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PRESS RELEASE

PR21/161

IMF Executive Board Concludes 2021 Article IV Consultation
with Belize

FOR IMMEDIATE RELEASE

Washington, DC —June 2, 2021: The Executive Board of the International Monetary Fund
(IMF) concluded the Article IV consultation® with Belize.

The COVID-19 pandemic has hit Belize hard. Following a successful containment of the first
wave of the pandemic, the country experienced a second wave starting in June 2020. This
wave has been controlled, but it left Belize with one of the highest numbers of cases and
deaths per capita in the Caribbean. The pandemic also led to a 72 percent fall in tourist
arrivals in 2020 and a decline in activity in contact-intensive sectors, resulting in a contraction
of real GDP of 14.1 percentin 2020. The fiscal position deteriorated markedly, with the
primary deficit widening from 1.3 percent of GDP in FY2019/20 to 8.4 percentin FY2020/21,
and public debt increasing from 97.5 percent of GDP in 2019 to 127.4 percentin 2020.

The recovery from the pandemic is projected to be protracted. Tourist arrivals remain subdued
but are expected to pick up in late-2021 when vaccines become more widely available in
advanced countries. As a result, real GDP is projected to grow at 1.5 percent in 2021 and 6.2
percent in 2022, regaining its pre-pandemic level only by 2025. The fiscal position is projected
to improve over time in line with the fiscal consolidation measures included in the FY2021/22
budget, and the expected recovery of revenue and unwinding of pandemic-related
expenditure. However, public debt would remain elevated, peaking at 132 percent of GDP in
2021 and gradually declining after to 111 percentin 2031. External financing is expected to
gradually decline over time, worsening reserve adequacy and threatening the sustainability of
the currency peg. Belize’s economic outlook is subject to substantial downside risks, including
from a resurgence of the pandemic and natural disasters.

Executive Board Assessment?

Executive Directors noted that the pandemic has hit Belize hard, resulting in a high number of
deaths and a deep economic recession. The recovery is projected to be protracted and
subject to large risks. Directors noted that the country faces difficult challenges, including
unsustainable public debt, widening external imbalances, and vulnerability to natural disasters
and climate change. Against this backdrop, Directors highlighted the urgency of restoring debt
sustainability while providing near-term support to the most vulnerable and implementing
structural reforms to boost inclusive growth and enhance resilience.

L Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every year. A staff
team visits the country, collects economic and financial information, and discusses with officials the country's economic developments
and policies. On return to headquarters, the staff prepares a report, which forms the basis for discussion by the Executive Board.

2 At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the views of Executive Directors,
and this summary is transmitted to the country's authorities. An explanation of any qualifiers used in summings up can be foundhere:
http://www.l MF.org/external/np/sec/misc/qualifiers.htm.
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Directors agreed that restoring debt sustainability requires sufficient debt restructuring and
ambitious fiscal consolidation, anchored in a credible medium-term strategy. They welcomed
the significant consolidation measures approved this year, and encouraged a further gradual
increase in the primary balance, relying on both revenue and expenditure measures, while
strengthening the social safety net. Directors recommended broadening the tax base,
strengthening revenue administration, and reprioritizing expenditures. They also encouraged

the authorities to develop contingency plans in case downside risks materialize.

Directors emphasized that growth-enhancing structural reforms would support public debt
reduction. They encouraged steps to improve access to credit, reduce entry barriers for firms,
enhance infrastructure, and strengthen law enforcement and social programs to reduce crime.
Directors recommended further strengthening the resilience to climate change and natural
disasters, including by developing a Disaster Resilience Strategy.

Directors noted that restoring debt sustainability would also help reduce external imbalances
and strengthen the currency peg. They called on the authorities to limit central bank financing
of the government, which together with fiscal consolidation, would help reduce the current
account deficit, improve access to external financing, and boost reserves.

Directors highlighted the need to safeguard financial stability. This requires maintaining
appropriate loan classification and provisioning rules, phasing out forbearance measures and
loan deferrals by banks, and strengthening prudential standards as the pandemic recedes.
Directors encouraged further efforts to strengthen the AML/CFT framework, with a focus on
enforcing sanctions for non-compliance and reforms to mitigate risks associated with the
international financial services sector.



Table 1. Belize: Selected Social and Economic Indicators

I. Population and Social Indicators

Area (sq.km.) 22,860 Human development index (rank), 2017 106
Population (thousands), September 2020 421.5 Under-five mortality rate (per thousand), 2017 14.2
GDP per capita, (current US$), 2020 3,917 Unemployment rate (percent), September, 2020 13.7
Life expectancy at birth (years), 2017 70.6 Poverty (percent of total population), 2009 420
Il. Economic Indicators
Projections
2018 2019 2020 2021 2022 2023 2024 2025 2026
Prel.
National income and prices (Annual percentage changes, calendar year)
GDP at constant prices 29 1.8 -14.1 1.5 6.2 42 20 20 20
Consumer prices (average) 0.3 0.2 0.1 20 20 20 2.0 20 20
Central government 1/ (In percent of fiscal year GDP)

Revenue and grants 314 315 27.0 28.2 299 313 313 313 313

Currentnon-interest expenditure 24.8 26.0 26.6 24.1 241 24.1 24.1 24.1 24.1

Interest payment 33 34 1.7 4.2 42 4.1 4.0 39 37

Capital expenditure and net lending 43 6.9 89 8.6 7.2 6.3 6.3 6.3 6.3
Capital expenditure 42 6.5 8.6 8.5 7.0 6.0 6.0 6.0 6.0
Net lending 0.1 04 0.2 0.1 0.2 0.3 0.3 0.3 0.3

Primary balance 24 -13 -84 -45 -15 08 08 08 08

Overall balance -0.9 -4.7 -10.1 -8.7 -5.6 -32 -3.1 -3.0 -2.9

Public debt (In percent of calendar year GDP)

Public debt 2/ 96.0 975 1274 1324 128.6 1249 1232 1214 119.7
Domestic debt 27.8 28.7 3938 437 445 444 449 458 470
External debt 68.2 68.8 87.6 88.7 84.1 804 783 757 727

Principal payment 7.2 6.2 7.7 103 103 101 9.7 9.8 9.8
Domestic 49 39 5.1 6.8 6.7 6.2 59 59 58
External 2.2 2.3 2.6 36 36 39 38 39 40

Money and credit (Annual percentage changes, calendar year)
Credit to the private sector 32 58 2.2 35 83 6.3 40 40 40
Money and quasi-money (M2) 26 57 10.6 35 83 6.3 40 40 40
External sector (Annual percentage changes, unless otherwise indicated)

External currentaccount (percent of GDP)

3/ -8.1 -9.2 -8.0 =17 -76 -6.8 -6.8 -6.8 -6.8

Real effective exchangerate (+ =

depreciation) 2.7 0.1

Gross international reserves (US$ millions) 294 278 348 360 345 321 276 237 193

In months of imports 29 35 42 39 35 3.1 2.6 2.1 1.7
Memorandum items
Nominal GDP (BZ$ millions) 3,765 3,839 3,302 3,419 3,703 3,936 4,095 4260 4432

Sources: Belize authorities; UNDP Human Development Report; World Development Indicators, World Bank; 2009 Poverty Country Assessment;

and Fund staff estimates.
1/ Fiscal year (April to March).

2/ Public debt includes central government debt as well as external financial and non-financial public sector debt.

3/ Including official grants.
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STAFF REPORT FOR THE 2021 ARTICLE IV CONSULTATION

KEY ISSUES

Context. Belize has been hit hard by the COVID-19 pandemic, which led to a deep
recession and worsened fiscal and external positions from already weak levels. The
opposition People’s United Party won the November 2020 elections by a wide margin,
which gives the new government a unique opportunity to jump start much needed
reforms to reduce large imbalances and anchor strong and inclusive growth.

Outlook and Risks. Real GDP contracted by 14.1 percent in 2020 and is projected to
grow by 1.5 percent and 6.2 percent in 2021 and 2022, reverting to its pre-pandemic
level only in 2025. Under current policies, public debt is projected to remain above

110 percent of GDP between 2021 and 2031, which staff assesses as unsustainable. Risks
to the outlook are skewed to the downside, including because of the uncertain evolution
of the pandemic, Belize's high vulnerability to natural disasters, and social tensions.

Policy Advice. The key policy priorities are to restore debt sustainability and strengthen
the currency peg, while supporting those affected by the pandemic in the near term. This
will require a fine balancing act involving ambitious, yet realistic, fiscal consolidation,
growth-enhancing structural reforms, and debt restructuring, all aimed at targeting a
reduction of public debt to 60 percent of GDP by 2031.

e Fiscal Policy. Restoring debt sustainability requires the development of a credible
medium-term fiscal strategy that targets a reduction of public debt to 60 percent of
GDP in 2031, underpinned by a gradual increase in the primary balance to 3 percent
of GDP from FY2024/25 onwards.

e Structural Reforms. Boosting growth requires improving access to credit, easing entry
barriers for new businesses, increasing labor market flexibility, reducing crime, and
enhancing structural and financial resilience to natural disasters.

e Monetary Policy. Improving reserve adequacy and strengthening the currency peg
require restoring public debt sustainability and limiting government financing by the
Central Bank of Belize over the medium-term.

e Financial Sector Policy. Preserving financial stability requires maintaining appropriate
loan classification and provisioning rules, phasing out forbearance measures, and
strengthening the AML/CFT framework.
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Approved By Discussions took place virtually during February 25-March 10, 2021.
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Gamo(WHD) and Ana Thomas Dowling (all WHD), and Ke Chen (LEG). Benjamin Rankin

Corbacho (SPR) (OED) attended some of the meetings. Krishna Srinivasan (WHD) and
Louise Levonian (OED) attended the concluding meeting. The team
met with the Honorable Mr. John Briceio, Prime Minister; Amb. Joy
Grant, Governor of the Central Bank of Belize; Mr. Christopher Coye,
Minister of State, Mr. Joseph Waight, Financial Secretary; and other
senior government officials, representatives of the opposition,
private sector, and public sector unions. Sheng Tibung and Sean
Thomas contributed with excellent research assistance and
administrative support.

