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Mission

To promote monetary and
financial systems’ stability for the
wellbeing of Belize.

Vision

To be highly respected for our
contributions to the stability of
Belize’s monetary and financial
systems.



List of Acronyms and Abbreviations

Acronyms:

AEOI Automatic Exchange of Information

AML/CFT Anti-Money Laundering/Countering the
Financing of Terrorism

APSSS Automated Payment and Securities
Settlement System

ASR American Sugar Refining

BEPS Base Erosion and Profit Shifting

BBL Belize Bank Limited

BCUL Belize Credit Union League

BGA Banana Growers Association

BSI Belize Sugar Industries Limited

BTL Belize Telemedia Limited

CAR Capital Adequacy Ratio

CARICOM Caribbean Community

CBL Choice Bank Limited

CFATF Caribbean Financial Action Task Force

CFzZ Commercial Free Zone

CIF Cost, Insurance and Freight

CPBL Citrus Products of Belize

CPI Consumer Price Index

CRS Common Reporting Standard

DDS-MMS Direct Debit Scheme and Mandate
Management System

EBS-HR Enterprise Business Solution - Human
Resource

EMS Farly Mortality Syndrome

FOIR Exchange of Information on Request

EU European Union

FATCA Foreign Account Tax Compliance Act

FATF Financial Action Task Force

FFI Foreign Financial Institutions

FOB Free on Board

FRN Floating Rate Notes

FSTV Fort Street Tourism Village

FSRB FATF Style Regional Bodies

Abbreviations:

$ Belize dollar unless otherwise stated

b billion

mn million

ps pound solid

RHS Right Hand Side

LHS Left Hand Side

Conventions:

FY
GDP
GOB
GST
IBA
ICRG
IDB
1GA
IMF
IRS
1TD
1T
LCIA
M2
MOF
NFIS
NRA
NPL
NPL ratio

NPS
R.K.
ROA
ROC/Taiwan
ROE
SDRs
SIB
SLCU
SMS
T-bills
T-notes
UHS
Us

UK
VPCA

Fiscal Year

Gross Domestic Product

Government of Belize

General Sales Tax

International Banking Act
International Cooperation Review Group
Inter-American Development Bank
Intergovernmental Agreements
International Monetary Fund

Internal Revenue Service

Information Technology Department
Information Technology

London Court of International Arbitration
Broad Money

Ministry of Finance

National Financial Inclusion Strategy
National Risk Assessment
Non-performing Loan

Non-performing Loans (Net of Specific
Provisions) to Total Loans

National Payment System

Red Kidney

Return on Assets

Republic of China/Taiwan

Return on Equity

Special Drawing Rights

Statistical Institute of Belize

Spanish Lookout Credit Union Limited
Security Management System

Treasury bills

Treasury notes

Universal Health Services

United States

United Kingdom

Venezuela Petrocaribe Agreement

1. Since May 1976, the Belize dollar has been fixed to the US dollar at the rate of US$1.00 = BZ$2.00
2. The 2018 figures in this report are provisional and the figures for 2017 have been revised.
3. Unless otherwise indicated, the Central Bank of Belize 1s the source of all tables and charts.
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Directors and Principals

At 31 December 2018

BOARD OF DIRECTORS

John Mencias - Chairman

Nestor Vasquez - Vice Chairman

Nigel Ebanks - Member

Vanessa Retreage - Member

Amb. A. Joy Grant - Governor (ex officio)

Joseph Waight - Financial Secretary (ex officio)

Marilyn Gardiner-Usher - Deputy Governor, (ex officio)

Kareem Michael - Deputy Governor (alternate)

PRINCIPAL OFFICERS

Amb. A. Joy Grant - Governor

Marilyn Gardiner-Usher - Deputy Governor, Financial Services

Kareem Michael - Deputy Governor, Research, Financial Supervision and Comphance
Hollis Parham, Senior Manager, Corporate Services

Timothy Grant - Manager, Human Resources

Angela Wagner - Manager, Administration

I. Rabey Cruz - Manager, Information Technology

Francis Thomas - Manager, Security

Emory Ford - Manager, Research

Diane Gongora - Manager, Supervision

Effie Ferrera - Chief Internal Audit

Michelle Estell - Manager, Payment Services and Exchange Control Approvals

Sheree Smiling Craig - Manager, Office of Strategy Management
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Central Bank Operations

Governance

The Board of the Central Bank of Belize comprises seven members, of which three are ex officio (the
Governor, a Deputy Governor, and the Financial Secretary), and four are appointed by the Minister of
Finance. There were no changes in Board membership during the year, and members re-elected the Vice-
Chairman to continue serving in that capacity in February 2018.

Section 12 (1) of the Central Bank of Belize Act requires that the Board convene at least 10 meetings per year
on dates designated by the Chairman. A quorum of three members, one of whom must be the Governor or
a Deputy Governor, 1s required for each meeting of the Board. Board decisions are by majority of votes cast,
with the presiding Chairman having a second or casting vote in the event that votes are equal.

In 2018, the Board met 17 times, during which consideration was given to 27 board decision papers and 71
iformation papers. All meetings were held at the Central Bank building in Belize City.

