Central Bank Operations

Governance

The Board of Directors of the Central Bank of Belize (the Board) is comprised
of three ex-officio members (the Governor, a Deputy Governor and the Financial
Secretary) and four other members who are appointed by the Minister of Finance.

During 2017, there were two changes to the membership of the Board. Mr. Alan
Slusher’s appointment expired, and Ms. Vanessa Retreage was appointed to the
Board with effect from 1 June 2017 to replace him. Mrs. Christine Vellos, the
Deputy Governor - Economic Intelligence, retired from the Central Bank, and Mr.
Kareem Michael was appointed as the Deputy Governor - Economic Intelligence on
13 November 2017 to replace her.

Section 12 (1) of the Central Bank of Belize Act requires that the Board holds at
least ten meetings in each year on the 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 meeting of the Board. Board decisions are taken by a majority of
the votes cast. The presiding Chairman has a second or casting vote in the event that
the votes are equal.

In 2017, the Board met 12 times to consider 41 board decision papers and 78
mformation papers. All meetings were held at the Central Bank building in Belize

City.

The attendance at meetings of the Board in 2017 was as follows:

John Mencias - Chairman 12
Nestor Vasquez - Vice-Chairman 11
Alan Slusher - Former Member b
Vanessa Retreage - Member 6
Nigel Ebanks - Member 11
Amb. A. Joy Grant - Governor (ex officio) 12
Joseph Waight - Financial Secretary (ex officio) 11
Christine Vellos - Former Deputy Governor (ex officio) 8
Kareem Michael - Deputy Governor (ex officio) 2
Marilyn Gardiner-Usher - Deputy Governor (ex officio) 12

Conduct of Board Members
Members must satisfy general conditions of qualification of Directors as laid out in
section 15 of the Central Bank of Belize Act.

Section 18 of the Central Bank of Belize Act prohibits members of the Board from
disclosing mformation acquired in the exercise of their functions. Additionally,
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each member of the Board is required to comply with a Code of Conduct, which
addresses the commitment of members of the Board to:

e Discharge their duties with care and diligence;

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

*  Notuse their position to benefit themselves or any other person, or to cause
detriment to the Central Bank or any person;

* Not use any mnformation 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

* Declare any material personal interest where a conflict arises with the
mnterests of the Central Bank.

Audit Committee

The Central Bank’s Audit Committee 1s comprised of one executive and two
non-executive members. The Chief Internal Auditor (Mrs. Effie Ferrera) acts as
secretary to the Committee. During the year, the two non-executive members
of the Audit Committee changed. The chair changed from Mr. Alan Slusher to
another non-executive director, Mr. John Mencias, and non-executive director,
Mr. Nestor Vasquez, was replaced by the non-executive director, Ms. Vanessa
Retreage. The Deputy Governor Operations (Mrs. Marilyn Gardiner-Usher)
remained as the executive member on the Audit Committee.

The Audit Committee assists the Board in its efforts to exercise oversight of and
m providing strategic direction to the management of the Bank’s operations by:

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

*  Reviewing and discussing the Bank’s audited financial statements and letter of
recommendation with the Bank’s external auditors; and

e Rewviewing Internal Audit reports on internal controls.

During the year, the Audit Committee met with the Bank’s external auditors to
review and discuss the annual financial statements and the external auditor’s letter of
recommendation prior to Board submission.

Internal Audit

During 2017, Internal Audit conducted independent assessments and closely
monitored the Bank’s operations to provide assurance that its risk management,
governance and internal control processes were operating effectively. Assurance
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audits were conducted on treasury functions, banking operations, securities auctions,
stall benefits and fixed assets. Reports on the audits were shared with the Audit
Committee, and the Audit Committee Chair updated the Board on the matters
discussed and the Committee’s recommendations.

Monetary and Financial Stability

The Central Bank focused on maintaining monetary and financial stability during
the year. Notwithstanding a reduction in the foreign assets of the banking system,
the Belize dollar remained pegged to the United States (US) dollar, while the overall
health of domestic banks improved.

Liquudity tightened but was still notably in excess of statutory requirements, as the
Government accessed funds from the domestic banking system to finance the final
settlement payments for the acquisition of Belize Telemedia Limited (BTL). Further,
domestic banks’ credit to the private sector grew marginally due to loan write-offs,
even as Interest rates continued to decline. Consequently, the Central Bank kept the
statutory and cash reserve requirements unchanged at 23.0% and 8.59%, respectively.
In the Treasury bill market, roll-overs were largely undersubscribed for most of the
year because of the low yields. The Central Bank, as buyer of last resort, bought the
residual balances at a premium n order to nudge yields higher and encourage more
participation. By year end, the weighted average yield had increased by 112 basis
points to 1.17161%, and participation in the auctions expanded.

