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THE EFFICACY OF MONETARY POLICY IN BELIZE

Monetary policy is associated with that portion of a country's
overall econamic policy which focuses on regulating the level and supply
of money in an economy. Generally, the implementation of 'nnneta;t-y policy
measures is with a view to reducing and/or controlling the level of inflo-
tion, improving the balance of payments, achieving a certain level of
employment and stimulating growth. Monetary policy falls within the pur-
view of the central monetary authority wihich as 'overseer' of the
financial system is equipped with a number of 'traditional tools' to
influence econamic variables.

Belize's experience with monetary policy can be divided
roughly into two periods ~ the period prior to 1977 during which the
central authoriiy played only a passive role and the period since 1977
during which an attempt has been made to alter the power relationship
between the central authority and the rest of the financial system.
Placed in this context, one would judge that monetary policy and the use
of monetary policy tools are relatively new to Belize and the past five
years have been a period of experimentation.

The paper analyses the successes/failures of this period of
experimentation. The effectiveness of policy decisions made during this
period will be examined not only in terms of the impact on targets but
also in terms of the institutional framework within which policy-makers

have had to operate.

THE BOARD OF OOMMISSIQNERS OF CURRENCY AND THE ROLE OF MONEY

The Belize Board of Commissioners of Currency being
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responsible for the issue and redemption of currency between 1894 and 1976
wus theoretically, the first administrator of monetary policy .in Belize.
Although the Board had its peculiar characteristics, its basic structure
was that of the currency board system which operated in many of the
colonial possessions of Great Britain prior to the formalisation of a
central banking authority. i

Cne of the pecularities of the system operating in Belize
until 1849 was that the Belize Board of Cammissioners of Currency was
administering a currency pegged to the United States dollar and the gold
standardltmlike the rest of the British Empire where the currency being
circulatéd was always linked to sterling. This relationship emerged
first, : a response to the colony's Y rejection of the United Kingdom's.
silver coin which the Imperial Government attempted to circulate in its
Empire m mid-nineteenth century and second, as & result of the growing trade.
between Belize and the United States. It was not until 1937 when the link
with gold® wes severed and 1949 when the Belize dollar was linked to the
British pound that the system more closely resembled that operating in the
rest of the British Empire.

responsible for regulating the monetary system; in practice, it had no
control Qver the supply of money. The legal delimitations placed on the

JJ In theory, the Board of Commissioners of Currency was

Board's | ivities prohibited 1t fran performing more than a passive role
:ln the fEncial system., When the Board began to operate, it was under an
obliga:ti?n to issue the Belize dollar in return for U.S. 'current gold
coin’ am;l to redeem these notes in return for silver or gold. Two-thirds

ctthefhcevalueofthenotexs&ehadtobekeptasgoldtomeetany
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demand for redemption whilst the remaining one third could be invested.
This system remained intact until 1937 when the passage of a new Ordinance
now required the Board to issue and redeem the local dollar in return for
the U.S. dollar on demsnd. Reserves could now be kept mot only in U.S.
dollars but also in the fom of interest-bearing investments.d/ The
Ordinance was smended in 1940 to allow for convertibility between the.
Belize dollar and sterling.?/ The bresk between the Belize and the United
States dollars came at the end of 1949 when the Belize dollar was devalued
and linked to sterling. In September 1949, sterling was devalued by 31.0
percent. Since the Belize dollar was pegged to the United States dollar,
the devaluation had the effect of reducing the value of the Currency
Board's sterling reserves in terms of Belize dollars and mesnt an amount
of Belize dollars had to be replaced to bring the sterling investments
back up to the level of currency in circulation. The loss in reserves
together with the slump in the United States' exports from Belize and the
growing importance of trade between Belize and the sterling area were all
major factors in the decision to 1link the Belize dollar to sterling at the
end of the year. Throughout these stages cne aspect of the system remained
prominent - the Belize dollar had to be backed fully at all times by gold,
the United States dollar or sterling. This feature relegated the Belize
Board of Commissioners to the role of a money-changing institution that
could not use money to influence damestic economic policy.

Table I illustrates that for most of the pericd between 1960
and 1974 the Qurrency Board maintained the required sterling backing for
the Belize dollar very essily, in most instances in excess of the required
emount. The ressrves were maintained in a Note Guesrantee Fund. As
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TABLE 1

Ratio Of Reserves To Currency
Ligbilities Of The Belize Board Of

Commissioners Of Currency

BZE $000
Year Reserves Currency Reserves = Currency (%)
1960 1,708 2,175 78
1961 2,267 2,983 76
1962 2,823 2,847 99
1963 3,328 3,048 109
1964 3,459 3,232 107
1965 3,802 3,522 111
1966 4,400 4,337 104
1967 4,504 4,339 106
1068 5,643 5,195 108
1969 6,102 5,755 106
1970 6,447 5,789 111
1971 7,150 6,106 117
1872 7,945 7,384 108
1973 9,423 8,435 112
1974 11,799 10,773 110

n

Source: OCentral Planning Unit - Annual Abstract of
at ¢s No, 4,

August 1966

- Abstract of Statistics
1973 - 1974, October
1966

"Reserves'' refers to the Board's holding of sterling
notes and securities before interest earned on
investments was transferred to the Note Guarantee
Fund.