Attendance at Board meetings in 2018 was as follows:

John Mencias - Chairman 17
Nestor Vasquez - Vice-Chairman 15
Nigel Ebanks - Member 15
Vanessa Retreage - Member 16
Amb. A. Joy Grant - Governor (ex officio) 16
Joseph Waight - Financial Secretary (ex officio) 14
Marilyn Gardiner-Usher - Deputy Governor (ex officio) 16
Kareem Michael - Deputy Governor (alternate) 17
Donna-Marie Neaves-Rostant - Secretary (January to July) 11

Conduct of Board Members

Members must satisfy general qualification *  Not use their position to benefit themselves or
conditions for Directors as laid out in Section 15 any other person, or to cause detriment to the
of the Central Bank of Belize Act. Section 18(1) Central Bank or any person;

of the same Act prohibits Board members from e Not use any information obtained by virtue
disclosing information acquired in the exercise of of their position to benefit themselves or any
their functions. Additionally, each Board member other person, or to cause detriment to the
1s required to comply with a Code of Conduct, Central Bank or any person; and

which addresses Board members’ commitment to: e Declare any material personal interest where a

conflict arises with the interests of the Central
e Discharge their duties with care and diligence; Bank.

* Actin good faith and in the best interest of the
Central Bank;

1 Annual Report 2018



Audit Committee

The Central Bank of Belize’s Audit Committee
(Committee) comprises one executive and two non-
executive members. The Committee 1s chaired by
non-executive director, Mr. John Mencias. The other
non-executive director 1s Ms. Vanessa Retreage,
while Mrs. Marilyn Gardiner-Usher serves as the
executive member. Chief Internal Auditor, Mrs.
Effie Ferrera, acts as secretary to the Committee.

The Committee assists the Board 1n its efforts to
exercise oversight of and n providing strategic
of the Bank’s

direction to the management

operations by:

e  Providing assurance that adequate arrangements
are in place to track the Central Bank’s exposure
to material risk across its operations, and that
there 1s regular reporting to management on risk
exposure;

*  Reviewing and discussing the Central Bank’s

statements and letter of
with the Central Bank’s
external auditors prior to Board submission;

audited financial
recommendation

and
e Reviewing Internal Audit reports on mternal
controls.

The Committee also met with the Central Bank’s

external auditors to review and discuss the
annual financial statements and their letter of

recommendation.

Internal Audit

During the Audit

to provide objective

year, Internal conducted
mdependent assessments
assurances that the Central Bank’s risk management,
governance and internal control processes were
operating effectively and efficiently. Compliance
audits were conducted on information technology
operations  to

(IT) applications and internal

confirm compliance with applicable laws, rules
and regulations, as well as internal policies and
procedures. Assurance audits were also done to
evaluate the adequacy, efficiency, and effectiveness
of internal control environments relating to the
Bank’s treasury functions, auction of Government
securities, staff benefits, and select I'T processes.

The audit reports were submitted to the Audit
Committee. Thereafter, the
mformed the Board of the matters discussed and the

Committee’s  chair

Committee’s recommendations.

Monetary and Financial Stability

The Central Bank continued to play a crucial role in
ensuring monetary and financial stability in Belize.
In 2018, core monetary policy functions focused on
supporting Belize’s long-standing peg to the United
States (US) dollar, while the Central Bank’s financial
stability objectives were broadened under its new
five-year organisational strategy.

Monetary policy remained neutral during the year,
while the Bank’s reserves dipped but remained above
benchmark. Statutory and cash reserve requirements,
the main instruments of monetary policy, were kept
at 23.0% and 8.5%, respectively, for domestic banks
during the year. In securities trading, the Central
Bank abstained from actively influencing money
supply by purchasing only unsubscribed Treasury
bills (T-bills) at average yields determined at auctions.
Weighed down by sovereign debt service payments,
Central Bank’s net foreign assets contracted by
$36.1mn to $592.4mn. Consequently, the gross
mternational reserves declined to the equivalent
of 3.6 months of merchandise imports, down
from the equivalent of 4.0 months of merchandise
mmports a year ago but stood firmly above the three-
month safety threshold. In addition, at 64.9%,
the Bank’s external asset ratio easily exceeded
the 40.0% regulatory requirement at year end.

Central Bank Operations 2



Despite rapid credit expansion and tightened
liquidity conditions, domestic banks’ foreign
assets grew and interest rates declined. Net
domestic credit grew by 3.3%, driven by increased
lending to the private sector and other public
entities, as Central Government’s borrowing from
the domestic banking system contracted. Even
with increased lending, the net foreign assets of
domestic banks rose by $33.2mn to $264.0mn,
underpinned by an upsurge in tourism revenue.
However, domestic banks’ excess liquid assets
and cash reserves contracted by $28.5mn to
38.6% above requirements and by $87.4mn
to 85.4% above requirements, respectively, at
year end. Notwithstanding, high domestic bank
liquidity was pivotal in lowering average loan and
deposit interest rates for the 11" consecutive year,
marking the longest span of successive annual rate
declines on record. In 2018, the 12-month rolling
weighted average interest rates on new loans fell
by 39 basis points year-on-year to 8.62%, while
the corresponding interest rates on new deposits
contracted by 25 basis points year-on-year to

1.46%.

