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1. BACKGROUND

1.i. Preface

The study represents one aspect of a wider undertaking and
> eemmerziicfelssSiiuseish o framework ®ur futher investigations. T FESTEEEwsshmangieum
on Belize’s major export industries and attempts to highlight the
problems posed by the prevailing free-trade current moving across
Western Europe, North America, the English-speaking Caribbean and
the rest of the world. The study is definitely not the first of
its kind nor is it exhaustive. However, it is important because it
helps to extend the discussion to other forums, giving greater
awareness to a developing situation, which holds potentially

devasting consequences for small nations such as Belize.

1.ii. Introduction

The Beligesan -economy runs smoothly when there is a sufficient = rseg——ax -
supply of hard currencies, particularly US dollars, to meet the
demand at any point in time. This is the case because the economy
depends heavily on _imports from abroad, particularly the US.
(Table 1) This pervasive feature of Belizean lifestyle has tied
the survival of the economy to hard currency generation. Earnings

from domestic exports are very important because they provide
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coverage for the majority of imports as is illustrated in Table 2.
The primary hard currency earners are sugar, citrus and banana
exports, in that order. (Table 3) Combined they accounted for
68.7% of export proceeds in 1996. Individually, they accounted for

30.7%, 18.7% and 19.3%, respectively.

Today, these indusisi&s—i%uir La®z-an uncertairr future, particularly’
in the medium and 1long terms. For the banana industry, the
uncertainty is in the short term. This is the case for these
industries because the primary arrangements which allowed them to
develop are under attack. They each receive significant levels of
protection from external competition by the EU and the US through
perferential trading arrangements, albeit at varying degrees.
Without protection, they are certain to collapse, barring
astronomical increases in export prices. Survival will call for

changes; the paper will attempt to outline the issues.

2. Trade Arrangements-and their Impact on Belizean Industries

Belizean sugar, citrus and bananas are produced primarily for
exports, as illustrated in Table 4. This is the case mainly for
two reasons - the existence of preferential trading arrangements

and the small size of the domestic market.
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Trade preferences are extended by the EU, US, CARICOM and Canada,
the EU and US being the most important. The EU preferences are
afforded under ACP-Sugar, Citrus and Banana Protocols of the Lome
IV Convention while the US preferences are afforded under its Sugar
Program and the Caribbean Basin Economic Recovery Act (CBI).
Canadian preferences are afforded under CARIBCAN.
The EU’s ACP-Sugar and Banana Protocols and the US’s Sugar Program
are Belize’s most lucrative arrangements because they guarantee, on
an annual basis, purchases of significant proportions of our
domestic production at prices which are significantly higher than
those prevailing on the world market. For sugar, this is
illustrated in the patterns of exports to the EU and the US, in

Table 5. For bananas, this is illustrated in Table 6.

The arrangements are also critically important because the prices
offered are above the respective unit costs of production (Table
7), which in turn are above the world market prices.(Table 8)
Without the arrangements, both sugar and banana industries would

collapse. ’ ~ ;

CARIBCAN affords Caribbean sugar exports duty-free entry into
Canada. However, sugar exports to Canada represent a residual,
after the requirements of the EU, US and domestic markets are met,
because the export price received is as low as the world market

price. (Table 5) The market does hold some competitive potential,



oo Samee-ge 20eNg  these markets (Table 9), the US' and <

DT T

as in 1990 when prices rose as high as US$0.15 per pound.

The citrus industry benefits from duty-free entry of citrus
concentrates into the EU, US and CARICOM under the citrus
provisions of Lome IV, the US’s CBI and by right of membership in

CARICOM, respectively. Although the prices have been comparable

important because of significantly greater market size.(Table 10)
Citrus concentrates are also exported to other markets at
comparable prices. However, the market sizes are very limited.

(Tables 7 and 8)

Traditionally, the majority of citrus concentrates have gone to the
US. Shipments to the European Union, particularly of grapefruits,
rose after 1992 to take advantage of the trade preferences, high

prices and hugh sales potential.

The industry has fared well largely because they have been able to

keep the average unit cost of production consistently below export

_prices. (Table 9) However, if the benefits of duty-furee=s

are eroded, the industry may run into trouble because the larger
international producers, particularly Brazil, can survive at prices

below our unit costs of production.



3. Threats to the Arrangements

The primary threat to the trade preferences originates in the high
cost of maintaining -the EU’s Sugar and Banana Protocols and the
US’s Sugar Program. For example, it is estimated that it costs EU
consumers US$2.3 bn annually to transfer a net benefit of US$0.3 bn
B9 AR arniaana- producers, under the Banana Protocol. (BortelTl) ‘Fhems®tr=r__ 7=
programs have come under heavy attack in recent years largely
because the EU and the US are struggling to reduce their respective

budget deficts.