CONTENTS

PRE-PANDEMIC VULNERABILITIES 4
THE PANDEMIC SHOCK 4
OUTLOOK AND RISKS 6
POLICY DISCUSSIONS 8
A. Balanced and Sustained Fiscal Consolidation 8
B. Growth-Enhancing Structural Reforms 12
C. Debt Dynamics and Restructuring 13
D. Monetary and Financial Policies 14
STAFF APPRAISAL 15
FIGURES

1. COVID-19 Infections and Deaths 5
2. Tourist Arrivals and Economic Activity 5
3. Public Debt and Gross Financing Needs 7
4. The Caribbean: Government Expenditure 18
5. The Caribbean: Government Revenue 19
TABLES

1. Selected Social and Economic Indicators 2018-2026 20
2a. Operation of the Central Government (In millions of Belize dollars) 21
2b. Operations of the Central Government (In percent of GDP) 22
3a. Balance of Payments (In millions of US dollars) 23

2 INTERNATIONAL MONETARY FUND



BELIZE

3b. Balance of Payments (In percent of GDP) 24
4. Operations of the Banking System 25
5. Baseline Medium-Term Outlook 26
6. Domestic Banks Financial Soundness Indicators 27
ANNEXES

l. Implementation of 2019 Article IV Consultation Recommendations 28
[Il. Debt Sustainability Analysis 29
[ll. Risk Assessment Matrix 39
IV. External Sector Assessment 40

INTERNATIONAL MONETARY FUND 3



BELIZE

M PRE-PANDEMIC VULNERABILITIES

1. Belize entered the pandemic with pre-existing vulnerabilities. Real GDP growth had
slowed from 4.7 percent in 2000-09 to 2.8 percent in 2010-14 and 1.8 percent in 2015-19. Moreover,
the economy was in recession when the pandemic hit, with real GDP contracting by 2.2 percent year
on year in the last quarter of 2019 and 6.3 percent in the first quarter of 2020.

2. The fiscal position had weakened before
the pandemic, leaving Belize with limited fiscal puerall Flsca) Balance and Public Debt
space to respond to it. The fiscal deficit widened

from an average of 1.1 percent of GDP in 2007-14
to 4.3 percent in 2015-19, led by a rise in public
expenditures that was only partly offset by an
increase in revenues. The primary balance also fell
from 2.2 percent of GDP in 2007-14 to —1.5 percent
of GDP in 2015-19. As a result, public debt, which
had declined during the previous decade, rose
from 78.9 percent of GDP in 2014 to 97.5 percent NNSSSSS
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of GDP in 2019.

3. The external position had also worsened (fugfe": ggc[;)u"t Balance and International Reserves
before the pandemic. The current account deficit 1o Corent account bafance -3
increased from 4.7 percent of GDP in 2007-14 to 5 - =—International reserves (right scale) - 28
8.7 percent of GDP in 2015-19, which, together with o 24
the decline in the financial and capital account 5 20
balances, reduced international reserves from -10 16
US$487 million (29 percent of GDP) in 2014 to 15 12
US$278 million (14.5 percent of GDP) in 2019. The 20 -8
net international investment position (NIIP) also .25 L4

deteriorated from —159 percent of GDP in 2014 to
-174 percent of GDP in 2019.

I THE PANDEMIC SHOCK

4. Belize has been hit hard by the COVID-19 pandemic. The authorities were successful in
containing the first wave of the pandemic through timely closures of schools and the international
airport, and the adoption of a strict national lockdown during the second quarter of 2020. However,
the country experienced a second wave starting in June 2020, which intensified in the last quarter of
2020. This wave has now been controlled, but it left the country with one of the highest numbers of
cases and deaths per capita in the Caribbean (Figure 1).

4 INTERNATIONAL MONETARY FUND



BELIZE

Figure 1. Belize: COVID-19 Infections and Deaths

Log of Covid-19 Infections Per Million People Log of Covid-19 Deaths Per Million People
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5. The pandemic pushed the economy into a deep recession. Tourist arrivals declined by

72 percent in 2020, which had a large impact on the rest of the economy as tourism accounts for
nearly 60 percent of all foreign exchange earnings and 40 percent of GDP (Figure 2). In addition,
social distancing and the national lockdown hurt contact-intensive sectors. As a result, real GDP
contracted by 14.1 percent in 2020, with larger declines in sectors such as hotels and restaurants,
fishing, wholesale and retail trade, and transport and communication. Employment also suffered,
declining by 15 percent year-on-year in the third quarter of 2020. Female employment was more
affected, with a decline of 18 percent compared to a decline of 12.5 percent for males.’

Figure 2. Belize: Tourist Arrivals and Economic Activity

International Tourist Arrivals Real Gross Value Added Growth, 2020
(In thousands, overnight) (In percent, year on year)
50 20

45
40
35
30
25
20
15
10

"L 1 _
o L | L LI

5 ==Tourist Arrivals —Pre-pandemic Average s 2 2 ¢ s Be g 4 s & € 4

0 S 2 2 £ % gEfgs R oz E OE

© O W OWMNINIMNINO®WIO®OO®O®DMODO DD NO OO O — — 2 = 3 = E 9= €23 8¢ 4§ 5 ]

TrT LT LTI TTTIILT T g ao 2 5 Eggxﬁgg ] 3 =

T - e - e I N N T c ] 4 2 =

53385335553 85858238585838¢85% g o =e £F§ 5 ° <
Sources: Belize Tourism Board; and IMF staff estimates. Source: Statistical Institute of Belize.

6. The fiscal position has weakened further. The pandemic is estimated to have reduced

government revenue by 4.5 percentage points of GDP in FY2020/21, while the necessary measures
to contain the spread of the virus and support affected households and firms are estimated to have
increased noninterest government expenditure by 2.6 percentage points of GDP. As a result, the

' The Statistical Institute of Belize revised the labor force survey and methodology. According to the old definition,
the unemployment rate is estimated to have increased from 10.4 percent in the third quarter of 2019 to 29.6 percent
in the third quarter of 2020, instead of the 13.7 percent reported under the new methodology.

INTERNATIONAL MONETARY FUND 5



BELIZE

primary deficit is estimated to have widened from 1.3 percent of GDP in FY2019/20 to 8.4 percent in
FY2020/21, while public debt increased to 127.4 percent of GDP in 2020.

7. The external position has also weakened, although the current account balance and
international reserves have been resilient. The NIIP is estimated to have declined to —200 percent
of GDP in 2020 led by a rise in public external debt from 69 percent of GDP in 2019 to 88 percent in
2020. However, the current account deficit is estimated to have narrowed in 2020, despite the fall in
tourism receipts, reflecting lower imports, higher remittances, and lower repatriation of profits from
foreign owned businesses in Belize. In addition, government financing from bilateral and multilateral
creditors increased and interest payments on the superbond were capitalized, which led to a rise in
international reserves from US$278 million (3.5 months of imports) in 2019 to US$348 million

(4.2 months of imports) in 2020.

8. Implementation of past Article IV recommendations slowed (Annex I). The authorities
continued to implement some past recommendations, including investing in resilient infrastructure,
raising the contribution rate of the general social security scheme (GSSS) by 0.5 percent in 2019 and
2020, preparing a national money laundering and terrorist financing (ML/TF) risk assessment, and
examining the balance sheets of banks and credit unions. However, fiscal consolidation stalled, the
1 percent rise in the GSSS contribution planned for 2021 was deferred, and the creation of credit
and collateral registries was delayed.

9. The opposition People’s United Party won the November 2020 general elections by a
wide margin, securing 26 seats in the 31-seat House of Representatives. The new administration
inherited a difficult economic situation, due to both long standing economic vulnerabilities and the
impact of the COVID-19 pandemic. The large majority in parliament provides the government a
unique opportunity to embark on an ambitious reform agenda and address long-standing structural
bottlenecks that have constrained growth and weakened fiscal and external positions.

0 OUTLOOK AND RISKS

10. The recovery from the pandemic is projected to be protracted, with real GDP regaining
its 2019 level only by 2025. Tourist arrivals are Real GDP index

expected to remain subdued in 2021 given still o

high levels of COVID-19 cases in Belize's main

trading partners and stringent requirements on

passengers returning to the US. Belize will also e /
100 /\/

120

remain exposed to the pandemic as it has secured
vaccines for only about one-third of its population. 90

——Current projections

Tourist arrivals are expected to pick up in 2022 as 80 —Pre-pandemic projections
vaccines become widely available in advanced o 2019 level

countries. As a result, real GDP growth is projected Ezsss88888:88388¢8s
at1.5 percent in 2021 and 6.2 percent in 2022, Sources: Statistical Institute of Belize; and IMF staff estimates.

converging to 2 percent over the medium term.
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11. The fiscal and external positions are projected to remain weak over the medium term
in staff’s baseline scenario, despite significant fiscal consolidation measures approved in the
FY2021/22 budget. To strengthen the fiscal position, the FY2021/22 budget includes reductions of
10 percent in public sector wages and 30 percent on purchases of goods and services relative to the
FY2020/21 budget, which is expected to reduce current expenditure by about 2 percent of GDP in
FY2021/22. These measures, together with the unwinding of pandemic-related expenditure and the
expected rebound of revenues to pre-pandemic levels, are projected to increase the primary balance
from —8.4 percent of GDP in FY2020/21 to 0.8 percent from FY2023/24 onwards. As a result, public
debt is projected to peak at 132 percent of GDP in 2021 and gradually decline thereafter to

111 percent in 2031.2 The high level of public debt is expected to limit Belize's access to external
financing going forward, leading to a decline in international reserves to below 3 months of imports
or 100 percent of gross external financing needs starting in 2024.

12. Public debt is assessed as unsustainable in staff’s baseline scenario. Public debt is
projected to remain well above the 70 percent of GDP threshold for sustainability in the debt
sustainability analysis (DSA) framework (Figure 3). Gross financing needs are also projected to be
higher than the 15 percent of GDP DSA threshold for sustainability in some years over the next
decade even though it is assumed that the government will continue to borrow at low interest rates
over the medium term (Annex I). Moreover, both public debt and gross financing needs could rise
further if prominent downside risks to the outlook were to materialize.

Figure 3. Belize: Public Debt and Gross Financing Needs

Public Debt Gross Financing Needs
(In percent of GDP) (In percent of GDP)
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13. Risks to the outlook are substantial and remain tilted to the downside. A key risk is an
intensification of the pandemic domestically and abroad (Annex Ill). Further spread of the pandemic
in the US and Europe could delay the recovery of tourism, while further spread in Belize could lead
to more stringent social distancing and hurt activity in contact-intensive sectors. There could also be
delays in reaching widespread inoculation, further delaying the tourism recovery. Activity could also
be disrupted by public sector workers protests against the reduction in wages. Belize also remains

2 The Statistical Institute of Belize is in the process of rebasing and upgrading the national accounts. This data is
expected to be released in 2022 (see Informational Annex).
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highly vulnerable to natural disasters. Materialization of some of these downside risks would further
tighten financial conditions, weaken economic activity, delay the recovery of revenues, postpone the
unwinding of pandemic-related expenditures, and accelerate the fall in international reserves. On
the upside, rapid vaccine distribution could revive economic activity earlier than expected.

Authorities’ Views

14. The authorities agreed with staff’s views on the outlook and risks, and the assessment
that public debt is unsustainable. They noted that the deep recession and necessary measures to
contain the virus and support affected households and firms worsened the country’s debt position
from already weak levels. Moreover, the debt situation will likely remain difficult going forward as
the recovery from the pandemic is projected to be protracted, with sizable downside risks, especially
regarding the evolution of the pandemic and natural disasters. In this context, they pointed to the
significant fiscal consolidation measures included in the FY2021/22 budget, estimated at around

2 percent of GDP. According to their projections, these measures together with a strong recovery of
revenues, are expected to reduce the primary deficit from 8.5 percent of GDP in FY2020/21 to

2.9 percent in FY2021/22. However, the authorities agreed that additional measures will be needed
to restore debt sustainability.

