developed by the board of
 
directors. The board of directors, supported by the Ministry
 
of Natural Resources Policy Analysis Section, would establish
 
the spectrum of comomodities to be purchased by the corporation,
 
establish the prices to be offered to producers for this group 
of commodities as well as a triggering mechanism for the sale 
of the s tored comiodlities as prLces reise beyond the 
predetermined level.
 

9. This concept will be worked through step-by-step by a
 
team of qualified professionals over an adequate period of
 
time. Once a concensus is reached on all aspects of the
 
proposed corporation requisite, legislation will have to be
 
enacted and funds to support the capital and operating budgets
 
will need to be identified.
 

IV. PROJECT ASSISTANCE 

Of the total $14 million ESF program, an amount of $1.0
 
million in grant funds has been allocated to finance a related
 
program of technical assistance (see budget on following
 
page). This TA program will focus on funding activities which
 
directly support the conditionality strategy described above
 
and the Mission's on-going policy dialogue with the GOB, and 

will include three separate components.
 

A. Technical Assistance to the BEB
 

The major component of the TA program is the provision of
 
managerial and financial advisory services to the BEB to 
accompany the planned World Bank loan. These services will be 
essential to guide BEB in the restructuring of its debt and in 
formulating and implementing internal reforms needed to improve
 
the management of BEB's finances and operations, both of which
 
are conditions under the ESF program. It is expected that two
 
advisors will be required, for up to two-and-a-half years
 
each. Draft scopes oi work for these advisors are included in
 
Annex B. The advisors would be hired under personal services
 
contracts, and should begin work by June 1, 1985. The 
estimated cost of this component is $750,000. 
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B. Study of Belize Trade and Exchange
 

A second component ot the TA program will be a two-part 
study, addressing (a) domestic price controls and (b) trade 
policies and practices. This study will identify existing 
policies and regulations in these areas, assess the impact of 

these, and make recommendations as to whether they should be 
retained, modified, or eliminated. In the trade area, special 

attention will be given to examining the extent of tariff 
exonerations, and the feasibility of eliminating them, subject 

to domestic legislation on investment incentives and 
obligations to its trading neighbors undertaken in the context 
of CARICOM. A draft scope of work for this component is also 
attached at Annex B. It is expected that this study will be 
carried out by individual consultants under personal services 
contracts, and will I ,gin no later than July 1, 1985. This
 
component is expected to cost an estimated $25,500.
 

C. Study of the Belize Marketing Board 

The third TA component is a comprehensive review of the 
operations and policies of the JIMB, undertaken with a view to 
reducing or eliminating the public sector role in commodity 
price stabilization and establishing a rational market clearing 
mechanism for agricultural products in Belize. The study will 
analyze institutional and policy options for accomplishing 
these goals, make recommendations among these options, and
 

provide an action plan for implementing these recommendations.
 
The study is expected to take up to six months, and will assist 
the GOB in fulfilling one of the conditions established for 
disbursements under this program. A scope of work for this 
study is being developed by staff of USAID/Belize and LAC/DR, 
with assistance from S & T. It is likely that the study would 
be carried out by Kansas State University, under a cooperative 
agreement with S & T in grain marketing, and would begin by 

July 1, 1985. The estimated cost of carrying out this study is 

$150,000. 

In addition to these three components, the TA program
 
includes funding for consultants to assist the Mission and the 
GOB in monitoring the public sector savings performance, 
required to fulfill one of the key conditions of disbursement 
under this program. It is expected that this monitoring task 
will require from two to three consultants for a period of up 
to six weeks, to develop appropriate performance criteria and 
the needed data base, and to review actual performance. The
 
consultants will make two trips to Blize one in June to 
develop the methodology and conduct a preliminary review of
 
performance, and a second in October 1985 to conduct a formal
 
assessment in fulfillment of the December 1985 condition. These
 
individuals will also be recruited under personal services
 
contracts.
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To assist the Mission and the GOB in implementing this 
program, scopes of work have been or are being prepared in 
AID/W, and will be made available to the Hission to review with 
the GOB. in addition, AID/W will provide the Hission with a 
list of qualified candidates for each position, from which the
 
Mission, in collaboration with the GOB, will select its 
preferred candidate. The Mission will be responsible for all
 
contracting actions. Disbursements under the TA program will
 
follow direct payment procedures.
 