Despite the weight of the attacks, the pending reform of the EU’s
Common Agriculture Policy is expected to incorporate a 10.0%
reduction in the price of sugar paid under the Protocol, at most.
In the US, any erosion of the US’s Sugar Program will likely come
from price reductons implemented after the Farm Bill expires in

2002.

The threat to the Banana Protocol is more immediate. It was
offieiakly. -oondemned in April of this year by the World Trade= == ==
Organization on charges that it violated trade and investment
principles as set out in a number of governing agreements, notably
the General Agreement on Trade and Tariffs. An appeals process is

underway and is expected to conclude by September, 1997.

Another threat is the life of the arrangement, which ends in the
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year 2002. Given the gravity of the current debates, there is

considerable doubt that it will be continued after 2002.

The greatest threat may be that bananas are not produced in the EU
(excluding the overseas territories in the Caribbean). There are

no domestic producers to protect, as in the case of sugar.

The threat to citrushconcentrates exports to the EU is likely to
materialize after the citrus provisions expire with Lome IV in the
year 2000. The threat to exports to the US may materialize with
the phasing-out of CBI when the phasing-in of NAFTA is completed
around the year 2008. However, the threats are likely to involve
a marginal erosion of the tariffs paid by non-ACP and non-CBI

exporters, and the elimination of tariffs on Mexican exports.

4. Critical Issues facing Belize’s Export Industries

The real or imagined'negation of Belize’s trade preferences is of
primary concern to-prodncere-because it poses a fundamental problem
- the inability to recover production costs in the short and medium
terms. This stems directly from the existence of low world market
prices, the relatively small size of our operations vis-a-vis the
rest of the world (Table 11 ), and the existence of internal

rigidities.
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The best option available to the industries may be to align
themselves with those parties who also have reason to see the
arrangements remain. Yet, this may not necessarily prove
successful because the outcome will depend ultimately on the
economic and political circumstances impacting the governing
parties.

e e R T

The more probable alternative may be to intensify ongoing efforts
to improve productivity and reduce unit costs. This is a gamble
that may pay off because there is good reason believe that the
trade preferences will suffer, at most, some erosion in the
foreseeable future. This notion is based on the fact that the
arrangements that give protection to Belize’s producers are tied to
arrangements that give protection to domestic producers in EU and
the US. This 1is particularly the case for sugar and citrus

exports.

In the US, sugar and citrus are produced extensively and both
industries, particularly sugar, have very strong representation in
congress. In the EU, sugar #& alss-produced extensively while
citrus is produced at a lower level. Bananas are grown mainly in
the overseas territories of the Canary Islands, Martinique and

Guadeloup, in that order.

Another factor is the rising cost of producing sugar in the EU.

This is being used increasingly to oppose the expected reductions
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in the guaranteed price to sugar producers. Nevertheless, if the
trade preferences are Kkept, albeit with some erosion, our
industries may find themselves in a sustainable situation, if they

are able to improve efficiency levels and reduce costs.

5. Productivity Enhancement and Cost RedGuctioumemdmaiilmeest — ~

Belizean poducers are relatively unproductive compared to their
efficient counterparts in the international arena. (Table 12)
The reasons are largely three-fold - structural, agronomic and

infrastructural - and are all interrelated.

5.1. Sugar Industry

One of the main structural problems in the sugar industry is the
prevalence of small-scale farmers. In 1995, the average farm size
was estimated at 2.5 hectares. This is a critical problem because
it creates agronomical and infrastructural probiemss  ~The returns
to the small farmers are not large enough to allow them to
adequately manage their farms. As a result, yields and sucrose
levels suffer from inadequate water, weed, pests and disease
control. These are compounded by the fact that roughly 30.0% of
cane production takes place in flat and lowlands, and 52.0% of the

crop consist of varieties that are highly susceptible to smut



disease.

The problems associated with the prevalence of small scale farmers
is likely to continue if the Sugar Act of 1969 is not amended to
address the issue of quotas. Under the Act, farmers are entitled
to a minimum share of the annual sugarcane requirements of the
g g EeTe R o= ad it ion toyiving support to the existence G SN T
scale operations, the quota system has also precluded the industry
from obtaining the benefits derived from competition because

farmers are guaranteed a share of the market.