Government financed the BTL settlement payment through the sale of part of
its shares in BTL and Belize FElectricity Limited (BEL) and the net issuance of
$190.0mn in new securities. As these securities and shares were bought by domestic
banks, mstitutional investors and other entities, domestic banks’ excess cash balances
fell by 33.3% to a level that was 128.1% above the legal requirement. However,
since the settlement payment was in US dollars, the foreign reserves were impacted.
Consequently, international reserves declined from 4.5 months of merchandise
mmport coverage in 2016 to 4.0 months by year end. The regional benchmark is 3.0
months of import coverage for goods and services.

In other developments, the restoration of correspondent banking services to all
domestic banks returned cross-border payments largely to normalcy, although
some services like the acceptance of US dollar cheques remained restricted. On the
prudential front, the final set of write-offs on legacy loans associated with the 2011 loan
loss provisioning standards occurred during the year. The resulting improvement in
asset quality and profitability increased the stability index for domestic banks from
0.51 1 2016 to 0.68.
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Strategic Initiatives
The Central Bank continued to execute its four-year strategic plan in 2017 with the
following key objectives:

* Improve financial service regulations and infrastructure;

e Improve efficiency/effectiveness/timeliness of advice and banking services
provided to the Government;

e Improve work output quality and quantity; and

* Assure readiness of human, information and organisational capital for
strategy execution.

During the year, the Central Bank made notable progress in advancing its major
strategic objectives:

* Automation of cheque processing under the National Payment System
(NPS) project.

* Implementation of the human resource module of the Enterprise Business
Solution (EBS) project.

e Selection of a solution for the Security Management System (SMS) project.

*  Enhancement of security posture against cyberthreats.

e Integration of monetary and financial time series database ito workflows.

e Initiation of a National Financial Literacy and Inclusion project and a
Securities Exchange Act (SEA) project.

National Payment System Project
In July, the automation of cheque processing replaced the manual system, in which

staft of the domestic banks met at the Central Bank to physically exchange cheques
for clearing and settlement. The receipt of funds were available to recipients by
the end of the next business day instead of the customary three to seven days. The
Central Bank also conducted a public awareness campaign about the new service, to
encourage the use of electronic payments and to contribute to financial literacy on

Final Manual Cheque Clearinghouse at the Central Bank of Belize
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this subject in Belize. With the enactment of the NPS Act in February, the Central
Bank sought technical assistance to develop a sound oversight framework for
payment systems.

Enterprise Business Solution Project
In 2017, the human resource module of the enterprise business system was

implemented, which involved streamlining of daily processes. This new module
enhances services to employees by improving data collection, reporting and decision-
making.

Security Management System Project
The Central Bank’s modern security management system, which will mitigate

potential threats, progressed further in 2017. The design and procurement of the

Discussion on SMS Project between Consultant and Security Officers
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system’s electronic backbone, which will be fully integrated with other internal
networks, were completed during the year. The new system will use advanced
authentication methods to improve overall security.

National Financial Literacy and Inclusion Project
A national financial literacy and inclusion programme was added to the slate of

projects. The project aims to increase the public’s knowledge on money matters
as well as help individuals, households and businesses access/use financial services
and make responsible financial decisions. Work began on identifying technical
assistance for the development of a national strategy framework and implementation
plan, which should be completed in the upcoming year.

Securities Exchange Act Initiative
To support the development of a domestic capital market, the Central Bank

consulted on the feasibility of improving the depth and efficiency of the securities
market in Belize. The Securities Exchange Act will govern the operation of a capital
market and protect investors and market participants.

Time Series Database Management System
The Time Series Database Management System completed its first year in production

during which the focus was to end parallel processes with the previous systems,
document the new processes and procedures, fine-tune operations and improve
the business continuity readiness. By the end of the year, the routine processing of
monetary and financial statistics was proceeding smoothly, and weekly, monthly and
quarterly reports were being generated by the system.

Information Security Initiatives
The escalating threat of cyberattacks caused the Central Bank to ramp up

countervailing security measures as well as heighten stafl awareness of weaknesses
exploited by such attacks. Email security improved with the ability to encrypt
information exchanged with another organisation and with enhanced email scanning.
In addition, the network operating and real time scanning systems were upgraded,
while security checks were conducted on systems interfacing with the iternet. In a
related effort, SWIFT required that all member institutions comply with a number
of mandatory security controls by the end of 2017 in response to the spate of
cyberattacks against banks and its messaging systems. The Central Bank submitted
its self-assessment indicating compliance with mandatory controls to SWIFT in
November.