B POLICY DISCUSSIONS

Belize’s key policy priorities are restoring public debt sustainability and strengthening the currency peg,
while providing near-term support to those affected by the pandemic. This will require a fine balancing
act involving ambitious, yet realistic, fiscal consolidation, growth-enhancing structural reforms, and
debt restructuring, all aimed at targeting a reduction of public debt to 60 percent of GDP by 2031.
Such a strategy would also improve reserve adequacy and strengthen the currency peg.

A. Balanced and Sustained Fiscal Consolidation

15. A key priority is to implement a medium-term fiscal strategy aimed at restoring debt
sustainability, while laying the groundwork for future adoption of a Fiscal Responsibility Law
(FRL) with explicit fiscal rules. This strategy should include near-term fiscal support to those
affected by the pandemic, accompanied by a consistent and credible multiyear fiscal consolidation
plan that targets a reduction of public debt to 60 percent of GDP by 2031.2 Public commitment to
this strategy would enhance its credibility. At the same time, the authorities should introduce
necessary public financial management (PFM) reforms for future adoption of a well-designed FRL
with explicit fiscal rules, which would strengthen the commitment to fiscal discipline.

16. Restoring debt sustainability requires a gradual and sustained additional increase in
the primary balance. To strike a balance between supporting those affected by the pandemic and
enabling a large public debt reduction over the medium term, the primary balance should be

3 A target of 60 percent of GDP would ensure that public debt remains below the 70 percent of GDP DSA threshold
for debt sustainability even after shocks of similar size and frequency as in the past.
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gradually raised to 3 percent of GDP in FY2024/25 and kept at this level until FY2031/32. Relative to
staff's baseline scenario, this requires a cumulative fiscal consolidation of 2.2 percent of GDP
between FY2022/23 and FY2024/25 (Text Table 1), in addition to the measures contained in the
FY2021/22 budget.

17. Fiscal consolidation should rely on both expenditure and revenue measures, while
strengthening resilience and inclusion. Regarding expenditure, the authorities are appropriately
focused on reducing the wage bill and purchases of goods and services in FY2021/22, which account
for a larger share of GDP in Belize than in peer countries (Figure 4). Limiting the growth rate of these
items to the inflation rate between FY2022/23 and FY2024/25 would further reduce the fiscal deficit.
The authorities should also consider stablishing a natural disaster reserve fund and strengthening
the social safety net. Staff recommends reducing expenditures by 0.2 percent of GDP in net terms
between FY2022/23 and FY2024/25 relative to the baseline scenario, with consideration given to:

e Limiting the increase of the wage bill, pensions, purchases of goods and services, and transfers
and subsidies to the inflation rate between FY2022/23 and FY2024/25 would lower non interest
current expenditure by 2.2 percent of GDP relative to the baseline scenario in three years.

e In line with the recommendations in the 2018 Climate Change Policy Assessment (CCPA), Belize
should gradually build a natural disaster reserve fund of 1 percent of GDP to finance immediate
costs related to high frequency low severity climate change related events (see 126).

e Increasing targeted social spending by 1 percent of GDP over three years would help strengthen
the social safety net and increase support for the strategy to restore debt sustainability.

18. Revenue measures could contribute another 2 percent of GDP in savings over three
years. Most of these savings would result from broadening the base and increasing the rate of the
general sales tax (GST), with the rest resulting from reduced exemptions on personal income taxes
(PIT), higher excise taxes, and improvements to revenue and customs administration.

e Broadening the GST base by taxing some of the current zero-rated items at the standard rate,
bringing the hotel sector into the GST, and raising the GST rate, could raise at least 1.5 percent
of GDP in additional revenue over three years. The GST is a value added tax with a single rate of
12.5 percent, and several items levied at a zero rate, including processed foods, non-prescription
drugs, utilities, appliances, items for household use, business inputs, and government purchases.
Belize’s GST has a low rate relative to peers and does not cover the hotel sector, which is subject
to a 9 percent tax levied on hotel room revenue administered by the Belize Tourism Board.

e Lowering the PIT exemption threshold and taxing some exempted sources of income (pensions,
capital gains, and interest income) could raise 0.2 percent of GDP in revenue over three years.

* Increasing excise taxes and fees on vehicle registrations and driver licenses could raise revenues
by another 0.1 percent of GDP over three years.
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e Strengthening revenue administration could increase revenue by 0.2 percent of GDP over three
years. The Belize Tax Service (BTS) has been challenged with low filing and payment compliance,
tax arrears, and refunds management. To modernize the system, a new electronic information
technology system is being introduced and a headquarters function is being established, with a
large taxpayer office and program and planning functions. To raise revenues, the authorities
should: (i) implement a tax compliance plan to improve filing and payments rates, starting with
the largest taxpayers; (ii) increase audit capacity and implement a risk-based audit plan;

(iii) increase tax arrears collection, (iv) build capacity at BTS by providing adequate staff and
training, and (v) strengthen legislative provisions and instruments.

Text Table 1. Belize: Recommended Fiscal Consolidation Measures
(In percent of GDP, Deviations from Staff's Baseline Scenario)
FY2022/23 FY2023/24 FY2024/25 FY2022/23 FY2023/24 FY2024/25

Expenditure measures 0.5 0.0 -0.3 0.5 0.5 0.2
Current expenditure 1.1 0.7 04 1.1 1.8 22
Wage bill 0.6 0.3 0.2 0.6 0.9 1.1
Pensions 0.1 0.1 0.0 0.1 0.2 0.2
Purchases of goods and services 0.2 0.1 0.1 0.2 04 0.5
Subsidies and current transfers 0.2 0.1 0.1 0.2 0.3 04
Natural disaster reserve fund -0.3 -0.3 -0.3 -0.3 -0.7 -1.0
Enhancing social programs -0.3 -0.3 -0.3 -0.3 -0.7 -1.0
Revenue Measures 0.7 0.7 0.7 0.7 13 2.0
Personal income taxes (PIT) 0.1 0.1 0.1 0.1 0.1 0.2
Taxes on goods and services 0.5 0.5 0.5 0.5 1.1 1.6
Gross sales tax (GST) 0.5 0.5 0.5 0.5 1.0 15
Excises and fees 0.0 0.0 0.0 0.0 0.1 0.1
Revenue administration 0.1 0.1 0.1 0.1 0.1 0.2
Total Fiscal Consolidation 1.1 0.7 04 1.1 1.8 2.2
Memorandum itms
Primary balance (baseline scenario) -1.5 0.8 0.8
Primary balance (active scenario) -0.2 3.0 3.0

Source: IMF staff estimates.

19. Execution of this consolidation path will be challenging given limited implementation
capacity, political pressures, and uncertainty about the cyclical recovery of revenue. Belize will
need to demonstrate resolve and commitment in undertaking the adjustment needed to restore
debt sustainability and regain market confidence. Moreover, the adjustment required to reach the
primary balance targets could be larger if the cyclical recovery of revenue is weaker than expected
or if there are slippages relative to the FY2021/22 budget, including because of social tensions. In
this context, it will be important to elaborate contingency plans in case the primary balance is not
increasing as planned, including further hikes in the GST rate, tighter control of current expenditure,
and cuts to public investment. Restoring debt sustainability with less ambitious fiscal consolidation
will require larger efforts in other areas such as debt restructuring, while failure to restore debt
sustainability would put the fiscal position and the currency peg at risk of disorderly adjustment.
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20. PFM systems and procedures should be strengthened to make the rules-based fiscal
framework more effective. Implementation of an FRL with explicit fiscal rules in the future would
strengthen the commitment to restoring debt sustainability and make the debt reduction process
more transparent. Its key features could include: (i) a public debt anchor of 60 percent of GDP by
2031; (ii) a gradual increase in the primary balance to 3 percent of GDP from FY2024/25 onwards;
(iii) an escape clause for major shocks, such as natural disasters, triggered with Parliament approval;
(iv) an automatic correction mechanism triggered by large cumulative deviations from the primary
fiscal balance target; and (v) an independent fiscal council that produces unbiased forecasts and
evaluates compliance with fiscal rules. Such a framework would require modernizing the PFM
systems and procedures, including multi-year budget preparations, cash management, fiscal risk
assessment, public investment management, and coverage of government accounts. In line with
good practices, the authorities should publish beneficial ownership information and procurement
contracts and ensure transparency and accountability in crisis-related spending, including COVID-
related spending, and publish the audit report when it is available.

Authorities’ Views

21. The authorities agreed that restoring debt sustainability requires large and sustained
fiscal consolidation. In addition to the measures included in the FY2021/22 budget, they intend to
freeze non-interest current expenditure in FY2022/23 and FY2023/24 at the FY2021/22 budget level,
which is equivalent to a fiscal consolidation of 3 percent of GDP in two years. The authorities expect
that these measures and the continued recovery of revenues will increase the primary balance from
—2.9 percent of GDP in FY2021/22 to 2 percent in FY2022/23 and around 3 percent over the medium
term. They also expect that this increase in the primary balance, together with the implementation of
structural reforms and debt relief from ongoing debt restructuring negotiations, will reduce public
debt to below 70 percent of GDP by 2030. The authorities’ fiscal consolidation plan is similar in size
to the one recommended by staff, but it relies mostly on freezing current expenditure and counts on
a faster cyclical recovery of revenues. The authorities also noted the need to elaborate contingency
plans given the high degree of uncertainty around the outlook and the cyclical recovery of revenue,
for which they are considering broadening the base and raising the rate of certain indirect and land
taxes.

22. The authorities concurred with the need to implement a medium-term fiscal strategy.
As a new administration, their attention has been devoted to controlling the COVID-19 pandemic,
providing support to those affected by the floods, and setting the policy priorities for FY2021/22.
They now plan to elaborate a comprehensive medium-term fiscal strategy aimed at reducing public
debt to sustainable levels, accompanied by a consistent and credible fiscal adjustment plan. They
also intend to implement a Fiscal Responsibility Law with specific fiscal rules in the future once the
necessary PFM reforms have been put in place.
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B. Growth-Enhancing Structural Reforms

23. Belize needs to tackle long-standing barriers to growth. A key priority is to enhance the
business climate by (i) establishing a credit bureau and a credit collateral registry to improve access
to credit, especially for small and medium size enterprises (SMEs); (ii) easing registration processes

for new businesses to enhance competition; (iii) reducing labor market rigidities to help businesses
adapt to changing market conditions; (iv) improving education and technical training; and

(v) reprioritizing government expenditure to protect infrastructure investment in key areas.

24, Crime is holding back entrepreneurship. Belize has one of the highest homicide rates in
the Caribbean, which puts entrepreneurship at risk. Crime is also a deterrent for tourists and foreign
direct investment when comparing destinations. Reducing crime requires expanding the use of
surveillance technology and providing adequate resources to law enforcement and social programs
that keep at-risk youth away from crime.

