CENTRAL BANK
of BELIZE

2020

- ANNUAL REPORT

- & STATEMENT OF ACCOUNTS

g







¢ N% CENTRAL BANK
1§ o BELIZE
Submitted to the Minister of Finance,

in accordance with Section 58 of the Central Bank
of Belize Act, Chapter 262, Revised Edition 2011.







Central Bank of Belize
Thirty-Ninth Annual Report
and

Statement of Accounts

For the Year Ending 31 December 2020



© 2020 Central Bank of Belize

Cataloguing—in—Publication Data

Annual Report and Statement of Accounts for the year ending ... / Central Bank of Belize. Belize City,
Belize : Central Bank of Belize, 2020.

v.; ill; 28 cm.

ISSN 2305 - 7106 (print)

2305 - 5529 (online)

1. Central Bank of Belize - Periodicals. 2. Finance - Periodicals - Belize. 3. Banks and Banking, Central -
Periodicals - Belize. I. Title. II. Central Bank of Belize.

HG 2728 C45a 2020

Central Bank of Belize
P.O. Box 852, Gabourel Lane
Belize City, Belize, Central America
Telephone: 501.223.6194  Fax: 501.223.6219
Email: cbbrsh@btl.net

Website: www.centralbank.org.bz



Mission
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financial systems’ stability for the
wellbeing of Belize.
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International Developments

The coronavirus disease 2019 (COVID-19) was
declared a pandemic on 11 March. The rapid rise
i COVID-19 cases globally forced governments
to take urgent action to contain the spread of the
virus. Governments across the globe responded by
mstituting varying degrees of lockdown measures,
which included travel restrictions, stay-at-home
orders, curfews, and quarantines, to reduce the
spread of COVID-19. In response to the severe
economic fallout caused by lockdowns, many
nations implemented massive fiscal and monetary
policy interventions to mitigate the associated
damage. In 2020, world output 1s estimated to
have declined by 3.3% relative to 2019, marking
the steepest economic contraction since the Great
Depression.

Advanced and Emerging Economies

Output among advanced economies contracted
by 4.79% i 2020 compared to 2019. The
United States” (US) real GDP (gross domestic
product) contracted by 3.5% in 2020 from 2019’s
annual level, owing to the adverse impact of the
pandemic. Unemployment skyrocketed to 14.7%
m April, the highest rate and the largest month-
on-month increase on record. US monetary

Chart 1.1: Global GDP Growth Rate

6.0 4
4.0 A
20 4

0.0 1

Percent

-2.0 4

-4.0 4

6.0 -
2016 2017 2018 2019 2020

I Advanced Economies B Emerging Economies — ===World

Source: IMF

policy response to the impending crisis was swift
and significant. Not only was the federal funds
target rate reduced to near zero i March 2020,
but several forms of emergency lending and asset
purchase programmes were implemented beyond
what was done during the financial crisis from
2007 to 2009. At over US$3.0 trillion, US fiscal
policy response was approximately 14.5% of US
GDP. This amount was significantly larger than
the fiscal response in 2009 and effectively raised
personal income in the second quarter of 2020. By
year end, the rate of US job losses had tempered.
Thus, the annual unemployment rate averaged
8.19% 1n 2020, up 4.4 percentage points from 2019.
Furthermore, shocks to commodity markets kept
inflation below the 2.09% policy target at 1.49%.

Furo area’s economy shrank by 6.6% m 2020
compared to 2019 because of the pandemic. After
reaching a trough in the first quarter, economic
activity  rebounded  sharply, stimulated by
coordinated and timely monetary and fiscal policy
responses and the easing of lockdown measures.
However, the emergence of a second wave of the
virus was accompanied by tightened lockdown
measures In some economies, which, in turn,

Chart 1.2: Select Advanced Economies:
GDP Growth Rates
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Chart 1.3: Select Emerging Economies:
GDP Growth Rates
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slowed the recovery in the fourth quarter. Hit by
the pandemic shock and withdrawal effects from
the European Union (IXU) on the 31 January, the
United Kingdom’s (UK’s) real GDP plummeted
by 9.9% year on year in 2020. Meanwhile, the
Japanese economy contracted by 4.8% relative to
a 0.3% growth in 2019.

China was one of the few countries to record
positive economic growth globally, expanding by
2.3% m 2020 on account of successful efforts to
contain the virus in the first half of the year. In
stark contrast, the Mexican, Indian, Brazilian, and
Russian economies contracted by 8.3%, 8.0%,
4.1%, and 3.19, respectively, as they grappled
with rising cases of COVID-19. Altogether, output
from emerging market and developing economies
shid by 2.2% this year over the previous year.

Central America

Output in Central American nations declined by
6.09% year on year in 2020. Guatemala recorded
the smallest contraction of 2.5% with flood
damages adding to the deleterious effects of the
pandemic. The Nicaraguan economy fell by
4.0%, as the pandemic impact was exacerbated by
continued political instability. Costa Rica’s output
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dechined by 4.8%, while Panama’s contraction was
higher than the regional average, down 11.09% with
reductions n tourism as well as activities in the
Panama Canal and Colon Free Zone. Output in
Honduras and El Salvador also fell sharply, down
8.09% and 8.6%, respectively, following damages
sustained from Hurricanes Eta and Iota and from
weakened growth in remittances.

Caribbean

In the Caribbean, tourism-dependent economies
were disproportionately affected when compared
to the region’s net exporters of commodities.
Whereas output in the former group contracted
by 9.8% in 2020, outturns in the latter dipped by
0.2% compared to the year before.

The “sudden stop” in tourism after the pandemic
outbreak led to a 17.6% year-on-year GDP collapse
in Barbados in 2020. Although Barbados entered
the crisis with good economic fundamentals, the
Government borrowed an additional $90.0mn
from the International Monetary Fund (IMF)
through 1ts Extended Fund Facility programme
to help finance the country’s fiscal deficit. As
tourism-related  revenues  plummeted  and
COVID-19-related  expenditures  increased,
Barbados’ debt stock expanded by 24.0 percentage
points to 144.29% of GDP. Following nine
consecutive years of positive economic growth,
output in the Eastern Caribbean Currency Union
shrank by a similar margin of 16.2%, as mflows
from tourism and the Citizenship by Investment
programme were disrupted by the pandemic.
The Bahamas’ GDP contracted by 14.8% for
the year, amid rebuilding efforts in the wake of
Hurricane Dorian’s destruction the year before.
In line with global averages, stay-over arrivals to
the 1sland nation plunged by 72.19% compared to
the previous year. As for Jamaica, its economy
contracted by 9.99% with production down in both
services and goods producing industries by 11.8%
and 4.5%, respectively.



As for commodity-exporters, hydrocarbon
exporting  economies  experienced  deeper
price volatility than food and metal exporters.
Nevertheless, Suriname’s output fell by 183.4%
m 2020, dragged down by significant declines
m private-sector service industries. Mining and
quarrying activities had also slowed because of gold
mine closures immediately following a COVID-19
outbreak. The falloff in activities was less severe
m Trinidad and Tobago with downturns in both
energy and non-energy activities leading to a 5.6%
contraction. Weaker energy prices coupled with
reduced demand limited output in the former,
while lower outturns in contact-intensive service
mdustries and agriculture impacted the latter.
Guyana 1s set to be the only country in the region
that would record an increase in annual output.
The country’s GDP 1s projected to grow by 26.2%
m 2020, driven by the commencement of crude
oll exports, and, to a lesser extent, heightened
gold and rice exports. In turn, Guyana’s external
current account deficit narrowed by about 10
percentage points to 6.09% of GDP.

Domestic Overview

Belize’s economy was among the hardest hit by the
pandemic. The outbreak of COVID-19 and the
accompanied mitigation measures to contain its
spread resulted in severe economic dislocations,
particularly in the tertiary (services) sector. With
COVID-19-related travel restrictions implemented
to varying degrees globally for most of the year,
activities in the leisure and hospitality sector came
to an almost stand still after March. Consequently,
production i service industries collapsed by
17.09% over the year relative to 2019. Meanwhile,
headwinds from lower demand, diseases, and
adverse weather, caused primary output to fall by
2.49% year on year. Similarly, challenges posed by
reduced consumption, disruptions to the supply of
agro-produce, as well as lockdown measures and

mobility restrictions suppressed manufacturing
and construction output. However, a sharp
rebound in hydroelectricity generation softened
the overall decline in secondary production to
1.8% for the year. Consequently, Belize’s real
GDP fell by 14.19% for 2020 relative to 2019 on
account of lower output across all three major
sectors of the economy.

The ensuing economic downturn gravely affected
employment. Jobs In contact-intensive service
mdustries was hardest hit by the pandemic, with
youths and females experiencing the largest
shares of job losses. The unemployment rate at
September increased to 13.7%, as the labour force
participation rate dropped by 16.0 percentage
points relative to the same period last year. The
COVID-19 outbreak shocked international
commodity prices, reducing costs of key imported
items in the consumer basket, such as energy
products. Thus, the annual mflation rate was
muted at 0.19%.

The public health emergency and economic shock
caused by COVID-19 had an unprecedented
impact on public finances. Central Government’s
revenues and grants fell by 16.4% to $971.9mn,
owing to lockdown and social distancing measures
mmplemented in March. Despite new austerity
measures, total expenditure grew by 2.4% to
$1,338.5mn, strained by increased spending on
COVID-19-related public health measures and
unemployment assistance programmes. As a result,
Central Government’s primary deficit for the
calendar year widened to 8.29% of GDP compared
to 0.1% of GDP i 2019. Simultaneously, the
overall deficit worsened to 10.7% of GDP,
considerably higher than the 3.3% of GDP deficit

recorded in the previous year.

The rise in overall deficit catapulted net public debt.
Total public sector debt increased by $473.0mn in
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2020 to $4,206.3mn or 123.3% of GDP. Funding
sources to cover the gap were mixed, with majority
stemming from foreign creditors. The outstanding
public sector external debt expanded by
$263.1mn to $2,893.1mn (84.8% of GDP), while
Central Government’s domestic debt increased by
$209.9mn to $1,313.2mn (38.5% of GDP).

The pandemic shock to exports of goods and
services was ameliorated by a reduction in import
demand, reduced mvestment income payments
(interests, profits, and dividends), and increased
mward remittances. Thus, the current account
deficit on the balance of payments improved to
7.5% of GDP in 2020 ($255.8mn) from 9.3%
of GDP ($369.3mn) the year before. Financial
mflows stemming from the sharp rise in net public
borrowings raised the gross official iternational
reserves by $140.4mn to $696.1mn, the equivalent
of 5.2 months of merchandise imports.

In monetary developments, broad money supply
(M2) expanded by 10.7%, boosted by strong
mcreases 1n net foreign assets and net domestic
credit of the banking system. The net foreign assets
of the banking system strengthened by $183.2mn
with increases of $133.2mn and $50.0mn in the
Central Bank and domestic banks’ holdings,
respectively. Whereas the former was boosted
by Central Government’s loan disbursement
proceeds and interest payment deferrals, the latter
reflected outcomes [rom tighter foreign exchange
management and reduced 1mport demand.
Furthermore, net domestic credit grew by 6.0%
($170.8mn) in 2020 led by increased bank
lending to Central Government, primarily through
purchases of debt securities for budget support
and COVID-19 expenses. However, credit growth
to other sectors had cooled. Private sector credit
growth for consumption and investment activities
slowed alter the pandemic, as distressed borrowers
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shifted focus on obtaining temporary liquidity
relief from lenders. Moreover, credit extended to
other public sector entities contracted modestly, as
two utilities used proceeds from their debt security
1ssuances to reduce their domestic bank liabilities.

Liquidity in the banking system ballooned,
driven by the two-percentage-point reduction in
reserve requirements, the increase in domestic
banks’ foreign assets, and the slowdown in non-
public sector borrowings. Key metrics of liquidity
conditions showed that domestic banks’ excess
statutory liquid asset holdings increased by
$219.5mn to 64.49% above requirements, while
their excess cash balances grew by $158.0mn to
174.29% above requirements.

Interest rate outcomes were also influenced by
the pandemic. With the prevailing reduction in
private sector loan demand, the 12-month rolling
weighted average interest rate (WAIR) on new
loans contracted by 20 basis points from January
to December of this year to 8.509% compared to
a seven-basis-point increase in 2019. Average
lending rates on personal, commercial, and
residential construction loans all fell as the health
and economic crises persisted. In contrast, the
commensurate rate on new deposits increased by
eight basis points m 2020 to 2.019%, climbing at
a much slower pace relative to the 31-basis-point
increase recorded m 2019. The increase in bank
liquidity decelerated the rise in savings/chequing,
savings, and time deposit rates after the unfolding

of COVID-19.

As for credit unions, aggregate lending fell by
$38.6mn in 2020, with marked reductions in
personal, construction, and agricultural loans.

Economic Prospects
Belize’'s economy 1is projected to rebound
modestly. The Central Bank projected that real



GDP would grow by 2.7% in 2021 but will remain
well below 2019’s level through the medium term.
Much of the growth impetus in the near term will
stem from a rebound in agriculture, fisheries,
and livestock production from adverse weather
events and weakened demand. Growth should
also be lifted by a partial recovery in secondary
activities, spurred by heightened output in the
agro-manufacturing, electricity, and construction
industries. A faint expansion is also projected
among service industries, since tourism activities
are expected to restart i a slow, cautious, and
responsible manner, as vaccine inoculations
become more widespread and travel restrictions
are eased. Risks to the forecast are tilted
downwards due to uncertainties surrounding the
pandemic and the possible occurrence of severe
weather events.

Monetary Developments

Money Supply

M2 grew by $341.5mn or 10.7% in 2020 when
compared to the year before. The accelerated
growth in money represented the largest nominal
mcrease on record, and the fastest annual growth
rate since 2012. Narrow money (M1), the more
liquid component of M2, increased by $283.6mn
(16.99%), accounting for 83.0% of the overall
increase. This upswing was driven by rapid
expansions in two of three subcomponents of M1.
First, currency with the public grew by $64.0mn
despite the aggregate fall in consumption and
concerns about risks of virus transmission on
banknotes. This paradox was partly due to the
combination of several factors, including: () a
heightened preference for cash as a precautionary
response to the economic uncertainty of the
pandemic, (1) the ongoing mobility restrictions,
and (1) a rise i informal activities due to the
elevated level of unemployment. Second, demand
deposit growth skyrocketed, up $222.4mn during

Chart 1.4: Deposit Growth

250 4
200 A
150 4
100 4

50 A

$ Millions

-50 -

-100 -

-150 -
2016 2017 2018 2019 2020

M Demand M Savings B Time

the year. The sharp rise in demand deposits
reflected money accumulated from two sizeable
debt security issuances by utilittes as well as
deposits amassed by business enterprises, owing
i part to delays i obtaining foreign exchange
to cover import payments. In contrast, savings/
chequing deposits, the third subcomponent of
M1, contracted by $2.8mn. Meanwhile, quasi-
money grew by a lesser 3.8% ($57.9mn), as the
$98.9mn growth in savings deposits was partially
offset by a $40.9mn fall in time deposits, as banks
shifted their deposits in face of declining revenues.

Synchronised monetary and fiscal policy responses
to mitigate the adverse effects of COVID-19 were
mstrumental in shaping outcomes on the asset
side of fmancial corporations’ balance sheet.
On the one hand, the countercyclical monetary
policy response to loosen reserve requirements
eased hiquidity conditions in the banking system
to support credit growth after the pandemic
outbreak. On the other hand, the rapid increase in
Central Government’s borrowings from domestic
sources spurred net domestic credit growth.
In addition, proceeds from foreign borrowings
and grants coupled with 1mmediate cash reliel
obtained through forborne external interest
payments contributed to the build-up in the net
foreign assets of the banking system.

Economic Overview 6



Chart 1.5: Net Foreign Assets
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Reversing the five-year downward trend dating
back to 2015, the net foreign assets of the banking
system expanded by 22.6% in 2020, increasing by
$183.2mn to $992.8mn. The $133.2mn growth
i the Central Bank’s net foreign assets, lifted its
year-end position to $692.0mn, as foreign currency
purchases exceeded sales.