Human Resources
Guided by its objective of assuring human, information and organisational capital,
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the Central Bank maintained focus on fostering a highly engaged, motivated and
satisfied workforce and building competency through specialised employee training.

Training and Development
Stall of the Financial Sector Supervision and Research Departments further

strengthened their technical competencies by participating in tramings provided
by the International Monetary Fund (IMF), US Federal Reserve, CEMLA and
CARTAC in subject areas pertaining to supervision of banks and credit unions, fiscal
sustainability, detection of financial crimes, financial sector interconnectedness and
assessment of systemically important financial institutions as well as monetary and
financial statistical frameworks. Similarly, staff of the Internal Audit Department
received traiing on the detection of money laundering, and all heads of department
participated in a risk management seminar for information systems. Banking and
Currency Department stafl attended seminars on coin management and financial
market mfrastructure, while staff of the Information Technology Department
participated in training on CISCO switch implementation and Cyber Risk Regulatory
Approach. To increase their versatility and background knowledge, Security Officers
participated in first-aid training and on-line security safe-keeping exercises. Other
staff at the professional, supervisory and auxiliary levels participated in various in-
country and on-line traiing programmes covering emotional intelligence, financial
programming, macroeconomic diagnostics, the Commonwealth Secretariat Debt
Recording Management System, records management and human resources
management.

Having successfully installed the time series database management system at the
end of 2016, the Bank held a refresher traming in Janaury for staff and the financial

Emotional Intelligence Training
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mnstitutions. The workshop expanded participants’ knowledge of the web-based
reporting platform and demonstrated new system features.

Staffing and Employee Relations
At year end, the Central Bank’s staff complement was 194. Eighteen persons joined

the Bank during the year. There were 10 promotions: one to the management grade,
two to the professional grade one, two to professional grade two, one to security
officer grade one and four to the senior auxiliary grade. The Bank’s turnover rate
for 2017 was 4.95%, compared to 4.55% m 2016.

At the Annual Employee Recognition Ceremony, employees who reached notable
milestones during the period, 1 July 2016 to 30 June 2017, were recognised and
rewarded. Twenty-two employees were rewarded for their commitment and long
service to the Bank. Long service awards consisted of 10 employees for 10 years of
service, four for 15 years, one for 20 years, four for 25 years and three for 30 years.
Furthermore, with effective teamwork being promoted across the organisation,
employees were recognised for their contribution to teams that completed strategic
cross-functional projects.

Corporate Relations/Community Service
The Central Bank facilitated internships for seven students at the university and

Junior college levels to meet their core requirements for graduation. In addition,
nine senior high school students completed work-study programmes at the Central
Bank, and eight students pursuing their Bachelor’s and Associate’s Degrees were
hired under the Summer Employment Programme and given the opportunity to
develop their skills and gain practical job experience.

The Central Bank and its staff also donated to the annual Salvation Army Christmas
Appeal, the Belize Cancer Society and the Kidney Association of Belize. Bank
staff also participated in the Annual Cancer Walk in solidarity with those aftlicted
by cancer and participated in the Fifth Annual Labour Day Clean-up Campaign in
Belize City.

As part of its Cultural Outreach Programme, Central Bank staff donated school
supplies and office equipment to faculty and needy students of a primary school
i the Belize District. The Staff Club organised social events that included the
Family Day, Easter Egg Hunt for staff children and Christmas Party. The Banker’s
Christian Fellowship joined in these efforts, continuing to engage in monthly praise
and worship services and community outreach throughout the year.
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Caribbean Centre for Monetary and Finance XLIX Annual Monetary Studies
Conference

The Central Bank, in collaboration with the Caribbean Centre for Money and
Finance, hosted the XILIX Annual Monetary Studies Conference at the Radisson
Fort George Hotel from 8 to 10 November 2017. Economic practitioners and

academicians from across the Caribbean, as well as from financial mstitutions
and universities in the United States, Europe and Belize, gathered to present and
discuss research on economic and financial issues affecting the Caribbean region.
The conference theme was “Repositioning Small States for New Global Realities:
Prospects and Challenges”, and presentations focused on topical issues such as
financial system challenges, fiscal and debt managementissues, investment and trade,
and climate change and its impact on development. Economists from the Central
Bank presented two papers at the Conference: “Assessing Debt Sustainability in
Belize” by Emory Ford and Lylia Roberts and “An Analysis of Private Sector Credit
Growth in Belize: A VECM Approach” by Paula Perez.