25. Building resilience to climate change and natural disasters would reduce volatility and
boost growth. Belize is highly vulnerable to natural disasters and climate change, including floods,
droughts, hurricanes, sea level rise, coastal erosion, and coral bleaching. In line with the advice in the
2018 Climate Change Policy Assessment, the authorities should elaborate a comprehensive Disaster
Resilience Strategy, that internalizes resilience building into a credible macroeconomic framework,
and focuses on three key areas: structural, financial, and post-disaster resilience.

e Structural resilience. Investing in climate-resilient infrastructure is key, including in robust roads,
bridges, and seawalls. Given limited fiscal space, it will be important to prioritize these projects
and increase access to grants and climate funds. Strengthening building codes and land use
regulations would further reduce vulnerability to weather shocks.

e Financial resilience. A natural disaster reserve fund of 1 percent of GDP is needed to finance the
response to high frequency, low severity events. For more severe events, a mix of ex-ante
contingent lines of credit and participation in regional insurance mechanisms would be
advisable, although this could be an expensive undertaking given the financing constraints.

e Post-disaster resilience. Reforming social protection programs to scale up quickly after a disaster
would speed up humanitarian relief. Reforming budget classification to capture disaster events
of all magnitudes would help track, assess, and improve relief and reconstruction efforts.

Authorities’ Views

26. The authorities agreed with the structural reform priorities. They noted that boosting
economic growth is a key priority for the new government. In this context, during FY2021/22 they
plan to improve the ease of doing businesses by fast tracking the approval of strategic foreign direct
investment projects and modernizing the laws on exchange control regulations, securities and
capital markets, and insolvency. They also want to continue improving road connectivity for farmers
to raise agricultural production and enhance the interconnectedness between the tourism and the
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agricultural sectors. Another priority is to reduce crime by making use of surveillance technology to
support the efforts of law enforcement agencies and providing adequate resources to social
programs that keep at risk youth out of crime. Finally, the authorities noted that strengthening
resilience to climate change and natural disasters remains a priority, but actions in this area will
remain constrained in the short term due to the country’s limited fiscal space.

C. Debt Dynamics and Restructuring

27. Implementation of the fiscal consolidation and growth-enhancing structural reforms
discussed above would not be sufficient to lower public debt to 60 percent of GDP by 2031.
Increasing the primary balance to 3 percent of GDP from FY2024/25 onwards and raising potential
growth by 0.5 percent over the medium term would lower public debt to 83 percent of GDP in 2031
(Text Table 2, Active Scenario). Moreover, these projections are subject to substantial uncertainty
and materialization of downside risks to the outlook could result in higher debt levels.

Text Table 2. Belize: Staff's Baseline and Active Scenarios, 2019-2031

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

Baseline Scenario: Current Policies

Growth (percent) 18 -14.1 1.5 6.2 4.2 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Overall fiscal balance (percent of GDP) -4.7 -10.1 -8.7 -5.6 -3.2 -3.1 -3.0 -2.9 -2.8 =27 2.7 -2.6 -24
Primary fiscal balance (percent of GDP) -1.3 -8.4 -4.5 -1.5 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
Public debt (percent of GDP) 97.5 1274 1324 1286 1249 1232 1214 1197 1179 1160 1142 1124 1105
Public sector GFN (percent of GDP) 9.9 176 19.7 16.8 14.0 13.1 13.2 13.1 13.7 14.4 15.2 204 21.8
Current account balance (percent of GDP) -9.2 -8.0 -1.7 -7.2 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8
International reserves (percent of external GFN ) 1564 1780 1749 165.1 1493 1298 1183 99.0 90.8 90.2 65.9 58.8 51.2
International reserves (months of imports) 35 4.2 39 36 32 2.8 2.6 2.2 2.0 2.0 2.0 17 15
Active Scenario: Fiscal Consolidation and Structural Reforms 1/
Growth (percent) 18 -14.1 1.5 5.5 35 1.6 18 2.2 25 2.5 25 25 2.5
Overall fiscal balance (percent of GDP) -4.7 -10.1 -8.7 -4.5 -1.5 -0.9 -0.7 -0.4 -0.2 0.0 0.1 0.3 0.5
Primary fiscal balance (percent of GDP) -1.3 -84 -4.5 -0.3 2.6 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
Public debt (percent of GDP) 975 1274 1324 1284 1232 1191 1144 1092 1038 983 93.0 87.7 825
Public sector GFN (percent of GDP) 9.9 17.6 19.7 15.8 11.6 9.3 8.4 7.6 74 7.2 73 1.8 12.5
Current account balance (percent of GDP) -9.2 -8.0 -1.7 -6.4 -5.1 -4.8 -4.5 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2
International reserves (percent of external GFN ) 1564 1780 190.0 206.3 2132 2174 2340 2330 2584 2826 3084 210.0 2185
International reserves (months of imports) 35 4.2 4.0 3.9 3.9 39 4.0 4.1 43 4.7 5.1 5.2 53

Source: IMF Staff estimates.

1/ The active scenario assumes the implementation of a fiscal consolidation package of 2.2 percent of GDP over three years, which increases the primary balance to 3
percent of GDP from 2024 onwards. It also assumes an average fiscal multiplier of -0.9 (-0.5 in the first year and -0.2 in the second and third years), in line with the
estimates in Chapter 4 of the April 2018 Regional Economic Outlook: Western Hemisphere. This scenario also assumes the implementation of growth-enhancing

structural reforms that lift growth by 0.5 percent over the medium term.

28. The authorities have recognized the critical nature of their financial situation and are
executing needed remedial measures. In addition to fiscal consolidation and structural reforms,
they have approached their external private sector creditors to seek another restructuring of the
superbond with the goal of reducing the face value of this debt, not just debt service relief as in the
past. They are also reviewing other types of public debt for possible savings.
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D. Monetary and Financial Policies

29. Belize’'s external position is assessed as substantially weaker than justified by medium-
term fundamentals and desirable policies. The external stability and EBA lite approaches indicate
that the current account deficit is larger than its estimated equilibrium level (Annex IV). In addition,
the NIIP is projected to remain highly negative over the medium term, with reserve adequacy
deteriorating in line with a more limited access to external financing. Failure to address these
imbalances increase the risk of disorderly external adjustment.

30. Reducing external imbalances and strengthening the currency peg requires successful
implementation of the strategy to restore debt sustainability. The authorities see the currency
peg as a key macroeconomic anchor. In this context, reducing external imbalances requires restoring
debt sustainability through balanced and sustained fiscal consolidation, growth-enhancing structural
reforms, and debt restructuring, which would also reduce the current account deficit and increase
international reserves (Text Table 2, Active Scenario). Strengthening the currency peg also requires
limiting government financing by the Central Bank of Belize (CBB) over the medium term, which in
staff baseline scenario is projected to rise from 13 percent of GDP in 2020 to 26 percent by 2031,
with concomitant risks of higher inflation and widening external imbalances.

31. Financial soundness indicators (FSI) suggest that the banking system remains stable,
which partly reflects regulatory forbearance introduced by the CBB in 2020.* Domestic banks
entered the pandemic with abundant liquidity, healthy profitability, and capital buffers well above
regulatory minimums. FSI deteriorated in 2020, but not significantly so. Return on assets fell from

2 percent in 2019 to 0.4 percent in 2020, while non-performing loans (NPLs) to total gross loans rose
from 5.1 percent in 2019 to 7.7 percent in 2020. Regulatory capital to risk weighted assets declined
from 22.8 percent in 2019 to 19.8 percent in 2020 but remained well above the 9 percent regulatory
minimum. The worsening in FSI was mitigated by forbearance measures introduced by the CBB in
2020, including (i) reductions in the liquid asset and cash reserve requirements by 2 percentage
points to 21 percent and 6.5 percent, respectively; (ii) a decline in risk weights for tourism based
loans from 100 percent to 50 percent; and (iii) an extension of the period to classify NPLs in sectors
such as restaurants and transportation and distribution, from 3 months to 6 months.

32. Safeguarding financial stability remains a priority. A slow recovery from the pandemic
could accelerate the erosion in asset quality in the banking sector, resulting in a surge in NPLs and
large credit losses, especially for banks more exposed to vulnerable sectors. Banks took advantage
of the regulatory forbearance introduced in 2020 and restructured about 27 percent of their loan
portfolio, which represents a significant balance-sheet risk going forward as a fraction of them could
turn into NPLs if the economic recovery is slower than expected. Going forward, it will be important
to maintain loan classification and provisioning rules to appraise the banks' potential credit losses
accurately, phase out forbearance measures and loan deferrals by banks, and strengthen prudential

4 Belize's financial system comprises domestic banks (64.5 percent of assets), credit unions (20.4 percent of assets),
international banks (7.7 percent of assets), domestic insurance companies (5.5 percent of assets), and other financial
institutions (2 percent of assets). This section focuses on domestic banks.
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standards and AML/CFT supervision including enforcement of sanctions for non-compliance. The
authorities should continue to restrict dividend payments to enhance bank resilience and conduct a
comprehensive third-party asset quality review as the economy recovers from the pandemic.

33. An effective mitigation strategy is needed to tackle the integrity risks related to the
international financial services (IFS) sector. The Economic Substance Act enacted in 2019 requires
international business corporations (IBCs) to pass the “substantial economic presence” test, which
also applies to IFS practitioners licensed by the International Financial Services Commission (IFSC).
While greater presence of IFS practitioners in Belize would facilitate IFSC's oversight, the extent to
which implementation of the law will lead to that remains to be seen after the grace period for
compliance expires in June 2021. In this context, it will be important to understand the ML/TF risks
associated with the IFS sector and develop an appropriate mitigating strategy, including by
conducting a cost-benefit analysis of the international business sector and ensuring effective
supervision by the IFSC. Information on beneficial ownership should be centralized to ensure that
accurate and up-to-date data is easily accessible. The approach to virtual assets should be based on
risks identified, while unauthorized virtual asset service providers should be identified and
sanctioned. With these measures Belize would be better placed to undergo the comprehensive
evaluation of its AML/CFT regime by the Caribbean Financial Action Task Force in 2023.

Authorities’ Views

34. The authorities confirmed the risks to financial stability due to asset quality erosion
caused by the pandemic. The CBB noted that the forbearance measures introduced in 2020 helped
facilitate the restructuring of about 27 percent of the banks' loan portfolio by providing a grace
period for the payment of interest or principal, or changing the interest rates and maturity of the
loans. Although banks continue to have adequate capital levels against a moderate increase in NPLs,
stress test performed by the CBB indicate that if a significant fraction of the restructured loans
become NPLs, some banks could face moderate shortages of capital. Regarding AML/CFT issues, the
authorities noted that a national ML/TF risk assessment has been concluded and an action plan
developed to address the weaknesses identified.