"Currency” between 1960 and 1965 refers only to

the note issue. A different Ordinance covered the
issue of coin until 1966 and coins were backed not
bytbeNotemaranteenmdmrtbyGeneralnevm.
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pointed out earlier, the Ordinance allowed investment in Govermment or
Goverme%—éuaranteed securities in the United Kingdom and itg.dmﬂnigns.
In addition to being used to meet ihe Board's expenses, eamings fram
these investments were used to provide for any depreciation in the Note
Guarantee Fund. With respect to Note Guarantee Fund one percent, of the
face value of notes being circulated wes gaid into the fund each year .
wmtil it reached 110.0 percent of the current issue. If any surplus
remained after the Board had met all its expenses, provided for deprecia-
tion, and contributed to the Note Guarantee Fund, this amount could be
transferred to the General Revenue of Belize. Similarly, if a deficit
existed even after contributions had been made to the Note Guerantee Fund,
then General Revenue was liable to contribute the differemce.

An element of flexibility was imtroduced into tke Currency
Board System when in 1958 fiduciary issue of Bze$350,000 was- authorised.
The failure of the Boaxrd to taske advanteage of the nmew opportupity to in-
clude local assets in its portfolio precluded it from ever becoming an
agent of monetary policy. At the time the Posxrd was parmitted to purchase
bonds, theupperlimitwasequaltoabmrtlﬁ.Opercentofméyincirml;-
tion. The amount suthorised was raised in 1965 to Bze31.0 million, allowing
the Board to hold more then 25.0 percent of its assets in lo:al investments.
Over the mext five years the Eozrd did make use of the facility, purchasing °
the full smount in two instalvents. By thi tims, however, the Tatio of -
the fiduciary issue to currency linbilities had dropped to 17.0 pe;'cent.
fpart fram the fact that the emount authorisod was nct large enough to bave
any significant effect on money, the treatment of the purchases of the
local bonds as "once-and—:for—ali" transactions meent that the Currency Board

B
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bever attenpted to use this weapon to influence money supply.

Inewmieswhemthemcyboardsystanpredaninated, the
agents of money supply control were the camercial banks and the state of
tte balance of payments.

The banks' influence on money stemmed from their credit creat-
irg function. Commercial banks create deposits by increasing their loan
extensions. Normally, however, a portion of these newly-created deposits
will be withdrasn fram the camercial banks in the form of currency. For
esch unit of anrency withdrawn by depositors, the commercial banks had to
deposit the equivalent amount in sterling with the Currency Board. 1In
acdition, the country's propensity to import is also a major influence on
the money supply. The propensity to import, in this case, indicated the
extent to which currency withdrawals must be made from the damestic system
fcr conversions into sterling to make payments abroad. Utimately, however,
tlte level of the money supply hinged on the country's ability to acquire
sterling. A

Cammercial bank advances rose rapidly over the period 1850 -
175. From a low of $1.8 million, it leapt to $51.5 million. Initially
the level of money supply was above the level of bank advances but by 1960
the situation had been reversed. Money supply over the entire 25 years,
therefore, showed a less rapid rate of expansion than did bank lending. It
miy be inferred that a substantial smount of the credit created during this
period went to financing imports. In an open econamy, where production is
miinly for exports, the propensity to import is extremely high. The trade
deficit during the same twenty-five years jumped from $4.0 million to $38.8
million.
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TABIE II

Credit Creation And The Trade Deficit

_ BZE $000
Year Bank Advances Money Supply Trade Deficit
1950 1,845 -3,038 4,026
19855 4,238 4,210 6,153
1960 6,100 5,275 7,638
196¢ 7,821 7,622 17,524
1970 28,140 9,620 24,277
1975 51,559 23,502 38,830
Source: Central Planning Unit - Abstract of Statistics.
Wyeth, Dr. John - '"Belizean Economic
History: A History of
the Belize Board of
Camissioners of
CQurrency" Journal Of
Belize Affairs, April
1575.
TABLE 111
Sectoral Distribution of Loans
BZE $000 )
Year 1970 1971 1972 1873 1974 1675
Government Services 835 1,988 2,908 2,887 2,127 1,633
Public Utilities 1,121 1,294 2,032 2,728 3,140 3,101
Agriculture 12,821 |12,4920 | 15,632 16,218 | 19,109 |{.19,983
Manufacturing 696 430 1,308 1,727 1,727 2,808
Distribution 4,804 4,117 9,601 9,783 | 11,651 | 14,270 A
Personal 1,879 2,308 3,638 2,969 3,278 3,313
Other 5,884 4.647 1,602 4,515 5,574 6,356
TOTAL 28,140 (27,272 | 39,889 | 40,827 | 46,608 | 51,550