Similarly, domestic banks’ net foreign assets
expanded robustly, up by 19.9% or $50.0mn
in 2020 to $300.8mn. Gross foreign currency
mflows into domestic banks contracted by 31.2%
($884.8mn) to $1,954.8mn, as the pandemic
stymied nflows from tourism, the commercial
free zones (CFZ), and foreign direct investments.
Gross outflows declined by an even larger margin
of 33.89% ($962.9mn) to $1,885.1mn. Tightened
foreign currency management measures and
reduced demand for foreign goods contributed to
this outcome.

Net Domestic Credit

Net domestic credit expanded by 6.09% or
$170.8mn to $3,039.8mn in 2020. Majority
of this expansion was attributable to Central
Government’s pandemic borrowings to cover its
deficits, as credit to other public sector entities
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Chart 1.6: Annual Change in Domestic Bank
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contracted, while the same to the private sector
slowed. Net credit to Central Government
amounted to $114.7mn, accounting for 67.29% of
total credit growth. New borrowings mainly took
the form of Treasury security sales to the banking
system alongside a modest uptick m overdraft
advances from the Central Bank. However,
domestic bank lending to other public sectorentities
contracted by $12.8mn. Principal repayments of
$16.9mn and $0.2mn by public utilities and other
statutory bodies, respectively, were responsible for
the decline. These amortisation payments casily
eclipsed new disbursements of $4.Imn to local
governments. Meanwhile, private sector credit
slowed to 3.191n 2020 at $68.9mn when compared
to a 5.6% expansion in 2019. Almost two-fifths of
the credit expansion, equalling $26.8mn, occurred
m the first quarter before nationwide lockdown
measures were implemented. The remaining
portion of $42.Imn was extended therealter
and was somewhat reflective of domestic banks’
COVID-19 moratoria to distressed borrowers.

Domestic Bank Liquidity
After narrowing for four consecutive years, bank
liquidity reversed its downward trajectory in



Chart 1.7: Excess Statutory Liquidity
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2020. This turnaround was supported by several
factors, including (1) the (wo-percentage-point
reduction n reserve requirements in April, (i)
the rise in domestic banks’ foreign assets, (i)
monetisatton of the fiscal deficit, and (v) the
slowdown 1n private sector credit. Accordingly,
domestic  banks’ holdings of excess hquid
assets grew by $219.5mn to $420.3mn (64.4%
above requirements). Furthermore, excess cash
reserves grew by $158.0mn to $351.9mn (174.2%
above requirements). Domestic banks’ uptake
of government securities—in their search for safe
assets after the onset of the pandemic—lessened
the growth in excess cash reserves.

Chart 1.8: Annualised Interest Rates on New
Loans and Deposits
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Interest Rates

Against this backdrop, interest rate movements
diverged. The 12-month (rollingd WAIR on
new loans fell by 20 basis points to 8.50% from
January through December. Notably, the WAIR
fell by 27 basis points during the first half of the
year, then increased by about six basis points in
the second period as risks to credit exposures
grew. Notwithstanding, the overall decline
reflected reductions on personal, commercial,
and residential construction loans of two, six, and
40 basis points, respectively. Only rates for other
miscellaneous loans had increased, up 22 basis
points over the referenced period.

In contrast, the 12-month WAIR on new deposits
grew by eight basis points to 2.01% over the year.
This trajectory was influenced by higher rates
early in the year when bank liquidity was relatively
tighter before the pandemic struck. Even though
the upward momentum tapered, rates on savings/
chequing, savings, and time deposits were still
higher than their December 2019 position by
nine, seven, and six basis points, respectively, at
year end.

Credit Union Lending

Credit unions’ aggregate lending declined by
$38.6mn in 2020 to $639.9mn, the first annual
contraction since 2017. Significant reductions
m loan balances were reported in the following
categories:

i.  personal, $16.2mn,

ii. construction, $8.8mn,
iii. agriculture, $5.9mn, and
iv. entertainment, $3.lmn.

Finally, credit union write-offs summed to $3.9mn,

a fraction of the $17.Imn amount recorded in

2019.

Economic Overview 8



Chart 1.9: Annual Change in Credit Union
Lending
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Central Government Operations

Central Government’s finances were severely
strained by COVID-19 in 2020. The deep
output contraction caused revenues to plunge,
while unbudgeted expenses related to mitigating
the crisis accumulated over time. Consequently,
Central Government’s operations generated a
steep primary deficit of 8.2% of GDP ($278.4mn)
in 2020 compared to a marginal shortfall of 0.1%
of GDP ($5.7mn) in 2019. Furthermore, the
overall deficit almost tripled, increasing from 3.3%
of GDP ($130.3mn) in 2019 to 10.7% of GDP
($366.6mn) in 2020.

The economic fallout from the pandemic caused
total revenue and grants to plunge by $204.5mn
to $971.9mn over the calendar year. Both tax and
non-tax revenues fell sharply, while foreign grants
mcreased largely on account of the iternational
assistance associated with combatting COVID-19.
Tax collections contracted by 19.59%, down
$204.6mn to $844.8mn, with collections in three
of four major tax categories down. About 56.0% of
the overall decline was attributable to a $114.3mn

9  Annual Report 2020

Chart 1.10: Central Government Revenue
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revenue reduction from “Taxes on Goods and
Services”. Within this category, general sales tax
(GST) contracted by $65.5mn, marking the largest
overall decrease across sub-items, owing to the
steep decline in domestic consumption. Driven
mainly by the fall in business tax, “Income and
Profits” followed, plummeting by $57.3mn to
$2387.9mn. Furthermore, “International Trade
Transactions” declined by $33.5mn to $128.8mn
attributable to the slump in imports. On the
upside, “Taxes on Property” registered a shight
increase of $0.5mn to $6.9mn, boosted by efforts
to fast-track property sales.

Meanwhile, non-tax revenue dropped by 17.2%
relative to 2019, or by $16.9mn to $81.4mn.
This downturn was largely on account of an
$11.8mn reduction in licence fees, and, to a
lesser extent, reduced income transfers from
Government- owned
departments.

corporations and

Grants increased by $6.9mn to $28.5mn (or 0.89%
of GDP) over the year. This transient upswing
reflected intergovernmental assistance linked to
the coordinated response to COVID-19.

Central Government expenditure grew by 2.49%
to $1,338.5mn in 2020 relative to the previous



Table 1.1: Revenue and Expenditure Summary

Jan - Dec Jan - Dec

Ratios to GDP (%) 2019 2020
Total Revenue and Grants 29.7 28.5
Current Revenue 28.9 27.1
Tax Revenue 26.5 24.7
Non-Tax Revenue 2.5 2.4
Capital Revenue 0.2 0.5
Grants 0.5 0.8
Total Expenditure 33.0 39.2
Current Expenditure 27.4 29.1
Capital Expenditure 5.6 10.1
Current Balance to GDP 1.6 -2.0
Primary Balance to GDP -0.1 -8.2
Primary Balance without Grants to GDP -0.7 9.0
Overall Balance to GDP -3.3 -10.7
Overall Balance without Grants to GDP -3.8 -11.6

Sources: MOF and the Central Bank

year. The increase in total spending was driven
by unanticipated COVID-19-related outlays,
tempered by new fiscal consolidation measures.
Current expenditure fell by 8.49% ($91.1mn) to
$993.4mn, as Central Government implemented
several cost-saving measures to address the
collapse mn revenue. Cutbacks in discretionary
spending led to declines of $37.4mn and $18.0mn
m “Goods and Services” and “Subsidies and
Current Transfers”. Furthermore, Government
obtained 1mmediate cash relief by deferring

Chart 1.11: Current and Capital Expenditure
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mterest payments that fell due on the US dollar
2034 bond starting in August. This measure
slashed “Interest Payments” by $36.4mn to
$88.2mn. However, “ Wages and Salaries” nudged
up by 1.4% to $457.5mn even though wages were
frozen since 1 April, the beginning of the new
fiscal year (FY).

Offsetting the reduction n current outlays,
capital expenditure and net lending increased by
$122.9mn (55.39%) to $345.1mn or 10.1% of GDP
m 2020. The massive size of capital expenditure
was much larger than in recent periods. For
mstance, total capital expenditure averaged 4.9%
of GDP between 2017 and 2019.

Driven by COVID-19-emergency expenses on
health services and social transfers, capital outlays
rose by 62.6% to $341.3mn. COVID-19-related
outlays summed to $141.2mn, representing 4.1%
of GDP and 41.4% of total capital expenditure
m 2020. Notably, recording of these outlays was
split between Capital II ($99.8mn) and Capital
III ($41.4mn) line items. Other capital outlays of
$200.1mn were spent on various public projects,
including $104.7mn on infrastructural works,

Chart 1.12: Shares of Development Expenditure
Categories as a Percent of GDP
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$24.0mn on solid waste and land management,
and $12.0mn on building renovations and
construction.

The widening fiscal delicit generated by the
COVID-19 shock led to an extraordinarily large
gross financing gap (defined as the overall deficit
plus amortisation payments) of $449.4mn. This
high gross financing level equalled to 13.2% of
GDP, exceeding the IMF’s 10.09% benchmark
for high risk of near-term sovereign stress.
Approximately 55.49% of the funding mix to cover
the overall fiscal deficit stemmed from external
sources, while the balance originated [rom
domestic sources.

Total Public Sector Debt

The weakened fiscal position raised the public
sector’s debt level and debt-to-GDP ratio to
unprecedented heights, while exerting significant
pressure on the country’s future debt-carrying
capacity. In 2020, the total public debt grew
by $473.0mn to $4,206.3mn, as Central
Government’s domestic debt and the public
sector’s external debt expanded by $209.9mn
and $263.1mn, respectively. The 12.7% growth in
debt level generated a 29.1 percentage point rise

Chart 1.13: Public Sector Debt
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in the public debt-to-GDP ratio to 123.3% of GDP
at year end, easily breaching the IMF’s high-risk
threshold for near-term debt sustamability.

Central Government’s Domestic Debt

Central Government’s domestic debt expanded
by 19.09 year on year in 2020, rising by $209.9mn
to $1,313.2mn, representing 38.59% of GDP. New
borrowings were largely contracted by way of
Treasury note (T-note) issuances, which amounted
to $217.8mn. In addition, Government received
$5.7mn in additional overdraft advances from the
Central Bank.

Domestic debt service payments (interest and
principal repayments) summed to $40.9mn.
Interest payments amounted to $40.3mn in 2020,
$4.4mn higher than the year before. The growth
m interest payments was due to the sizeable
expansion in debt stock since the average effective
mterest rate was unchanged at 3.3%. Majority of
Central Government’s interest expense was on
claims held by the Central Bank who received
$18.7mn for its overdraft advances and Treasury
security holdings. Non-bank entities and domestic
banks were paid smaller amounts of $13.1mn
and $8.5mn, respectively. Amortisation payments

Chart 1.14: Domestic Debt
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Chart 1.15: Sources of Central Government
Domestic Debt
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summed to only $0.6mn since all matured
Treasury securities were rolled over during the
reference period.

Central Government’s domestic debt maturity
structure hardly changed over the 12-month
period. The share of short-term debt by original
maturity (debt payable on demand or with a
maturity of one year or less) in total outstanding
domestic debt edged up by 1.9 percentage points
to 47.99. Meanwhile, the shares of medium-term
debt (debt having a maturity of more than one year
up to five years) and long-term debt (debt having
a maturity of more than five years) on an original
maturity basis accounted for 20.09 and 32.1%,
respectively. The average remaining time to
maturity of the domestic debt portfolio remained
at 3.9 years, the same duration as last year.

The change in composition of the creditor base
was also subtle. The Central Bank maintained
its position as the largest domestic creditor to
Central Government as its share of total domestic
debt expanded by 3.0 percentage points to 42.9%
during the year. In turn, the portions held by
domestic banks and non-bank entities narrowed
by 1.5 percentage points each to 34.7% and 22.5%,
respectively.

Public Sector External Debt
The outstanding public sector external debt

expanded by a larger nominal value of $263.1mn
in 2020, up 10.0% to $2,893.1mn. At December
end, the external public sector debt-to-GDP ratio
stood at 84.8% of GDP.

New disbursements totalled $358.9mn in 2020
with Central Government receiving $348.0mn,
equivalent to 97.0% of total pay outs. Almost
hall of Central Government’s total external
loan proceeds (47.4%) were allocated to public
mvestment projects. Altogether, bilateral and
multilateral creditors disbursed $164.8mn to
fund infrastructural upgrades, as well as land
management and construction of buildings
and structures. A significant portion of new
disbursements was also drawn to cover COVID-
19-related expenses. External disbursements
linked to the pandemic summed to $159.2mn,
representing 45.7% of Central Government’s total
loan proceeds. These entailed:

i.  $85.0mn to cover immediate emergency
expenses;

. $39.6mn in capitalised interest on the 2034
US dollar bond to provide fiscal space for
emergency spending; and

ii. $34.6mn from the US $30.0mn T-note
1ssue for balance of payments support.

In addition, the Caribbean Community Climate
Change Centre (CCCCC) purchased $24.0mn
i domestic Treasury bills (T-bills) as part of its
portfolio investment strategy to optimise earnings.

The financial and non-financial public sectors

received $6.5mn and $4.3mn, respectively, from
external creditors.

Economic Overview 12



Box 1.1 | Major Fiscal Initiatives in 2020

18 January 2020 - Deposit Insurance Act, 2019 was passed for the establishment of a Deposit Insurance
Corporation (DIC) and a Deposit Insurance Fund for the protection of insured deposits against the risk
of loss within an insured limit of $20,000.00.

25 March 2020 - Treasury Bills (Amendment) Act, 2020 effectively increased the maximum tenor of
Treasury Notes from 10 to 20 years.

3 April 2020 - The COVID-19 Unemployment Relief Programme was launched to provide direct

cash transfers every two weeks over a 12-week period to persons whose employment were affected by
COVID-19 as well as to those who were unemployed prior to COVID-19.

3 April 2020 - The Food Assistance Programme, supplied through local grocery stores countrywide,
was launched to supplement the Food Pantry Programme. Those already receiving benefits from the
Food Pantry Programme were able to benefit from the $12.00 waiver fee on a basket of goods being
provided to households.

17 June 2020 - The Government of Belize received consent from the 2034 US dollar bondholders to
capitalise interest payments falling due on 20 August 2020, 20 November 2020, and 20 February 2021.

30 June 2020 - Central Government implemented the following fiscal consolidation measures to rein
n spending:

e A freeze to all new hires and the elimination of salary increments for the FY 2020/21;
e  Cuts in allowances for senior public officers;

¢ Reductions in the number of officers on contract;

e A 25.0% reduction in the budget for goods and services for the FY 2020/21; and

e Capital expenditure deferrals up to $30.0mn.

1 August 2020 - The Micro, Small, and Medium-sized Enterprises Support Programme was launched
with an allocation of $28.5mn to provide loans and cash grants to eligible firms. This programme was
facilitated by BELTRAIDE.

3 August 2020 - Government announced that it will subsidise one percentage pomnt of the 7.09% interest
rate on loans provided under the Development Finance Corporation Tourism Sector Recovery Loan
Programme.

25 August 2020 - The Labour (Amendment) Act, 2020 was revised to provide for employers to reduce

wages where the working hours of an employee have been reduced m special circumstances, and to
provide for leave of absence without pay in special economic circumstances.
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Box 1.1 | Major Fiscal Initiatives in 2020 continued

5 October 2020 - The Treasury Bills (Amendment) (No. 2) Act, 2020 provided for the increase in the

principal sums of T-notes outstanding to $1.2bn.

5 October 2020 - The Land Tax (Amendment) Bill, 2020 was passed to empower the Minister to
remit land taxes in whole or part, including any arrears and interest, in the case of any disaster.

15 December 2020 - The Belize COVID-19 Cash Transfer Programme was launched as a temporary
mitiative to provide emergency cash to poor and vulnerable households countrywide.