W STAFF APPRAISAL

35. Belize has been hit hard by the Covid-19 pandemic. Although the pandemic is now under
control, the country has one of the highest numbers of COVID-19 cases and deaths per capita in the
Caribbean. The pandemic also led to a marked decline in tourist arrivals and reduced activity in
contact-intensive sectors, resulting in a contraction in real GDP of 14.1 percent in 2020 and a
deterioration of the fiscal and external positions from already weak levels.

36. The recovery is projected to be protracted, while the fiscal and external positions are
projected to remain weak over the medium term despite some significant fiscal consolidation
measures approved in the FY2021/22 budget. Real GDP is projected to grow by 1.5 percent in
2021 and 6.2 percent in 2022, regaining its 2019 level only by 2025. The primary fiscal balance is
projected stabilize at 0.8 percent of GDP over the medium term, with public debt remaining above
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110 percent of GDP in the next decade, a level assessed as unsustainable. Reserve adequacy is also
projected to weaken over the medium term, falling below 3 months of imports starting in 2024.

37. The key policy priorities are to restore public debt sustainability and strengthen the
currency peg, while providing near-term support to those affected by the pandemic. This
requires a fine balancing act involving ambitious, yet realistic, fiscal consolidation, growth-enhancing
structural reforms, and debt restructuring, all aimed at targeting reduction of public debt to

60 percent of GDP by 2031. This strategy would also strengthen reserve adequacy.

38. A credible medium-term fiscal strategy would signal commitment to fiscal discipline.
This strategy should include near-term support for those affected by the pandemic and a consistent
multi-year fiscal consolidation plan that targets a gradual rise in the primary balance to 3 percent of
GDP from FY2024/25 onwards and a reduction of public debt to 60 percent of GDP by 2031.

39. The authorities will need to demonstrate resolve in executing this strategy. They took
an important step with the approval of significant consolidation measures in the FY2021/22 budget.
However, executing these measures and future consolidation plans will be challenging given limited
implementation capacity, political pressures, and uncertainty about the cyclical recovery of revenue.
The authorities should also consider improving the quality and composition of their adjustment plan
by relying on both revenue and expenditure measures and allocating extra resources to enhancing
resilience to natural disasters and improving the social safety net. There is also a need for
contingency plans to support the fiscal consolidation efforts if the reduction of public debt is not
proceeding as expected, including additional revenue and expenditure measures.

40. Reducing public debt over the medium term also requires implementing growth-
enhancing structural reforms. Key priority areas include strengthening the business climate by
improving access to credit for SMEs, reducing entry barriers, and enhancing infrastructure; reducing
crime by providing adequate resources to law enforcement and social programs; and building
resilience to climate change and natural disasters by adopting a Disaster Resilience Strategy that
focuses on improving infrastructure, financial, and post-disaster resilience.

41. Restoring public debt sustainability would also help reduce external imbalances and
strengthen the currency peg. Belize's external position is assessed as substantially weaker than the
level implied by medium term fundamentals and desirable policies. Reducing the current account
deficit to its equilibrium level and improving international reserve adequacy over the medium term
requires balanced and sustained fiscal consolidation, growth-enhancing structural reforms, debt
restructuring, and lower government reliance on central bank financing.

42. Safeguarding financial stability and strengthening the AML/CFT framework remain
priorities. Key priorities include maintaining loan classification and provisioning rules to appraise
the banks’ credit losses accurately, phasing out forbearance measures and loan deferrals by banks,
and strengthening prudential standards as the pandemic recedes. Efforts to strengthen AML/CFT
supervision of banks should continue and sanctions for non-compliance should be enforced. The
authorities should also prioritize reforms to mitigate the ML/TF risks stemming from the IFS sector.
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43. It is recommended that the next Article IV consultation take place on the standard 12-
month cycle.
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Figure 4. The Caribbean: Government Expenditure
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Figure 5. The Caribbean: Government Revenue
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Table 1. Belize: Selected Social and Economic Indicators 2018-2026

I. Population and Social Indicators

Area (sg.km.) 22,860 Human development index (rank), 2017 106
Population (thousands), September 2020 421.5 Under-five mortality rate (per thousand), 2017 14.2
GDP per capita, (current US$), 2020 3,917 Unemployment rate (percent), September, 2020 13.7
Life expectancy at birth (years), 2017 70.6 Poverty (percent of total population), 2009 42.0
1l. Economic Indicators
Projections
2018 2019 2020 2021 2022 2023 2024 2025 2026
Prel.

National income and prices (Annual percentage changes, calendar year)

GDP at constant prices 2.9 1.8  -141 1.5 6.2 4.2 2.0 2.0 2.0

Consumer prices (average) 03 0.2 0.1 2.0 2.0 2.0 2.0 2.0 2.0
Central government 1/ (In percent of fiscal year GDP)

Revenue and grants 314 315 27.0 28.2 29.9 313 31.3 313 313

Current non-interest expenditure 24.8 26.0 26.6 24.1 241 24.1 24.1 241 24.1

Interest payment 3.3 34 1.7 4.2 4.2 4.1 4.0 39 3.7

Capital expenditure and net lending 43 6.9 8.9 8.6 7.2 6.3 6.3 6.3 6.3
Capital expenditure 4.2 6.5 8.6 8.5 7.0 6.0 6.0 6.0 6.0
Net lending 0.1 04 0.2 0.1 0.2 0.3 0.3 0.3 0.3

Primary balance 24 -13 -84 -4.5 -1.5 0.8 0.8 0.8 0.8

Overall balance -0.9 -47 101 -8.7 -5.6 -3.2 -3.1 -3.0 -2.9

Public debt (In percent of calendar year GDP)

Public debt 2/ 96.0 975 1274 1324 1286 1249 1232 1214 1197
Domestic debt 27.8 28.7 39.8 437 44.5 444 449 45.8 47.0
External debt 68.2 68.8 87.6 88.7 84.1 804 783 757 727

Principal payment 7.2 6.2 7.7 10.3 10.3 10.1 9.7 9.8 9.8
Domestic 49 39 5.1 6.8 6.7 6.2 5.9 5.9 5.8
External 2.2 23 2.6 3.6 3.6 3.9 3.8 39 4.0

Money and credit (Annual percentage changes, calendar year)
Credit to the private sector 3.2 5.8 2.2 35 83 6.3 4.0 4.0 4.0
Money and quasi-money (M2) 2.6 57 10.6 35 83 6.3 4.0 4.0 4.0
External sector (Annual percentage changes, unless otherwise indicated)

External current account (percent of GDP) 3/ -8.1 -9.2 -8.0 -7.7 -7.2 -6.8 -6.8 -6.8 -6.8

Real effective exchange rate (+ = depreciation) -2.7 0.1

Gross international reserves (US$ millions) 294 278 348 360 355 331 303 288 254
In months of imports 29 35 4.2 39 36 32 2.8 2.6 2.2

Memorandum items
Nominal GDP (BZ$ millions) 3,765 3,839 3,302 3419 3,703 3,936 4,095 4260 4432

1/ Fiscal year (April to March).

3/ Including official grants.

Country Assessment; and Fund staff estimates.

2/ Public debt includes central government debt as well as external financial and non-financial public sector debt.

Sources: Belize authorities; UNDP Human Development Report; World Development Indicators, World Bank; 2009 Poverty
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Table 2a. Belize: Operation of the Central Government 1/2/
(In millions of Belize dollars, unless otherwise indicated)

Projections

2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27

Revenue and grants

Revenue
Current revenue
Tax revenue
Income and profits
Goods and services
General Sales Tax
Taxes on international trade
Nontax revenue
Capital revenue
Grants

Total expenditure
Current expenditure
Wages and salaries
Pensions
Goods and services
Interest payments
Transfers
Capital expenditure and net lending
Capital expenditure
Domestically financed expenditure (Capital I1)

Foreign financed expenditure (Capital 1)
Net lending

Primary balance
Overall balance

Financing
Privatization (net)
Domestic
Of which: Amortization
External
Disbursements
Amortization

Memorandum items:
Primary balance (excluding one-off capital transfer) 3,
Structural primary balance 3/
Nominal GDP (in BZ$ millions)
Public sector debt 4/
Domestic
External

1,188

1,151
1,145
1,035
288
578
317
164
110
6

37

1,223
1,062
441
99
226
125
171
161
159

35

-20
177
55
140
85

91
69
3,783
3,578
1,045
2,533

1,168

1,148
1,142
1,046
293
585
320
161
96

-48

77
3,705
3,707
1,103
2,604

900

869
852
775
218
430
231
121

77

16

31

1,236
941
464

82
177

161
295
287
177
109

-280
-336

336

160
184
176
272

-280
-152
3,331
4,170
1,313
2,857

983

958
945
861
242
478
260
134

85

12

25

1,288
989
418

91
176
147
158
299
296
110
186

-158
-305

305

180
235
124
250
126

-158
-26
3,490
4,489
1,494
2,995

1,123 1,243 1,293 1,346 1,400
1,096 1,214 1,263 1,314 1,367
1,087 1,211 1,260 1310 1,363
985 1,095 1,139 1,185 1,233
276 304 316 329 342
546 609 633 659 685
301 336 349 363 378
156 173 180 187 194
102 116 121 126 131
8 4 4 4 4

27 29 30 31 33
1,335 1,372 1,423 1,476 1,531
1,064 1,122 1,162 1,204 1,248
450 476 495 515 536
98 104 108 112 117
189 200 208 217 225
157 162 164 166 168
170 180 187 194 202
270 251 261 271 282
263 239 248 258 269
113 119 124 129 134
150 119 124 129 134

7 12 13 13 14

-55 33 34 36 37
-212 -129 -130 -130 -131
212 129 130 130 131
0 0 0 0 0
138 80 96 117 138
247 245 245 253 259
73 49 34 13 -8
213 202 193 183 173
139 154 159 170 180
-55 33 34 36 37
29 82 72 63 55
3762 3976 4,136 4303 4477
4,724 4874 5,003 5134 5266
1,650 1,748 1,838 1,951 2,082
3,074 3,126 3,165 3,184 3,183

Sources: Ministry of Finance; Central Bank of Belize; and Fund staff estimates and projections.

1/ Fiscal year ends in March.

2/ Due to data limitations, the table deviates from the GFSM 2001 methodology.