D. Budget for Technical Assistance Program
 

1. Consultants (3) for monitoring public sector savings
 

3 X 35 days @ $400/day* $ 42,000
 

3 X 2 roundtrip tickets 2,500 

2. Trade and Price Studies
 
(a) review of domestic prices and price controls
 
(b) review of trade policy and practices
 

2 advisors X 30 days @ $400/day* 24,000
 

2 X 1 roundtrip ticket 1,500
 

3. Program for Restructuring BI4B
 

Study (6 months) 150,000
 

4. Advisors to BEB
 

2 advisors Q $150,000/yr. X 2.5 years 750,000
 

5. Miscellaneous
 
30,000 

G' AND TOTAL 
$1,000)000
 

*$400/day consultant cost estimate includes fees and overhead.
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E. Programming of Local Currency
 

the standard practice in cash transfer programs, the
As is 

Central Bank of Belize (CBB) will establish a special account
 

that will remain under the control of USAID/belize. As
 

quarterly U.S. dollar disbursements under the $13 million cash
 
the special
transfer are made to the account of the CUB, 


account will be credited with the local currency equivalent.
 

As such, the special account will not enter the liabilities nor
 

assets of the CBB and consequently, will not affect the
 

ceilings under the recently approved IMF standby arrangement.
 

Disbursements in local currency from the special account will
 

be approved by the USAID Representative in Belize for
 

expenditures associated with the development budget.
 

The objective of the local currency programming under the
 

ESF program will be to guarantee continued capital spending in
 

the face of any unanticipated shortfall in public sector
 
the funds will allow USAID to
savings. This conditional use of 


insure that a reasonable balance is struck between current
 
that future growth is not
consumption and investment demands so 


jeopardized by present consumption. Priority will b3 given to
 

funding GOB counterpart obligations associated with development
 

projects of international donors (including USAID) and local
 
These items make
capital expenditures for domestic projects. 


up the Capital 1I budget of the GOB. At the discretion of the
 
he may agree with the appropriate
AID Representative, and as 


each quarter will be
GOB authorities, any remaining balances at 

fund other items in the GOB budget.
available to 


In addition, an amount of from $600,000 to $75U,000 of the
 

local currency counterpart under the balance of payments
 

used to defray the local currency operating
program will be 

costs of the USAIU mission in Belize. Since these costs have
 

this allocation should
been estimated at $225,UOU per year, 


cover 
the Mission's local currency operating expenses for the
 

remainder of FY85, and throughout FY86 and FY87.
 

F. Implementation Arrangements
 

1. Monitoring of U.S. Imports - In order to monitor
 
requiring an equivalent amount of
compliance with the covenant 


imports of goods and services from the US within twelve months
 

of each disbursement, the Mission will request documentation
 

from the Central Bank listing eligible imports which were
 
In addition, the Mission will
purchased during each quarter. 


post spot checks with importers to verify that
carry out ex 

reported imports were in fact purchased.
 

2. Payment Verification - The method of payment for the
 

non-project assistance authorized under this PAAD is dollar
 
a
payment through electronic fund transfer (EFT), which is 


preferred method of financing under the Administrator's payment
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verification policy statement. The cash transfer will be
 
conditioned on the provision of an equivalent amount of local
 
currency counterpart funds by the GOB which will be jointly
 
programmed and monitored by AID and the GOB as outlined above.
 
The method of payment for the grant-funded TA program will be
 
direct payment under direct AID contracts.
 

3. Contracting for Technical Assistance Program - All
 
contracting for the TA program will be carried out by the
 
Mission, which will, for each separate component, execute a
 
direct A1l contract. The GOB will, huwever, review and approve
 
the proposed scopes of work and participate in contractor
 
selection. Contractor supervision will be the responsibility
 
of the Mission.
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3. 	 FAA 4.-c. 620(e) Tfr) a!­
sjstance is to a government, 
has it (including goverrnient 
agen:ies or subdivisions) 
taken any action which has the 
effect of nationali:zirq, ex­
prcniiatinr, or otherwiue 
seizi rg ownr:rsrip or control 
of property of U.S. citizens
 
or entities beneficially owned
 
by them without taking steps 
to discharge its obligations 
toward such citizens or enti­
ties? 