Debt service payments fell by 10.5% to $162.4mn
during 2020. This outcome resulted as a 10.8%
mcrease in amortisation payments was more than
offset by a 30.6% decrease in mterest payments.
Nevertheless, the external debt service-to-exports
ratio increased from 10.5% m 2019 to 14.9% 1in
2020, highlighting the country’s vulnerability to
volatility in export earnings, particularly from
tourism services.

Principal repayments by the public sector equalled
to $97.4mn in 2020. Central Government
amortisation payments summed to $93.8mn,
having repaid $66.8mn and $26.9mn to multilateral
and bilateral creditors, respectively, while CCCCC
redeemed $11.0mn in T-bills. Furthermore, the
non-financial and financial public sectors repaid
$2.4mn and $1.3mn, respectively, on their loans.

Interest and other payments amounted to
$64.9mn or 2.0% of GDP in 2020, far lower than
the $93.5mn recorded in 2019. This reduction in
mterest outlays mainly reflected the impact of the
mterest moratorium granted by US bondholders.
Central Government’s interest payments totalled
$60.3mn (92.99%), comprising:

1. $27.0mn on commercial debt with payments
of $1.0mn on its US $30.0mn T-note in

December and $26.0mn on the 2034 US
dollar bond in February. Notably, Central
Government deferred $39.0mn in interest
expense on bond payments falling due in
August and November.

ii. $23.Imn  on multlateral debt with
Caribbean Development Bank (CDB)
and Inter-American Development Bank
(IDB) receiving $10.2mn and $6.0mn,
respectively.

. $10.2mn  on  bilateral  debt  with
Republic of China/Taiwan (ROC/Taiwan)
and Kuwait getting $9.2mn and $1.0mn,
respectively.

Chart 1.16: External Debt Principal Payments to
Major Creditors
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Meanwhile, the financial and non-financial public
sectors paid $1.6mn and $3.0mn in interest on
their outstanding labilities.

The maturity structure and composition of the
public sector’s external debt also remamed
broadly similar to last year’s outturn. An analysis
by remaining maturity showed that $0.4mn of
the outstanding public sector external debt 1s
scheduled to mature in one year, $371.Imn in
one to 10 years, and $2.4bn in more than 10
years. With regard to creditor composition,
61.09% 1s due to multilateral and bilateral lenders
combined, while the remaining 39.09% 1s payable
to commercial lenders. At year end, Central
government held 94.8% of the total public debt;
financial entities, 3.2%; and non-financial public
corporations, 2.0%.

Production

Real Gross Domestic Product

Like other tourism-dependent economies, the
COVID-19 pandemic propagated a severe output
contraction in Belize. Accordingly, the country’s
GDP contracted by 14.19% in 2020 compared
to the previous year, marking the largest annual
output decline in the post-independence era.

Lockdown measures and travel restrictions led to
a 17.09% decline in the tertiary (services) sector,
which accounted for 63.09% of total GDP the
year before. All service industries had contracted
deeply, except for “Producers of Government
Services.” Production of Government Services
expanded shightly by 0.9% compared to a year
ago, as the lead idicator, wage payments to
public workers, inched up. The temporary halt in
mternational travel early i the year coupled with
a slow resumption after restrictions were partially
lifted resulted in a 69.0% drop in “Hotels and
Restaurants” and a 17.4% downturn in “Transport

15 Annual Report 2020

Chart 1.17: Percentage Change in
Tertiary Industries
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and Communication.” Furthermore, the cutback
mn domestic consumption yielded a 22.1% decline
m “Wholesale and Retail Trade; Repair”.

Primary activities contracted by 2.49, weighed
down by a 27.09% plunge in “Fishing”, as
“Agriculture, Hunting, and Forestry” rebounded
marginally by 0.5%. On the one hand, fishing
activities decreased as spiny lobster and queen
conch wild catches were interrupted by heavy
rains, and farmed shrimp production was further
decimated by the early mortality syndrome
bacterial disease. On the other hand, agricultural
production was lifted by a partial recovery in citrus
deliveries (from citrus greening damage) and
i banana yields (from unfavourable weather).
However, these production gains were tempered
by reduced sugarcane harvests, owing to 2019’s
drought effects.

Secondary output declined by 1.8%. This
outcome resulted as the reduction in value
added contributions from manufacturing and
construction activities outweighed the hift from
higher electricity generation. “Manufacturing”
outturns were set back by: (1) lower sugar production
with the fall in sugarcane deliveries; (1) reduced
beverage production with the pandemic-induced
cutback in consumption; and (ii1) diminished crude
oll extraction as output from matured commercial
wells further lessened. “Construction” activities
i the public and private sectors were slowed by
the pandemic, as a result of hindrances, including
delays, rescheduling, and funding constraints. On
the upside, imcreased rainfall after the end of the
prolonged drought period dating back to 2019 led
to a 15.09% rebound m “Electricity and Water”

output.

Agriculture

Sugarcane

Total sugarcane deliveries fell by 14.3% to
1,512,592 long tons. This outcome resulted

Chart 1.20: Sugarcane Deliveries
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as a 32.29% plunge in northern deliveries was
ameliorated by a 35.09% expansion out west.

The northern region’s 2019/2020 crop year began
on 15 January 2020 and ended on 21 July 2020,
spanning 189 days. Harvesting began 34 days later
than the previous crop year, owing to drought
damages that slowed the cane maturation process
and reduced the harvest period by 26 days. Key
metrics of operational efficiency also deteriorated,
as the average daily grinding rate shrank by 22.8%
to 4,654 long tons per day. Thus, sugarcane
deliveries contracted by 32.2% to 879,549 long
tons for this crop year. In comparison, the western
region’s harvest commenced on 20 February 2020
and ended on 31 July 2020, which was 51 days
longer than the previous period at 163 days. The
implementation of improved farm management
techniques to mitigate drought effects alongside an
increase i production acreage pushed deliveries
up by 35.0% to 633,044 long tons. However, their
grinding rate slowed by 7.2% to 3,884 long tons
per day, hindered by heavy rains in the second half
of the cycle.

Farmers received a 10.2% hike in the average

price per long ton of sugarcane delivered to the
northern mill at $55.24 per unit for the 2019/2020
crop year. The upward price movement reflected
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the benefits of having a larger share of direct
consumption sugar in the product mix as well as
tightened production outcomes among top sugar
exporters owing to unfavourable weather.

After contracting for five successive years, citrus
deliveries increased by 9.1% to 2.6mn boxes of fruit
during the 2019/2020 crop year. This turnaround
was due to a boon from late season blossoms
attributable to favourable climatic conditions and
yields from newly replanted orange groves that
replaced those overtaken by citrus greening. As a
result, the harvest period was extended by three
months to a record 329 days. The lengthened
season led to a 12.99% growth in orange deliveries
to 2.4mn boxes. Nevertheless, grapelruit deliveries
still fell by 27.2% to a mere 0.2mn boxes.

Farmers received $1.80 per pound solid (ps) of
orange juice, reflecting a 20.5% drop n the final
price relative to the $2.26 per ps collected in the
previous year. Similarly, the average price paid to
grapelruit growers contracted by 11.7% to $4.39
per ps.

Banana

Increased investments in new cultivating acreages
and better agronomic management lifted banana
production by 8.6% to 5.0mn boxes m 2020.
This outcome resulted despite the 673.6 acres of
banana that were damaged by Hurricane Nana,
which made landfall on 3 September in southern
Belize. Between August 2019 and May 2020, the
total commercial acreage of banana expanded by
2.7% or 203.1 acres to 7,852.4 acres, comprising
7,332.3 acres of harvestable trees, 245.0 acres
of new shoots, and 275.1 acres of trees under
rehabilitation. Consequently, the average yield per
acre grew by 5.8% to 639 boxes compared to the
year before.
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Chart 1.21: Citrus Fruit Deliveries

7.0
6.5
6.0
5.5
5.0
45
4.0
35
3.0
2.5

20
2010 2012 2014 2016 2018 2020

Boxes (Millions)

Sources: CPBL and CGA

Chart 1.22: Banana Production
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The Banana Growers’ Association (BGA) and
Fyffes PLC signed a five-year exclusive marketing
contract on 1 January 2019 that kept the average
40-pound box price at approximately $17.00 in
2020.

Marine Products

Marine production plummeted by 29.9% in 2020
to 2.4mn pounds. In aquaculture, farmed shrimp
output declined by 35.5% to 0.7mn pounds, the
lowest total observed since the series started in
2000, as measures undertaken to control the
early mortality syndrome continued to disappoint.
Additionally, farmed fish output nosedived, falling



by 72.19% to a mere 0.lmn pounds. In fisheries,
spiny lobster catch fell by 3.7% to 0.9mn pounds,
stunted by stormy weather. Similarly, outturns of
queen conch shrank by 31.6% to 0.7mn pounds,
dampened by COVID-19 mobility restrictions in
the first semester and unfavourable weather in the
second semester.

Manufacturing
Sugar and Molasses
Sugar production plunged by 28.2% to 141,760
long tons for the 2019/2020 season. The
disproportionate  drop In sugar production

relative to cane deliveries reflected a significant
deterioration in cane quality. Average cane sucrose
content fell by 8.99%, while the average factory time
efficiency shrank by 4.5%. Thus, the mdustry’s
long tons cane to long ton sugar ratio worsened,
up 19.3% to 10.7. The inferior cane quality led to
a more favourable outturn of molasses, which was
down by only 0.1% to 62,483 long tons.

Citrus Juices, Citrus Oil, and Pulp
The upswing in citrus deliveries translated into

a 7.69% expansion in citrus juice production to
14.6mn ps during the 2019/2020 crop year.

Chart 1.23: Sugar Production and
Cane to Sugar Ratio
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This performance marked the first year-on-year
increase in juice production since the 2014/2015
crop year.

In tandem with deliveries, orange concentrate

quice  production increased by 11.5% to

13.8mn ps, while grapefruit concentrate juice
outturn plummeted by 32.0% to 0.7mn ps.
Not-from-concentrate juice production remained
minimal, sliding to 0.2mn ps. Furthermore, fruit
quality deteriorated slightly, owing to the adverse
effects of citrus greening. On average, orange juice
yields contracted by 2.0% to 5.8 ps, while that of
grapefruit fell by a larger margin of 5.99% to 4.1 ps.

Manufacturing of citrus by-products surged with
citrus ol and pulp production up by 27.69% and
18.19%, respectively.

Petroleum

Crude o1l extraction plummeted by 26.29% in
2020 to 194,435 barrels, reflecting a 190-barrel
reduction mn the average daly extraction rate.
Output from wells at Spanish Lookout declined by
25.5% to 193,987 barrels. This downturn marked
the 11th consecutive annual decline after peaking
at 1,608,864 barrels in 2009. The drop in output
at the Never Delay oilfield was even more severe,
nosediving by 84.8% to 447 barrels. Production
there was halted in March after international
crude oil prices collapsed and compromised the
financial viability of its operations. Approximately
2.1mn barrels of extractable crude oil reserves
remain in current commercial wells.

Other Manufacturing Production
Fertliser, beverage, and flour production all

shrank 1in 2020 relative to a year ago because of
the pandemic. Fertiliser output inched down by
1.3% to 23.1 metric tons and stood well above its
five-year average of 16.9 metric tons. Output
of wheat flour fell by 7.69%, down for the eighth
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consecutive year. Finally, beer and soft drink
outturns shrank by 22.3% and 3.0%, respectively.

Tourism

COVID-19 led to widespread travel restrictions
during 2020, crippling the global tourism industry
with some nations suffering steeper contractions
than others. The World Tourism Organisation
estimated that global travel suffered the worst
annual downturn in history as stay-over arrivals
plunged by 74.09%. In Asia and the Pacific, where
the pandemic first struck and where policy makers
first imposed limitations on international traffic,
there was a sizeable 84.09 contraction in arrivals. In
keeping with the downward trend, the Middle East
and Africarecorded a 75.0% plunge in international
visitors, while arrivals in the largest market, Europe,
fell by 70.0%. Closer to home, the decline in
stay-over tourists was somewhat less severe, as
arrivals in the Americas and Caribbean registered
contractions of 69.09% and 67.0%, respectively,
buoyed by a partial recommencement n tourism
during the fourth quarter.

Belize’s first COVID-19 case was confirmed
on 21 March 2020. For public health reasons,
all international points of entry were closed to
non-essential travel at month’s end. All borders

Chart 1.24: Tourist Visitors
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Chart 1.25: Shares of Stay-over Arrivals by
Source Markets
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remained shut for the remainder of the year,
save for the Philip S.W. Goldson International
Airport (PGIA), which reopened on 1 October.
Against this backdrop, bona fide stay-over arrivals
plummeted by 71.2% in 2020 relative to the year
before to 133,583 visitors, less than one third of the
all-time high of 464,086 arrivals in 2019. Notably,
only 14,813 bona fide tourists were recorded over
the last three months of the year after the PGIA
reopened.

The main source markets of tourist wisitors
remained largely mtact. Majority of international
arrivals continued to originate from the US. Visitors
from that country slid by only 1.6 percentage points
to 65.8% this year. In contrast, those from Canada,
the second largest source market, expanded by 3.7
percentage points to 10.6%. Market shares from
the EU and other destinations narrowed slightly to
10.09 and 13.69%, respectively.

Cruise ship disembarkations suffered a historic
70.8% drop to 308,003 wisitors, the lowest tally
since 537,632 visitors were recorded i 2008,
amidst the Global Financial Crisis. The last port



call to Belize during the year was on 13 March
when cruise operations were suspended in the
US to avoid nsks of spreading COVID-19.
Consequently, disembarkations at the Belize
City port collapsed by 73.8% to 187,849 visitors,
with port calls down by 185 to 78 ships. Harvest
Caye disembarkations also collapsed by 64.4%
to 120,154 wisitors, constrained by a 64-ship
reduction in port calls to only 44 ships.

Employment

The unemployment rate was estimated at 13.79 in
September 2020. Hindered by the pandemic, only
one labour force survey was carried out in 2020
mstead of the usual two. In this survey, updated
definitions of key employment indicators were
used to derive the estimates.

Under the new methodology, the labour force
participation rate stood at 55.19%, which was
16.0 percentage points lower than the 71.1% that
would have been reported under the previous
framework. This change effectively removed
48,841 mdividuals from the labour force who
were not actively seeking employment within the
four-week period prior to the survey.

Amid the pandemic, 145,455 employed persons
were classified as employed. Of this amount,
66.4% worked 1n service-oriented jobs and 15.8%
mn agriculture. Approximately 29.0% of employed
persons worked for reduced hours on account of
the pandemic.

Finally, 23,175 persons were counted as
unemployed. More than half of these persons
(12,244) attributed job losses to COVID-19.
Unemployment rates were greater among females
compared to males at 17.0% versus 11.69% and
were highest among youths (persons 14 to 24 years
old) at 23.09% relative to other age groups.

Chart 1.26: Labour Force Statistics: Working Age
Population
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Prices

The consumer price index edged up by 0.1%
on average in 2020 relative to 2019, as the
pandemic induced falloft in global demand kept
international commodity prices low. This marked
the lowest inflation rate since 2015 when a plunge
in international fuel prices generated an annual
contraction mn price level. The margial upward
price momentum was mainly attributable to price
increases for vegetables such as cabbage, lettuce,
tomato, and onion. These food items drove up the
“Food and Non-Alcoholic Beverages” sub-index

Chart 1.27: Consumer Price Index
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by 1.1% over the year. Additionally, a rise in house
rent pushed “Housing, Water, Electricity, Gas, and
Other Fuels” up by 0.6%. The mild iflationary
pressure was tempered by reductions mn fuel and
lubricant prices and in hotel accommodation
rates, both emanating from slackened demand.
The former led to a 1.19% decline in “Transport”,
while the latter resulted in a 6.9% reduction in
“Restaurants and Accommodation Services”.