3/ Excludes assumption of UHS debt by the government in FY 2017/18 (2.5 percent of GDP).
4/ On calendar year basis. Public debt includes central government debt as well as external financial and non-financial public

sector debt.
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Table 2b. Belize: Operations of the Central Government 1/2/

(In percent of GDP; unless otherwise indicated)

Projections

2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27

Revenue and grants 314
Revenue 30.4
Current revenue 30.3
Tax revenue 274
Income and profits 7.6
Goods and services 15.3
General Sales Tax 8.4
Taxes on international trade 4.3
Nontax revenue 29
Capital revenue 0.2
Grants 1.0
Total expenditure 323
Current expenditure 28.1
Wages and salaries 11.6
Pensions 2.6
Goods and services 6.0
Interest payments 3.3
Transfers 4.5
Capital expenditure and net lending 43
Capital expenditure 42
Domestically financed expenditure (Capital II) 1.8
Foreign financed expenditure (Capital 1) 24
Net lending 0.1
Primary balance 24
Overall balance -0.9
Financing 0.9
Privatization (net) 0.0
Domestic -0.5
Of which: Amortization 47
External 1.5
Disbursements 37
Amortization 23
Memorandum items:
Primary balance (excluding one-off capital transfer) 3, 24
Structural primary balance 3/ 1.9
Nominal GDP (in BZ$ millions) 3,783

31.5

31.0
308
282
79
15.8
8.6
4.4
2.6
0.1
0.6

36.2
293
123
25
6.3
34
49
6.9
6.5
2.6
39
0.4

-1.3
-4.7

4.7
0.0
2.4
42
2.3
47
2.4

-1.3
-2.1
3,705

27.0

26.1
25.6
233
6.5
12.9
6.9
3.6
2.3
0.5
0.9

371
28.2
13.9
2.5
53
1.7
4.8
8.9
8.6
53
33
0.2

-8.4
-10.1

10.1
0.0
4.8
5.5
5.3
8.2
2.9

-8.4
-4.0
3,331

28.2

27.4
27.1
24.7
6.9
13.7
7.4
3.8
2.4
0.4
0.7

36.9
283
12.0
2.6
5.0
42
4.5
8.6
8.5
32
53
0.1

-4.5
-8.7

8.7
0.0
5.2
6.7
3.6
7.2
3.6

-4.5
-0.7
3,490

29.9

29.1
289
26.2
7.3
14.5
8.0
4.1
2.7
0.2
0.7

35.5
283
12.0
2.6
5.0
4.2
4.5
7.2
7.0
3.0
4.0
0.2

-1.5
-5.6

5.6
0.0
37
6.6
1.9
5.7
37

-1.5
0.7
3,762

30.5
30.5
275
7.6
153
8.4
43
2.9
0.1
0.7

345
282
12.0
2.6
5.0
4.1
4.5
6.3
6.0
3.0
3.0
0.3

0.8
-3.2

3.2
0.0
2.0
6.2
1.2
5.1
39

0.8
2.0
3,976

31.3

30.5
30.5
27.5
7.6
153
8.4
43
29
0.1
0.7

344
28.1
12.0
2.6
5.0
4.0
45
6.3
6.0
3.0
3.0
0.3

0.8
-3.1

3.1
0.0
2.3
59
0.8
47
38

0.8
1.7
4,136

31.3

30.5
30.5
27.5
7.6
153
8.4
43
2.9
0.1
0.7

343
28.0
12.0
2.6
5.0
39
45
6.3
6.0
3.0
3.0
0.3

0.8
-3.0

3.0
0.0
2.7
5.9
03
42
39

0.8
1.5
4,303

30.5
30.5
275
7.6
153
8.4
43
29
0.1
0.7

34.2
27.9
12.0
2.6
5.0
37
4.5
6.3
6.0
3.0
3.0
0.3

0.8
-2.9

29
0.0
3.1
5.8
-0.2
39
4.0

0.8
1.2
4,477

Sources: Ministry of Finance; Central Bank of Belize; and Fund staff estimates and projections.

1/ Fiscal year ends in March.

2/ Due to data limitations, the table deviates from the GFSM 2001 methodology.
3/ Excludes assumption of UHS debt by the government in FY 2017/18 (2.5 percent of GDP).
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Table 3a. Belize: Balance of Payments
(In millions of US dollars, unless otherwise indicated)

Projections
2018 2019 2020 2021 2022 2023 2024 2025 2026
Current account balance -152 -177 -132 -131 -134 -133 -139 -144 -150
Trade balance -445 -506 -390 -404 -437 -465 -483 -503 -523
Total exports, f.o.b. 451 462 398 413 450 478 498 518 539
Of which: Qil 12 10 2 2 2 1 0 0 0
Total imports, f.o.b. 896 969 787 817 887 943 981 1,021 1,062
Of which: Fuel and lubricants 174 187 108 112 122 130 135 140 146
Services 397 404 210 259 337 412 428 446 464
Income -182 -158 -69 -85 -123 -162 -169 -176 -183
Of which: Public sector interest payments -43 -37 -17 -24 -31 -38 40 41 43
Current transfers 78 84 117 100 88 82 85 89 92
Private (net) 90 96 123 108 99 94 98 102 106
Official (net) -1 -12 -6 -8 -10 -12 -13 -14 -14
Capital and financial account balance 135 183 203 143 129 109 110 130 116
Capital transfers 24 19 16 17 17 17 17 17 18
Public sector 45 34 101 74 44 27 15 3 -6
Change in assets -1 -1 -1 -1 -1 -1 -1 -1 -1
Change in liabilities 46 35 102 75 44 28 15 4 -5
Disbursements 89 81 147 140 116 110 98 93 88
Central government 70 70 138 131 108 102 98 93 88
Amortization -44 -46 -45 -65 -72 -82 -83 -89 -93
Central government -42 -44 -43 -61 -67 -76 -78 -84 -88
Private sector 1/ 66 130 86 51 68 65 78 109 104
Foreign Direct Investment, net 121 101 50 59 68 73 84 96 100
Of which: Repatriation of compensation 2/ 131 0 0 0 0 0 0 0 0
Other private flows -56 24 37 -8 0 -8 -6 13 4
Commercial banks -26 11 17 -4 0 -3 -2 5 1
Other private nonbanks -30 18 18 -5 0 -5 -4 8 3
Errors and omissions (1] -22 0 0 0 0 0 0 0
Overall balance -18 -17 71 12 -5 -24 -29 -15 -34
Financing 18 17 -71 -12 5 24 29 15 33
Memorandum items:
Gross international reserves 294 278 348 360 355 331 303 288 254
In percent of next year's gross external
financing needs 132 156 178 175 165 149 130 118 99
In percent of next year's total debt service 313 363 330 294 270 249 219 202 170
In months of next year's imports 29 35 42 39 36 32 238 2.6 22

Sources: Central Bank of Belize; and Fund staff estimates and projections.

1/ Detailed data on private sector flows are not available.

2/ Compensation to former owners of nationalized companies.
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Table 3b. Belize: Balance of Payments
(In percent of GDP, unless otherwise indicated)
Projections
2018 2019 2020 2021 2022 2023 2024 2025 2026
Current account balance -8.1 -9.2 -8.0 7.7 -7.2 -6.8 -6.8 -6.8 -6.8
Trade balance -237 -264 -23.6 -23.6 -23.6 -236 -23.6 -23.6 -23.6
Total exports, f.0.b. 24.0 241 241 242 24.3 243 24.3 243 24.3
Of which: Oil 0.7 0.5 0.1 0.1 0.1 0.1 0.0 0.0 0.0
Total imports, f.0.b. 47.6 50.5 477 478 479 479 479 479 479
Of which: Fuel and lubricants 9.2 98 6.6 6.6 6.6 6.6 6.6 6.6 6.6
Services 21.1 210 127 15.1 18.2 209 209 209 209
Income -9.6 -8.2 -42 -5.0 -6.6 -8.2 -8.2 -8.2 -8.2
Of which: Public sector interest payments 23 -19 -1.0 -14 -1.7 -19 -1.9 -19 -1.9
Current transfers 42 44 71 58 4.8 42 42 42 42
Private (net) 48 5.0 75 63 53 48 48 48 48
Official (net) -0.6 -0.6 -04 -0.5 -0.6 -0.6 -0.6 -0.6 -0.6
Capital and financial account balance 71 9.5 123 8.3 7.0 5.6 5.4 6.1 5.2
Capital transfers 13 1.0 1.0 1.0 09 09 038 08 038
Public sector 24 18 6.1 44 24 14 0.7 02 -0.2
Change in assets -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Change in liabilities 2.5 18 6.2 44 24 14 0.7 0.2 -0.2
Disbursements 47 42 89 82 6.3 56 438 44 39
Central government 37 36 83 77 5.8 52 48 43 39
Amortization -23 -24 -2.8 -3.8 -39 -42 -4.1 -42 -42
Central government -2.2 -2.3 -2.6 -3.6 -3.6 -39 -3.8 -39 -4.0
Private sector 1/ 35 6.8 52 3.0 37 33 38 5.1 47
Foreign Direct Investment, net 6.4 52 3.1 35 3.7 37 4.1 4.5 45
Of which: Repatriation of compensation 2/ 6.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other private flows -3.0 12 2.2 -0.5 0.0 -04 -0.3 0.6 0.2
Commercial banks -14 0.6 1.0 -0.2 0.0 -0.2 -0.1 0.2 0.0
Other private nonbanks -16 10 1.1 -03 0.0 -03 -0.2 04 0.1
Errors and omissions 0.0 -1.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance -0.9 -0.9 4.3 0.7 -0.3 -1.2 -1.4 -0.7 -1.5
Financing 0.9 0.9 -4.3 -0.7 0.3 1.2 14 0.7 1.5
Change in reserves (- increase) 09 09 -43 -0.7 03 12 14 0.7 15
Sources: Central Bank of Belize; and Fund staff estimates and projections.
1/ Detailed data on private sector flows are not available.
2/ Compensation to former owners of nationalized companies.

24 INTERNATIONAL MONETARY FUND




BELIZE

Table 4. Belize: Operations of the Banking System
(In millions of Belize dollars, unless otherwise indicated)

Projections
2018 2019 2020 2021 2022 2023 2024 2025 2026

Central Bank of Belize (CBB)

Net foreign assets 1/ 491 411 536 559 549 502 444 415 348
Net international reserves 541 460 587 611 601 553 496 467 399
Medium-term foreign liabilities 2/ -50 -49 -52 -52 -52 -52 -52 -52 -52

Net domestic assets 355 494 568 583 688 813 923 1,008 1,133
Credit to the public sector (net) 274 358 421 514 595 648 697 757 827

Central government 281 365 425 515 593 642 687 743 809
Other public sector -7 -7 -4 -1 2 6 10 14 18
Capital and other assets (net) 81 135 147 69 93 165 226 251 306

Base money 846 904 1,103 1,142 1,237 1315 1,368 1423 1,481
Currency issue 447 482 555 610 701 786 862 941 1,027
Reserves of commercial banks 399 422 548 532 536 529 506 482 454

Commercial banks

Net foreign assets 264 251 301 309 309 315 319 309 307

Net claims on central bank 461 486 619 604 614 610 590 568 543

Net domestic assets 2,394 2,616 2,628 2,792 3,051 3,257 3,376 3,551 3,708
Credit to the public sector (net) 164 126 61 159 232 280 328 386 453

Central government 316 262 318 408 484 530 571 622 682
Other public sector -153 -136 -258 -249 -252 -250 -243 -235 -228
Credit to the private sector 2,313 2,448 2,503 2,591 2,807 2,983 3,104 3,229 3,360
Other assets (net) -83 42 65 42 13 -6 -56 -65 -105