4. 	FAA Sec. 532(c), 620(a), 
620(f), 620D; FY 1982 Appro­
priation Act Secs. 512 and 
51.3. Is recipient couitry a 
com countcy' as­-unist 	 Will 
sisLarce be provided to Aigo­
la, 	Cambodia, Cuba, Lios, 
Vietnam, Syria, Libya, Iraq, 
or South Yeiic-n? Will a:sist­
ante be prokided to Afghanis­
tan 	or Mzambique without a 
waiver?
 

5. 	 TSDCA of 1981 Secs. 724, 727 
and 730. For specitic
 
restrictions on assistance to
 
Nicaragua, see Sac. 724 of the 
ISIXA of 1981. Fbr specific 
restrictions on assistance to 
El &ilvador, see Secs. 727 and 
730 of the ISDCA of 1981. 

6. 	 FAA S,c-. 620(1) . Ila-,; the 
country jx .iuitL(d, or failed 
to take ad;2quatu measures to 
prevent, the damage or de­
struction by mob action of 
U.S. pro~ rty? 

7. 	 FMA Se:. 620(1). Has the 
country failed to enter inco 
a,- agreement witi OPIC? 

NO 

N/A
 

/1/
%'1
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11. F.A SEc. C20(1. Has- the 

relations with the United 
States? If so, h;wve they been 
resumed and have nfw bilateral 
assistance agrecii.fts been 
iiegotiar-'lrd andC ,it tre(I into 
:;.dfl'.X<T :.'tt ;I'M [2t'.1" lOfNO 

12. 	FAA Soc. (20(u). what is the 
,ay ent status of the coun­
cry's U.N. obligations? If 
the country is in arrears, 
were such arrearages taken 

into 	account by th]e AID 
Atministrator in determi.nirng 
the 	current AID Operational 
Year Budfiot? (Ppference may 
be made to the Taking into 
Consideration memo.) 

13. 	FAA Sec. 620A; FY 1982 Ap ­
,riation Act Sec 520. Has the 

COUitLy aided or aretted, by 
grantirg sanctuary from prose­
cution to, any individual or 
gro p wh" .Jh has c(omritted an 
act of iintern-ti.onal terror­
ism? Hlas the country aided oc 
a& tted, by grantinj sanctuary 
from pro,.eution to, any indi­
vidual or group which has coin­
mitted a war crLne? 

14. 	 F7 %Sec. 666. Does the coun­
try object, on the basis of 
race, reli jion, national or­
gin or sex, to the presence of 
an/ officer or enployee of the 
U.S. 	 who is present in such 
coupntry to carry out economic 
development p:ogrzns under theI1.-NA? 

15. 	 ;'.A, ef . 669, 670. Has the 
(ountry, f.ter August 3, 1977, 

ered-. or received nuc).ear 
enrichm2nt or reprocessing 
tqui;. -it, materials, or tech­
nolyT/, ,ii .),t specified 
arrangenrn 3 or safeguards? 

CURREN 

NO 

NO 



iVasit ti.nsfc,:d a nuclear 
explosive d.%vice to a non­
nucleai: we.3pon state, or if 
such a sta te, cither received 
or detonated a nuclear explo­
sive device, aft.er August 3, 
1977? (FAA Sec. 620E permits a 
special waiver of Sec. 669 for 
Pakistan. ) 

I . I2.1YA of' 19P] :'.-c-720. Was 
tile coul try rc.I. rc: ,t(:d at the 
1.I-.rtin of MinisCrs of Foreign 
Affairs and Ul....ds of Eelega­
tions of the Nin--Aiined 
Coutries to tLe 36th General 
Session of the U.N. of Sept. 
25 and 28, 1901, and failed to 
disassociate itself from the 
coiwirunique i-sIed? If so, has 
the President taken it into 
account? (Reference may be 
wade to the Taking into Con­
sideration memton.) 