The financial sector’s performance was mixed,
as a slippage in asset quality coincided with
an expansion in domestic banks’ profitability
and a reduction n concentration risk. On the
one hand, the industry’s non-performing loan
(net of specific provisions) ratio (NPL ratio)
worsened slightly to 2.7% from 2.49% in 2017.
On the other hand, domestic banks’ return on
assets (ROA) almost tripled to 3.19, up sharply
from 1.3% in 2017. This marked improvement
was due mainly to an upsurge in Belize Bank
Limited’s (BBL’s) earnings as a result of accrued
mterest income booked in relation to the London
Court of International Arbitration (LCIA) Award.
Concentration risk also improved as the level of
large loans relative to regulatory capital fell to

3 Annual Report 2018

96.5% from 117.5% in 2017, while capital adequacy
remained stable at 24.69% of risk-weighted assets.
In spite of these overall improvements, the sector
continued to be heavily influenced by large swings
i the performance of individual banks.

Financial sector regulation and supervision
were also challenged. The licence of the largest
mternational bank, Choice Bank Limited (CBL),
was revoked i June because the licensee was
carrying on business In a manner that was
detrimental to the public’s interest and had
msuflicient assets to cover liabilities. Despite new
headwinds from an increasingly complex banking
landscape, the Central Bank assures the safe
functioning of Belize’s banking system.

Strategic Initiatives

In the first quarter of 2018, the Central Bank revised
its mission and vision to align with its new strategic
goals and then deployed its 2018-2022 Strategic
Plan. Later, the Bank redesigned its organisational
structure to align functional units with the new
Strategic Plan. The restructuring exercise sought
to improve execution of new strategic priorities,
rebalance workload across divisions, departments
and units, and optimise job effectiveness.

This new plan has five strategic themes aimed at:

* Improving financial literacy and inclusion;

e Modernising the financial system
nfrastructure;

e Strengthening financial system stability;

*  Enhancing foreign exchange access at the
pegged rate; and

e Facilitating capital market development.

Under these themes, management created 20
strategic objectives and implemented five priority
projects during the year. These mcluded:



*  Drafting a strategy for the National Financial
Inclusion Project;

*  Developing access criteria for direct operators
of the Automated Payment and Securities
Settlement System (APSSS);

*  Drafting a strategy for the Direct Debit
Scheme and Mandate Management System
(DDS-MMS) component of APSSS;

*  Developing an oversight framework and a
capacity building plan to strengthen regulation
of the National Payment System (NPS); and

e Installing structural elements for the new
Security Management System (SMS).

National Financial Inclusion

The World Bank Group, with the Central Bank’s
assistance, drafted a National Financial Inclusion
Strategy (NFIS) aimed at advancing Belize’s

financial mnclusion objectives. Through a data
driven and consultative process, the NFIS defined
the currentstate of financial inclusion in the country;
identified the obstacles and opportunities to
achieve the vision of financial inclusion; developed
an action plan; and established governance and
monitoring arrangements. While the NFIS is
aligned with Government’s broad development
objectives, 1t specifically aims to expand access
to useful and affordable financial products and
services to businesses and individuals.

Access Criteria for APSSS

The Central Bank, in partnership with the
World Bank, developed criteria for operators
with direct access to APSSS. The Central Bank
accelerated this exercise in response to Belize
Credit Union League’s (BCUL) interest in
facilitating its members’ access to APSSS, while
advancing their fiancial inclusion objectives.
To this end, BCUL formed a limited hability
company, Shared Services Network, to become

an operator for credit unions n early 2020.

‘World Bank’s public consultation with stakeholders
hosted at the Bank

EFFECTIVE COMMUNICATION SKILLS FOR
SECURITY PERSONNEL

Security Management Training at the Bank

Central Bank Operations




Direct Debit Scheme and Mandate Management

System
The Central Bank commissioned the World Bank

to develop a comprehensive strategy and road

map to implement the direct debit and mandate
management function of APSSS. The direct debit
service will allow customers to instruct their banks
to make recurrent payments from their accounts to
recipients’ accounts based on signed agreements
(or mandates) between the transacting parties.
The strategic plan featured an assessment of the
current legal and regulatory environment, and
proposed rules and regulations to govern delivery
of direct debit services. In 2019, the Central Bank
will collaborate with the APSSS vendor, financial
mstitutions, and utility companies to implement
the DDS-MMS component of APSSS.

Payment System Oversight Framework and
Capacity Building Plan
Two vears mto production, the Central Bank

received technical assistance from the World
Bank to develop a comprehensive payment
system oversight framework and capacity building
plan for APSSS. The new framework aims to
enhance the safety and efficiency of the payment
and settlement system. It includes procedures,
manuals, and methodologies for performing on-
site and off-site oversight of payment systems,
payment service providers (including non-bank
providers), and payment instruments. Capacity
building training will continue mto 2019.