Source: Central Planning Unit - Abstract of Statistics
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In such an econamy, theoammcialbamksbecmapﬁm
determinant of the direction and pace of development. They perpetuated the
ountry's dependence on sugar exports by pumping the largest proportion of
loans into this area while at the same time encouraging the growth of
lending for tie import trade. Although a detailed breakdown of the sectoral
flow of baszk is available for only the last few years of the Currency
Board's operations, the pattern is quite obvicus. In 1970, the agricultural
sector (lamgely sugar) was the recipient of more than 45.0 percent of the
banks' loans. By 1975, although bank lending had almost doubled, this
secter was receiving only 39.0 percent. In contrast, the distributive
sector (the area most associated with the import trade) raised its borrow-
ings more tihan threefold, thereby increasing its share of bank credit from
17.0 percent to 28.0 percent.

THE MONETARY AUTECRITY OF BELIZE

The transition fram the currency board system where the
ampiasis was on maintaining a currency issue fully backed by the sterling
reserves of the Belize Board of Commissioners of Currency to a system in
which anatterptwasmadetora@latebankingbehavimrinﬂeiizetook
place with th: passage of the Monetary Authority of Belize Ordinance, 1976
and the Banking Ordinance 1976. Banks were given specific instructions
about their local operations 5/ and, for the first time, an institution
was set up specifically to oversee these operations.

The issue of notes remained the primary function of the new
institution. In sddition the Monetary Authority undertock to 1) perform
banking services for the Govermment, for the banks and other financial
institutions 2) assure monetary stability and to pramote mometary conditions
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which are conducive to balanced growth 3) mobilise and maximise savings
and optimise credit distribution 4) ensure that the operations of banks and
financial institutions are consistent with' Government's econamic policy.
To assist in its task of monitoring the financial system to ensure cchesion
with general econamic policy, the Authority was equipped with the tradi-
tional tools of monetary control including the ability to 1) canduct open-
market operations 2) change the discomnt/rediscount rate 3) vary the
reserve holdings of the camercial banks 4) vary the liquid assets ratio
and 5) impose selective controls.

As banker to the Govermment, the compercial banks and other
financial institutions, the Monetary Authority can extend credit facilities
to these institutions either through buying and selling ‘eligible paper' or
through granting advances. The Authority can hold Govermment securities
(presently treasury bills and debentures), inland and foreign bills of ex~
change, promissory notes and other instruments maturing within 180 days
fram the date of acquisition by the Authority.

The rate of interest at which the AII(:horit_:y lends to the publi~
%ctorandtheﬂnancialinstituticnsisdetemﬁnedaccomdingtoan
autanatic formla. The rate is two percent above the yield rate on Belize
Government treasury bills, rounded to the nearest 0.5 percent.,

The commercial banks must maintain with the Authority a minimm
balance equal to at leaSt 5.0 percent of their average deposit 1isbilities. 8/
The Banking Ordinance also provides for alteration in the level of and method
of camputing the minimm balance requirements. In addition, the banks must
maintain aminimnnaggz'egateholdingofappzmedliquidassetswhich, an
aversge, shall be no less than 20.0 percent of average deposit liabilities. 7/
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The Authority exercises control over cammercial bank loans
directly through quantitative restrictions. In the first instance, the
Authority can direct the banks to reduce their loans and advances by a
maximm of five percent. Any directive issued may be an 'across-the-
board' restriction on total bank loans or a selective reduction in various
categories of loans and must allow the banks not less than ninety days to
fulfil the requirement. Secondly, a compercial bank camnot extend credit
to any cne custcmer :I.n. excess of twenty-five percent of its capital and
reserves without the prior approva.l of the Autharity.

Regular dialogues allow the Monetary Authority to make ’
informal suggestions to the cammercial banks sbout the level and direction
of, for example, their lending, deposit growth, reserves and interest
rates,

EXPERTENCES WITH MONETARY POLICY

In setting the reserve ratios, the Monetary Authority aimed
at protecing the solvency and liquidity of the four commercial banks opera-
ting in Belize. The nature of their operations in Belize precluded the .
banks fram meeting the new requirements without significantly re-organising‘
their asset portfolio. The banks maintained no fixed cash ratios and
historically had kept their cash balances low. While the Authority boped
to provide a better safeguard for depositors' money, it was also interestec)
in introducing the new clauses with as little disruption as possible.
Campliance with the new requirements also posed another problem. High-
lighted was the absence of a capital market, and consequently, the. lack of
2 wide spectrum of local assets which were eligible under the new liquid
assets classification.
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The Authority responded to these short-comings by first,
agreeing to grant advances to the ‘banks to help them meet the inimm
balance requirements, second using its prerogative to define certain assets
as liquid assets and third, atténpting to develop a loeal capital market.