1.7. ISECA of 1981 Sec. 721. See 
special rcquirements for 
assistance to Haiti. N/A 

19. FY 1984 Ctinuiry 
R-solutiorn. Has the recipient 
country beer determined by the 
President to have engaged in a 
consistent pattern of 
opposition to the foreign 
policy of the United States? NO 

B3. FL7hiDTNG 13SCFCEQITERIA FOR 
(D!UN~l Y Er.(IBIL TY 

.. Developent Assistance Country 
Criteria 

a. FAA Sec. 116. Has the De­
part eant of State determined 
that this government has en­
gaged in a consistcnt pattern 
of gross violations of inter­
nationally rcc.qnized htu&-in 
rights? If -­o, can it be de­
monstrated that contemplated 
assistance will directly bene-
fit the ricedy? 

N/A 



2. l~o,1U .rt Co,_n 

a. FMA Sc. 5023. IIZs it 
en "dce-re.--i-ed t1 t the 

country has erijag(.d in a 
consiste:,t pattern of gross 
violations of intternationally 
rccoqnized hLi.an rights? If 
so, can the country made such 
significant improveam-nts in 
its htmirn rights record that 
furnishing such assistance is 
in the national inter,-w 

b. MLDCA of 3.93l, sE c. 
725(b). If ;3.' ; to be 
furnished to A.&-.tina, has 
the Prcs-.,nt c70rtified that 
(1) the G)vt. of ryentina has 
made significant progress in 
human rights; and (2) that the 
provision of such as35istance 
is inthe national interests
 
of the U.S.? 

c. ISCA of 1931, Sec. 
726(b). It ESF assistance is 
to be furnished to Chile, has
 
the President certified that 
(1) the Govt. of Chile has 

made significant progress in 
human rigqhts; (b) it is in the 
national interest of the U.S.; 
and (3) the ovt. of Chile is 
not aidinj international ter­
rorism awl has taken steps to 
bring to justice Lhosu in­
dicted in conncction with the 
Tu.urder of Orlandlo Letelier? 

NO 

N/A 

N/A 



PROJE_'r CIOEQLIST 

A. CTNEAL UITERIA RUR PRMCECT 

1. FY 1982 Appropriation Act Sec. 
523; FAA Sec. 634A; Sec. 
653(b). 

(a) Describe how authorizing
and appropriations corinittees 
of Senate and House have been 
or will be notified concerning 
the project; (b) is assistance 
within (Operational Year CONGRESSIONAL PRESENTATIONS 
Budget) country or interna­
tional organization allocation 
reported to Congress (or not 
more than $1 million over that YES 
allaunt) ? 

2. FAA Sec. 611(a) (1). Prior to 
obligation in excess of 
$100,000, will there be (a) 
engineering, financial or 
other plans necessary to carry 
out the assistance and (b) a 
reasonably firm estimate of 
the cost to the U.S. of the N/A 
assistance? 

3. FAA Sec. 611(a) (2). If fur­
ther legislative action is re­
quired within recipient coun­
try, what is basis for reason­
able expectation that such ac­
tion will be completed in time 
to permit orderly accomplish­
ment (f purpose of the assist- N/A 
ance? 

4. FAA Sec. 611(b); FY 1982
pporiation A:t Sec. 501. 
If for water or water related 
land resource construction, 
has project net the standards 
and criteria as set forth in 
the Princi les and Standards 
for Planni-g Water and 14lated 
L,nd 2esources, dated October 
25, 17i? N/A 



5. 	 F!A Sxc.. 611 . If project 
is capita) assistance (e.g., 
construction), and all U.S. 
assistance for it will exceed
 
$ . million, has Missiori Direc­
tor certif:ied and If-,gional As­

"? ~in:.tr ,.urt:!ken'
s.;Jtu 


i.nto cons iderati on the ,.oun­
try's c-pability effectively 
to maintain ard utilize the 
project? N/A 

6. 	FAA Sec. 209. Is prcject sus­
c -tible to eXLcution a.; part 
or regional cr multil.ateral 
project? If so, why is pro­
ject not so executea? Infor­
mation and conclusion whether 
assistance will e'-.ourage re­
gional developmernt .-rograms. N/A 

7. 	 F;AA Sec. 601(a). Information 
and 	conclusions whether pro­
ject will. enceurage efforts of 
the country to: (a) izn-rease A) YES 
tht, flow of .nt.rnatioiial B) YES 
trade; (b) fc:.;ter priv.:cie 
tiative and coiq>rLition; 
(c) encourage deve.!c xnent 
lse of cooperatives, and 

ini- C) NO 
and D) YES 

and E) YES 
F) NO 

credit unions, and -avings and
 
loan aszsociations; (d)dis­
courage monopolistic prac­
tices; (e) i )rove technical 
efficiency ot industLy, agri­
culture and conrrkerce; and (f) 
strengthen free labor unions.
 