Security Management System

In preparation for the SMS project to modernise
the Central Bank’s security posture, a sub-project
was undertaken to rewire the entire building. This
smaller project elevated the Central Bank’s cable
network to a new standard, offering users increased
capacity. The new infrastructure was designed
for high availability and was fully integrated with
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the Bank’s internal networks. Installation of
new computer equipment and system software
for the SMS project began m March 2018. In
addition, a structured change management
plan was implemented, which entailed training
opportunities for security staff to enhance their
technical skills before the system goes live in June

2019.

Information Technology

The Information Technology Department (ITD)
spearheaded three major mitiatives to combat
cybersecurity threats.

First, efforts were made to address increased
cybersecurity threats to the Central Bank’s IT
networks and data. In compliance with best
practices, ITD conducted security penetration
testing exercises on its networks and systems, using
an external information security service provider.
In addition, a Security Information and Event
Management software was implemented to collect
and aggregate data logged from network security
devices, systems, and applications. This software
categorises, correlates, and analyses incidents and
events for threat detection and remediation.

Second, the Central Bank took measures to reduce
cyber risks in the banking community for a saler
and more reliable functional environment. To
this end, the Bank commissioned a cybersecurity
committee, whose goal was to develop minimum
standards to mitigate cyber risks. The committee
comprised senior officers in nsk, IT, or
operation functions from each domestic bank.
The committee established a framework for
sharing threat information among its members
and adopted a Guidance Note on Cybersecurity.
The Note was technology neutral, principle-
based, and followed a risk-based approach. It was
also complementary to banks’ risk management
processes and cybersecurity programme.



Third, the Central Bank submitted its second
self-attestaion to SWIFT in December, which
was corroborated by Internal Audit. This exercise
measured the Bank’s compliance with SWIFT’s
mandated security controls under its Customer
Security Program. All SWIFT users were required
to comply with their revised set of mandatory
security controls by the end of 2018.

Human Resources

Human resource activities focused mainly on
traming and development, staffing, employee
relations, labour relations, and community
service. These undertakings aimed to foster a
highly engaged, motivated, and satisfied workforce
and to develop staff’s technical and managerial
competencies.

Training and Development
Change management training was prioritised for

executive, management, and professional staff
m 2018. In preparation for the rollout of the
2018-2022 Strategic Plan, select stafl attended
an on-site  change management certification
program. To buld skills mn implementing
systemic transformational change, directors,
executives, management, and professional staff
also participated in a workshop entitled, Leading
Innovation and Change.

Across departments, staff’s technical competencies
were strengthened through overseas trainings,
workshops, and seminars. Economists from
the Research Department attended two courses
hosted by the Caribbean Regional Technical
Assistance Centre on  Balance of Payments
Statistics and Macroeconometric  Forecasting.
Economists also participated in the Central Bank
of Trimidad & Tobago’s revived Annual Research
Review Seminar and the 50™ Annual Monetary
Studies Conference hosted by the Central Bank

of Barbados. Similarly, staff from the Financial
Stability Unit attended a course entitled Macro-
prudential Regulation of Systemically Important
Financial Institutions in the Caribbean, while those
from the Supervision Department participated in
a regional seminar on standardising approaches
to Basel III and in a Core Curriculum Certificate
Course at the Toronto Centre. Members [rom
the Investment and Reserve Management Unit
attended a workshop hosted by the Centre for
Latin American Monetary Studies on International
Reserves  Management, and Internal Audit
Department received training on Information
Security Essentials for I'T" auditors. Furthermore,
an officer from the Payment Services and
Exchange Control Approval Department attended
a regional payment systems workshop, while
an executive attended a Consolidation of Laws
Programme focused on portfolio management for
central bankers.

Functional teams also received specialised overseas
training. In particular, I'T" and Supervision staff
jointly benefited from cybersecurity training, while
staff from the Supervision and Payment Services
and Exchange Control Approval Departments
attended trainings on Anti-Money Laundering
and Countering Financing of Terrorism (AML/
CF), as well as the use of blockchain technology
for Caribbean Financial Institutions. Meanwhile,
the SMS Project team evaluated the prototype
of the security managment system that would
be implemented at the Central Bank. Likewise,
the National Financial Inclusion Project team
visited the Central Bank of Trinidad & Tobago
to deepen their understanding of financial literacy
programmes. In addition, the project leader
attended a World Bank course on financial
mclusion.

Furthermore, staff participated m various 1n-
country training exercises and courses. For

Central Bank Operations 6



instance, security and facility management staff
successfully completed courses in Basic First-
Aid and Cardio Pulmonary Resuscitation,
Introduction to Computers, as well as Report
Writing and Effective Communication. Security
officers also participated mn advanced weaponry
exercises. Other staff received training in library
management and employing content strategy to
enhance the Central Bank’s website content.

Employees  also  successfully  completed
several  specialised  online  courses  to
strengthen technical skills in macroeconomic
programming  and
analysis, AML/
CFT oversight, and business writing skills.

diagnostics,  financial

policies, financial  market

Staffing and Employee Relations
The Central Bank ended the year with a staff
complement of 201. Eighteen persons joined the

Bank during the year and nine persons left the
employ of the Central Bank, including one retiree.
Redesign of the Bank’s organisational structure
led to the creation of four new management
positions with no job losses. Consequently, the
Bank’s turnover rate was 4.48% m 2018, down
from 4.95% in 2017.