In general, the new ratios introduced were aimed at influencing
the extent to which the banks could mobilise existing liquid assets and to
this extent they have been successful. Within two months of the Banking
Ordinance becoming operative the comuwercial banks were able to mest minimun
balance requirenents without any accamodation from the Authority. From
then. until late 1979 the benks maintained their deposits with the Authority
comfortably above the required 5.0 percent level without any support fram
the Authority.

The Monetary Authority also succeeded in getting the banks to
diversify their asset portfolio. At the time the Authority began to
operate, loans accounted for 81.0 percent of the banks total assets. By
1981 this figure hed been reduced to’ just over 67.0 percent of bank assets.
In addition to their balances with the Authority, the banks' holdings of
Government securities maturing in ninety days are being designated as
liquid assets. The re-organisation of the banks' portfolio is also evident
in the sharp drop in the ratio of acvances to deposits, particularly in the
first two years of operation. Over those two years, deposit growth out-
paced that of advances, picviding qﬁite a contrast to the Currency Board
era when bank advances were always substantially above the lewvel of
deposits.

' fhe implementation of the liquid assets ratio has been less
successfull. The accamodation provided the banks by classii’ying certain
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TABIE IV

Ratios Of Advances To Total Assets And To
Total Deposits At Camercial Banks

BZE $000

Year |advances |Total Assets | Advances - Deposits |  Advances T

Total Assets (%) | Deposits (%)
1976 | 64,083 | 79,250 81 . 61,200 104
1077 | 59,515 | 86,687 69 62,278 96
1978 | 64,996 | 103,576 63 79,316 82
1979 | 86,550 | 125,851 69 83,203 104
1980 | 91,802 | 143,754 64 94,143 98
1981 | 108,909 | 161,544 67 105,634 103

Source: Monetary Authority of Belize - Statistical Digest,
) March 1982.

loans as liquid assets was intended to be a temporary cne, again to
facilitate a smooth transition to the new r2quirements, The accomodation
contimies, albeit in a modified form, Using its prerogative to do so, the
Authority first designated as liquid assets 80.0 percent of bank loans to
the public sector and 10.0 percent of loans to the private sector out-
standing as at December 31, 1976. Usage of this classification continued
until January 1978 when it was replaced by 100.0 percent of loans to the
public sector and 5.0 percent of loans to the private sectqr. Six months -
later, only loans to the public sector appeared in the special definiticn.
The new classification introduced at the beginning of 1980 whereby only
loans to the Banana Control Board and the Recoustruction and Developement
Corparation, two statutory bodies were included under the special provi-
sion, is still' being utilised. -

e
. '.-q
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The assessment that the Authority has had limited success with
the implementation of restrictions on the banks' liquid asset holdings is
based on three observations - 1) the proglonged usage of the category
despite the initial intention that it would be temporary 2) the high per-
centage of total liquid assets which the special category continues to
account for and 3) the fact that the commercial banks as a group would have

- been able to meet the requirement without the accamodation provided by this

category and loans made by the Authority. Although when the Banking
Ordinance was introdlxced in 1977 and the Authority allowed the banks to
designate certain categories of assets as being liquid, it did not specify
2 time limit, the usage of the category was never intended to be more then
transitory. The reclassifications introduced over the years are indica-
tive of the continued reluctance on the part of the commercial banks to
adjust present banking practices. The reluctance is even more clearly
evidenced in the fact that a large percentage of the banks' liquid asset
holdings are still a part of the special provision. Except for a few
occasions when it was superceded by treasury bills (and this nomally
occurred during periods when the banks were very liquid), 'Other Approved
Assets' always formed the highest proportion of total liquid assets.. The
camerciel banks as a group, and in many cases as individuals, would have
been able to satisfy the twenty-percent requirement without the dispensa-
tion and without any other accomodation from the Monetary. In.1978 :the

cammercial: banks faced:en“acute shartage of liquidity following a.too-rapid expansion
+ in their damestic credit. The $12.8 million deficiency that would have

occurred that year had the special category of assets been removed and had
the banks not been able to borrow fram the Authority is a reflection of

ey
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TABLE V

Comercial Bank Liquidity - Averages

T BZE $000

| Year Eucing 1977 1978 1979 1980 1981
Actual Liquidity 21,719 | 27,569 | 21,948 | 25,045 |21,043
Excess Liquidity (Actual - ' |
Required) | 8,809 | 12,187| 4,514 5,034 | 8,250
Approved Assets® 10,221 | 6,163| 9,920 | 5,416 | 6,072
Approved T Actual (%) 47 22 45 21 29
wans Fran ) B E
Monetary ' Authority - - - .7,375 480 -
Net Liquidity (1,412) | 5,024 | (12,781) | 2,138 178

\
Source: Monetary Authority of Belize - Statistical Digest,
March 1982,

- *Assets other than tbese specified in the Banking Ordi~
nance, 11976- a5 liquid: assets.