The Adlith Brown Memorial Lecture, which is a cornerstone event, was presented
by the Honourable Dr. Carla Barnett, Minister of State in the Ministry of Finance
and Natural Resources, past Deputy Governor of the Central Bank of Belize and
a much accomplished Caribbean economist. Dr. BarnetC’s presentation focused
on challenges facing small states, with specific reference to two key arecas — the
exclusion from the normal operations of international financial markets, as it relates
to the challenges of correspondent banking relationships, and climate change and its
potential widespread effects on socio-economic landscapes. Dr. Barnett was only the
third woman to deliver the lecture in its 32-year history.
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Participants at the XLIX Annual Monetary Studies Conference
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Oversight of the Financial System

With the re-establishment of international correspondent banking and payment
services for domestic and international banks, cross-border financial flows stabilised
during the year. The Central Bank maintained its enhanced monitoring programme,
which led to continued improvements in financial sector performance. Notable loan
write-offs that finally brought all loans in conformity with the loan loss provisioning
standards instituted in 2011 and 2013 improved the quality of the loan portfolio of
the financial institutions. As a consequence, the ratio of non-performing loans (net
of specific provisions) to total loans (NPL ratio) further decreased and stood below
the mnternational threshold of 5.0% for all sectors (domestic banks, credit unions and
mternational banks) at year end. All sectors also remained profitable and above the
minimum capital requirements.

In other developments, the process to liquidate four mactive credit unions was
mitiated during the year with the objective of streamlining the sector.

Examinations

In fulfillment of its responsibilities to assure a safe, sound and efficient financial
system, the Central Bank conducted on-site examinations of three domestic banks,
two International banks and three credit unions during the year to assess compliance
with the applicable laws, regulations and mandated prudential requirements,
including compliance with anti-money laundering and combating the financing
of terrorism (AML/CFT) legislation and guidelines. The on-site inspections were
complemented by continuous off-site surveillance based on the regular submission
of performance and other ad hoc reports by the regulated mstitutions.

Moneylenders

The Moneylenders (Amendment) Act, enacted on 1 April 2017, transferred oversight
responsibilities for moneylenders from the Ministry of Finance to the Central Bank.
The Moneylenders Regulations also became effective on 25 November 2017
and covered operational issues such as licensing requirements, licence fees and
conditions, interest rate and fees, and disciplinary actions for compliance failures.
As Registrar, the Central Bank 1s responsible to ensure that moneylenders operate
transparently, soundly and in compliance with the law. The preceding will be done
through on-site examinations, off-site surveillance and the provision of guidelines to
assist moneylenders in meeting their legal obligations and implementing measures
to 1dentify and mitigate AMI/CFT risks. Up to 31 December 2017, the Central
Bank had licensed 42 moneylenders to operate moneylending businesses and/or
pawn shops.
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National Risk Assessment (NRA)

The work of the NRA in preparation for the Fourth Round of Mutual Evaluation by
the Caribbean Financial Action Task Force continued in 2017. The Central Bank
chaired the Banking Sector and Other Financial Services Sector Working Groups,

which were responsible to assess money laundering and terrorist {inancing threats
and vulnerabilities of these sectors.

Beginning March, all the NRA working groups embarked on a data collection
process, which included questionnaires, on-site examinations and focus groups.
As part of this work, the Central Bank conducted AML/CFT risk-focused on-site
examinations of all domestic banks, international banks, credit unions, remittance
service providers and 10 moneylenders. The examinations assessed the entities’
operations and controls to deter money laundering and to comply with the
requirements of the Money Laundering and Terrorism (Prevention) Act. Based on
the findings, the relevant institutions were required to address deficiencies within a
specified timeframe.

In December, working groups submitted individual sector reports to the Financial
Intelligence Unit, chair of the NRA exercise. These will feed into the country NRA
report due for completion in 2018.

Resolution Plan
During the year, the Minister of Finance and the Central Bank approved the

Resolution Regime for Banks (the Plan). The Plan resulted from an agreement
between the Governors of the Caribbean Group of Banking Supervisors to have
member countries develop national plans for the management of banking crises,
especially in light of the 2007/2008 global financial crisis. Its objective 1s to preserve
the stability of the country’s financial system and mitigate potential contagion risk
arising from a systemically important banking institution being in crisis. The Plan
calls for the participation of a broad cross-section of stakeholders to effectively
manage the banking crisis and sets out a strategy of coordinated intervention. Over
tume, 1t will have to be updated and expanded periodically to remain relevant and in
line with developments in the banking system.