There were 20 promotions:

e one to the Senior Management grade,

e six to the Management grade,

e four to the Professional II grade,

e one to the Professional III grade,

e two to the Para-Professional grade,

* two to the Security Officer II grade, and
e four to the Senior Auxiliary grade.

Employees who reached years ol service
milestones between 1 July 2017 and 30 June 2018
were recognised and rewarded at the Annual
Employee Recognition Ceremony. Twenty-eight
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employees were rewarded for their commitment
and long service to the Central Bank. When
disaggregated, nine employees received long-
service awards for 10 years of service, 12 for 15
years of service, two for 20 years of service, two
for 25 years of service, and three for 30 years of
service. Employees who contributed to teams that
successfully completed strategic cross-functional
projects were also recognised for their efforts.

Corporate Relations and Community Service
As a socially responsible organisation, the Central

Bank is committed to improving the standard of
living and quality of life for Belizeans. The Central
Bank provided internships to six university
and junior college students who met their core
graduation requirements. In addition, two senior
high school students completed their work-study
programmes, while 14 students in bachelor’s and
associate’s degree programmes participated n
the Summer Employment Programme. The part-
time work programmes helped students to gain
job skills and experience, while providing a small
stipend.

Stal’s  social outreach included monetary
donations to the annual Salvation Army Christmas
Appeal, the Belize Cancer Society and the Belize
Kidney Association, as well as participation i the
Annual Kidney and Cancer Walk events.

The Central Bank’s Stafl’ Club was instrumental in
fostering high staff morale, mstilling camaraderie,
and supporting a healthy work/social life balance.
The Staff Club organised several signature events,
including a Valentine’s Day mixer, a Family Day
trip to Rendevous Caye, Faster Egg Hunt for
staff’s children, Mother’s and Father’s Day events,
and the annual Christmas Party. Other mitiatives
consisted of birthday tokens, boss’ day surprises,
multidisciphinary sporting events, a drama play



entitled “Roas Turkey”, toy drives for needy
children, and staff socials with giveaways.

With support from the Staff Club, the Central Bank
mitiated a High School Assistance Programme.
During the year, nine deserving primary school
graduates received financial aid awards to partially
cover high school expenses for their respective
four-year programmes. Additionally, the Staff
Club joined forces with the Bankers Christian
Fellowship group to conduct weekly praise and
worship devotions on Monday mornings.

Oversight of the Financial System
Revocation of Licence

During the year, the Central Bank revoked
the licence of a troubled bank for the first time

m its regulatory history. In January 2018, the

Central Bank placed CBL, the largest licenced
mternational bank, under enhanced supervision
because of deficiencies and violations to the
International Banking Act (IBA).

Exacerbating the bank’s financial weaknesses,
CBL’s card processor suspended its licence
for prepaid card services in April. Faced with
tightened liquidity conditions, CBL suspended all
deposit withdrawals, except for funds previously
uploaded on prepaid cards.

CBL’s actions to suspend customers’ withdrawal
of deposits and its subsequent failure to address
outstanding regulatory deficiencies and violations
under the IBA factored in the Central Bank’s
decision to revoke its licence. CBL’s inability to
resolve these 1ssues were not only detrimental
to depositors, creditors, and other stakeholders’
mterests but also placed Belize’s banking industry’s
reputation at risk. Consequently, on 29 June 2018,
the Central Bank revoked CBL’s licence and
appointed a iquidator to wind-up the bank.

Registration of New Credit Union

The Central Bank registered a new credit
union named Spanish Lookout Credit Union
Limited (SLCU) located in the Spanish Lookout

Mennonite community. SLLCU evolved from two

unregistered and unregulated entities that provided
loan and deposit services to the Spanish Lookout
community. The principals registered SLCU and
commenced operations in August 2018. Prior to
SLCU, Toledo Teachers Credit Union was the
last credit union that was registered. It opened in
May 2001.

Examinations

To ensure that financial mstitutions licenced and
registered by the Central Bank were operating in
accordance with banking laws and other pertinent
legal requirements, the Supervision Department
conducted 10 risk-focused examinations in 2018,
comprising five mternational banks, two domestic
banks and three credit unions. All examinations
mcluded an assessment of the financial institution’s
compliance with AML/CFT requirements. On-
site examinations were complemented by off-site
surveillance of the financial system on a continuous
basis.

Amendment of Practice Directions and Circulars

On 15 November 2018, the Central Bank
amended the Domestic Banks and Financial
Institutions Act Practice Directions No. 2 and No.
3 and IBA Circulars No. 1 and No. 2. While the
Practice Directions prescribed the methodology

for evaluating and classifying non-performing
loans and other assets, the Circulars provided
the procedures for determining banks’ loan
loss provisions and reserves. The amendments
effectively relaxed non-performing loan (NPL)
classifications and provision requirements for
loans granted to the agriculture and marine
industries. To ensure uniform alignment with

Central Bank Operations 8



domestic banks, the corresponding requirements
for international banks  were amended
simultaneously. These amendments took elfect

on 1 November 2018.