Balance of Payments

The current account deficit on the balance of
payments contracted by 30.7% in 2020 relative
to 2019 to $255.8mn or 7.59% ol GDP. This
mmprovement resulted as the deleterious impact
of the pandemic shock on exports of goods and
services was more than offset by: (1) contractions
m 1imports of goods and services, (1) declines in
profit and dividend repatriation, (1) reductions
i external debt service interest payments, and
(lv) a rise in remittances. Furthermore, one-off
itergovernmental grants to support Government’s
COVID-19 response contributed to a $7.9mn
expansion In net capital transfers. Net financial

Table 1.2: Balance of Payments

Smn

2018 2019 2020

Net Net Net
CURRENT ACCOUNT -301.6 -369.3 -255.8
Merchandise Trade -932.0  -1,086.4 -888.2
Services 764.4 885.0 514.1
Primary Income -290.6 -327.0 -17.3
Secondary Income 156.6 159.2 235.6
CAPITAL ACCOUNT 48.0 20.7 28.5
FINANCIAL ACCOUNT -231.3 -270.7  -337.7
NET ERRORS AND OMMISSIONS -13.3 42.4 30.0
FINANCING -35.6 -35.5 140.4

Memo Items:

Monthly Import Coverage 3.6 3.2 5.2
Current Account/GDP Ratio (%) -8.1 9.3 -7.5
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Chart 1.28: Current Account and Trade Deficit
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inflows expanded markedly, rising to $337.7mn
boosted by a sizeable increase in external public
sector borrowings, whilst other private investments
were Interrupted by the crisis. The acute
build-up in financial inflows lifted the gross official
international reserves by $140.4mn to $696.1mn,
the equivalent of 5.2 months of merchandise
imports, marking the strongest year-end position
since 2014.

Merchandise Trade

The trade deficit on goods narrowed by 18.2% to
$888.2mn in 2020, as the shocks to exports were
more than offset by the falloff in import demand.
Exports, FOB shrank by $275.9mn (32.4%) to
$574.6mn, following strong declines in domestic
exports, CFZ sales, and other re-exports. Imports,
FOB collapsed by a larger margin of $474.1mn to
$1,462.9mn with significant declines in domestic
and CFZ imports.

Domestic Exports

Domestic  exports contracted by 12.1% to
$359.8mn in 2020, attributable largely to supply
constraints, such as adverse weather effects and
legacy disease problems, impacting the agricultural
sector.



Chart 1.29: Domestic Exports
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Sugar and Molasses

Sugar export earnings dechined by 20.8% to
$108.0mn, owing to a 39.1% plunge in sale volume,
whilst sugar prices strengthened modestly on
mternational markets. Sales to the KU, the main
destination for sugar exports, had fallen by 46.0%
to 94,078 long tons. However, receipts were
down by a smaller margin of 29.6% at $79.6mn,
underscoring the impact of favourable price
movements on that market. In contrast, sales to the
US under the tarnff-rate quota arrangement grew
by 31.0% to 16,240 long tons, valued at $16.8mn.
The rise in US demand for imported sugar was
linked to the fall in US sugar stocks, owing to

Chart 1.30: Merchandise Exports and Imports
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downturns in both beet and cane sugar production
because of adverse weather. The remainder went to
Caribbean Community (CARICOM) and Canada
where 10,610 long tons and 290 long tons of sugar
garnered $11.2mn and $0.3mn, respectively.

Molasses exports contracted by 18.3% to 43,839
long tons. However, molasses receipts had
increased by 13.49% to $12.4mn, lifted by a 38.7%

boost In average unit prices.

Citrus Juices and Pulp

Citrus juice exports grew by 3.8% to 13.0mn ps,
registering the first annual increase since 2012.
This outcome was due to an unanticipated rise
In orange concentrate sale volume, which more
than compensated for a severe drop in grapefruit
concentrate sales. However, a slump in global
demand pushed market prices down, causing citrus
juice revenues to tumble by 13.1% to $37.6mn.

Even though orange concentrate exports grew
by 8.1% in volume to 12.4mn ps, revenues fell
by 7.8% to $34.1mn, dragged down by a 14.7%
plunge 1n average unit prices. CARICOM
remained the largest export market for orange
concentrate juices, having received 48.9% of total
orange concentrate sale volume (6.0mn ps) during
the year. Reflecting a 7.7% price dip, CARICOM
receipts amounted to $20.7mn. Revenue from the
EU plummeted by 40.9% to $3.2mn, as a 26.2%
drop in export volume to 1.3mn ps was also
weakened by falling prices. In contrast, exports
to the US more than doubled to 4.9mn ps, while
recelpts grew by an even larger margin of 112.9%
to $9.9mn. Citrus prices on the US market had
strengthened, as consumers’ demand for vitamin C
mcreased sharply amid the pandemic. Meanwhile,
exports of orange concentrate to Japan and orange
not-from-concentrate juices amounted to $0.3mn
and $0.2mn, respectively.
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Chart 1.31: Citrus Prices
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Grapefruit concentrate export performance was
even more dismal. Grapelruit concentrate sales
plunged by 44.1% to 0.5mn ps, while its earnings
fell by 46.3% to $3.2mn. Grapefruit export volume
contracted across all markets for the year, while
prices dipped by 4.09 on average. Shipments to
CARICOM, the main market for this product,
dropped by 18.0% to 0.3mn ps with receipts of
$1.6mn. Sales to the EU halved to only 0.2mn ps
and proceeds of $1.4mn. Exports to the US were
miniscule valued at $0.2mn. Meanwhile, grapefruit
not-from-concentrate exports amounted to only
$0.1mn.

Pulp sales contracted by 16.8% to 1.1mn pounds
valued at $0.8mn.

Banana

Banana exports rebounded strongly, expanding
by 10.0% to 92,190 metric tons. Earnings grew
by 9.5% to $87.0mn, tempered by a dip in
commissions earned on preparing custom retail
packages for supermarkets abroad.

Marine Exports

Marine exports plummeted by 25.5% to 2.3mn
pounds in volume, precipitated by lower sale
volume across all four major categories of fisheries.
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In tandem, marine export earnings contracted
by 19.7% to $39.2mn. Lobster receipts, which
accounted for almost two-thirds of total marine
export receipts, dipped by 4.7% to $25.8mn.
Lobster sales had contracted by 3.2% in volume to
0.9mn pounds, while the average unit price dipped
by 1.69%. Conch receipts fell by a steeper margin,
down 37.29% to $9.7mn following a 31.6% drop in
its export volume. The falloff in farmed shrimp
earnings was most pronounced, down 40.6% to
$3.7mn with only 0.6mn pounds of product sold.
There were no exports of whole fish.

Crude O1l

Crude o1l export volume nosedived by 64.4% to
74,920 barrels, while its receipts contracted by
76.2% to $4.8mn. The average price per barrel fell
to US$32.26 in 2020 from US$61.73 in 2019. The
price collapse on international markets reflected
the impact of reduced global demand because of
the pandemic.

Non-Traditional Exports

Revenue from non-traditional exports remained
stable at $70.3mn. Reduced earnings from exports
of red kidney bean, sawn wood, pulp cells, fresh
orange, and grapefruit oil were almost neutralised

Chart 1.32: Exports of Marine Products
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by increased receipts from animal feed, black-
eyed pea, pepper sauce, papaya, and cornmeal.
Outcomes from grain exports were also mixed. On
the downside, red kidney bean sales to CARICOM
plummeted by 18.6% to $10.2mn, while black-
eyed pea earnings grew by 16.8% to $6.4mn. Both
orange and grapefruit oil exports declined, with the
former down by 14.2% to $3.0mn and the latter
by 20.7% to $1.3mn. Pulp cell sales also shrank
by 10.3% to $0.9mn. On the upside, animal feed,
pepper sauce, and cornmeal earnings increased to
$15.2mn, $6.1mn, and $2.6mn, respectively.

Re-exports

Hindered by the pandemic, total re-exports
contracted by 51.3% to $214.9mn in 2020. CFZ
sales plunged by more than hall (54.9%) to
$172.9mn, as border closures halted retail sale
activity to neighbouring countries.  Re-exports
from the free circulation area fell by 28.0% to
$42.0mn with lower resales of jet fuel, and, to a
much lesser extent, machine parts, jewellery, and
clothing.

Imports
The economic falloff caused by the pandemic

led to a 24.59% collapse n gross imports to
$1,462.9mn. The value of imports fell across most
major categories of goods. Over the year, imports
m “Mineral Fuels and Lubricants” almost halved
to $201.9mn with lower outlays on electricity and
refined petroleum products. Purchases of goods
captured under “Commercial Free Zone” shrank
by 84.09% to $217.7mn, as retail sales were halted
by the pandemic. “Machinery and Transport
Equipment” and  “Manufactured — Goods”
contracted by $120.6mn combined, reflecting
reduced purchases of telecommunication parts
and vehicles m the former, and lower outlays on
building materials and steel coils in the latter. The
falloff m spending was partly offset by modest

increases mn the “Food and Live Animals”,
“Beverages and Tobacco”, “Oils and Fats”, and
“Chemical Products” categories, which grew by
$16.6mn altogether.

Direction of Visible Trade

Mexico remained Belize’s principal destination

for merchandise exports even though the share of
exports to that country fell from 44.49% i 2019 to
33.09% in 2020. The volume of trade to Mexico
was weakened by the closure of the northern
border since March 2020, which restricted trade
with residents of the neighbouring country.
The next major export destination was the UK.
Approximately 21.29% of total exports went to
that market, up from 18.9% in 2019. The modest
uptick underscored higher sales of banana, and,
to a lesser extent, direct consumption sugar to
the UK. Following closely behind, 16.3% of total
exports went to the US, reflecting a two-percentage
point increase relative to last year. This uptick was
due to heightened sales of sugar, orange juice
concentrate, molasses, and frozen lobster over the
period. The EU accounted for 10.3%, up from
6.9% 1n 2019, boosted by mncreased sugar exports
to Spain and banana sales to Ireland. Lastly, higher
sales of sugar, black-eyed peas, and corn products

Chart 1.33: Direction of Visible Trade - Exports

Mexico

United Kingdom

United States of America
CARICOM

Other EU

Central America

Other

0.0 10.0 20.0 30.0 40.0

Percent

Source: SIB

Economic Overview 24



Chart 1.34: Direction of Visible Trade - Imports
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drove up the share of exports to CARICOM to
10.3% from 9.9% m 2019.

Import shares from partner countries were
broadly unchanged as well. The US remained the
country’s largest supplier of goods. This outcome
resulted even though the share of total imports
from the US inched down to 40.3% from 44.2% in
2019. The portion from China grew to 14.4% from
13.69% m 2019, on account of growing purchases
by CFZ enterprises. Meanwhile, the share of
goods purchased from Central America declined
to 13.3% from 14.5% i 2019, as purchases of
liquefied petroleum gas from Honduras and
bunker fuel from Guatemala lessened. In contrast,
the ratio of imports from Mexico expanded by 2.1
percentage points to 13.09% in 2020, as wholesale
trading activities continued amid the pandemic.

Services

Trade in services netted $514.1lmn in 2020,
reflecting a 41.9% surplus decline relative to a year
ago. This substandard performance was largely
attributable to the COVID-19 impact on tourism
earnings. Net travel receipts contracted by a stark
53.0% to $449.7mn, underpinned by double-
digit declines in stay-over and cruise ship visitors.
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Furthermore, freight rate hikes contributed to the
reduced surplus, as net transportation payments
increased by 6.39% to $71.6mn. Conversely, the
balance on all other services swung from a deficit
of $14.1mn in 2019 to a surplus of $136.0mn this
year. This sharp turnaround was mainly due to
heightened provision of call centre services and
reduced payments for a host of foreign business
services attributable in part to the economic
slowdown.

Primary Income

Net outflows on the primary income sub-account
nosedived by 64.1% to $117.3mn. This outcome
reflected reduced profit and dividend repatriations
due n part to regulatory restrictions placed on
banks and the downturn in economic activity, as
well as external interest payment deferments.

Secondary Income

In contrast, net inflows on the secondary income
sub-account almost doubled to $235.6m. This
upsurge was due to a sharp rise m inward
remittances as well as receipt of cash and
m-kind donations of medical supplies to combat
COVID-19.

Chart 1.35: Tourism Expenditure
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Capital and Financial Accounts

The capital account surplus increased by $7.9mn
to $28.5mn in 2020 compared to 2019. This
increase in inward capital transfers was due to a rise
i bilateral mvestment grants from development
partners, including aid from ROC/Taiwan for
several projects.

Net financial inflows also ballooned, expanding
by $67.0mn over last year’s outturn to $337.7mn.
The sharp rise in capital inflows was mainly
attributable to a $186.4mn increase in net
external public borrowings, which totalled

Chart 1.36: Net Balances of Services
and Income Accounts
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$249.2mn. Conversely, net external borrowing by
non-public sector entities contracted modestly on
account of significant repayments of trade credits,
particularly for electricity mmports. Net foreign
direct investments of $143.5mn also contributed
to the strong outturn, even though net foreign
direct mvestments into Belize had contracted
by $40.0mn relative to 2019. Notably, inward
mvestments in tourism-related construction and
real estate activities were significantly affected
by the pandemic. However, the build-up on the
financial account was moderated by a $50.0mn
increase in domestic banks’ net foreign assets.

Chart 1.37: Foreign Direct Investment
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Il. MONETARY POLICY

Mandate
A primary objective of the Central Bank 1s to

foster monetary stability. In this regard, monetary
stability is synonymous with exchange rate stability,
which must be maintained, while promoting credit
and exchange conditions conducive to sustainable
and inclusive economic growth. Since May 1976,
the par value of the Belize dollar has been kept
equivalent to fifty cents of a United States of
America dollar, in accordance with Section 20 (1)

This long-standing commitment to maintain the
peg has served as a pillar of macroeconomic
strength even amid headwinds from unsustainable
policy decisions.

Monetary policy, defined as an economic policy
that manages the size and growth rate of money
supply and credit, is implemented using direct or
mdirect policy tools. These tools are used along
with exchange controls to manage the flow of

financial resources in the economy.

of the Central Bank of Belize Act, 2011 (CBA).

Figure 2.1: Monetary Policy Tools

eInterest Rate Controls: The Central Bank's direct
influence on the minimum and maximum interest
rates and other charges that domestic banks may
impose on credit and deposit facilities.

«Credit Controls: The measures placed by the
Central Bank on the volume, terms, and conditions
of domestic bank credit.

Direct Policy Tools

<Lender of Last Resort: The Central Bank's provision
of credit, backed by collateral, to domestic banks
to meet their short-term liquidity needs.

<Reserve Requirements: The portion of customers'
deposits that the Central Bank requires domestic
banks to hold in approved liquid assets, including an
. . amount that must be maintained at the Central
Indirect Policy Bank.

Tools
«Open Market Operations: The Central Bank's

purchase or sale of government securities to bank
and non-bank entities for management of money

supply.

Monetary Policy Developments and so forth produced a sudden, deep contraction

The onset of COVID-19 in March 2020 led to
a full national lockdown by April 2020, aimed at
containing the spread of the virus. The ensuing
mobility restrictions, border closures, curfews,
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m output and widespread unemployment and
underemployment. In response, the Central
Bank eased its monetary policy stance, utilising its
customary indirect monetary policy instruments.



On 1 Apnl 2020, the Central Bank reduced
its reserve requirements for domestic banks.
The mimimum cash reserve requirement and
minimum aggregate holdings of approved liquid
assets were both lowered by two percentage points
to 6.59% and 21.09% of average deposit liabilities.
These adjustments provided domestic banks with
approximately $55.4mn in additional cash liquidity

to support future credit growth to the public
and private sectors. Notably, this was the first
adjustment to the reserve requirements since May
2010, when the cash requirement was lowered to
8.5%. The other two main active monetary policy
mstruments—open market operations and interest
rate controls—were not invoked during the year.

Table 2.1: Active Monetary Policy Instruments

Instrument Position Action

Reserve Requirements Expansionary

Statutory liquid asset and cash reserve requirements

were lowered by two percentage points to 21.0% and
6.5% of average deposit liabilities, respectively.

Open Market Operations  Neutral

The Central Bank only purchased undersubscribed

T-bills at average yields.