- the problem.

The introducticn of the Banking Ordinance pointed to the need
for the development of a local capital market. The commercial banks were
in the hsbit of keeping . their surplus funds shroad partly becsuse of the |
2bsence of a requirement to hold balances locally, and more importantly
hecau'se of the absence of suitable assets to hold. Attention was directed
zo this deficiency at an early stage. Initially, as an inducement to
Aold Scme of these surplus funds locally, the Autharity paid the commer-
cial banks interest on excess balances held in their accounts. With a
view to stimulating the development of a local capital market, Government
of Belize treasury bills were first issued in August, 1977. Since then
treasury bills issues are made on a moathly rather than a quarterly basis
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with the smount of bills cutstanding at any point in time expected to be a
reflection Gf the general liquidity conditicns iw Belize. '
Inadditicntoprovidmgthecmdalbankswithlo&l
assetsv&:ichtheycmldhold.thetmmnybulsmmwvesasaneasy
and autamatic financing for Government.activities.. At 'tﬁe beginning, aonly
$2.4 million wes issusd*in the new merket. Since then, the total amount

_ hes risen to almost $17.0 million. Over that period too, the discount

rate on treasury bills hes steadily risen fram a low of .6.81 at the end of

1977t9122pementa:tmeendof1981

'mesubsementre-omgmisaximinbanld.ngbehmthat'
fonowednmthemtrodmuonofthenewaankngordinanoemmdwnh
relative ease. Thesnoothnesswitbvmmhtheintmchmtimwasmsde
camoufleged: the salient features of the econcny which could inhibit the
usage of the traditional tools of manstary control in influencing econcmic
perfarmonce. Manynitheomstraints, however; have been highlighted in
the period since mid-1679, The period since then hes also glven credence
to the idéa that given certain instituticnal chavacteristics of. ecancodes
like Belize, the mare direct methods of monetary comtrol ave likely to have
the greatest impact. |

Inopeneconaniaswithahi@pmpensitytoinqmtandam
percentage of bank credit. being directed into financinz tnaﬂe,there is a .
close WimmmmmMMt_md:M'm.
The skewed nature of Belize's productian and export basis has perpetuated
a gituation of -high dependence on imports end extreme vulnersbility to
fluctuations in international cmmodity prices., The sharp a::l.se in payments
fm-imtsoverthepwthveysm 1m'galyinresponsetospirallmgoil
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prices and the secondary effect on pm@duction\costs is a reflection of
this factor. On the other band, commodity prices have not only been very
unstable but.any increases in tﬁese prices are nommally outpaced by the
increase in the prices of manufactured camodities. Table VI indicates
that the period during which banks loans grew fastest (1978 - 1979 when
the growth in credit exceeded 33.0 percent in contrast to the previcus
yearvdzentheincreasewasle&sthanlOOpercent)wasalsothepenod
when the trade deficit Tose by almost $37.0 million (in contrast to the
reduction in 1978) and the period when reserves plunged from $25.0 million

)

TABLE VI
The Relationship Between

Credit M, Trade Deficit And Reserve loss

. RZE_$000
g Year |Comercial Banks' Loans | Trade Deficit | Net Foreign Reserves
. 1976 63,928 ~67,469 3,414
1077 59,515 -55,987 10,606
1978 | 64,996 -53,426 24,820
1979 86,550 -90,213 11,801
1980 | 91,892 98,4567 13,794
1981 108,909 -106,449% 7,874
Source: Central Pl'anni.ng Unit - “-.Trade Reports and
Estimates.
Monetary Authority of Belize - Statistical D
. Marcb-‘ﬁ—_i@&.
) P - Provisicnal

g E - Estimated

46.$12.0 million.: - Increases in bank”lending and the trade deficit, coupled
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with a depletion in reserves may not themselves be -indicative of a
structural deficiency if the financing provided by the comercial banks is
directed into strengthening the productive base of an econamy. In the
case, however, where a substantial portion of the banks' credit continues
to be channelled into imports of consmqon goads, then a persistent or
rapid deterioration in a country's reserves becames a cause for much con-
cern. This is the concern that faced the -;Quthority in 1879 and the policy
response wasS an attempt to get to the 'root of the problem'.