Domestic Banks
During the year, domestic banks continued to mimprove their balance sheets with

the NPL ratio reducing even further from 3.09% to 2.4% due to loan write-offs of
$88.9mn, which finally brought all loans in conformity with the loan loss provisioning
standards implemented by the Central Bank on 1 December 2011. Since 2011, non-
performing loans (NPL) have decreased by $202.7mn, setting the stage for greater
resilience in domestic banks’ performance.
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Chart 1.1: Domestic Banks - Asset Quality
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The improvement in the banks’ loan portfolios with
the lowering of the NPL, a $36.0mn reduction in
provisioning expenses, plus a $78.6mn increase in
mvestments (mainly Treasury notes) contributed
to a doubling of profits from $20.3mn in 2016 to
$41.6mn. As a result, the annual return on assets
(ROA) increased from 0.6% in 2016 to 1.3%, and
return on equity (ROE) likewise rose from 4.8%
m 2016 to 9.29%, compared to the international
benchmark of 1.0% for both idicators.

Opver the year, the aggregate capital of the banking

system rose by $18.6mn to $463.Imn due to
an expansion of $12.4mn in share capital and

Chart 1.2: Domestic Banks - Capital Adequacy
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the modest growth in retained earnings after the
repatriation of $24.0mn in profits. Consequently,
the capital adequacy ratio (CAR) edged up from
24.0% in 2016 to 24.2%, compared to the 9.0%
regulatory requirement. The system’s CAR,
nonetheless, continued to mask a wide disparity
among banks, with CARs ranging from 14.1% to
107.4%.

Credit Unions

In 2017, the aggregate asset base of the sector
increased by 4.0% to $943.4mn. This expansion
was attributable, in large part, to a $36.0mn
growth n mvestments (mostly Treasury notes)
to $68.9mn, as loans grew by a modest $1.5mn

Chart 1.3: Credit Unions - Non-performing Loans
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Chart 1.4: Credit Unions - Profitability
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to $623.3mn due to loan write-offs of $7.9mn.
The latter excision reduced NPL to $58.9mn
and the NPL ratio from 4.09% m 2016 to 3.2%,
with each credit union now falling below the 5.0%
benchmark.

With aggregate profits up by 11.9% to $46.2mn
year-on-year, improvements were recorded in

the ROA (from 4.2% to 4.8%) and the ROL
(from 24.3% to 26.8%). Credit unions remained
adequately capitalised with the net mstitutional
capital ratio increasing from 10.69% in 2016 to
11.6% and each institution being above the 10.0%
legal requirement.

Box 1: Liquidation of Credit Unions

In 2017, the Central Bank made the decision to liquidate four insolvent credit unions. This decision
was taken in light of these institutions reporting several years of losses and the erosion of capital due
to high levels of NPL of members, large debts owed by the credit unions and significant unreconciled
loan and deposit balances.

In March, pursuant to section 68 of the Credit Unions Act, the Registrar gave the notice of intent to
liquidate the following credit unions:

1. Police Credit Union Limited;

2. Mount Carmel Credit Union Limited;

3. Citrus Growers and Workers Credit Union Limited; and
4. Cuwil Service Credit Union Limited.

The credit unions had 30 days within which to appeal the liquidation. With only one institution
making an appeal, the liquidation procedure began for the other three institutions under the auspices
of the liquidator appointed by the Registrar.

Having made an appeal, Civil Service Credit Union Limited (CSCU) had to present a comprehensive
capital restoration and strategic plan to place the mstitution on viable footing. The plans submitted
did not accomplish this, and the Registrar proceeded with CSCU’s planned liquidation in September.

Since these entities were nsolvent for many years, the impact of their liquidations was restricted to
credit union members and employees. Currently, all four credit unions remain under liquidation,
with the hiquidator making every attempt to collect on outstanding loans in order to satisty the credit

unions’ debts, and where possible, repay members’ shares and deposits,
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International Banks

As aresult of the de-risking phenomenon sweeping
the region in 2015 and 2016, international banks’
deposits decreased in the two years by 38.4% to
US$398.3mn by the end of 2016. However, with
the re-establishment of correspondent banking

relationships, this trend reversed and deposits rose
by US$24.6mn to US$422.9mn in 2017.

Continued efforts to clean up balance sheets
resulted in an additional US$21.9mn in loan write-
offs. A further US$8.3mn in NPL was retired with
funds obtained from the sale of collateralised
properties. As a consequence, the group’s loan
portfolio declined from US$257.0mn in 2016 to
US$209.0mn, and the NPL ratio fell below the
5.09% benchmark from 5.6% to 3.6%.