Domestic Banks

The domestic banking sector’s profits almost
tripled, rising to $102.8mn in 2018 compared
to $41.6mn in 2017. However, this upsurge was
mainly on account of BBL’s one-off recognition
of $59.8mn in accrued interest income stemming
from the LCIA Award. BBL booked the accrued
mterest after the Caribbean Court of Justice
ordered the Government of Belize (GOB) to pay
BBL a sum of $92.6mn, consisting of the LCIA
Award plus accrued mterest. Since BBL had
already booked the principal amount of the LCIA
Award as a GOB receivable, only the accrued
mterest portion remained. In turn, domestic banks’
return on equity (ROE) increased sharply to 19.8%
m 2018 from 9.2% in 2017, while their ROA rose
to 3.1% from 1.3% in 2017.

Domestic banks’ capital also expanded, rising
by $49.0mn in 2018 with the upsurge in BBL’s
retained earnings following the recognition of the
accrued interest component of the LCIA Award.
However, this capital expansion was partly offset
by a significant increase in risk-weighted assets for
the three other banks whose loan portfolios grew
during the year. Despite the marked increase in
capital, domestic banks’ capital adequacy ratio
(CAR) improved marginally to 24.6% in 2018
from 24.29% m 2017. If the LCIA Award had not
been recognised, domestic banks’ CAR would
have dropped to 21.6%, still well beyond the 9.0%
requirement.

Alfter registering record high write-offs of $88.8mn
m 2017 to meet stricter loan-loss provisioning
standards, domestic banks wrote off an additional
$43.6mn in NPLs in 2018. One bank accounted
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for $23.7mn in write-offs alone, largely on
account of losses incurred arising from the sale
of a property below the book value of the NPL
it had secured. Notwithstanding, domestic banks’
NPL ratio increased slightly to 2.79% in 2018 from
2.4% mn 2017, reversing the recent three-year
downward trend between 2015 and 2017. The
uptick in NPL ratio was due to a $1.2mn increase
in NPLs, alongside a $7.1mn decline in specific
provisioning. Nevertheless, the industry’s average
remained below the 5.09 benchmark.

Credit Unions

In 2018, credit unions’ assets, which consisted
mainly of loans, rose by $101.7mn (9.7%) to
$1.1bn, while deposits grew by $86.2mn (10.19)
to $852.0mn at year end. SLCU, the newly
registered credit union, accounted for majority
of the growth, contributing $53.1mn in assets and
$47.1mn in deposits to the year-end totals.

Profits fell by 15.2% to $40.1mn in 2018, owing
to an $8.1mn increase in provisioning expenses.
Furthermore, credit unions’ ROA fell to 3.9%
from 5.09% in 2017, while their ROE narrowed to
23.5% from 29.49% in 2017.

Although credit unions’ NPLs rose by $0.9mn
to $59.9mn in 2018, a $50.0mn expansion in
loans helped strengthen their NPL ratio to 2.9%
from 3.2% a year ago. Notably, each credit
union maintained its respective NPL ratio below
the 5.0% industry benchmark. Furthermore,
their aggregate net institutional capital ratio was
relatively stable at 11.7%, standing above the
10.0% legal requirement.

International Banks
De-risking remained an ongoing concern for the

industry. Even though each imternational bank
had at least one correspondent bank at the end
of 2018, the phenomenon continued to adversely

Chart 1.4: Credit Unions - Asset and Liabilities
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affect their performance. More specifically, the Chart 1.7: International Banks - Asset and Liabilities
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US$123.9mn belonged to CBL. The aggregate
CAR continued to exceed the 10.09% threshold,
since each institution was adequately capitalised.
However, capital distribution among international
banks was uneven. For instance, one bank’s capital
of US$23.4mn represented 41.2% of the industry’s
total, while another bank’s capital of approximately
US$3.0mn, which was slightly above the minimum
regulatory requirement, accounted for just 5.8%.

Central Bank’s Financial Performance
The Central Bank’s balance sheet contracted for
the second consecutive year, as its total assets
declined by 5.3% in 2018 to $1.0bn following a
10.09% reduction in 2017. The modest contraction
reflected declines mn both foreign and domestic
assets, which fell by $37.2mn and $18.8mn,
respectively. The Bank’s foreign asset position
weakened as foreign currency outflows exceeded
mflows. Foreign currency outflows were mainly
used to service Government’s external debt,
while smaller portions were expended to cover
other Government payments and Central Bank’s
overseas expenses.

Notwithstanding, Central Bank’s gross imcome
rose slightly by $0.Imn to $28.3mn. On the
one hand, revenue from local sources—namely
government securities, Central Government’s
overdraft facility, foreign currency transactions,
and other miscellaneous items—accounted for
62.09 of gross income. The largest source of
domestic revenue stemmed from interest Income
on Government’s debt securities, which accounted
for 40.0% of total domestic revenue. On the other
hand, foreign asset earnings accounted for 38.09%
of gross revenue with investments concentrated
mainly in fixed-term deposits. Benefiting from the
four federal funds rate hikes during the year, the
average rate of return on the foreign asset portfolio
rose to 1.85%, up from 1.05% in 2017.