A cambination of measures was introduced in late 1979 and
the ultimate goal of reducing bank credit achieved within the specified
time-frame. The problemn faced in achieving this reduction focussed on the
fact that the commercial banks in Belize are still affliates of large
transnational corporaticns and while same modifications in their relation-
ship with each otber had been made, the banks cantinued to maintain strong
ties with their Head Offices. Such ties restrict the use of the Authority's
'lender of last resort' prerogative as a policy measure. The banks had little
difficulty financing their excessive growth in credit in early 1979 because
of the large amounts of private capital inflows that began in late 1978
following Hurricane Greta and the settlement of claims by insurance com-
panies. By the closing months of 1979, however, the camercial banks
began to experience higher than normal liquidity strains and turned to the ’
Monetary Authority for short term financirg. Indications of a relu;:tanee
by the Authority to facilitate the banks over prolonged periods were greeted
with a sharp rise in the cmercial banks foreign lisbilities. - By the end
of 1979, the banks' net indebtedness to their Head Offices topped $7.5
million comparved with a net claim of $1.1 milliocn at the end of 1978. So
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long, as caomercial banks can tap these overseas resources, any manipula-
tion by the Autharity of its willingness to lend the comercial banks
cannot serve as an indicator to the banks of the direction credit should
take.

Events at the end of 1979 also put pressure on the Authority‘s
policy of maintaining stable interest.ratgs in the ‘damestic economy as a
stimuilant to promoting confidence and growth, For the first three years
of its operations, it convinced the camercial banks to maintain the prime
lending rate at 9.0 percent. During most of this period damestic rates
remained above international interest rates. The pattern was reversed at
the end of 1979 when rates abroad, particularly in the United States and
the United Kingdam, rose to unprecedented levels, and the differential in
favour of international rates widened. It is cmjectured that the steep
decline in reserves in 1979 was a reflection not only of the larger trade
deficit but also of capital outflows to take advantage of high rates
abroad. To help stem any leakages fram the damestic system that may have
resulted from the rate changes abroad and to help check the expansion in
credit, the Authority allowed the prime lending rate to rise from 9.0 per-
cent to 11.0 percent in early 1980, Two more changes in the rate occurred
after that and by the end of the year the rate bad reached 17.0 percent.
The doubling of interest rates in 1980 is indicative of the inabili.ty of
open econamies to insulate against price changes.

Direct controls on money have a stronger influence on target
variables than do the indirect or market-type instruments. With this in
view, a five percent reduction was imposed on comercial bank loans at
the end of 1979. The credit squeeze was applied 'across the board' and
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the camerzial banks were: given three months in which to camplete the
reduction. Following the successful achievement of the target, the
Authority urged the banks to continue their restraint. The fact that dur-
ing 1980 the growth in bank loans was below 6.0 percent is an indication
that the plea was heeded.

It is believed that in this instance, the quantitative
control of total bank loans produced the éame results as would have
selective controls., The restriction was imposed at a timé when
borrowings by the sugar industry the banks' largest agricultural borrower,
would have been slack and, therefore, did mot serve to dampen activity in
this area. In the distributive sector, on the other hand, ‘borrowing tends
to rise during the early months of the year as traders build their stocks.
With the squeeze, credit to this sector remained stable over the first
three months of 1981.

Changes in the level of foreign reserves of a-eountry is one
of the best indicators of the state of the balance of payments. As noted
earlier, in open eccnanies there is normmally a high correlation between
credit expansion and reserve loss. Where such credit originates in or
is channelled through the cammercial banks, direct measures, the most
powerful being the quantitative restrictions, produce the best results
in any attempt to stifle this loss. Whére, however, this credit is
directed into the public sector, the response must be differemt.

Increasingly, support for Government deficits are being

sought on the domestic market. The creation of the Monetary Authority

with special provision to extend credit facilities to the public sector
and the comencement of & trade in treasury bills provided the Government
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with an automatic and cheaper source of finance. Constant use of these
additional facilities resulted in Govermment's domestic borrowing rising
more. than sixfold between 1978 and 1981 and its share in damestic credit
Jumping from 6.0 percent to 22.0 percent.