Profits notably increased by US$12.9mn to
US$17.0mn, mostly due to a US$16.0mn
reduction mn provisioning expenses. As a result,
mmprovements occurred in the ROA (from 0.8%
m 2016 to 3.3%) and ROE. (from 5.2% 1n 2016 to
20.29%). However, the aggregate capital remained
virtually stable at US$70.5mn, since US$10.9mn
was repatriated m dividends during the year. The
group remained more than adequately capitalised

Chart 1.5: International Banks - Asset and Liabilities
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with a CAR of 22.5%, more than double the legal
requirement of 10.0%. Of note, however, 1s the
sizeable disparity i individual CARs, which
ranged from 13.2% to 64.5%.

Central Bank’s Financial Performance

After hovering at $1.2bn for three consecutive
years, Central Bank’s total assets declined by
10.09% to $1.1bn, with foreign assets decreasing
by $129.3mn, while domestic assets increased by
$9.4mn. The sharp plunge in foreign assets was
mainly attributable to Government’s final external
payment of $197.2mn to the Ashcroft group of

Chart 1.7: Central Bank of Belize Assets
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Chart 1.8: Foreign and Local Income
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companies (Dunkeld International Investment
Limited and The Trustees of the BTL Employees
Trust) to settle habilities for the acquisition of
BTL in July and November.

In tandem with the reduction n assets, gross
income decreased by $3.4mn to $28.2mn
with 69.7% derived from local sources such as
government securities, the Central Government’s
overdraft facility and foreign exchange trading. At
44.9%, Government securities contributed the
largest share of income. Notwithstanding a 17.49%
fall during the year, foreign assets accounted
for 30.3% ol total income. An improvement in
international interest rates held the dechne
foreign income earnings to just $0.6mn.

Expenditure rose by 0.6% to $20.8mn, with staff
costs, interest and currency payments, and other
admimistrative and operating outlays representing
53.7%, 12.59% and 33.8%, respectively. The
amount expended was $4.0mn below budget due
mostly to the rescheduling of strategic projects and
vacant positions in the Bank. With lower earnings
garnered from foreign and local sources, the
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Bank’s net operating surplus decreased by $3.8mn
to $7.1mn.

The surplus of $7.1mn will be distributed in
accordance with the Central Bank of Belize Act,
Section 8(4) (amended 1n 2016) and Section 9(1).
As per Section 8(4), $0.2mn of the projected
surplus will be used to complete the mcrease
the Bank’s authorised capital from $10.0mn to
$20.0mn. Of the remaining surplus, $6.2mn or
the 90.0% that 1s Government’s customary share
will be paid into the Government’s Consolidated
Fund. The other $0.7mn, representing 10.09%, will
be applied to the Central Bank’s General Reserve
Fund.

Foreign Exchange Operations

The Central Bank’s foreign currency trading
m US dollars, Canadian and Pounds Sterling
with the Government, public sector entities,
commercial banks, foreign government agencies
and regional central banks resulted in net foreign
currency sales of $132.9mn in 2017. The largest
receipts came from the Republic of China (ROC)/
Taiwan (US$38.9mn), Belize Sugar Industries
(US$36.3mn), the international ship and company
registries (US$16.4mm) and Alba Petro-Caribe
(US$8.9mm). An aggregate amount of US$28.6mn
came from various multlateral lending agencies,
which included the Caribbean Development Bank
(CDB), the Organisation of Petroleum Exporting
Countries (OPEC) Fund, the International Bank
for Reconstruction and Development (IBRD) and
the Inter-American Development Bank (IDB).

The largest external payments were to facilitate
the Government’s final settlement with Dunkeld
International Investment (US$78.3mn) and the
BTL Employees Trust (US$20.3mn) as well as
the March and August interest payments, which
summed to US$26.2mm, on the 2034 bond. The

interest payment, which is customarily due on
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the bond in February, was temporarily shifted to
March because of the debt restructuring exercise.

Trading in CARICOM currencies resulted in
annual net sales of $2.7mn, which were mostly for
settlement of official transactions.

External Asset Ratio

The Central Bank was fully compliant with Section
25(2) of the Central Bank of Belize Act, which
stipulates that the Bank should maintain external
assets amounting to at least 40.0% of the currency
notes and coins in circulation and its domestic
deposit liabilities. This legal threshold 1s aimed at
ensuring that the Bank maintains foreign reserves
at adequate levels to meet the country’s external
obligations.