Another structural problem is revenue sharing in the industry. The
farming community is legally entitled to 65.0% of the revenues
earned from exports, after certain expenses are charged to the
industry. The remainder is taken up by the processors. The
problem with this arrangement is that it does not allow the
earnings of the farmers and the processors to assist equally in the
task of improving productivity. 1In this industry, the farmers have
done far 1less to improve productivity, as is evidenced in the

yields at the field and factorty levels. (Table 13). - T T —

For processors, problems associated with productivity are chiefly
cost-related. Operations are highly automated and depend
significantly on imports for expansion and maintenance. Despite
the high costs to themselves, processors have made significant

gains in production efficiency. Overall factory efficiency
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currently averages 93.0%. Because the costs of improvements in
conversion efficiency are high and are largely imported, there is
little that can be done to reduce them. This is the major

constraint facing processors.

Cost-related issues are not distinct from productivity-related
iscwas-’ b assagweasd ndustry. At the field level, the structurdT™=wsm<s——as
inefficiencies have manifested themselves foremost in the cost of
transporting sugarcane from the fields to the factories. The
industry suffers from a proliferation of 8-ton trucks, as the aim
of the majority of the farmers is to provide their own means of
transportation. Combining the cost of maintenance, petrol and to
a certain extent, financing, pushes transportation costs up to

roughly 35.0% of the total costs to farmers.

Labour costs are also high, primarily because the law fixes the
minimum wage rates at a relatively high level. This problem is
compounded by the fact that operations, at the field level, are
labour-intensive. Labour is used primarily for weed control

(80.0%) and for cutting (100.0%) and loading (75.0%) sugarcane.

At the factory level, costs cannot be influenced significantly for
two reasons. Firstly, the overwhelming costs to processors, the

price paid to purchase cane from farmers,is fixed and is weighted

)

heavily in favour of farmers. (65.0% of export receipts) Secondly,

the majority of the conversion costs are imported. Approximately
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70.0% of the conversion costs are incurred for maintenance purposes
which pertain primarily to the acquisition and installation of
mechanical and electrical parts in the "front side" of the
operations. The "front side" incorporates cane handling, cane
milling and energy generation and contributes the most to costs

because it is that aspect of the operations that is subjected to

the greatest level of veEE==

5.ii. Citrus Industry

Productivity and cost issues in the citrus industry, on average,
have received a greater level attention, particularly because of
the greater level of -awareness in the community of citrus growers.
This may have been forced by the lower level of protection afforded
to the industry by the export markets. It may also be related to
the fact that the larger citrus growers possess some equity in the
processing activities. Yet, there are serious problems which need

to be addressed at both the field and factory levels.

Some of the productivity-related problems are structurél, as in the
case of the sugar industry. At the field level, approximately
20.0% of the crop are produced by 97.3% of the farmers. These
proportions do not correspond because the farmers are small scale
operators and their yields are 25.0% to 30.0% lower than what can

be achieved. Yields suffer because the returns earned at this
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level of production are incapable of sustaining proper management

practices.

A widespread problem at the field level is inadequate water control
or drainage, especially in low lying areas. Very wet conditions
keep yields down by 20.0% because trees are not stressed

sufficiently to produce an abundafRus=e

produced is subsequently attacked by the proliferation of fungal
growth and pests which thrive under these conditions. Wet
conditions also contribute to a loss of production time because
transportation for the fruits from the fields to the factories are

immobilized by already poor on-farm road conditions.

At the factory 1level, productivity is estimated to lie between
80.0% and 85.0%.( Although this is very good, there is scope for
improvement. However, cost-related constraints are prohibiting

further improvements from occurring.

In this industry, as in the sugar industry, issues of costs are
related to issues of productivity. At the field level, cost issues
revolve around those inputs that are imported, such as fuel and
spare parts for fruit transportation purposes, and fertilizer and
chemicals for plant productivity. However, there is not much that

can be done because these costs are largely import related.

For processors, the most important cost issue concerns the arranged
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purchase-price of fruits from the farmers. Processors contend that
this arrangement is costly and obsolete because it is fixed in
favour of farmers and it promotes divisiveness between themselves
and growers when in fact they should be united against foreign
competition. The second-most important cost issue to processors

are energy expenses, which account for roughly 40.0% of conversion

o amme-w3Rsts. Energy costs are high because of wide=eatres rasssrdsfagH

import duty levied on diesel, by Government. Import duty on fuel

accounts for approximately 50.0% of the pump price.

A major concern in the industry at this time is the inadequate and
costly disposal of solid and 1liquid waste. Processors are
exploring the possibility of replicating the situation in the sugar
industry, where waste (or by-product) is used to produce energy.
This would successfully address the problem of waste disposal while

reducing energy costs considerably.

5.iii. Banana Industry

In the banana industry, the issue of productivity revolves around
essentially three factors - the rate of 1labour turnover, farm
management and infrastructure. The rate of turnover is a serious
issue because it is high and the industry is labour-intensive. This
robs the industry of the benefits of a semi-skilled labour force,

particularly shorter production time periods and lower incidence of

by
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human error. This compounds an existing problem - a relatively

unskilled labour force.