Chart 1.10: International Banks - Capital Adequacy
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Driven by increases in workers’ compensation,
administrative expenses, and operating costs,
expenditure rose by 11.5% to $23.5mn. Of
total outlays, staff costs accounted for 52.79%,
administrative and operating expenses for 36.8%,
and interest and currency payments for 10.5%.
Capital project delays and unfilled vacant positions
caused expenditure to be $1.8mn lower than
budgeted, resulting in a net operating surplus of
$4.8mn. In accordance with Section 9(1) of the
Central Bank of Belize Act, $4.3mn (90.0%) will
be paid mto the Government’s Consolidated
Fund, and the remaining $0.5mn (10.09%) will be
transferred to Central Bank’s General Reserve
Fund.

Foreign Exchange Operations

In 2018, Central Bank’s foreign currency

transactions with GOB, public sector entities,

domestic banks, foreign government agencies,

and regional central banks resulted in net sales

of $33.9mn. This outcome was an improvement

from the $132.9mn net decline recorded in

2017 as a result of the final settlement payment

for nationalisation of Belize Telemedia Limited

(BTL) in November of that year. Foreign currency

inflows amounted to $218.1mn, stemming mainly

from the following sources:

*  American Sugar Refining/Belize Sugar
Industries Limited (BSI), $51.4mn,

¢ Republic of China/Taiwan (ROC/Taiwan),
$28.0mn,

*  The international business company and ship
registries, $20.0mn, and

e Central Government’s external loan
disbursement proceeds, $53.4mn.

Foreign currency outllows totalled $251.9mn.
The most significant external payments were
the February and August $26.0mn semi-annual
mterest payments on the 2034 bond.
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Chart 1.13: Trade in Foreign Currency
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Trading in Caribbean Community (CARICOM)
currencies, which continued to be mostly for
settlement of official transactions, resulted in
annual net sales of $3.4mn, reflecting a 25.9%
year-on-year increase.

External Asset Ratio

The Central Bank was compliant with Section
25(2) of the Central Bank of Belize Act, which
stipulates that the Bank should maintain external
assets amounting to at least 40.0% of the currency
notes and coins in circulation and its domestic
deposit habilities. This legal threshold aims to
ensure that the Bank maintains adequate levels
of foreign reserves to meet the country’s external
obligations.

At the beginning of the year, the external asset ratio
stood at 65.5%. By April, it gradually declined to
its lowest point of 62.3% on account of a reduction
in Central Bank’s foreign assets. This decline was
due to Government’s debt service payments and
an increase in domestic habilities, arising from an
expansion in domestic banks’ deposits. In May, the
external asset ratio improved to 65.8%, supported
by foreign currency proceeds [rom a $20.0mn
ROC/Taiwan loan and sugar export receipts from



BSI. In June, the ratio peaked at 67.19% resulting
from increased foreign currency inflows, which
stemmed from loan disbursements, sugar exports,
and income from the international business
company and ship registries that coincided with a
reduction in domestic banks’ deposits. However,
the second semi-annual interest payment on the
2034 bond lowered the ratio to 65.6% in August.
Thereafter, the ratio declined incrementally with
further debt service payments, settling at 64.9% at
year end.

Mirroring the changes above, the Central Bank’s
foreign assets also shrank i 2018. Beginning the
year with a balance of $611.8mn, the Bank’s foreign
assets declined to $577.9mn in February after the
first semi-annual interest payment on the 2034
bond. By July, the Bank’s foreign asset position
had strengthened to $597.9mn with inflows
predominantly from loan disbursements and sugar
exportreceipts, but then fell to $572.9mn in August
after Government’s debt service obligations and
other miscellaneous payments were met. At year
end, the Bank’s foreign assets totalled $576.1mn,
reflecting a 5.89% contraction over the 12-month
period. The foreign asset portfolio consisted of
mainly cash and fixed deposits (84.9%) as well
as Special Drawing Rights (SDRs) (12.7%) and
foreign securities (2.49).

Domestic Banks’ Cash Reserves

Domestic banks’ cash reserve requirement was
unchanged at 8.5% of average deposit liabilities
m 2018. However, the average monthly cash
holdings fell by 18.89 ($103.6mn) to $447.2mn
when compared to 2017. Furthermore, the
average monthly excess cash holdings contracted
by $108.0mn to $218.7mn. This marked
reduction i cash reserves was attributable to
domestic banks’ T-bill purchases and an increase
in domestic bank lending, including $45.4mn to
utility companies, $42.7mn to manufacturers, and
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$26.4mn to tourism enterprises. At year end, total
excess cash holdings stood at $196.6mn.

Currency Operations

Currency remained the primary medium of
exchange for transactional purposes i spite of
the growth in use of non-cash payment methods.
At year end, the total value of banknotes in
circulation rose by 3.5% to $364.9mn, up from
$352.4mn in 2017. The ratio of banknotes in
circulation by denomination remained constant,
with $50.00 notes accounting for 22.9% and $2.00
notes, 19.2%. In addition, the value of coins 1n
circulation totalled $32.5mn, reflecting a 4.9%
annual increase. As a result, the total value of
notes and coins in circulation expanded by 3.6%
to $397.3mn when compared to the year before.
Notably, the overall growth pace of currency in
circulation slowed marginally relative to the 3.8%
mcrease recorded in 2017.