Interest Rate Controls Neutral

The Central Bank maintained the interest rate floor on

savings deposits at 2.5%.

Exchange Control Developments
As tourism halted with the closure of the
mternational borders, domestic banks
mmmediately encountered a sharp drop in their
main source of foreign exchange inflows, tourism
receipts. In response, several strategic measures
were implemented to control the flow of foreign
currency in the banking system. To curb the
demand for foreign exchange, domestic banks
with Central Bank support implemented the
following measures:

1. Imposed stricter hmits on international
credit cards and suspended cash advances;

1. Discontinued processing of foreign currency
cheques and drafts; and

m. Restricted foreign currency sales to the
public to mostly essential items.

To ease administrative conditions to obtain foreign
exchange, the Central Bank:

1.  Amended Exchange Control Direction
No. 5, 2020 to extend the period that
an authorised dealer may use Single
Administrative  Documents and ivoices
for payment of imports from three to six
months, and to allow for foreign exchange
application forms to be processed by
electronic mail;

1. Amended the Exchange Control Regulations
by removing the requirement for agents
to obtain prior permission of the Central
Bank and replaced it with the requirement
to provide prior written notice instead when
conducting transactions In securities and
land involving non-residents; and

. Temporarily halted the approval of import
prepayments and bonded imports during
the 30-day state of emergency.

To ensure that there was sufficient foreign
currency in the banking system to cover essential
mmports, the Central Bank suspended bank profit
and dividend repatriations until June 2021.
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Monetary Policy Outlook

The economic shock arising from the pandemic
1s expected to cascade into 2021. Thus, tightness
in the foreign exchange and credit markets
are likely to gamn further traction during the
year amid a weak economic recovery. So, the
accommodative policy intervention measures
that were 1mplemented in the previous year
should remain in place in the near term until the
economic uncertainty surrounding the pandemic
wanes. The two key metrics of foreign reserve
adequacy—the merchandise import coverage ratio
and the external assets ratio—are also expected to
remain above their recommended thresholds.

Chart 2.1: External Assets Ratio

In additon, the Central Bank’s toolkit will be
expanded in early 2021 with the passage of
an amendment to the CBA, which will allow
for the establishment of emergency lending
programmes or f[acilities in unusual and exigent
circumstances. Also, the Central Bank conducted
its first credit conditions survey in March 2021
to gather mformation on credit conditions from
lenders’ perspective on loan supply and demand
conditions, see Box 2.1. Finally, research is being
carried out to further investigate the interactions of
monetary and fiscal policy as well as the efticacy of
the bank lending channel of monetary policy.

Chart 2.2: Merchandise Import Coverage Ratio
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Box 2.1 | Credit Conditions Survey

he Central Bank launched its first bi-annual credit conditions survey (CCS) in the first quarter

of 2021. The CCS 1s designed to deepen the Central Bank’s understanding of credit market
conditions to inform macroeconomic projections and monetary policy decisions. In this survey, deposit-
taking institutions’ (DTIs’)! views of loan supply and demand conditions in the second half of 2020
(H2-20) and the credit outlook for the first half of 2021 (H1-21) were collected. Lenders representing
61.4% of the targeted credit market responded to the maugural survey. Their responses were weighted
and aggregated into a diffusion index (DI) to produce supply and demand indices that signal market
trends or turning points of credit conditions. The DI converts qualitative responses to scores ranging
from -1 to 1, with -1 representing the deepest negative sentiment on the symmetric five-point Likert
scale and vice-versa.

Overall Credit Conditions

DTIs’ credit to the private sector rose by a modest $33.9mn to $2,911.7mn in 2020, reflecting a marked
slowdown from the $118.8mn growth registered in 2019. Majority of the credit growth occurred in the
first quarter, since lending contracted in the next two quarters, then rebounded shghtly in the fourth
quarter, see Chart 2.3.

Chart 2.3: Change in DTI’s Loans and Advances
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Box 2.1 | Credit Conditions Survey continued

Loan Supply

The survey produced a DI score of -0.06 for credit supply m H2-20. The result indicates that
credit standards tightened somewhat across the three major sectors of the economy. The primary
sector recorded a DI score of -0.09; the secondary sector, -0.05; and tertiary sector, -0.13, see Chart
2.4. Respondents cited several factors that contributed to tightened loan supply conditions. These
comprised:

e Deterlorating economic prospects,
e Higher capital-related costs, and

*  Lower risk appetites.

Credit standards for personal loans remained broadly unchanged m H2-20, even though outstanding
personal loan balances trended downward in the previous year.

Lenders’ credit goals were largely unmet. Most respondents indicated that less than half of their
projected credit growth was realised in H2-20. More than half of DTIs had approved around three of
every five loan applications, while the smaller portion approved around two of every five.

Chart 2.4: Loan Supply by Sector in H2-20
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Box 2.1 | Credit Conditions Survey continued

Loan Demand

The credit demand DI score for H2-20 1s 0.08, signalling a marginal pick up in loan demand. The
results were mixed as enterprises in the secondary and tertiary sectors demanded more credit, while
households? and primary sector firms demanded less, see Chart 2.5. All DTIs acknowledge that
prevailing economic conditions influenced the overall increase m credit demand, particularly by
those who were adversely affected by the COVID-19 pandemic. Distressed borrowers relied on loan
refinancing schemes to cover their immediate cash needs. Conversely, high unemployment coupled
with reduced household mcome, subdued demand for personal loans. The weak mcrease i credit
demand alongside somewhat tighter credit standards on non-personal loans contributed to a six basis-
pont rise in the 12-month weighted average lending rate on new loans between June and December.

Chart 2.5: Loan Demand by Sector in H2-20
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Box 2.1 | Credit Conditions Survey continued

Loan Outlook

In HI1-21, credit standards are expected to ease somewhat across the three economic sectors as well
as for personal loans. D'TTs are poised to take a less risk-averse stance based on expectations of a mild
economic rebound, as lockdown measures ease and international travel regains its momentum. In
addition, respondents indicated that interest rates would remain steady or decrease by 0.1% to 2.0%,
against the backdrop of the hquidity build-up in 2020. DTIs also expect loan demand to rise as the
economy rebounds and borrowers’ ability to repay loans improves. The positive sentiments expressed
by lenders on near-term credit conditions indicate that there is some likelihood of stronger credit
growth in H1-21 relative to H2-20.

Chart 2.6: Loan Supply and Demand Outlook for H1-21

0.04
Overall Loan 02

Supply/Demand

0.05  0.20

Primary Sector

0.06 0.17

Secondary Sector

0.05 0.23

Tertiary Sector

0.04 0.30

Personal Loans

-1.0 -0.5 0.0 0.5 1.0
m Tighten Somewhat H Tighten Considerably  ® Ease Somewhat
M Ease Considerably @ Credit Supply Index M Credit Demand Index

Figure 2.2: Summary of Credit Conditions

* .. Credit growth Average lending rates Lenders became more risk
G decelerated in 6/} rose marginally in averse with slightly tighter
2020. H2-20. credit standards in H2-20.

== Borrowers' demand for .@ Lenders’ risk aversion is expected to
Ee non-personal loans "\g moderate in H1-21 on the basis of an
strengthened in H2-20. — upturn in economic activities.

33 Annual Report 2020



lll. FINANCIAL SYSTEM OVERSIGHT

Domestic Bank Performance

In 2020, domestic banks’ profitability deteriorated
significantly, reflecting the adverse effects of
the COVID-19 pandemic on the economy.
Farnings from credit card fees, an assortment of
commissions, plus revenue on foreign exchange
transactions, plunged after the outbreak.

The sudden falloff in foreign currency receipts
from tourism and other cross-border activities
torced domestic banks to 1mplement stricter
management controls on foreign currency outflows,
which included the reduction in credit card limits
and the prioritisation of foreign exchange payments
abroad. Thus, aggregate non-interest income fell
by $39.2mn (35.6%) to $71.0mn, a sharp contrast
from the $20.8mn increase recorded in 2019.

The implementation of forbearance programmes
for borrowers adversely aftected by the COVID-19
pandemic also impacted domestic banks’ income.
Interest accrued but not collected resulting
from payment deferrals were largely responsible
for the $10.2mn reduction in domestic banks’
interest income to $213.4mn in 2020. However,
deferred interest payments were still expected
to be repaid in future periods and were usually

Chart 3.1: Profitability
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added to outstanding loan balances. To counter

the reduction 1n non-interest income, non-interest
expenses were cut by $13.0mn to $165.7mn,
achieved in part through a reduction in employees’
salaries and benefits.

In anticipation of mounting COVID-19-related
credit losses, provision expenses increased by
several fold, rising from $3.0mn in 2019 to
$24.1mn in 2020. Domestic banks’ gross earnings
margin contracted by $40.7mn (33.5%) to $80.6mn,
while profits fell by $54.9mn to only $15.7mn.
Furthermore, the sector’s return on assets (ROA)
and return on equity (ROE) nosedived from 2.0%
and 13.3% 1n 2019 to merely 0.4% and 3.2% 1n
2020, respectively.

Domestic banks offered various forms of payment
deferral programmes to borrowers affected by
COVID-19, see Box 3.1. Forborne loans summed
to $707.5mn, representing 30.4% of their aggregate
loan portfolio. The largest domestic bank
accounted for 51.7% of total loan forbearances.
Borrowers i the tourism, distribution, and
agricultural sectors received majority of the
financial support, having benefitted from 57.3% of
the total restructured loans.

Chart 3.2: Restructured Loans by Industries
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Against the backdrop of heightened economic
uncertainty, net disbursements slowed to $40.1mn
m 2020, ending the recent two-year trend of
recording more than $100.0mn in new loans.
Most of the credit growth in this reference period
occurred m first quarter of the year. In view of
the substantial loss i household and business
mcomes after the COVID-19 outbreak, banks
adopted a more cautious stance, since risks
assoclated with future credit losses accumulated,
as the adverse eflects of the pandemic persisted.
In turn, domestic banks opted to acquire
low-risk assets, mainly in the form of Government
securities. A sectoral analysis of credit distribution
revealed that the stock of personal loans fell by
$60.8mn to $553.3mn, owing to reduced credit
card limits, repayments, and reclassilications.
Meanwhile, loans to the tourism and building and
construction sectors increased by $76.2mn and
$18.9mn to $266.0mn and $498.4mn, respectively.
Notably, customers m those sectors benefitted
from ongoing loan forbearance programmes.
Underscoring the potential for a sudden rise in
credit losses after the payment deferral periods
end, domestic banks’ non-performing loans (net
of specific provisions) to total loans ratio (NPL
ratio) increased from 2.4% in 2019 to 4.5% in
2020, hovering just below the 5.0% prudential
benchmark.

Chart 3.3: Asset Quality
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Chart 3.4: Capital and Capital Adequacy Ratio
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While staying within safe regulatory thresholds,
domestic banks’ aggregate capital also weakened.
The domestic banking sector’s aggregate capital
declined by $46.5mn (9.99) to $424.1mn in 2020
compared to an $11.6mn decline in the previous
year. The contraction in domestic banks’ aggregate
capital base resulted as Scotiabank (Belize)
Limited (SBL) moved $95.0mn from its retained
earnings to payable dividends prior to the bank’s
sale, see Box 3.2. The adverse impact on capital
levels, however, was softened by other banks’
accumulation of retained earnings and other
reserves to better absorb expected credit losses
(ECLs) and the Central Bank’s measures to relax
prudential requirements. As a result, the capital
adequacy ratio (CAR) fell modestly from 22.8%
m 2019 to 19.8% in 2020. Domestic banks” CARs
ranged from 15.6% to 65.2%, still exceeding the
minimum regulatory requirement of 9.09% given
the comfortable capital buffers that existed prior
to the pandemic.

Credit Union Performance

Credit unions’ total assets grew by $45.1mn (4.19%)
to $1.1bn in 2020, representing a slight slowdown
from the $51.5mn (4.99) growth recorded in
2019. This year’s asset growth was driven by a



Chart 3.5: Asset Base
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build-up in the credit unions’ investment portfolio.
In 2020, credit unions purchased $56.4mn worth
of Government securities, comprising mostly of
T-notes by one institution, raising their aggregate
holdings to $150.1mn. The expansion in security
holdings was partly offset by a $38.6mn decline
in their loan portfolio to $639.9mn. The credit
downturn was led by a $16.2mn reduction in
personal loans, followed by declines in outstanding
loans for building and construction, $8.8mn; and
agriculture, $5.9mn.

Like domestic banks, credit unions also
COVID-19

programmes to assist affected members following

implemented forbearance
the Central Bank’s announcement of regulatory
relief mitiatives. Inter alia, these mitiatives took the
form of a temporary relaxation of loan classification
and provisioning regulatory requirements. The
value of credit union loans that was subject to
COVID-19-related payment deferral schemes
amounted to $150.8mn by year end, representing
23.69 of the sector’s loan portfolio. Most of
the restructured loans were for businesses and
individuals whose revenues were generated from
tourism. The largest credit union accounted for
43.8% of the total restructurings.

Chart 3:6: Asset Quality
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Surprisingly, credit unions’ aggregate NPL ratio
improved from 2.6% m 2019 to 2.19% m 2020,
despite the unprecedented economic shock.
This outcome highlighted the heterogeneity
among financial institutions in applying provision
practices in context of COVID-19. Furthermore,
forbearance programmes may have affected the
identification and measurement of emerging
credit risks. Whereas eight of the nine credit
unions maintained an NPL ratio below the 5.0%
prudential benchmark, one recorded no non-
performing loans to date.

Amidst the ongoing debt restructuring activities
and the associated contraction in loan portfolios,
credit unions’ aggregate profits fell by $1.5mn to

Chart 3.7: Profitability
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Chart 3.8: Total Capital and Net Institutional
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$40.0mn in 2020. This outturn contrasts with the
$1.4mn increase recorded in the previous year.
Consequently, the sector’s ROA and ROE fell
from 3.8% and 24.3% in 2019 to 3.69% and 21.3%
m 2020, respectively.

Credit unions’ capital base further expanded,
increasing by $12.2mn (6.69%) to $196.6mn in 2020,
almost doubling 2019’s $6.5mn (3.6%) expansion.
Like the previous year, this increase was mainly
attributable to $7.4mn in profit transfers to legal
reserves and retained earnings. However, the net
mstitutional capital to total assets ratio remained
on par with 2019’s levels at 11.8% compared to
11.79 m 2019. This ratio remained stable as the
4.1% growth 1n total assets partly outstripped the
expansion in the capital base. All credit unions
maintained a net mstitutional capital to total assets
ratio above the 10.09% regulatory requirement.

International Bank Performance

At the end of 2020, the international banking
sector had restructured US$13.1mn in loans,
representing  30.59% of their aggregate loan
portfolio. Almost half of these restructured loans
(49.19%) were attributable to individuals and
businesses whose revenues were generated from
tourism. Payment deferrals caused total interest
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Chart 3.9: Profitability
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income to decline by US$2.4mn to US$4.4mn.
The reduction in interest income alongside higher
provision expenses, which were required prior
to the pandemic, resulted in losses of US$3.5mn
for the sector in 2020. While one bank reported
profits of US$0.3mn, the other two reported
accumulated losses of US$3.8mn. As a result, the
mdustry’s ROA and ROE worsened to -2.09% and
-8.99% 1n 2020 relative to 0.3% and 1.69% 1n 2019,
respectively. Notwithstanding, the sector’s NPL
ratio improved marginally from 10.3% in 2019 to
9.8% n 2020. Two of the three banks reported
NPL ratios that exceeded the 5.09% prudential
benchmark.

Chart 3.10: Asset Quality
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The international banks’” CAR stood at 34.7%
m 2020, down from the 37.49% i 2019. The
drop m the sector’s CAR mainly resulted from
a US$3.6mn contraction in the capital base to
US$38.0mn alter netting US$3.5mn in losses.