Liabilities to the private sector 3,119 3,353 3,548 3,705 3,974 4,182 4,284 4,427 4,557

Monetary survey

Net foreign assets 755 661 836 868 858 816 763 724 654

Net domestic assets 2,749 3,109 3,195 3,375 3,739 4,070 4,299 4,559 4,841
Credit to the public sector (net) 438 485 481 673 827 928 1,025 1,144 1,281

Central government 598 627 743 923 1,076 1,172 1,258 1,365 1,491
Other public sector -160 -143 -261 -250 -250 -244 -233 -221 -210
Credit to private sector (by comm. banks) 2,313 2,448 2,503 2,591 2,807 2,983 3,104 3,229 3,360
Other items (net) -2 176 211 110 106 159 170 186 201

Liabilities to the private sector 3,504 3,771 4,032 4,243 4,597 4,887 5,062 5283 5495

Money and quasi-money (M2) 3,067 3,242 3,585 3,712 4,021 4,273 4,446 4,625 4812
Currency in circulation 385 418 484 538 623 705 778 856 938
Deposits 2,682 2,824 3,101 3174 3,398 3,568 3,668 3,770 3,874

Foreign currency deposits 96 113 116 119 127 133 137 141 145

Capital and reserves of commercial banks 437 529 447 531 576 613 616 657 683

Memorandum items:

Private sector local currency deposits (growth, percent) 26 53 938 23 7.1 50 28 238 2.8
Base money (growth, percent) -84 6.8 220 35 83 6.3 4.0 40 40
Credit to priv. sector by comm. banks (growth, percent) 32 58 22 35 83 6.3 4.0 40 40
Money and quasi-money growth (M2, percent) 2.6 57 106 35 83 6.3 4.0 4.0 4.0
Net international reserves to M2 (percent) 176 142 164 164 149 13.0 1.2 10.1 83
Required cash reserve ratio (percent) 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5
Loan-deposit ratio (percent) 833 834 778 787 79.6 80.6 816 826 836

Sources: The Central Bank of Belize; and Fund staff estimates and projections.

1/ Includes Central Government's foreign assets.
2/ Includes SDR allocation.
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Table 5. Belize: Baseline Medium-Term Outlook

Projections

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
(Annual percentage change)
GDP and prices
GDP at constant prices 18 -141 15 6.2 42 2.0 20 2.0 2.0 20 2.0 20 20
GDP at current market prices 20 -140 35 83 6.3 40 4.0 4.0 40 4.0 4.0 40 4.0
Prices (GDP deflator) 0.2 0.1 20 2.0 20 2.0 20 20 2.0 20 20 2.0 20
Consumer prices (end of period) 02 11 20 20 20 20 20 20 20 20 20 20 20
(In percent of GDP, unless otherwise indicated)
National accounts
Consumption 854 854 854 854 854 854 854 854 854 854 854 854 854
Gross domestic investment 1/ 199 254 231 200 173 173 173 173 173 173 173 173 173
Net exports -53  -109 -8.5 -54 -2.7 -2.7 =27 -2.7 =27 =27 -2.7 =27 -2.7
Gross national savings 5.6 6.9 72 76 8.1 8.1 8.1 8.1 8.1 8.1 8.1 8.1 8.1
Central government 2/
Revenue and grants 315 270 282 299 313 313 313 313 313 313 313 313 313
Total expenditure 362 371 369 355 345 344 343 342 341 340 339 339 337
Noninterest expenditure 328 354 327 313 304 304 304 304 304 304 304 304 304
Primary balance -13 -84 45 -15 0.8 0.8 0.8 038 0.8 0.8 038 0.8 0.8
Interest 34 17 42 42 4.1 4.0 39 37 37 36 35 34 33
Overall balance -47 -10.1 -87 56 -32  -31 -30 29 28 27 27 26 24
External sector
Current account balance 9.2 -8.0 -7.7 -7.2 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8 -6.8
Of which: Exports of goods and services 588 468 502 543 577 577 577 577 577 577 577 577 577
Of which: Petroleum exports 0.5 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Of which: Imports of goods and services -642 -577 -587 -59.7 -604 -604 -604 -604 -604 -604 -604 -604 -604
Capital and financial account 95 123 83 7.0 5.6 54 6.1 52 6.3 71 73 5.7 5.8
Public sector disbursements 42 89 8.2 6.3 5.6 48 44 39 36 33 3.1 5.2 5.0
Public sector amortization -24 -28 -38 -39 -42 -4.1 -4.2 -42 -44  -44 -44 -8.6 -84
Other capital and fin. account transactions 3/ 7.7 6.1 40 46 42 46 59 55 7.1 82 8.5 9.1 93
Change in reserves (- increase) 09 -43 -0.7 03 12 14 0.7 15 05 -03 -0.5 1.1 09
Gross official reserves (in months of imports) 35 42 39 36 32 2.8 26 22 20 20 20 17 15
Public debt 4/ 975 1274 1324 1286 1249 1232 1214 1197 1179 1160 1142 1124 1105
Domestic 287 398 437 445 444 449 458 470 486 504 522 561 597
External 688 876 887 841 804 783 757 727 693 657 621 563 508

Sources: Belizean authorities; and Fund staff estimates and projections.

1/ Excludes discrepancy in external savings from the balance of payments.
2/ Fiscal projections are on a calendar year basis.
3/ Includes errors and omissions.

4/ Public debt includes central government debt as well as external financial and non-financial public sector debt.
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Table 6. Belize: Domestic Banks: Financial Soundness Indicators

2015 2016 2017 2018 2019 2020
(In percent)

Capital Adequacy
Regulatory Capital to Risk Weighted Assets 24.8 24.0 24.2 24.6 22.8 19.8
Primary Capital to Risk-Weighted Assets 23.6 23.0 23.2 23.6 21.7 18.6
Non-Performing Loans (Net of Specific Provisions) to Regulatory Capital 314 14.4 111 1.7 11.7 239
Large Exposure to Capital 125.3 128.5 117.5 96.5 94.5 139.3
Asset Quality
Non-Performing Loans to Total Gross Loans 14.0 10.4 6.4 6.2 5.1 7.7
Non-Performing Loans (Net of Specific Provisions) to Total Gross Loans 6.6 3.0 2.4 2.7 2.5 44
Loan Loss Coverage 62.4 79.8 776 723 70.5 573
Profitability/Efficiency
Return On Equity (Net Income to Average Capital) 79 4.8 9.2 19.8 13.3 32
Return On Assets (Net Income to Average Assests) 1.0 0.6 1.3 3.1 2.0 0.4
Interest Margin to Gross Income 67.9 68.7 68.1 66.9 65.5 69.2
Non-Interest Expenses to Gross Income 75.7 64.6 62.6 61.0 63.4 62.1
Liquidity
Liquid Assets to Total Assets 32,6 32.7 27.3 25.8 243 28.1
Liquid Assets to Short-Term Liabilities 52.4 51.7 41.7 38.6 36.1 385
Customer Deposits to total (Non-Interbank) Loans 1323 132.3 1304 127.8 128.4 138.1

Source: Central Bank of Belize.
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Annex . Implementation of 2019 Article IV Consultation
Recommendations

2019 Article IV Recommendation

Implementation

Fiscal consolidation

Implement revenue and expenditure measures to
gradually increase the primary budget balance from the
estimated 1.5 percent of GDP in FY2019/20 to 4 percent
over the medium term, with the goal of lowering public
debt to below 60 percent of GDP by 2029, guided by
well-calibrated fiscal rules based on a debt anchor.

Regarding revenues, broaden the tax base by phasing
out exemptions on the general sales tax and excises,
and tightening tax incentives.

On expenditures, introduce civil service reforms
designed to reduce the number of public sector
employees and limit salary increments to the inflation
rate; reform the unfunded, noncontributory defined-
benefit Pension Plans for Public Officials, and raise the
retirement age to 65 years.

Financial sector reform

Strengthen the bank resolution framework and step up
financial sector surveillance, informed by a bank asset
quality review.

AML/CFT reforms

Further strengthen AML/CFT framework by properly
regulating and supervising the international financial
services sector and ensuring that beneficial ownership
information of legal persons and arrangements is
available without impediments.

Structural reform

Accelerate the implementation of growth-enhancing
reforms to improve the business climate, including
addressing corruption, dealing more effectively with
violent crimes, reducing the cost of doing business, and
establishing a credit bureau and a collateral registry.

Resilience building

Build resilience to natural disasters through adaptation
infrastructure investment, greater self- insurance
through a natural disaster reserve fund, and optimized
use of risk management instruments.

No progress

The fiscal position deteriorated in FY2019/20, with the actual
primary balance coming at —1.3 percent of GDP, below the
preliminary estimates at the time of the 2019 Article IV
consultation. The Covid-19 pandemic led to a further
deterioration of the fiscal position, with the primary balance
declining to —8.4 percent of GDP in FY2020/21.

There was some progress in improving tax administration
through the reorganization of the Belize Tax. However, there
was no progress on reducing tax exemptions and incentives.

The wage bill grew from 11.6 percent of GDP in FY2018/19
to 12.3 percent in FY2019/20 and 13.7 percent in FY2020/21.
To ensure the sustainability of the social security scheme,
the government raised the contribution rate by 0.5 percent
in 2019 and 2020. However, the planned 1 percent increase
in 2021 was delayed because of the pandemic.

Limited progress

The Central Bank of Belize (CBB) allowed regulatory
forbearance during the pandemic, but also conducted closer
examinations of the balance sheets of banks and credit
unions to monitor asset quality developments.

Limited progress
A national ML/TF risk assessment was concluded, and an
action plan developed to address the weaknesses identified.

Limited progress

The prevalence of crime remains a significant obstacle for
economic growth and development. Legislation to establish
a credit bureau and a collateral registry have been prepared
but are yet to be submitted to parliament.

Some progress

The budget allocates about half of capital spending to
resilience-building project’ albeit the pandemic has caused
delays in implementation. The creation of a natural disaster
reserve fund is a priority going forward.
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Annex Il. Debt Sustainability Analysis

Belize’s public debt increased by 30 percentage points to 127 percent of GDP in 2020 as the pandemic
pushed the economy into a recession and weakened the fiscal position. Under current policies, the debt-
to-GDP ratio is projected to peak at 132 percent in 2021 and fall gradually after to 111 percent in 2031,
which is assessed as unsustainable as it remains above the 70 percent of GDP sustainability threshold.
Restoring debt sustainability requires balanced and sustained fiscal consolidation, growth-enhancing
structural reforms, and debt restructuring. With prominent downside risks to the outlook, debt dynamics
will remain vulnerable to adverse shocks to growth, interest rates, or the fiscal position.

1. The COVID-19 pandemic and necessary containment measures led to a deep recession
in 2020. Belize has been hit hard by the pandemic, having one of the highest numbers of COVID-19
cases and deaths per capita in the Caribbean. Tourist arrivals declined by 72 percent in 2020, hurting
the tourism industry that accounts for about 40 percent of GDP, while containment measures hurt
contact-intensive sectors. Consequently, real GDP contracted by 14.1 percent in 2020.