8. 	 F'AA S'c c. 601(b). 2n. -cximtion 
ana conclusions or, how project 
will encourage U.S. private 
trade and investzent abroad 
and encourage private U.S. 
participation in foreign as-
sjstanca programs (including 
use of private t-: ade channels 
and the services of U.S. pri-
va-e enterprise) . 

9. 	 LAA Soc:. 612(b) , 636(h) ; FY 
1982i:' J rop'_iatioI P(2t Sr-x. 
507. Bescrit-- steps taken to 
assure that, tu the maximum 
extent possible, the country 
is contributire local curren­
cies to the cost of con­e'%ee 

tractual and other services, 
and 	foreign currencies owned
 
by the U.S. are utilized in 
lieu of dollars. 

10. 	FAA Sec. 612(d). Wxes the 
U.S. oi.n excess foreign
 
curre-?ncy of the country and, 
if so, what arranger ents have 
been wrade for its release? 

11. 	 FAA $. 6_i) Will the 

p1Cject utilize corMnketitive 
selection procedures for the 
awarding of contracts, except. 
where applicable procurement
 
rules allow otherwise? 

12. FY 1982 Appropriation ct. 
Sec. 52.. Ifassistance is 
for the production of any com­
modity for exp-.ort, is the com­
modity likely to be in su.-plus 
on world markets at the time 
the resulting productive ca­
p.acity becoxes operative, arid 
is such assistance likely to 
cause substantial injury to 
U.S. producers uf the sarir, 
similar or coupeting con rodity? 

BORROER SHALL IMPORT OR CAUSE TO BE 
IMPORTED INTO BELIZE RAW MATERIALS, 
INTERMEDIATE GOODS, SPARE PARTS, 
AGPICULTURE INPUTS AND CAPITAL GOODS 
FROM THE UNITED STATES FOR THE PRIVATE 
SBCTOR IN AN AMOUNT AT LEAST EQUIVALENT 
TO THE LOAN DISBURSE 4ENT. 

N/A
 

NO 

N/A 

NO 

U"
 



13. 	 FAA 118(c) anrJ (). irxes the 
-rect colmply with Wie. en­
vironmental prc.,,cdure set 
forth in AID lku.-9jlaticn 16? 
Does the prop*.,t Co proram 
take into conzi'erition the 
j[rn-JEm of tbe ' struction oftropical forests?
 

1,. 	 FLA, 121(d). If a Sahel proj­
ect, has a deter-minLation been 
n~cce that the hc.u:;t w' r':rnt 
has an adequate system for ac­
c' intir] for and controlling 
receipt and ex'p..nditure of 
project ftu;is (dollars or 
local, currtnc-, gcnerated 
thereif cmi ? 

N/A
 



. _~PGCTl7T\F~R~~lC13. 

Cri teria 

. PMSn,. 102(b) t il1, 113,
 
28 (a). i:_tent to wnid acti­
vity will (a) effectively in­
voive the poor in developmneit,
 
Ly extending access to econonT.
 
at local level, increasing
 
labr-intensivc prcduction and
 
the use of appropriate tech­
nology, spreadirr i k.estnent
 
out from cities to snill tons
 
and rural areas, and insuring
 
wide participation of the poor
 
in the benefits of development
 
on i. sustained basis, using
 
t e appropriate U.S. institu­
tions; (b) help develop coope­
ratives, esr.cially by tech­
nicil assistance, to assist
 
rural aEnd urban poor to help
 
theselves toward better life,
 
and otherwise encourage demo­
cratic p.rivate and local go­
vernm=ntal institutionE • (c)
 
support the self-help efforts
 
of devel. jing countries; (d)
 
proi-ote the participation of
 
wourn in the national
 
econoi;ies of dev,.loping
 
coutries and the improvement
 
of women's status; and (e)
 
utilize and encourage i.:gional
 
co< "eration by devel ?ing
 
cLu , Lries? N/A 



b. FAA sy:. 10, 103A, 7104,
105, 106. L)Os t&e proJect 

fit the critoria Cor the type 
of funds (fuw.ticnal account) 
being used? 