The Central Bank began the year holding
$741.4mn in foreign assets. During the first six
months, holdings peaked at $792.7mn in June,
after which they plummeted mostly due to the
final BTL settlement payments. The first and
smaller portion paid in July imitiated the decline,
and the lowest point of $596.9mn was reached
in November, when the much larger portion of
the settlement payment was made. Thereafter,
modest gains raised the Bank’s foreign assets by

Chart 1.10: External Asset Ratio
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vear end to $611.8mn, which was 17.5% lower
than its December 2016 position. The Bank’s
holdings consisted of 84.8% in cash and fixed
deposits, 2.9% in foreign securities and 12.2% in
Special Drawing Rights (SDRs).

The external asset ratio began the year at its highest
point of 71.1%. Thereafter, the ratio dechned
to its lowest point of 59.2% m April due to the
semi-annual interest payment on the 2034 bond
m March and a surge in Government deposits
with the proceeds from the sale of $185.0mn in
securities to the Central Bank. Sizeable external
loan inflows m May, most of which came from
Taiwan, contributed to a recovery in foreign

Chart 1.11: Monthly External Asset Ratio
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assets, while domestic labilities decreased with
funds being used by bank and non-bank entities
to purchase Government securities in May and
June. As a consequence, the external asset ratio
recovered to 68.3% 1n June.

The first BTL payment in July lowered the ratio to
67.8%, and this fell further in August to 67.49% with
the second interest payment on the 2034 bond. A
modest build-up in foreign assets, with domestic
liabilities holding almost steady, pushed up the
ratio to 68.3% by October. The second and final
BTL settlement payment in November reduced
the ratio by almost six percentage points to 62.49%,
as foreign assets fell faster than domestic liabilities.
In December, the ratio recovered somewhat due to
a modest increase in foreign assets and a decrease
m domestic liabilities, owing to an increase in
currency held by the public. Consequently, the
external asset ratio ended the year at 64.1%.

Domestic Banks’ Cash Reserves

Domestic  banks’ cash reserve requirement
remained fixed at 8.59% of average deposit
labilities throughout 2017. For the first four
months of the year, excess cash holdings averaged
$419.2mn. The purchase of $175.0mn in floating
rate Treasury notes in May and June by bank and

Chart 1.12: Domestic Banks - Cash Reserves
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non-bank entities reduced excess cash holdings by
35.09% to an average of $272.3mn for the rest of
the year. Excess cash balances ended the year at
$284.0mn, following a modest increase from the
lowest value of $259.4mn reached in July.

Currency Operations

The Central Bank is responsible for ensuring an
adequate supply of notes and coins 1s available
to meet public demand. As the sole issuer of the
Belizean currency, the Bank continues to replace
mutilated banknotes unfit for circulation. In 2017,
unfit banknotes valued at $99.5mn were withdrawn
from circulation, and $106.0mn in new banknotes
was issued. By year end, the total value of banknotes
i circulation had increased by 3.6% year-on-year
to $352.4mn. Similarly, the total value of coins
in circulation increased by 6.29% to $30.9mn.
The total value of notes and coins in circulation
at year end was $383.4mn, representing a year-on-
year increase of 3.8%. The ratio of notes and coins
remained constant, with banknotes accounting
for 92.0% of the currency in circulation. With the
notable growth of banknotes in circulation, mainly
during the Christmas holidays, cash held in the
vaults of the domestic banks and currency held with
the public increased to $58.2mn and $325.2mn,
respectively. The overall expansion in currency

Chart 1.13: Currency in Circulation
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m circulation in 2017 can be attributed in part
to the infrastructural projects being undertaken
throughout the country and increased employment
mn service industries, which tend to be the labour
mtensive, cash-wages sectors of the economy.

Inter-Bank Market

The mter-bank market was dormant throughout
the year due to the excess liquidity in the banking
system. There were no ofters to lend or requests
to borrow in 2017.

Transactions with Central Government

At 8.5% of current revenue collected during the
preceding fiscal vyear, the ceiling on advances,
which the Central Bank can legally extend to
Central Government through the overdraft
facility, was $85.3mn for the 2017/2018 fiscal
year. The Government maintained the balance
on its overdraft account comfortably within the
legislated ceiling throughout the year mostly by
the 1ssuance of new securities, tax receipts, user
fees from the international business company and
ship registries and foreign loan disbursements.