Chart 3.11: Capital and Capital Adequacy Ratio
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Box 3.1 | The Central Bank’s Regulatory Response to the
COVID-19 Pandemic

he COVID-19 pandemic triggered an unprecedented spike in unemployment and loss of income

i Belize. In an effort to provide immediate support to borrowers affected by the crisis, the Central

Bank itroduced several regulatory relief measures to address the strain on the real economy and the

financial system, while ensuring the safety and soundness of the system.

On 17 March 2020, the Central Bank mitiated the following measures mainly to provide temporary

Liquudity relief to cash-strapped borrowers:

e Rewvised Practice Direction No. 2, Circular No. 1, and Credit Union Requirement No. 1 to
extend the classification period for non-performing loans and other assets from three to six
months for sectors adversely affected by the pandemic, such as the tourism, transportation,
and distribution sectors up to 31 March 2021; and

*  Encouraged institutions to be flexible with their customers’ debt-service arrangements by
providing grace periods on loan repayments, where commercially viable.

In addition, the Central Bank advised financial institutions to update their business continuity and
cybersecurity plans and reduced risk weights for tourism loans from 100.09% to 50.0%.

On 1 April 2020, the Central Bank relaxed its monetary policy stance to maintain an adequate supply of

funds in the banking system to facilitate future credit growth. Utilising its main instrument of monetary

policy, the Central Bank did the following:

e Reduced the minimum aggregate holdings of approved liquid assets and cash reserve
requirements by two percentage points to 21.09 and 6.5% of average deposit liabilities,

respectively.
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Box 3.1 | The Central Bank’s Regulatory Response to the
COVID-19 Pandemic continued

On 16 June 2020, the Central Bank issued a Guidance Notice to banks and credit unions in furtherance
of measures announced on 17 March 2020. Through this directive, the following measures were
effected:

*  Broadened the extended repayment period for credit facilities to include all loans;

e Established conditions for institutions to grant forbearance measures to their customers,
mcluding the requirement to assess customers’ repayment capacity on a case-by-case basis
and to exercise restraint from increasing interest rates on restructured facilities; and

*  Allowed forbearance measures to remain in place until 31 December 2020.

In December 2020, the Central Bank implemented the following measures to boost capital, iquidity,
and further support borrowers amid the protracted economic downturn:

e Issued a second Guidance Notice to banks and credit unions in which the forbearance period
was extended to 31 March 2021; and

e Issued a third Guidance Notice to banks advising of the temporary suspension of dividend
payments and profit repatriations until 30 June 2021.

Based on the relief measures provided by the Central Bank, domestic and international banks and
credit unions instituted a multitude of measures to ease their customers’ debt service payments. These
mcluded, but were not limited to:

e Deferring and implementing moratorium on interest and/or principal payments;

*  Consolidating and restructuring credit facilities to reduce payments and extend repayment
periods;

* Reducing interest rates on loans and credit cards;

*  Waiving loan and credit-related fees;

*  Waving penalty fees;

e Suspending foreclosure procedures; and

*  Providing additional financing support for businesses.

The Central Bank established weekly reporting mechanisms to facilitate enhanced oversight and analysis
of the financial system, as the real economy continued to be adversely impacted by the pandemic. The
Central Bank also conducted periodic stress tests on restructured loans to determine how the pandemic
affected the financial system. These exercises aimed to assess the potential impact of severe but plausible
scenarios in context of the pandemic effects on the resilience of financial institutions and their ability to
absorb future shocks.
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Box 3.2 | Sale of Scotiabank (Belize) Limited to
Caribbean Investment Holdings Limited

On 17 June 2020, the Central Bank received an application from the Bank of Nova Scotia (BNS)
seeking its approval to sell 100.0% of the common shares held by Scotia Caribbean Holdings
Limited (SCHL) in SBL to Caribbean Investment Holdings Limited (CIHL). Shortly thereafter, on 23
June 2020, CIHL, parent company of the Belize Bank Limited (BBL), applied to the Central Bank for
approval to purchase SCHL’s shares in SBL.. CIHL also requested approval for the acquired entity to
operate under the name Belize Bank Corporation Limited (BBCL) for an interim period of 12 to 18

months after closure of the transaction. Thereafter, BBCL’s assets and liabilities would be transferred
to BBL.

For some time now, BNS has been reducing its exposure to the Caribbean, Central American, and Asian
markets. On 11 November 2019, BNS announced that it had finalised sale of its banking operations
m Anguilla, Dominica, Grenada, St. Kitts and Newis, St. Lucia, St. Maarten, and St. Vincent and the
Grenadines to Republic Financial Holdings Limited. Accordingly, the proposed sale of SBL. was in line
with BNS’s strategic decision to restructure its mternational business and redeploy its capital to markets
where it can achieve greater scale and deliver the best value for customers.

As regulator, the Central Bank 1s vested as the sole authority to grant licenses to banks and financial
mstitutions in Belize and 1s responsible for advising the Government on these matters. The regulatory
framework 1s provided by Section 27 of the Domestic Banks and Financial Institutions Act (DBFIA),
which states that any fundamental change m a licensee’s operations must be approved by the Central
Bank. Furthermore, Sections 37 (1) and (2) of the CBA require the Central Bank to advise the
Government on any matter relating to monetary, banking, and credit conditions in Belize.

The main objectives of the regulator with respect to any acquisition are clearly defined in Section 29 (5)
of the DBFIA. This section states that the Central Bank must conduct a comprehensive assessment of
the proposed transaction, inclusive of the benefits and potential risks and vulnerabilities, to ensure that
it will not be detrimental to the interest of depositors and customers, and the stability of the financial
system, and that subsequent to the acquisition, that the bank will: (1) have adequate financial strength;
(1) have management with sufficient expertise and integrity; and (ii1) maintain public confidence in the
delivery of fair financial services.

Based on the comprehensive assessment carried out on the application and all other relevant information
submitted on 25 November 2020, the Central Bank granted approval relating to the application for
BNS to sell 100.09% of the common shares held by SCHL in SBL. to CIHL and for CIHL to purchase
SBL’s shares.

In line with 1ts mandate to ensure financial system stability, the Central Bank will continue to maintain
its regulatory oversight throughout the acquisition process.
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AML/CFT Compliance

Anti-Money Laundering/Combatting the Financing
of Terrorism (AML/CFT) compliance focussed
on ensuring that regulated financial and non-bank
financial institutions adhered to established AML/
CFT legal framework and that the Central Bank’s
mternal AML/CFT compliance programme was
aligned to mternational standards.

AMIL/CFT compliance activities entailed on-site
examinations, off-site surveillances, and trainings.
In 2020, four on-site examinations were conducted
to ensure compliance with established AML/CFT
requirements, comprising one domestic bank, two
credit unions, and one remittance service provider.
In reaction to the COVID-19 pandemic, thematic
desk reviews of non-bank financial institutions’
management strategies were conducted to
ensure that adequate compliance systems were
mmplemented to deal with the adverse effects of
the pandemic. In addition, one scheduled AML/
CFT compliance training session for remittance
service providers was facilitated before the
planned annual external training programme was

suspended due to COVID-19.

Also, Comphance Unit (CMPU) staff participated
i several projects of national i1mportance.
The foremost was participation 1n Belize’s
National Risk  Assessment of banks and
other non-bank financial institutions, aimed
at 1dentifying, understanding, and mitigating
money laundering and terrorist financing risks.
This was done in preparation for Belize’s 2023
Mutual Evaluation exercise, which will be
undertaken by the Caribbean Financial Action
Task Force. Along these lines, CMPU collaborated
with them and the Financial Intelligence Unit
to strengthen supervisory agencies —across
CARICOM. This required a self-evaluation of
Belize’s existing AML/CFT compliance regime
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to 1implement measures designed to strengthen
AMI/CFT oversight at the supervisory authority
level. Fmally, CMPU supported a National
Financial Inclusion (NFI) project team mandated
to develop tailored financial products and services
for the diverse needs of the public.

Regulatory and Supervisory
Projects

Basel II/lll Capital Framework for Banks
In keeping with its financial stability mandate,
the Central Bank continued to strengthen its
regulatory and supervisory regime through the
implementation of the Basel II/III Revised Capital
Framework for Banks. This Caribbean Regional
Technical Assistance Centre (CARTAC) assisted
project, which began m October 2018, blends
the requirements under Basel II: International
Convergence of Capital Measurement and Capital
Standards and Basel III: A Global Regulatory
Framework for more Resilient Banks and
Banking Systems. The project aims to promote
enhanced risk management measures for capital
assessments and encourage greater transparency
m the supervisory review process. The revised
capital framework 1s being implemented 1n three
phases to mirror the three pillars of the Basel
Capital Accords.

In 2020, the Central Bank fully implemented Phase
I, Pilar 1: Minimum Capital Requirements, of the
Revised Capital Framework. Phase I addressed
minimum capital requirements based on the
quantification of credit, market, and operational
risks. As such, the Central Bank issued its finalised
capital adequacy guideline to the mdustry in
respect to Pillar 1’s capital definition, and the
standardised approach to measure credit, market,
and operational risks.



The Central Bank also progressed with the
commencement of Phase 11, Pillar 2: Supervisory
Review Process. Pillar 2 relates to the principles of
supervisory review and banks’ risk management.
Importantly, it seeks to cover risks that are not
captured under Pillar 1. It will require banks to
have an internal process for assessing their overall
capital adequacy and a strategy to maintain capital
levels. Since Phase II also requires the Central
Bank to assess this process, banks will be required
to submit their Internal Capital Adequacy
Assessment Process (ICAAP) report to the Central
Bank annually. To this end, the Central Bank
developed several risk management guidelines to
assist banks to prepare their ICAAP reports.

Upon completion of Phase I, work will commence
on Phase III, Pillar 3: Market Discipline. Pillar
3 mandates that banks disclose nformation
pertaining to risk exposures, capital adequacy,
and risk mitigation processes. The objective 1s to
achieve greater transparency through disclosures
that optimises the accessibility, consistency, and
comparability of banks’ financial information.
This will allow market participants to better assess
the health and soundness of institutions.

Unfortunately, the COVID-19 disruption pushed
the completion date for revision of the capital
framework mto 2022.

International Financial Reporting
Standards 9

The Central Bank also commenced a
three-year project (2020-2022) to transition banks
i disclosing financial information in accordance
with International Financial Reporting Standards
(IFRS) 9. This project has three phases. Marked
progress was achieved in 2020, with the following
deliverables completed under Phase I:

1. Issued directives for the endorsement of
IFRS for financial reporting purposes.
These directives required every licensee
and financial holding company to use
IFRS when preparing and maintaining
financial statements, reports, and accounts
for reporting to the regulator and for
auditing purposes;

n. Amended and issued Practice Direction
No. 3 and Circular No. 2: Loan Loss
Provisions and Reserves to the banking sector
to distinguish between ECL provisioning
for financial reporting purposes (required
by IFRS) and regulatory provisioning and
capital adequacy computation for regulatory
purposes (required by the Central Bank);

. Prepared and issued guidance notes for
the mmplementation of IFRS 9 m Belize
to the banking sector, outlining minimum
requirements for implementation; and

v. Reviewed  banks’ mtnial IFRS 9
implementation plan.

Phase II 1s centred on the evaluation of banks’
ECL models and the adequacy of banks’ ECL
provisions and capital. This segment 1s slated for
completion by December 2021.
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Box 3.3 | Development of a Financial Stability Index for Belize

aintaiing financial system stability 1s a key responsibility of the Central Bank. The importance of

assessing financial system stability has grown given the rise in financial vulnerabilities, stemming
from the adverse impact of COVID-19. For example, solvency concerns have intensified in the non-
bank private sector, as corporate borrowers’ indebtedness has increased to fund cash shortages during
the pandemic-induced economic downturn. Fortunately, domestic banks have entered this crisis
sufficiently capitalised to absorb adverse shocks. However, the Central Bank 1is faced with the difficult
task of balancing the appropriate amount of support to provide to the financial system in the near term
against containing the potential rise of medium-term macro-financial stability risks.

Schinasi (2004 p. 8) defines financial stability or the absence of financial mstability in terms of the
financial system’s ability to:

1. Faalitate bothan efficientallocation of resources—both spatially and especially intertemporally—
and the effectiveness of other economic processes (such as wealth accumulation, economic
growth, and ultimately social prosperity);

1. Assess, price, allocate, and manage financial risks; and

ni. Mamtain its ability to perform these key functions—even when affected by external shocks or
by a build-up of imbalances—primarily through self-corrective mechanisms.

I. Assessing Financial Stability

Various techniques are used to assess financial stability. Sice the financial system consists of
a number of key sectors and the interactions among these sectors (Gadanecz and Jayaram,
2008), a composite index, such as the Aggregate Financial Stability Index (AFSI), is more useful
m indicating the state of financial system stability compared to using individual variables. The
Central Bank 1s developing a robust and methodologically sound AFSI for Belize designed to:
(a) capture multiple dimensions of the economy through relevant and quantifiable mdividual
economic indicators, and (b) analyse changes in financial stability conditions over time.

Il. An Aggregate Financial Stability Index for Belize

The AFSI for Belize was calculated using an equal variance weight method. This technique
requires the normalisation of each mdicator and then the aggregation of sub-indices, with the
overall index based on equal weights. An empirical normalisation approach allows each value
within the data sample to be expressed between 0 and 1, where 0 signifies the most destabilising
data pomt and 1 signifies the most stabilising data point. The indicator 1s subtracted from the
minimum value i the sample, and the result is then divided by the sample range to normalise
each observation. The normalised values are grouped mto four indices:
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Box 3.3 | Development of a Financial Stability Index for Belize continued

*  Financial Development Index (FIDI),

e Financial Vulnerability Index (FVI),

¢ Financial Soundness Index (FSI), and

¢ [External Economic Climate Index (EECI).

The AFSI is calculated by summing the sub-indices, while accounting for their respective assigned
weights:

AFSI = (FIDI*0.25) + (FVI*0.25) + (FSI*0.25) + (EECI™0.25)

An mcrease in the AFSI translates to an improvement in the domestic banking sector’s financial
stability. At the same time, a decrease signifies a worsening in financial stability conditions.

lll. Recent Movements in Belize’s Financial Stability Index

Belize’s AFSI fell by its largest margin i 2020 over the observed period, see Chart 3.12. The AFSI
contracted by 17.6% from 0.6 in 2019 to 0.5 in 2020. This severe contraction reflected the adverse
economic effects caused by the pandemic at home and abroad. However, the domestic banking
sector remained resilient against the external shock, as the system showed signs of continued financial
deepening amid the pandemic.

Chart 3.12: Belize’s Aggregate Financial Stability Index
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Box 3.3 | Development of a Financial Stability Index for Belize continued

The Financial Development Index, which measures the evolution of financial system development,
strengthened over the year. The FIDI sub-index increased by 31.09% from 0.5 in 2019 to 0.7 in 2020
mainly on account of a rise in the credit-to-GDP ratio and, to a lesser extent, a dip in interest rate
spread. In 2020, the credit-to-GDP ratio grew by 11.7 percentage points to 72.6%; however, most
of this mcrease was attributable to the 14.1% contraction i real GDP since domestic bank loans
and advances (excluding debt security purchases) inched up by only 1.8%. The interest rate spread
continued its downward trend this year, as a drop in the annual average lending rate was amplified by
an increase n average deposit rates.

The Financial Vulnerability Index, which evaluates the country’s financial vulnerability and resistance
to shocks, deteriorated considerably. The FVI sub-index almost halved its 2019 level, falling to 0.3 in
2020. Key ratios depicting the susceptibility of external shocks to the real economy— the fiscal primary
balance to GDP, the net exports of goods to GDP, and the external current account balance to GDP—
all weakened on account of the pandemic crisis. Notwithstanding, the broad money to international
reserves ratio contracted, denoting the rapid rise in Central Bank’s foreign assets, and signalling a
reduction in near term foreign exchange rate risks. Supporting the aforementioned position, the foreign
assets to total assets ratio for domestic banks also improved.

The Financial Soundness Index, which gauges liquidity and solvency conditions of domestic banks,
weakened moderately over the year. The FSI sub-index contracted by 6.9% to 0.6 in 2020, reflecting
some deterioration m banks’ capital, profitability, and asset quality. However, domestic banks’ liquidity
coverage strengthened, owing to a rapid accumulation in deposits, whilst credit disbursements slowed.