c. FAA ,Sec. 107. Is emi.hasis 
on use ot appropriate techinol­
ogy (relatively sirraller, cost­
saving., labor-using technolo­
gies that are gC.nerally most 
appropriate for the small 
farms, szLll busine-,ses, and 
small inconyes oL the poor)? 

d. FAA Sec. 11.0(a). Will the 
recipient country },roviuc at 
least 25% of the cos;t of the 
program, project, or activity 
with respect to which the as­
sistance is to be furnished 
(or is the latter cost-sharing 
requ irement being waiv..d for a 
"re, tively least developed" 
country) ? 

e. F1bA S<c. 110(b). Will grant 
capital assistance be disbur­
ced for project over more than 
3 years? If s.), has justifi­
cation satisfactory to Con­
gress been made, bnd L.fforts
 
for other financin-g, or is the
 
recip' .ntcountry "relatively
 
least develo>dLd"? (M.O.
 
.232.1 dofined a capital proj­
cct as the construction, ex­
punsion, equi-oini or altera­

i-,on of phyical facility or
 
ziitios financed by AID
 

uoll .: as i .:.anceof not less 
than $100,000, including re­
lated advisory, nr nagerial and
 
.rain ig -(- vices, and not un­
dertaken as part of a project
 
c- a predominant]/ technical
 
assistance chzirac.2-r. 

N/A 

N/A 

N/A
 



f. FAA Se. 122(b). Does tke 
,Cctivity give so.-ble prom­ise 	of conrvibutini to the 
devolo x--nt of , o umic re­
sources, or to the increa.se of 
prr2ictive caciiis and self­
ruMtainilg ecorac growth? 

q. P.A,:c. Desc281 (b). srine 
eyicnu to .ic ;: oqrain recog­
nies tl~e particular needs, 
cezres, and ca;pacities of the 
peeple of the country; uti­
lizes the cou.ntry's intelec­
tual re:ources to encourage 
intitutional developrent; and 
s, ;r')o£rct civil Education and 
training in skills required 
for effective participation in 
governmcntai processos essen­
tial to self-governirnt. 

2. 	 IEovelovcnt Assistance Project 
Criter(.ons Ornl) 

a. FP SA . 127.(h). Informa­
tion al-rd ,'uic i on capaci­
ty 01 tn,- cour.t:ry to repay the 
lcan, at. a rc.,o-abl rate of 
interest-. 

bc.A 6- 61) It. as­
sistance is for , productive
enterprise wroich will conoete 
with U.S. cntorpris,.,s, is 
tnere an zgreersnt by the re­
cipient country to prevent ex­
port to the U.S. of more than 
20% of tie enterprise's annual 
production during the life of 
the 	lob;i? 

(. ISIVA of I.'3.l, Sec. 724(c)
and (d). i. for Nicaragua,
does tJI.h, loan agrPerfl-.t re­
quire tiiat the fund be used 
to the ivix i lin e:..t:.nt [x)5:;ihle 
for the pr:-.vate soctor? Does 
thie project provi-le for moni­
toring under FAA Sec. 624(g)? 

N/A 

N/A 

N/A 

N/A 

N/A
 

http:increa.se


Pr.,lc tt r u'ltcrla 

a. FA Sec. 533 (a). Will this 
assistance proit; te economic or 
political stabili ty? To the 
exter- pc-.sible, does it re­
flect the policy directions of 

i.AA Section 102? 

b. FAA Sec. 521(c). Will as­
sistArr.e under this chapter be 
usen for Milita!.y, or para­
military activJ.aL ,t.ies? 

c. FPA Sr . 534. Will ESF 
funds be used to finance the 
construction of the operation 
o" nvaintenance of, or Lie sup­
plying of fuel for, a niclear 
ficility? If so, h:s thje 
President certified that such 
uSi of funds io ir~disicnsCo].e 
to nonproliferation objec­
tives? 


d. FM S-:. 609. if cc:rinodi­
ties are to be grant.d so that 
sale proceeds will accrue to 
the recipient country, have 
Sx_>cial Account (counterpart) 
arrangements been rnde?
 