The ratio of notes and coins to currency in
circulation  was  also  stable with banknotes
accounting for 91.8% and bank coins, 8.2%. The
seasonal increase in demand for bank notes during
the Christmas holidays was chiefly responsible
for the $3.7mn uptick in domestic banks’ vault
cash to $61.9mn and the $10.3mn expansion in
currency with the public to $335.4mn at the end
of December.

Automated Payment and Securities
Settlement System

Since its October 2016 launch, APSSS usage
continued to grow countrywide. In 2018, domestic
banks processed 1.8mn transactions through
APSSS, reflecting a 50.0% increase over the
1.2mn transactions processed m 2017. This
mcrease reflected a full year of automated cheque
processing in 2018 compared to six months of
transactions last year alter the service was launched
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m July 2017. Furthermore, instant fund transfers
more than doubled to 15,156 transactions, while
electronic fund transfers rose by 14.3% to 0.7mn
transactions. Nevertheless, cheques remained the
most widely used non-cash payment method mn

APSSS.

Interbank Market

The interbank market remamed dormant for
the second consecutive year because of the high
liquidity in the banking system. Consequently,
there were no offers to lend or requests to borrow
funds among domestic banks in 2018.

Transactions with Central Government

At 8.5% of current revenue collected in the
preceding fiscal year (FY), the ceiling on
advances, which the Central Bank can legally
extend to Central Government through the
overdraft facility, was $91.7mn for FY 2018/2019.
Throughout the vyear, Central Government
maintained the balance on its overdraft account
comfortably within the legislated ceiling. This
was achieved mainly through tax receipts, foreign
loan disbursement proceeds, external grants, the
1ssuance of new securities, and income from the
international business company and ship registries.



In the first quarter, the overdraft balance averaged
$55.4mn. The overdraft was kept below the legal
threshold with iflows from tax receipts and loan
disbursement proceeds, with the latter including
$9.8mn in disbursements under the Venezuela
Petrocaribe  Agreement (VPCA). During this
period, outflows were due mainly to debt service
payments, including February’s $26.0mn interest
payment on the 2034 bond, along with other
miscellaneous payments on Central Government’s
behalf. In the second quarter, the overdraft
facility’s average fell to a trough of $31.7mn, with
proceeds from the $19.6mn loan disbursement
from ROC/Taiwan and increased tax collections
owing to several tax-enhancement measures
mmplemented at the start of the new FY. In the
third quarter, the overall balance average crept
up to $36.5mn, largely as a result of the August
$26.0mn interest payment on the 2034 bond.
Finally, in the fourth quarter, the average peaked
at $59.3mn with a pickup in domestic payments,
ending the year at $52.1mn, 56.8% of the legal limit.

Treasury Bills

In 2018, the value of outstanding T-bills was
unchanged at $245.0mn. During the year, market
participation for low risk, short-term instruments
was lukewarm, despite persistently high domestic
bank liquidity. With two domestic banks and five
mstitutional vestors placing competitive bids,
the number of active market participants rose by
one Institution compared to the year before. In
addition, the Central Bank, as buyer of last resort,
took up unsubscribed T-bills at most auctions at
the prevailing weighted average yield. Competitive
bidding pushed the weighted average three-month
T-bill yield up by approximately six basis points in
2018 to 1.22% from 1.17% at the end of 2017. In
comparison, the three-month US T-bill yield rose
by 103 basis points, increasing to 2.409% at the end
of 2018 from 1.37% at the end of 2017.

Chart 1.18: T-bill Yield
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Market participation was partly dampened by
an upswing in domestic bank lending. While
three domestic banks consistently participated
m auctions during the first quarter, one bank
withdrew in April to meetincreased credit demand.
Notwithstanding, the value and share of domestic
banks’ T-bill holdings grew, expanding from
$136.7mn (55.8%) at the beginning of January to
$187.7mn (76.6%) at the end of December. In
contrast, the Central Bank’s holdings fell from
$77.9mn (31.8%) to $51.3mn (20.9%). Other
institutional mvestors accounted for the remaining
2.5%. Secondary market trading was minimal, with
only eight transactions reported for the year.

Treasury Notes

In 2018, the outstanding amount of Treasury
Notes (T-notes) rose by $15.0mn to $655.0mn.
This increase occurred i December when
$25.0mn in one-year notes were issued and a
portion, $10.0mn worth, was retired in the same
month. In May, Central Government retired
$16.0mn in floating rate notes (FRNs) and
converted the prinicpal amount to one-year fixed-
rate notes. In addition, eight one-year fixed-rate
notes were rolled over during the year. Hence,
the outstanding value of fixed-rate notes increased
by $15.0mn to $496.0mn, while the amount of
FRNSs declined by the same to $159.0mn. At year
end, the principal sum of outstanding T-notes
stood at 66.5% of the $1.0bn legislative ceiling.

The T-note yield curve was broadly unchanged, as
one-year and ten-year yields remained constant at
2.25% and 5.25%, respectively, resulting in a 3.0%
spread.
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Chart 1.21: T-note Allocations by Maturity Holders
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