The External Economic Climate Index, which captures changes in the external economic environment,
dropped significantly relative to the previous year. The ECCI sub-index plummeted by 39.6% to 0.5
m 2020 on account of the pandemic. The adverse effects of the shock were transmitted worldwide,
causing output to tumble in Belize, particularly through the tourism channel and among its main
trading partners, including the US and UK. The heightened uncertainty surrounding the pandemic also
weakened US consumer sentiment i 2020. On a positive note, as a net oil importer, Belize benefitted
from the plunge in international o1l prices, as demand for fuel for transportation purposes faltered after
the pandemic outbreak.

References:

Gadanecz, B., & Jayaram, K. (2008). Measures of financial stability-A review. Irving Fisher Committee
Bulletin, 31(1), 365-383.

Schinasi, G. (2004). Defining financial stability. (Working Paper No. 187). International Monetary
Fund.
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IV. CENTRAL BANK OPERATIONS

Governance

The Board of the Central Bank of Belize (the Board) is the policy-making organ of the institution. It consists
of seven persons: three ex officio members (the Governor, a Deputy Governor, and the Financial Secretary)
and four members appointed by the Minister of Finance. The Board oversees compliance with all legal
requirements with regard to the Central Bank’s regulatory roles, sets strategy and budget, makes key decisions
on resourcing and appointments, and reviews performance and financial management.

Membership and Meetings

The Board membership saw these changes during the year:

*  Mr. Patrick Andrews replaced Mr. Nestor Vasquez as a new board member on 22 September 2020.

*  Members elected Mr. Nigel Ebanks as the new Vice-Chairman on 25 September 2020.

e Mr. Nigel Ebanks, Ms. Vanessa Retreage, and Mr. Patrick Andrews resigned from the Board in
November 2020, followed by the Chairman, Mr. Joey Montalvo, in December 2020.

The Board convenes 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, is required for each Board meeting.
Decisions are by majority votes cast, with the Chairman casting a second if votes are equal.

In 2020, the Board met 16 times and considered 25 decision papers and 53 information papers. All meetings

were held at the Central Bank building in Belize City.

Table 4.1: Attendance at Board Meetings in 2020

Member Position Appointment Period Meetings Attended
Amb. A. Joy Grant Governor (ex officio) January to December 16
Joseph Waight Financial Secretary (ex officio)  January to December 15
Marilyn Gardiner-Usher  Deputy Governor (ex officio) January to December 15
Kareem Michael Deputy Governor (alternate) January to December 14
Joey Montalvo former Chairman January to December 16
Nestor Vasquez former Vice-Chairman January to September 10
Nigel Ebanks former Member/Vice-Chairman  January to November 12
Vanessa Retreage former Member January to November 12
Patrick Andrews former Member September to November 3
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Conduct of Board Members

Members must satisfy  general qualification
conditions for Directors, as laid out in Section 15
of the CBA. Additionally, Section 18(1) prohibits
Board members from disclosing information
acquired in the exercise of their functions. Each
Board member must also comply with a Code
of Conduct, which addresses Board members’
commitment to:

*  Discharge their duties with care and
diligence;

e Act in good faith and in the best interest of
the Central Bank;

e Not use their position to benefit themselves
or any other person, or to cause detriment
to the Central Bank or any person;

* Not use any information obtained by virtue
of their position to benefit themselves or
any other person, or to cause detriment to
the Central Bank or any person; and

e Declare any material personal interest
where a conlflict arises with the interests of
the Central Bank.

Audit Committee

The Central Bank’s Audit Committee (the Audit
Committee) 1s a subset of the Board. In 2020,
the Audit Committee comprised the following
members: (a) two non-executive board members—
Chairman, Mr. Joey Montalvo and member,
Mr. Nigel Ebanks; and (b) one executive board
member—Deputy Governor Financial Services,
Mrs. Marilyn Gardiner-Usher. The Chief Internal
Auditor, Mrs. Effie Ferrera, served as secretary.

The Audit Committee assisted the Board in
overseeing and providing strategic direction for

managing the Central Bank’s operations by:

e  Providing assurance to the Board that
adequate arrangements are in place to track
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the Central Bank’s exposure to material
risks across its operations, and that there are
regular and reasonably frequent reporting of
risk exposures;

e Approving the Internal Audit Department’s
(IAD’s) annual risk-based work plan
and assessing its performance against the
approved plan;

*  Reviewing the effectiveness of the TAD,
emphasising  conformance with  The
Institute of Internal Auditors’ International
Standards for Professional Practice of
Internal Auditing;

e Informing the Board of material findings
and salient recommendations of audits and
other activities;

e Reviewing all significant concerns with
management and the external auditors,
including litigation, contingencies, claims
or assessments, and all material accounting
1ssues affecting the financial and operational
conditions of the Central Bank; and

e Reviewing the Central Bank’s audited
financial ~ statements and  letter  of
recommendation with the external auditors
prior to Board submission.

Internal Audit

IAD conducted several operational and
compliance audits across business units of the
Central Bank. Results from these activities were
communicated to the Audit Committee and senior
management.

Operational audits were completed on:

1. the national payment system’s certificate
authority and token administration;

1. pension, gratuity and severance
administration;

ni.  social security benefits administration; and



Iv. management of foreign reserve investments . AML/CFT processes; and

and of foreign transactions processed Iv. treasury functions, government securities
through the Society for Worldwide auctions, and account reconciliations.
Interbank Financial Telecommunications
(SWIFT). Strategic Initiatives
Despite the exigencies brought on by the pandemic
Compliance audits focussed on the Central Bank’s m 2020, the Central Bank made significant
adherence to: progress 1n its strategic initiatives planned for the

period 2018-2022. See Box 4.1 below.
1.  SWIFT’s Customer Security Controls;
1. 1ts legal and regulatory requirements of the
CBA;

Box 4.1 | Strategic Initiatives

his strategic plan provides a basis for the Central Bank to assess and adjust the organisation’s

direction in response to the realities of its operating environment. Management utilises the strategic
plan to guide projects and initiatives, which are then cascaded to departmental work programmes. The
major accomplishments in 2020 and key areas of focus for 2021 are presented in the table below.

STRATEGIC THEME: IMPROVE BELIZEANS’ FINANCIAL LITERACY AND INCLUSION

Projects and Percentage
Initiatives Accomplishments and Key Focus Areas Complete

National Major accomplishments in 2020: 15.0%

Financial * Evaluated proposals to roll out electronic money and mobile money financial

Inclusion services;

Drafted regulations to expand access to financial services using agents;
Developed a NFI Communications Strategy;

e Contributed to primary school teachers’ financial literacy training and
curriculum development;

Engaged in legal drafting of financial consumer protection legislation in key

areas, including disclosure/transparency and lending responsibility;

Updated and distributed the Bank Returns (BR15) and the Credit Unions
Financial Access Survey (CURLY5) form and guidelines to strengthen data
collection; and
Developed financial education material for the business and education

communities.

Key areas of focus for 2021:
* Engage in strategic public education;
e Establish a Financial Inclusion Council;
* Support NFI task forces in executing plans;
e Arrange a 2021 NFI survey; and
e Report on the progress of the NFI strategy.
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Box 4.1 | Strategic Initiatives continued

STRATEGIC THEME: IMPROVE BELIZEANS’ FINANCIAL LITERACY AND INCLUSION

Projects and Percentage
Initiatives Accomplishments and Key Focus Areas Complete
Website Major accomplishments in 2020: 48.0%
Project * Commissioned a new website;
e Completed phase one: developed content strategy, created target state,
formed content transformation plan, and published request for proposal
for phase two; and
* Contracted a website developer to execute phase two.
Key focus areas for 2021:
* Develop and rewrite content to educate the public;
e Integrate statistical database for ease of access; and
e Launch new website.
Credit Major accomplishments in 2020: 36.0%
Reporting ¢ Drafted legislation to establish a CRS in Belize.
System (CRS)
Key focus areas for 2021:
e Facilitate enactment of the CRS Bill;
* Recruit and license a credit bureau operator; and
e Launch a public awareness campaign.
STRATEGICTHEME: PROVIDE MODERN FINANCIAL SYSTEM
Projects and Percentage
Initiatives Accomplishments and Key Focus Areas Complete
Deposit Major accomplishments in 2020: 61.0%
Insurance * Drafted and enacted the Deposit Insurance Act, 2020, which provides
System for the establishment of a DIC and a Deposit Insurance Fund to protect

insured deposits against risk of loss within an insured limit;
* Vetted members appointed to the Board of the DIC;
* Planned a public awareness campaign; and
e Initiated the recruitment process for a Chief Executive Officer (CEO) for

the DIC.

Key focus areas for 2021:
e Establish the Board for the DIC;
¢ Recruit the CEO; and
* Launch a public awareness campaign.
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Box 4.1 | Strategic Initiatives continued

STRATEGIC THEME: PROVIDE MODERN FINANCIAL SYSTEM

Securities Major accomplishments in 2020: 61.0%
Industry * Drafted the SIL Bill for capital market development to improve the
Legislation depth and efficiency of the market for government securities and to
(SIL) encourage and facilitate private sector capital formation; and
e Negotiated technical assistance from CARTAC for drafting
regulations that will operationalise the law.
Key focus areas for 2021:
* Sponsor the enactment and commencement of the SIL Bill and related
regulations.
Shared Service | Major accomplishments in 2020: 51.0%
Network (SSN) °® Specified and advised on the operational, technical, and security
system requirements for the Belize Credit Union League to participate
in the national payment system - Automated Payments and Securities
Settlement  System  (APSSS), as an operator for participating
credit unions;
e Engaged the APSSS system provider in designing and implementing the
system configuration changes and training the Central Bank’s staff in the
operations and oversight of the revised system design; and
¢ Engaged the SSN operator in knowledge sharing.
Key focus areas for 2021:
* Connect the operator to APSSS;
e Conduct unit, system, and user acceptance testing;
* Train system users in APSSS operations;
e Establish the oversight requirements; and
e Launch SSN as an operator in APSSS.
STRATEGIC THEME: ENHANCE FINANCIAL SYSTEM STABILITY
Projects and Percentage
Initiatives Accomplishments and Key Focus Areas Complete
Basel II/11l Major accomplishments in 2020: 40.0%
Implemen- e Implemented phase 1 of the project - Pillar 1: Minimum Capital
tation Requirements;

e Conducted industry sensitisation for phase 2 of the project - Pillar 2:
Supervisory Review Process; and

* Conducted industry consultation on the minimum expectations for the
management of credit risk and stress testing.

Key focus areas for 2021:

e Continue industry consultation on the minimum expectations for the
management of interest rate risk in the banking book, market, and
operational risks;

¢ Conduct industry sensitisation and reporting on the ICA AP for banks; and

* Consult on the disclosure measures under phase 3 of the project - Pillar 3:
Disclosure Requirements.

Central Bank Operations 50



Box 4.1 | Strategic Initiatives continued

STRATEGIC THEME: ENHANCE FINANCIAL SYSTEM STABILITY

International | Major accomplishments in 2020: 61.0%
Financial e Created and issued directives for the endorsement of IFRS 9 for the
Reporting banking sector to produce and maintain financial statements, reports, and
Standards 9 accounts submitted to the Central Bank;
¢ Amended and issued Practice Direction No. 3 and Circular No. 2 for Loan
Loss Provisions and Reserves for the banking sector;
* Prepared and issued Guidance Notes for the implementation of IFRS 9
for the banking sector, which outlined the minimum requirements for
implementing IFRS 9; and
* Reviewed the banks’ mnitial IFRS 9 implementation plan.
Key focus areas for 2021:
¢ Conduct Phase II to allow for the evaluation of banks’ ECL models and the
adequacy of banks’ ECL provisions and capital.
STRATEGIC THEME: FACILITATE CAPITAL MARKET DEVELOPMENT
Projects and Percentage
Initiatives Accomplishments and Key Focus Areas Complete
Public Debt Major accomplishments in 2020: 40.0%
Management e Committed to piloting the Commonwealth Secretariat’s Meridian
Software database, a new version of their debt recording management software;
(Meridian) e Migrated data from CS-DRMS to the Meridian;
Project ¢ Conducted parallel run testing to check the robustness of the new system

and provided timely feedback of concerns to the Secretariat.

Key focus areas for 2021:
e Conduct comprehensive checks to ensure data integrity and reporting
accuracy;
* Build staff capacity and resources to ensure that the Meridian is successfully
implemented; and
* On-board other users then go-live.
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Administration

Human Resources

Human resource activities during the year focussed
mainly on online training and development,
staffing, employee relations, labour relations, and
community service. These undertakings aimed to
foster a highly engaged, motivated, and satistfied
workforce, while developing staff’s technical and
managerial competencies. In March, after the
onset of COVID-19 outbreak, the Central Bank
suspended all overseas travel and trainings.

Training and Development
Before overseas travel was suspended, staff from

across departments strengthened their technical
competencies through various overseas tramings,
workshops, and seminars. An economist from the
Research Department attended the Balance of
Payments Statistics Workshop hosted jointly by
the Center for Latin American Monetary Studies
(CEMLA) and the Central Bank of The Bahamas.
Furthermore, an economist from the Financial
Stability Unit attended a CEMLA Financial
Technology and Central Banking workshop held
at the Bank of Jamaica. Additionally, a systems
technician from the Facility Management Unit in
the Administration Department participated in
the 2020 International Air-Conditioning, Heating,
and Refrigerating training.

Functional teams also received specialised
overseas traming. Management staff from the
Investment & Reserve Management Unit, Internal
Audit, Accounts & Budget Departments, and
a professional staff from the Office of Strategy
Management (OSM) attended a workshop on
Safeguard Assessments hosted by CARTAC held
in Bridgetown, Barbados.

Other stafl members also benefitted from
in-country training exercises and courses delivered

by a host of external agencies. Bank examiners
completed a week-long CARTAC workshop
on Basel II/III Implementation. Staff also
participated m two off-site in-country trainings.
First, the National Bank of Belize Limited and
Flonda International Bankers Association hosted a
seminar in AML/CFT Compliance in Belize City.
Second, a Grade II Security Officer participated
m a Unit Security Officer training hosted by the
Belize Defense Force at its headquarters.

Employees successfully completed numerous
specialised online courses, many of which were
pursued whilst working from home. These
mncluded IMF trainings in Financial Development
and Financial Inclusion and Compilation Basics
for Macroeconomic Statistics, and a US Embassy
training in Trade Based Money Laundering via
Value Added Tax Fraud. A suite of other online
trainings from EDX, Institute of Internal Auditors,
ARMA, Coursera, Global Knowledge, LinkedIn
Learning, and CEMLA were also pursued.
Additionally, personnel from the Payment Services
and Exchange Control Approvals Department and
IAD completed a series of SWIFT Smart online
traiing courses to meet SWIF1s requirements.

Employees also  benefitted from in-house
trainings. OSM conducted a training on Achieving
and Maintaining the Target State: Content and
Website Operations and hosted a Web Content
Writing Workshop. CMPU conducted a webinar:
Understanding Politically Exposed Persons to
Mitigate Your Firm’s Risk, to stakeholders. The
Central Bank hosted a research seminar aimed
at increasing communication and facilitating the
dissemination of economic and financial research
in which economists presented papers on relevant
economic and policy-based issues. Finally, the
Information Technology Department (ITD)
rolled out a mandatory cybersecurity awareness
traming for all staff.
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Staffing and Employee Relations
At year end, the Central Bank had a staff

complement of 213. In 2020, seven persons
joined the Central Bank, and eight persons left its
employ, including three retirees. Consequently,
the turnover rate remained at 3.8% in 2020.

There were six promotions:

* one to the Professional II grade,

* one to the Professional III grade,

e one to the Security Officer I grade,

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

The Central Bank recognised and rewarded
employees who reached years-ol-service milestones
between 1 July 2019 and 30 June 2020. In Lght
of social distance protocols and limits on public
gatherings, no employee recognition ceremony
was held. Notwithstanding, 20 employees were
rewarded for their commitment and long service
to the Central Bank. When disaggregated, six
employees received long-service awards for 10
years of service, six for 15 years of service, five
for 20 years of service, and three for 30 years of
service.