TABLE VII
Damestic Credit
BZE $000
‘Year | To Govermment | To Other Public Sectar To Private Total
(Net) Sector
1976 3,663 4,044 58,601 68,601
1977 7,756 4,385 54,798 54,798
1978 12,216 6,249 58,747 77,212
1979 12,628 8,126 76,469 97,223
1980 20,216 7,404 82,692 110,312
1081 . 29,234 8,797 95,946 133,997

Source: Monetary Authority of Belize - Statisticﬁl Digest,
1983.

mlethe:to:'eignreservelossinlewemﬂdbetrgced

directly to the expansion in bank credit to the private sector, the seme '

could not be done in 1881 when the country's foreign exchange reserve
leISEd to $7.9 million. In the first instance, both the public and
privite eectors made fairly equal contributions to dapestic credit
expansions since 1879. Secandly, while the rate of increase to the public
sector was exceptionally large, in the absence of infomai:ion on the
imtmtdthemﬁ.tmmmmdittothepublic&ctm’

financed, mecanmlymla:teabmxttheroleofthepublicsectm'm

the Yeserve loss.
The tremendous rise in public sector borrowings, particularly
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during 1981 was accomcdated largely by the Mcnetary Authority. Large
sales of treasury bills in the closing montbs of 1981 resulted in the.
Authority holding more than 85.0 percent of all bills outstanding., At the
same time the Government for the first time, made full use of its ability
to obtain temporary advances from the Authority. These large claims on the
public sector, however, put pressure on tt'le Authority's foreign assets and
eroded its external asset position (The external assets ratio by year end
bordered close to the legal reguirement).

The experiences over the five years of its operations have
highlighted a number of anamalies in the system with which the Monetary
Authc;rity is faced in trying to gain effective control over the monetary
system. In addition, the Authority is faced with institutional constraints
on the implementation of policy measures.

The anomalies in the system relate primarily to the confines
of the-Ordinences within which the Authority has to cperate. There is,
for example, a contradiction in the level of external assets which the

Authority must maintain and the extent to which the Authority can create

credit.

" Over the past five years, the legal limit on the Authority's -

ability to lend to the Goverrment hes risen more than fourfold. In 1981,

the amount topped $86.0 million. On the other hand, the Monetary Authority
Ordinance slso requires that the institution maintains external ssséts at

a level equal to not less than 50.0 percent of its currency and demend
Lishilities; this in effect put an indirect restriction cn the smount of
local assets the institution can hold, given its total assets. Based on
the imputed restriction on local assets, ane can infer that at all times
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TABLE VIII

To Central Government

$000
Year Ending 1976 1977 | 1978 1979 1980 2I.982|~.1
Required Holding Of ... .-
Extetnal Assets 6,822 | 9,288 12,971 | 11,460 | 13,816 | 8,459
Required Holding of - _
Llocal Assets* 8,037 | 11,879 {19,835 { 20,373 | 24,458 | 30,527
Limit oa Advances to
Government 5,72 7,044 7,997 | 9,394 | 10,984 | 13,003
Limit on Holding af .
Government Securities 4,480 { 14,014 | 33,173 | 55,595 | 66,857 | 73,220
Total Limit on Credit
to Govermrent 10,262 | 21,058 | 41,170 | 65,289 | 77,841 | 86,223

Source: Governmrent of Belize

- Estimates of Revenue

and FExpenditure

Monetary Authority of Belize - Querterly Review

*Required Holding of Local Assets = Total Assets - Required
Holding of External Assets,

the amount of credit creation legally allowed was exceswive. The total

credit the Authority could create rose rapidly and by 1981 was almost

three times above the level of local assets the Authority could hold. The

anomally, on the othker hond,.proved to be an indirect check on too rapid

an expansion in the Authority's credit to Government. With the external

assets ratio hovering:elose: to the legal minimum and.with the Authority's

advances to Government reaching the maximm, the Authority for the first

“ timhadtoa:sbenditstmding.inthemasurybillsmarket.

m e et —— =

The treasury bilis market is synonymous with the local capital
market and, to this extmt’, is an indication of the nairowness of the capital
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market. Despite the designation of other commercial bills as liquid assets
and dialogue between the caommercial banks and the Authority regarding the

' development of a trade in these bills, there has been no positive step in

widening the market, The narrowness of the market is depicted not only in
terms of the securities being offered but also in terms of the number of
participants. Nomally trade is between the commercial banks and the

.. huthority, who, together tend to hold at least 80.0 percent of all bills

butstandm It is argued that in countries with a very narrow capital

parket, . limited usaga can«-?be made ¢f the rediscount rate to influence: credit
levels. In this situation large purchases or sales of these socurities by

the central authority cammot occur without a significent impact on security
i
prices.

$

H The Autbority is also operating in an environment in which the

:‘ammrcial banks still have reascnably easy access to overseas fumds. This
Pactor impedes the successful ussge of the 'lender of last resort’ facility
to influence credit levels. In the case of the commercial banks, the
fwoes allows the banks to ignore any reluctance on the part of the
gdmetary Authority to lend as a signal of the need to restrict their lend-'
Eing practices. So long as this access continues too, the Mometary
Muthority's in-built restriction on lending to Goverument will not
ixecessaril'y serve as a stop-gap to ]ending to the public sector. Since the
éoveminent has found it increasingly difficult to borrow from the Aﬁthoﬂty,
its borrowing. from the banks has risen sharply with a large portion being
rinanced through the banks' Head Offices.