In the first quarter of the year, the overdraft
balance averaged $48.6mn, as the Government
issued Treasury bills and notes in February and

Chart 1.14: Annual Inter-bank Market Activity
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Chart 1.15: Overdraft Financing to
Central Government
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March to meet the deferred interest payment on
the restructured 2034 bond in March and the
customary settlement of year-end fiscal liabilities.
The average balance declined to $39.5mn during
the second quarter and reached its lowest pomt
in April when $185.0mn in new Treasury notes
and $50.0mn of government shares in the utility
companies were sold. Subsequent pressures on
the Government’s finances to meet the second
mterest payment on the 2034 bond i August, the
first and smaller portion of the BTL settlement
amount, and other labilities, raised the average
balance to $51.0mn during the third quarter. The
larger and final settlement payment for BTL was
comfortably met in November from the proceeds
ol new securities 1ssued earlier and the sale of
Government shares in the utility companies. At
the end of December, the overdraft balance stood
at $47.2mn, which was 55.3% of the legal limit.

Treasury Bills

In preparation for the issuance of securities to raise
funds to complete the BTL settlement payments
m 2017, the Government adjusted the ceilings on
Treasury bills to $400.0mn and Treasury notes to
$1.0bn in February. The issuance of $30.0mn in
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six-month Treasury bills in the same month raised
the outstanding amount to $245.0mn, where it
remained for the rest of the year.

Given the high levels of liquidity in the banking
system, Treasury bill yields started the year at very
low rates, which considerably dampened appetites
and left only two banks participating in the market
for most of the year. In addition, some participants
surrendered part or all of their holdings in favour
of the higher-yielding Treasury notes, which were
sold to bank and non-bank entities in January
and May. All auctions during the year were
undersubscribed. The Central Bank, as buyer
of last resort, bought the residual amounts at a
premium in order to nudge the yields upwards
and attract more participants back into the market.
As a result, the yield on Treasury bills started the
year at 0.05% and gradually increased in successive
auctions to 1.169% by August, alter which the Bank
bought the residual at the average yield. The year
ended with the yield at 1.17% and an improvement
m market participation with the addition of a third
domestic bank and a credit union. Secondary
trading in Treasury bills in very modest amounts
with a few non-bank entities purchasing from the
Central Bank also recommenced in November.

Chart 1.16: Treasury Bill Yield
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Chart 1.17: Treasury Bill Yield
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In January, domestic banks held Treasury bills
worth $151.7mn (70.6% of the total), which
declined toalowof $116.7mn in May and remained
at that level for June and July. Thereafter, holdings
increased gradually to $136.7mn in December,
which represented 55.8% of the total. In contrast,
the Central Bank started January with holdings
of $51.3mn (23.9% of the total), and its monthly
holdings gradually increased to $124.9mn in May,
remained steady for the next two months, and
then successively decreased to end the year at
$106.8mn (43.6%), as appetite for Treasury bills
immproved.

Chart 1.18: Allocations of Treasury Bills
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Treasury Notes

The stock of Treasury notes increased by 33.3%
($160.0mn) to $640.0mn in 2017 with the
Government issuing tranches in March, April
and May to enable it to meet the second and final
BTL payment. Following a $20.0mn issuance in
March, the Government issued another $185.0mn
in April, of which $50.0mn was retired in the
same month using the proceeds from the sale of
Government shares in the utility companies to
the Belize Social Security Board (BSSB). In May,
floating rate notes (FRN), indexed to the annual
mflation rate, were itroduced to the market in
one, two, five, seven and 10-year tranches. While
the offer was for $140.0mn, oversubscriptions
were accepted that raised the FRN issuance to
$175.0mn. The proceeds from these notes were
used subsequently to retire $170.0mn in Treasury
notes held by the Central Bank, including some
of the higher-yielding fixed-rate notes. Meanwhile,
the largest secondary trading occurred in January,
when the Central Bank sold $37.5mn from its
portfolio of Treasury notes. The attractive coupon
rates in the current low-interest environment and
limited investment options sparked interest in the
Treasury notes. Market participants included the

Chart 1.19: Treasury Note Yield Curve
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Chart 1.20: Allocation of Treasury Notes by
Maturity and Subscribers
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domestic banks, institutional investors (insurance
companies, credit unions and pension funds) and
other non-bank entities, including individuals.

As a result of the annual trading, Central Bank
and non-bank investors each held 36.6% of the
total outstanding notes at year end, while domestic
banks accounted for the remaining 26.8%.
Maturing issues were rolled over during the year at
lower coupon rates with interest rates on the one-
year and two-year notes declining from 2.75% to
2.25% and from 3.25% to 3.09%, respectively.

Central Bank Operations 20



Economic Review
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