ECONOUC STABILITY 
YES 

NO
 

NO
 

N/A 



Annex 3 

DRAFT
 

Terms of Reference
 

Study of Belize Trade and Exchange Regime
 

Background
 

Belize has experienced serious deficits in the over-all
 
balance of payments in each of the past four years, culminating
 
in a record loss of some $6.5 million in net international
 
reserves during 1984. Moreover, by end-1984, external debt
 
arrearages were of the order of $5 million.
 

The value of exports began increasing in 1983, after
 
falling 27% during the two year period, 1981-1982. Estimated
 
at $70 million, 1984 export proceeds were just 85% of 1980
 
levels. Imports did not adjust to the decline in the value of
 
exports. Consequently, the trade deficit has been relatively
 
large, averaging 70% of the value of exports over the four year
 
period, 1981-1984.
 

Despite large trade deficits, the unofficial premium over
 
the official 3Z $2.00 = US $1.00 exchange rate is only In the
 
10-15% range, and domestic inflation has been low (consumer
 
prices rose just 1.5% in 1983, for example). The large trade
 
deficits and low inflation imply significant over-valuation of
 
the exchange rate. However, it has not been clearly
 
established that the appreciation of the Belize dollar in
 
recent years has adversely affected traditional exports or the
 
ability to diversify and increase exports of non-traditional
 
products.
 

Although there are no trade restrictions for balance of
 
payments reasons as such, the Belize trade and exchange regime
 
is characterized by numerous "development" incentives, import
 
licensing, import bans, seemingly discretionary import tariffs,
 
and product price controls, that if fully implemented, may
 
distort efficient resource allocation, and discourage new
 
private investment in many productive activities.
 

Objective
 

The purpose of the study is to analyze the trade and
 
exchange regime of 9elize in terms of present and potential
 
market distortions on efficient resource a-location and
 
economic growth caused by existing import restrictions and
 
product price controls. The study will emphasize the effects
 
of the trade and exchange regime on agricultural
 
diversification and export development needs.
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Scope of Work
 

1. Detail tariff and non-tariff trade restrictions, with
 
a view to estimating levels of effective protection, and the

degree of discrimination against agricultural diversification
 
and exports.
 

2. Detail and analyze the system of product price
 
controls.
 

Distinguish between how price controls 
are implemented

for imported products and for locally produced products. Does

the system discriminate against locally produced products?
 

Discuss the over-all administration and enforcement of
 
price controls, including the administrative capacity to
 
monitor and enforce controls in ways that are not arbitrary.

Does the system of oroduct price controls reinforce the effects
 
on efficient resource 
allocation of import prohibitions, import

licenses, tariffs and tax exemptions? If so, detail.
 

Discuss the effect 
on future agricultural and industrial
 
development and economic growth of the removal of product price

controls on (1) imports and 
(2) 16cally produced goods.

Discuss how product price controls affect agriculture and
 
export industries.
 

3. Conduct a preliminary appraisal of the
 
appropriateness of 
the fixed official exchange rate on Belize's

international competitiveness, with a view to identifying

distortions in the relative prices of traded goods caused by
 
wrong exchange rates (for example, compare the price of
 
selected locally produced goods 
to the value of imported
equivalents, and indicate how much of 
the difference may be due
 
to wrong exchange rates, 
and how much to trade restrictions).

Should exchange rates appear to 
be a major factor affecting

export competitiveness suggest a scope of work for future 
study. 

4. Based on the findings in (1), (2), and (3), above,discuss with USAID/Relize and the ROrAP economic staff the
 
exchange rate and structural adjustment measures that would

result in improved operation of the trade and exchange regime,

by better allocation of scarce 
resources, and stimulation of
 
new investment [especially in the agriculture and export

sectors].
 

Discuss with USiAID/13elize and the ROCAP economic staff,
 
an appropriate set of conditionality strategy for leveraging
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desired reforms, and recommend a course of action for
 
implementation under proposed development projects in
 
agriculture and export development.
 

5. Reports: Prior to departure from Belize, the
 
consultant will submit to the A.I.D. Representative a report on
 
the findings and recommendations encompassed in 1 - 4 above.
 