The extent of the banks' easy access to capital markets over-

' | geas also prohibits the implementation of an independent interest rate
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policy. Movements in interest rates, are nomally more defensive than
mgm.m:ory.‘ In 1879 camercial banks' interest rates rose for the
£irst time in three years and was in response to the high rates being
paid dbroad. Since then the interest rates have risen several times -
all responsive to interest rate changes in the large industrial econamies.
Open econanies are hard pressed to cushion shocks occurring
internationally. The high import content of both consumption and produc-
tion has created a situation in which monetary expansicn in the damestic
econany is not necessarily the best indicator of the rate of inflation.
It is believed that the high rate of inflation (roughly estimated at over
15.0 percent foi' 1981) is a reflection primarily of the impact of

" spiralling oil prices on international prices and the secondary effects

on the cost of Belize's imports. The effects are also transmitted to the
costs of producing camodities for exports, rendering these products less
campetitive in the international market where commodity prices tend to be
generally low. Policy aimed at controlling the rate of monetaxy expansion
to dampen damestic price increases becames less potent in this environment
and could anly serve to aggravate recessionary forces within the economy.

OONCLUSION

The Monetary Authority has taken a very cautious approach to
monetary policy over the past five years. With a view of not umet}:ing
the status quo, the Authority has depended, to a large extent, on informal
discussions with the Government and the cammercial banks as a means of
indicating to both institutions the direction which econamic variables,
particularly damestic credit shgﬂ.d take,

'meAuthorityhasalsohadtooperatevdthinthe confines of
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the structural rigidities Belize faces, the most significant being the
cpenness of the econany end, linked to this, the susceptibility of domestic
activity to external factors., In the face.of these constraints, the most
direct controls on monetary variables tend to be the most effective in
influencing econamic bebaviour. The successful implementation of mometary
policy measures, however, presupposes not“mly that the instruments of
control will be adspted to suit the enviromment in which they operate, but
also that there will be a close inter-relationship between monetary and
other areas of public policy in determmining the path development should
take,
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FOOINOTES

Belize was a British colony wntil September 1981 when it became

independent. The colony changed its name from British Honduras
to Belize in 1973. &

The formal obligation to convert the Belize dollar into gold
ramined in force until 1939, However, the United States dollar
was widely acceptable and, therefore, there were few requests for
gold in exchange for the local currency.

One of the problems with keeping reserves in gold is that gold
is non~interest bearing. This meant only one~third of Board's
reserves previocusly earned interest (the geld portion did earn
sSare interest after 1918 but the amount was not large)., Most
of the burden to mset the Board's expenses therefore fell on the
emall interest earning portion.

The emendment allowed Royal Bank of Csnada branch in London to
be agents for the B.B.C.C. The sterling equivalent of Bze$3,000
was deposited in a Special Sterling Account in London., When
Belize collars was presented in redemption for sterling R.B.C.
credited the account with sterling and debited it with Belize
dollars. Similarly, if sterling :was presented ‘ib:redemption.for
Belize dollars. In this way, the account Leld by R.B.C. for
B.B.C.C. was balanced by the Currency Cavnission's liabili-

ties to the branch of Royal Bank in Belize and supported. by an
account opened with the latter for this purpose.

Banks were first given specific instructions with the passage
of the Banking Ordinance 1963 snd in many ways the new banking
ordinance was an extension of the 1963's. Interestingly, while
the 1963 Ordinance contained a clanse abcut the banks' liquid
assets holdings, the clause was inoperative since it exempted
all banks classified as 'scheduled' banks {and all the banks in
Belize were scheduled banks).

The minimum balance is computed using the average of the amounts
cutstanding to the account with:ths Authority as at the close :of
business on each day. The averdge deposit liabilities is
determined by taking the aversge of bank desposits as at the close
of business on the faur consecutive Wednesdays gxgdir:g with the
pemultimate Wednesday of the preceding month. e Monetary .
Authority may vary the minimum balance upto a maximum of 20.0:
percent provided that any increase does not exceed two percentage
points in any periocd of thirty days and provided that thirtyda;m

of a change in the proportion is given.

In calculating the banks' required holding of liquid assets, the
average deposits is determined in the same manver as with the
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minimm balance requirements. The banks' holding of liquid assets
is the aggregate amounts of such assets heid at the close of
business on the last working day of each week. This proportion
may be varied upto a meximum of 35.0 perceat of average deposit .
liabilities provided that any change in the proportion does not
ecceedﬁvepementagepomtsinanyperiodofthiztydaysand
provided that the banks ave given thirty days notice.
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