Community Service and Stafl Club Activities

As part of its social responsibility, the Central

Bank invested in several programmes to help
students and non-profit organisations. However,
COVID-19 safety protocols limited the activities
that the Central Bank’s Staff Club (Staff Club)
could undertake.

Before lockdown measures were implemented, the
Central Bank provided internships to one junior
college and two university students to help meet
their core graduation requirements. Because of
health and safety concerns, the summer employee
programme was suspended. However, the Central
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Bank stll provided monetary donations to the
Kidney Association and the Salvation Army.

The Staff Club was influential in promoting
camaraderie, staff morale, and a healthy work/
social Iife balance. At year end, membership
reached 91.29% of the total staff complement.
Except for the annual Valentine’s Day mixer,
all other social activities were cancelled due to
COVID-19. Notwithstanding, club members were
gifted with birthday tokens, a combined Christmas/
thanksgiving turkey dinner, a Christmas gift card,
and a virtual year-end raffle. Also, Faster baskets
were distributed to members’ children.

The Staff Club organised fundraisers and donated
money that was earmarked for social events to
assist four staff members who needed specialised
medical attention. Finally, the Central Bank’s
four-year High School Assistance Programme,
which includes mentorship assistance, was
expanded by one to 12 recipients, now comprising
eight third formers, three second formers, and one
first former.

Information Technology

The Central Bank strengthened its endpoint
security posture with an updated and robust
endpoint and anti-malware system. This system
mcluded an enhanced cybersecurity endpoint
detection and response functionality designed to
continuously monitor and respond to advance
threats.

Consistent with  SWIFT’s Customer Security
Programme (CSP), the Central Bank submitted
its annual self-attestation in December, confirming
full compliance with the organisation’s mandatory
security control requirements. IAD provided
oversight of the internal reassessment exercise.

The Cyber Security Committee for the
Financial System, comprising domestic and



mternational banks, met three times over the
year to collaborate on matters dealing with
cyber threats to the financial system and other
related issues. The committee was mstrumental
i elevating cybersecurity awareness, [acilitating
mformation sharing, and improving the security
posture of their respective organisations. Other
matters discussed were associated with SWIFT’s
CSP, 1SO20022 training, national cybersecurity
task-force developments, and APSSS.

The COVID-19 pandemic 1mmposed new
challenges and priorities, triggering I'TD to execute
parts ol its disaster recovery plan. In response to
the crisis, I'TD tested and enabled critical systems,
ensuring that they can be accessed securely and
operated remotely on very short notice. To
facilitate offsite work, I'TD acquired new portable
devices, while repurposing existing ones, upgraded
mternet bandwidths, acquired new endpoint
security licenses, on-boarded collaboration tools,
and deployed Microsoft 365 Teams to conduct
virtual meetings.

Notwithstanding, I'TD continued its operational
and  planned activiies by  implementing
needed security upgrades, installing hardware
replacements, and participating in the execution of
key strategic projects. Furthermore, as part of its
approach to address growing cybersecurity threats,
the Central Bank required all staff to participate
m a rigorous third-party training and security
awareness programine.

ITD also imitiated a Voice over Internet Protocol
communications system project to replace 1its
obsolete analog telephone system.

Currency and Foreign Exchange
Transactions

Currency Operations

Banknotes and coins continued to be the primary
medium of exchange to facilitate commerce and
trade. The total value of banknotes in circulation
increased by 17.5% to $467.6mn in 2020, up from
$398.1mn in 2019. This growth was due partially
to the uncertainty linked to the pandemic and the
expansion mn mformal activities as unemployment
grew. The $100.00 and $50.00 banknotes were
most widely circulated, accounting for 54.49% and
27.8% of total notes 1n circulation, respectively.
However, the change in outstanding value of coins
m circulation was more modest, rising by 3.8%
from $34.5mn in 2019 to $35.8mn in 2020. In
aggregate, banknotes and coins in circulation rose
by 16.1% to $503.3mn.

The proportion of banknotes and coins in
circulation hardly changed relative to the previous
year, with banknotes accounting for 92.9%
and bank coins 7.1%. The seasonal growth of
banknotes in circulation around the Christmas
holiday also factored in raising the year-end value
of cash held in the domestic banks’ vault from
$64.3mn in 2019 to $71.0mn in 2020. Currency
with the public increased to $432.3mn in 2020, up
from $368.3mn in the preceding year.

Chart 4.1: Currency in Circulation
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External Assets Ratio

The Central Bank was fully complhiant with Section
25(2) of the CBA, which stipulates that the Central
Bank should maintain external assets equivalent
to at least 40.0% of the currency notes and coins
in circulation and its domestic deposit liabilities.
This legal threshold is aimed at ensuring that
the Central Bank maintains foreign reserves at
adequate levels to meet the country’s external
obligations.

The external assets ratio remained comfortably
above the legal requirement year-round. At the
beginning of the year, the external assets ratio
stood at 57.8%. It reached a trough of 51.5% in
May and then inched up to 56.7% at December
end.

Beginning the year with a balance of $540.8mn,
the Central Bank’s foreign assets declined to
$500.8mn in February after the first semi-annual
mterest payment was paid on the US dollar
2034 bond. By June, the foreign asset position
had strengthened significantly to $567.9mn with
mflows predominantly from sale of US T-notes in
support of the COVID-19 pandemic emergency
fund and proceeds from a ROC/Taiwan loan.
Therealfter, it grew robustly throughout the second

Chart 4.2: Monthly External Assets Ratio
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half of the year and peaked at $681.7mn. This
mcrease In foreign assets stemmed primarily from
external loan and grant disbursements associated
with the COVID-19 pandemic relief fund, sugar
export receipts, income from the international
registries, and debt service relief from reduced
external payments on behalf of the Government.
The foreign asset portfolio consisted of mainly
cash and fixed deposits, 87.1%; Special Drawing
Rights (SDRs), 11.29%; and foreign securities, 1.7%.

Foreign Exchange Transactions

Foreign currency operations resulted i net
purchases of $136.1mn in 2020, reflecting a
turnaround from net sales of $22.6mn in 2019.
This upswing m net purchases was driven by a
$130.1mn increase in foreign currency inflows to
$364.1mn, stemming mainly from the following
sources:

e Central Government’s external loan
disbursement proceeds, $205.3mn;

*  Belize Sugar Industries Limited/American
Sugar Refining (BSI), $45.3mn;

*  The mternational business company and
ship registries, $11.0mn; and

e (Central Government’s US dollar T-notes,
$42.4mn.

Chart 4.3: Trade in Foreign Currency
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Foreign currency sales amounted to $228.0mn
this year, down $28.6mn compared to the year
before. The largest singular payment this year was
February’s $26.0mn interest payment on the US
dollar 2034 bond.

Trading in currencies from CARICOM resulted in
net sales of $2.9mn in 2020. This deficit in regional
settlements represented a 24.5% decline relative
to 2019. Trades mainly comprised settlement of
official transactions.

Relations with Central

Government

Overdraft Advances

The Central Bank can legally extend advances to
Central Government through an overdraft facility
set at 8.5% of current revenues that Government

collected 1n the preceding FY. The ceiling used for
the FY 2020/21 was $97.1mn.

The level of direct advances to Central
Government did not exceed the threshold at any
one time. Moreover, the balance on the overdraft
tacility tended to trend downward over the period.
In the first quarter, the balance on the overdraft
facility averaged $70.4mn. However, in the second
quarter, it dipped to an average of $65.4mn with
proceeds of $125.0mn from several T-notes
1ssuances linked to COVID-19. Thereafter, the
average level dropped to $58.7mn from July to
September. This reduction was supported by
additional loan disbursements coupled with the
mterest forbearance on the US dollar 2034 bond in
August, which suppressed international payment
pressures. Between October and December,
the average balance on the facility increased to
$66.5mn, ending the year at around 72.3% of the
prevailing legal limit.

Chart 4.4: Overdraft Financing
to Central Government
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Treasury Bills

The outstanding face value of Government-issued
T-bills at the end of December 2020 was $245.0mn.
This amount has not changed since February
2017. However, the number of participants in
the T-bill market decreased by one to nine whilst
the composition changed, as the number of non-
deposit-taking institutions lessened.

Competitive bidding was dominated by two
domestic banks. Their aggressive bidding kept the
weighted average yield relatively stable between
1.26% at the beginning of 2020 and 1.28% at the
last auction in the year.

While the weighted average domestic T-bill yield
started the period below the comparable US three-
month T-bill yield, it ended the year well above
the benchmark rate. The US three-month T-bill
secondary market rate contracted by 145 basis
points over the year, falling from 1.54% at the end
of 2019 to 0.09% in December 2020. After the
pandemic outbreak, the Federal Reserve System
(the Fed) maintained its commitment to keep the
target range for the federal funds rate at 0 to 0.25%
until US labour market and inflation goals are met.
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Chart 4.5: T-bill Yield
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The Central Bank participated in nine of 14 T-bill
auctions 1 2020, which was one less tender than
the year before. All bids were non-competitive
offers aimed at taking up unsubscribed amounts at
the prevailing weighted average yield. The average
bid-to-cover ratio increased slightly from 0.8 in
2019 to 0.9 in 2020, reflecting a modest increase
i demand for short-term securities, mainly in the
last quarter of the year.

Domestic banks remained the largest T-bill holder,
with their aggregate share increasing by $43.6mn
to $206.0mn at year end, accounting for 84.19% of
the outstanding par value. Similarly, the portion
held by other institutional investors inched up by

Chart 4.6: Monthly T-bill Allocations
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$3.6mn to $29.5mn or 12.0% of the total. In turn,
the Central Bank’s T-bill portfolio contracted
by $47.2mn to $9.5mn, representing 3.9% of all
allotments.

The secondary market was inactive throughout the
year.

Treasury Notes

Central Government issued $252.4mn in T-notes
mn 2020, raising the outstanding principal value to
$972.4mn at year end. Over the period, Central
Government issued five tranches of one-year notes
for budgetary support that summed to $135.0mn
and one $75.0mn issue of various maturities
in April to finance its emergency response to
COVID-19. Notably, the maturity structure of the
COVID-19 T-notes ranged from five to 20 years,
as Government issued its first 20-year T-note,
lengthening the average maturity structure of
1ssued debt securities. Additionally, Government
issued  five-year T-notes denominated i US
currency with a face value of US$30.0mn on the
domestic market in June and raised US$21.2mn
in the process for balance of payments support.
To facilitate future borrowings, Government
raised the principal value of T-notes that could
be outstanding at any one time by $200.0mn to

$1.2bn in October.

During the year, the yield for one-year T-notes
remained unchanged at 2.25%. The yield for the
longer 20-year T-notes was set at 5.75%, resulting
in a 3.5% spread between maturities. Twelve
one-year issues were rolled over at the coupon rate
of 2.25%, and a 10-year issue was rolled over at
5.25%.

The distribution of T-notes by original maturity
among main categories of holders varied widely
at year end. The Central Bank held the bulk of



Chart 4.7: T-note Distribution by
Maturity and Holder
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outstanding short-term notes, having $306.2mn
m its portfolio, representing nine-tenths of
outstanding one-year T-notes. Meanwhile, the
Central Bank held $185.4mn in two- to 20-year
T-notes accounting for three-tenths of T-notes
with tenor of more than one year. In comparison,
all other holders (domestic banks, insurance
companies, and other investors) held $39.8mn in
one-year T-notes and $441.0mn in longer-term
T-notes.

Relations with Domestic Banks
Cash Reserves

Domestic banks’ cash reserves requirement was
lowered from 8.5% to 6.5% of average deposit
liabilities on 1 April. The reduction in the primary
reserve requirement sought to increase bank
liquidity, and, in turn, ease credit conditions to
stimulate lending amid the COVID-19 pandemic.
The subsequent rise in bank hiquidity led to a 6.9%
or $29.1mn increase in domestic banks” monthly
average cash holdings to $448.9mn for 2020, while
their average monthly excess cash holdings grew
by 32.9% or $59.6mn to $241.0mn. At year end,
domestic banks’ total excess cash holdings stood
at $351.9mn.

Chart 4.8: Cash Reserves
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Automated Payment and Securities
Settlement System

Digital payments became more widely used in
an effort to contain the spread of COVID-19.
In APSSS, 1.9mn transactions were processed
m 2020, 16.69% above the 1.7mn transactions
processed in 2019. This expansion was attributable
to an 80.09% increase in electronic funds transfers,
totalling 1.2mn transactions. Also, the number
of instant funds transfers almost tripled to 0.1mn
transactions. The marked rise in these two payment
methods easily outweighed the 2.8% slide in real
time gross settlement transactions and the 36.5%
drop mn cheques processed. The contraction
m real time gross settlements was influenced by
the acute downturn in economic activities, which

Chart 4.9: Non-Cash Payment Methods

1,400,000 -
1,200,000 -
1,000,000

800,000

600,000 -

Number of Transactions

400,000 -

200,000 A

0 +
Electronic Funds  Instant Funds  Real Time Gross Cheque
Transfer Transfer Settlement

H 2019 =2020

Central Bank Operations 58



led to fewer large value payments. Meanwhile,
the steep fallofl in cheque usage was due to the
relatively higher processing costs and changes in
payment preferences induced by the pandemic.

Interbank Market
Against the backdrop of a rapid expansion in bank
liquidity during the year, there were no offers or
requests to borrow funds on the interbank market
among banks m 2020.

Central Bank Financial
Performance

Balance Sheet

The Central Bank’s balance sheet expanded
markedly over the review period, shaped by
Central Government’s financing strategy to fund
its response to COVID-19. The Central Bank’s
total assets increased by 18.9% in 2020 compared
to 2019 to $1.3bn. This increase was bolstered
by a $140.9mn (26.09%) foreign asset expansion,
supported by inflows mostly to finance public
COVID-19 health and social relief measures.
In addition, domestic assets grew by $70.5mn
(12.19%), propped up by the Central Bank’s uptake
of COVID-19 emergency fund T-notes on the
primary market.

Chart 4.10: Assets
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Income Statement

The Central Bank’s gross income contracted by
$4.0mn (12.5%) to $28.3mn in 2020, upending the
upward two-year trend through 2019. The overall
decline was attributable to a $6.5mn (54.4%)
reduction in foreign income to $5.4mn, as the
Fed lowered the target range for the federal funds
rate to near zero. Nonetheless, the Central Bank
continued to hold its foreign exchange reserves in
very safe and liquid assets, mainly in the form of
fixed deposits at foreign banks. The Central Bank
earned an annual rate of return of 0.9% on an
average of $584.4mn in foreign currency reserves
for 2020, compared to an annual rate of return of
2.2% on an average of $532.9mn in 2019.

Softening the downturn in foreign earnings,
local income grew by $2.5mn (12.0%) in 2020.
At $22.9mn, local income accounted for 80.8%
of Central Bank’s total income for the financial
year. Approximately 68.8% of total local income
was sourced from interest earnings on Central
Government’s debt securities and its overdraft
facility. The balance stemmed from commissions
on foreign exchange trades and revenues from
other miscellaneous sources, inclusive of fees
from licensees.

Chart 4.11: Foreign and Local Income
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Total expenditures contracted by $4.6mn (15.89%)
to $24.5mn, with outlays down across all major
operating expenditures categories on account of
the pandemic. Staff costs accounted for more than
half of this amount at 57.4% of total expenditures.
Other administrative and operating outlays were
35.8% combined, and interest and currency costs,

6.8%.

As aresult, the net operating surplus for the current
year increased by $0.6mn to $3.8mn relative to
2019. In accordance with Section 9(1) of the CBA,
$0.4mn (10.096) will be paid into the Central Bank’s
General Reserve Fund. The remaining $3.4mn
(90.09%) will be paid to the Accountant General
for deposit into the Consolidated Revenue Fund.
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