Assistance Requirements
 

The services of a senior economist for a period of not
 
less than eight weeks is required. background should include
 
3-5 years experience in the evaluation of foreign trade regimes
 
in LDCs, and 1-2 years experience in the English-speaking
 
Caribbean. A solid understanding of open economy
 
macro-economics is essential.
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ANNEX B2
 

DRAFT SCOPE OF WORK
 

Management Advisor
 

Duration: 	 24 months, with nossibility of
 

extension
 

Date Required: 	 July 1, 1985
 

Duty Station: 	 9elize City, Belize CA
 

Language: 	 English
 

Qualifications: 	 A university degree with
 
specialization in engineering or
 
membership in an internationally
 
recognized professional
 
engineering institution. At least
 
five years senior management
 
experience with exposure to
 
administrative, engineering and
 
financial aspects of managing a
 
power utility.
 

Duties: 	 The management advisor will be
 
responsible for advising and
 
assisting the General Manager in
 
carrying out his responsibilities
 
for the manaqement and direction
 
of the affairs of the Belize
 
Electricity Board. His duties
 
will 	specifically include advising
 
and assisting in:
 

(a) 	the preparation and presentation
 
of documents for Government and
 
9oard approval;
 

(b) 	devisinq policies and making plans
 
for their execution;
 

(c) 	 the development and maintenance of
 
an effective organization and the
 
recruitment, selection and
 
compensation of key personnel;
 

(d) 	 the overall monitoring of the
 
progress of large capital projects
 
and in resolving problems in their
 
implementation;
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(e) 	the preparation and evaluation of
 
capital spending proposals for the
 
development of pnwer facilities;
 

(f) 	the establishment of annuil
 
budgeted revenues and expenses,
 
the establishment of targets and
 
standards for operation and
 
maintenance, and the monitoring of
 
performance;
 

(q) 	ensuring adequate training
 
programs are devised and carried
 
out and recommending changes,
 
where appropriate;
 

(h) 	undertaking tariff reviews and
 
recommending changes, where
 
appropriate;
 

i) 	the identification of important
 
managemant problems and deciding
 
appropriate solutions; and
 

(j) 	ensuring that adequate reporting

procedures are employed by the
 
Board to inform management of key
 
happenings and assist in future
 
planning.
 



ANNEX B 3
 

DRAFT SCOPE OF WORK
 

Financial Advisor
 

Duration: 	 24 months, with possibility of
 

extension
 

Date Required: 	 July 1, 1935
 

Duty Station: 	 Belize City, Belize CA
 

Language: 	 English
 

Qualifications: 	 Membership of internationally
an 

recognized professional accounting
 
institution or a university
 
degree, specializing in
 
accounting, and a minimum of five
 
years "experience in commercial
 
accounting of which a substantial
 
part should be at a senior level
 
working in a power utility.
 

Duties: 	 The Financial advisor will be
 
responsible for:
 

1. Advising and assisting the Financial Controller of the
 
Belize Electricity Board (BEB) in carrying out his duties and
 
in identifying and implementing improvements on the operation
 
of the accounting system as well as improving the system of
 
financial planning. His duties will specifically include
 
advising and assisting in:
 

(a) 	The preparation of financial
 
forecasts and budgets;
 

(b) 	Analyzing significant deviations
 
between actual and planning
 
performance and advising on
 
remedial actions;
 

(c) 	The maintenance of effective
 
procedures for recording and
 
reporting on capital expenditres;
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(d) 	Preparinq or supervising the
 
preparation of financial
 
statements and projections
 
(balance sheets, income
 
statements, source and application
 
of funds statements) and other
 
periodic financial reports;
 

(e) 	Supervision and maintenance of the
 
accounting records;
 

(f) 	Estimating required tariff
 
increases to meet BEB's cash
 
needs and the requirements of
 
agreements entered into with
 
lending agencies. Preparing
 
documents supporting requests for
 
tariff increases; and
 

(g) 	Other financial and administrative
 
matters as required by the BES.
 

2. Arranging or providing on-the-job training, and such other
 
training as is considered necessary, for the development of the
 
professional capability of the Financial Controller and other
 
accounting staff with the objective of developing a self
 
sufficient local capability in accounting and financial
 
administrative.
 