Improper management practices also reduces the productivity in the
industry. A general problem is the tendency to work outside of set
schedules, especially in the application of inputs at the field
zaens wemmgeiialsoTisbs adds up to significant losses to the induSTEy HEtOUEEEE—ua—ew=—
the time, energy and resources expended in the process do not yield

proportional returns.

Yields are also compromised by improper pruning, deleafing and weed
control practices because plant quality and life-span deteriorates.
The plant population suffers further because the 1level of
supplementary plantings are insufficient. Poor maintenance of
irrigation systems is also a problem on a number of farms because
it leads to water related problems for the banana plants and top
soil is lost from run-off. Poor soils produce lower yields well
into the future. This is particularly noteworthy, because natural
soil conditions in the industry are second rate, and not well

suited for the purpose of banana cultivation.

Infrastructural deficiencies are numerous. Although irrigation and
drainage systems have been upgraded and expanded over the last five
years, over 35.0% of cultivated acreages are still without adequate
drainage. This creaﬁes problems in the wet and dry seasons because

in the first instance, muddy conditions hamper severely mobility on
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and off the farms. Decreased mobility contributes to the loss of
valuable production and transportation time. In the dry season,
inadequate water supplies stresses unduly the banana plant. Under
these conditions, the plant produces bananas which do not meet the
appearance and quality standards of the export market. Improper
road construction on and off the farms adds equally to mobility-

- -===reolatad. problems. It also- contributes to fruit damage—GGFing = =1

transportation.

The issue of costs mainly concerns the applications of labour,
energy and chemicals, fertilizers and plastics wraps. Labour
costs, at roughly US$12.00 per day per labourer, are high and at
40.0% of total costs, are the greatest cost-related concern to the
industry. In the neighboring republics 1labour costs, at
approximately US$3.00 per day per labourer, are roughly four times
lower and is the major constraint to Belize's international

competitiveness.

Energy costs also contribute significantly to overall costs and
are almost twice as high as in the neighboring countries. This
stems largely from the fact that import duties on fuel are high and
fuel and electricity usage are widespread - in transportation,
irrigation-related activities, processing, packing, disease control

and in road maintenance and construction.

The acquisition of chemicals, fertilizers and plastic wraps, also
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contribute significantly to costs and are roughly 50.0% higher than
the corresponding costs in neighboring republics. These costs are
pushed up by high import duties, port charges, transportation

charges and markup by middlemen and intermediaries.

6. Conclusion

6.i. Summary

Belize relies heavily on the export receipts of the sugar, citrus
and banana industries. At this time, these industries face an
uncertain future because the trade preferences which have allowed
them to succeed and expand, are uder attack. The prospect of
significant erosions in the foreseeable future is forcing the
industries to consider the practical alternatives available to
them. This seems very much to be reducing costs and improving
efficiency levels. This is the case because they are too weak to
prevent any erosion of the trade preferences, and they are too
small to influence world market prices in their favour. Besides,
there is a good chance that trade preferences will not be entirely

eroded in the short and medium term.
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6.1ii. Constraints

Improving efficiency 1levels and reducing costs will not be
accomplished quickly or easily. In the first instance, there has
to be industry-wide awareness of the significance of the threat
posed by international developments. Subsequently, a spirit of
cooperation has to overtaks the-longstanding hostility and mistrust
that exists between growers and processors, and employees and

employers. Lastly, the issues must be de-politicized.
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Table 11 - Comparative Production Levels. 1993

Sugar Production (Mn Metric tonnes)

Belize 0
European Union 17.
United States of America 6
Cuba 4.
Mexico 3.
Citrus Production (Mn Boxes)

Belize 3.
BrazilP 408.
United StatesP 212.
Banana Production (Mn 42 Pound Boxes)

Belize 2.
EcuadorP 200.
HondurasP 58.

NO)WRN —

oo o

2
0
0

Sources: Supplementary Proceedings - West Indies

Sugar Technologists Conference 1994.
EUROPA Trade Repot, 19394
P - Provisional

Table 12 - Comparative Productivity Levels: 1993
Sugar Production (Tonnes Sugar Per Hectare)
Belize 47
Australia 11.0
Barbados 5.6
Guyana 5.8
Citrus Production (Boxes Per Hectare)

Belize 183.0
BrazilP 320.0
United States of AmericaP 314.0
Banana Production (42 Pound Boxes Per Hectare)
Belize 410.0
EcuadorP 655.0
HondurasP 600.0

Sources: Supplementary Proceedings - West Indies

Sugar Technologists Conference 1994.
EUROPA Trade Repot, 1994
P - Provisional
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