2. The fiscal position deteriorated in 2020 from already weak levels. Belize's fiscal position
was weak before the pandemic, with the
primary fiscal deficit averaging 1.5 percent
of GDP between FY2014/15 and FY2019/20,

Composition of Public Debt in 2020

(In percent of overall public debt)

m Domestic

and public debt rising to 97.5 percent of Central Bank
GDP in 2019. The pandemic led to a further ~ omestic
widening of the primary deficit to # Domestic
8.4 percent of GDP in FY2020/21, and an = External
increase in public debt to 127.4 percent of ‘Eﬂfltlatleal
GDP in 2020, of which 69 percent was e
external (22 percent with multilateral Private

creditors, 20 percent with bilateral creditors,
and 27 percent with private creditors) and
31 percent domestic (13 percent with the central bank, 11 percent with domestic banks, and
7 percent with other domestic creditors).

Sources: Central Bank of Belize and IMF staff calculations.

3. The fiscal position is projected to remain weak in the medium term despite significant
fiscal consolidation measures approved in the FY2021/22 budget. The budget contains about

2 percent of GDP in fiscal consolidation measures, including a 10 percent cut in the wage bill and a
30 percent cut in purchases of goods and services relative to the FY2020/21 budget. These, together
with the expected recovery of revenues and the unwinding of pandemic-related expenditure, are
projected to raise the primary balance from —8.4 percent of GDP in FY2020/21 to 0.8 percent of GDP
over the medium term, while public debt is projected to rise to 132 percent of GDP in 2021 and fall
gradually after to 111 percent in 2031. Public external debt is projected to fall from 88 percent of
GDP in 2020 to 51 percent in 2031 reflecting more limited access to external financing, while public
domestic debt is projected to rise from 40 percent of GDP in 2020 to 60 percent in 2031, with higher
financing from the central bank, domestic banks, and other creditors. Gross financing needs are
projected to surpass 15 percent of GDP during some years over the next decade even though it is
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assumed that the government will continue to borrow at low interest rates. Staff assesses Belize's
public debt as unsustainable as it remains above the 70 percent of GDP threshold in the DSA
framework during the next 10 years. Restoring debt sustainability will require large and sustained
fiscal consolidation, growth-enhancing structural reforms, and debt restructuring.

4. With risks to the outlook tilted to the downside, debt dynamics will remain vulnerable
to shocks to growth, interest rates, and the fiscal position. Historically, economic growth and
fiscal performance in Belize have been volatile, making baseline projections highly uncertain. Stress
testing the baseline scenario indicates that Belize's debt burden exceeds the benchmark for
emerging market economies in several areas. The heat map highlights significant risks to debt
sustainability arising from the level of public debt, changes in market perception, and the currency
composition of debt. The fan charts show the possible evolution of debt over the medium term
under symmetric and asymmetric distributions of risk, indicating that public debt could exceed

133 percent of GDP over the medium term with a probability of more than 10 percent.

5. Stress tests confirm the vulnerability of public debt to adverse shocks. Public debt is
particularly sensitive to an exchange rate shock since 69 percent of it is denominated in foreign
currency. A real exchange rate depreciation of 12 percent would increase public debt by 8 percent of
GDP in the first year and keep the debt ratio about 11 percentage points of GDP more than in the
baseline scenario by 2031. Similarly, if real GDP growth declines by one standard deviation, the
debt-to-GDP ratio would end up about 27 percentage points higher than the baseline projection by
2031. A financial sector contingent liability shock that increases public spending by the equivalent of
10 percent of banking sector’s assets associated with recapitalization needs of a few banks would
raise the debt-to-GDP ratio to 121 percent in 2031.

6. The fiscal position and debt dynamics are highly vulnerable to the impact of natural
disasters and climate change. To illustrate this vulnerability, it is assumed that a natural disaster
causes 6 percent of GDP in economic damages, about half of the damage inflicted by Hurricane Earl
in 2016. Following this disaster, real GDP falls by 3 percent in the year of the disaster relative to the
baseline, by a further 1 percent in the next year, and it increases by 0.5 percent in the following two
years (reflecting reconstruction activity). The scenario assumes that the cost for the government is

4 percent of GDP (two-thirds of the economic damage). The associated recovery and reconstruction
spending are spread over three years: 2 percent of GDP in the first year, and 1 percent of GDP in
each of the next two years, respectively. The shock has a material impact on public debt, shifting the
entire trajectory up by around 9 percent of GDP above the baseline, with the debt-to-GDP ratio
reaching 120 percent by 2031. Belize is also exposed to adverse effects of climate change, which
could weaken long-term potential growth and increase pressure on debt dynamics.

7. External debt is projected to fall from 88 percent of GDP in 2020 to 51 percent in 2031,
reflecting more limited access to external financing because of debt sustainability concerns.’
Bounds tests suggest that external debt is sensitive to exchange rate and current account shocks. A
30 percent currency depreciation in 2021 raises external debt to 130 percent of GDP in 2021 and

T In the absence of data on private external debt, the external DSA coverage is limited to external public debt.
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77 percent in 2031, while a widening of the non-interest current account balance pushes external
debt to 69 percent of GDP in 2031. A half standard deviation shock to real GDP growth or interest
rates would have smaller effects on external debt. A combined one-quarter standard deviation shock
would increase external debt to 66 percent of GDP in 2031.
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Figure 1. Belize: Public Sector Debt Sustainability Analysis (DSA) Risk Assessment

Heat Map

Debt level

Gross financing needs %

External
Debt profile ¥ Financing
Requirements

Evolution of Predictive Densities of Gross Nominal Public Debt
(in percent of GDP)

Baseline Percentiles: 10th-25th 25th-75th 75th-90th
Symmetric Distribution Restricted (Asymmetric) Distribution
180 180
160 160
140 140
120 120
100 100 Restrictions on upside shocks:
no restriction on the growth rate shock
80 80 no restriction on the interest rate shock
0 is the max positive pb shock (percent GDP)
no restriction on the exchange rate shock
60 60
2019 2021 2023 2025 2027 2029 2031 2019 2021 2023 2025 2027 2029 2031

Debt Profile Vulnerabilities

(Indicators vis-a-vis risk assessment benchmarks, in 2020)

[ Belize - - Lower early warning -— - Upper early warning
1396
bp
69%
1.4% 69%
CU RS e el REE R Al BRI LT B PEE A S R i -t sy
20 ==F ==t === [ e et == ([t =t === [[reecdeedace= F==F== ===
. . Annual Change in . . .
External Financing 9 . Public Debt Held by Public Debt in
EMBIG . Short-Term Public . N
Requirement Debt Non-Residents Foreign Currency
(in basis points) 4/ (in percent of GDP) 5/ (in percent of total) (in percent of total) (in percent of total)

Source: IMF staff.

1/ The cell is highlighted in green if debt burden benchmark of 70% is not exceeded under the specific shock or baseline, yellow if exceeded under specific shock but not
baseline, red if benchmark is exceeded under baseline, white if stress test is not relevant.

2/ The cell is highlighted in green if gross financing needs benchmark of 15% is not exceeded under the specific shock or baseline, yellow if exceeded under specific shock
but not baseline, red if benchmark is exceeded under baseline, white if stress test is not relevant.

3/ The cell is highlighted in green if country value is less than the lower risk-assessment benchmark, red if country value exceeds the upper risk-assessment benchmark,
yellow if country value is between the lower and upper risk-assessment benchmarks. If data are unavailable or indicator is not relevant, cell is white.

Lower and upper risk-assessment benchmarks are:

200 and 600 basis points for bond spreads; 5 and 15 percent of GDP for external financing requirement; 0.5 and 1 percent for change in the share of short-term debt; 15 and
45 percent for the public debt held by non-residents; and 20 and 60 percent for the share of foreign-currency denominated debt.

4/ EMBIG, an average over the last 3 months, 27-Oct-20 through 25-Jan-21.

5/ External financing requirement is defined as the sum of current account deficit, amortization of medium and long-term total external debt, and short-term total external
debt at the end of previous period.
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Figure 2. Belize: Public Sector DSA - Realism of Baseline Assumptions
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Debt, Economic and Market Indicators

Figure 3. Belize: Public Sector DSA - Baseline Scenario
(In percent of GDP unless otherwise indicated)

Actual Projections As of January 25, 2021
2010-2018 ¥ 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 Sovereign Spreads

Nominal gross public debt 86.0 975 1274 1324 1286 1249 1232 1214 1197 1179 1160 1142 1124 1105 EMBIG (bp) 3/ 1447
Public gross financing needs 74 99 176 197 168 140 131 132 131 137 144 152 204 218

Real GDP growth (in percent) 24 18 -141 15 6.2 42 20 20 20 20 20 20 20 20 Ratings Foreign Local
Inflation (GDP deflator, in percent) 1.8 0.2 0.1 20 20 20 20 20 2.0 20 20 2.0 20 20 Moody's B3 B3
Nominal GDP growth (in percent) 42 20 -140 35 83 6.3 40 40 40 40 40 40 40 40 S&Ps Cccc Cccc
Effective interest rate (in percent) 36 35 2.8 31 35 35 35 35 3.6 36 37 3.8 39 40 Fitch na. na.

Contribution to Changes in Public Debt

CIPrimary deficit B Real GDP growth B Real interest rate B Exchange rate depreciation [ 0ther debt-creating flows

Source: IMF staff.

1/ Public sector is defined as the Central Government and Other Public Sector.
2/ Based on available data.

3/ EMBIG.

4/ Defined as interest payments divided by debt stock (excluding guarantees) at the end of previous year.

a = share of foreign-currency denominated debt; and e = nominal exchange rate depreciation (measured by increase in local currency value of U.S. dollar).
6/ The real interest rate contribution is derived from the numerator in footnote 5 as r - T (1+g) and the real growth contribution as -g.
7/ The exchange rate contribution is derived from the numerator in footnote 5 as ae(1+r).

8/ Includes asset changes and interest revenues (if any). For projections, includes exchange rate changes during the projection period.

9/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.

5/ Derived as [(r - T(1+9) - g + ae(1+1)}/(1+g+T+gm)) times previous period debt ratio, with r = interest rate; Tt = growth rate of GDP deflator; g = real GDP growth rate;

Residual

Actual Projections
2010-2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 cumulative debt-stabilizing
Change in gross public sector debt 0.6 15 299 50 -38 -38 -17 -17 -18 -18 -18 -18 -18 -19 -16.9 primary
Identified debt-creating flows 12 18 257 50 -38 -37 -15 -15 -14 -13 -12 -11 -10 -09 -12.3 balance
Primary deficit -0.1 03 6.7 55 22 -03 -08 -08 -08 -08 -08 -08 -08 -08 0.7 -0.1
Primary (noninterest) revenue and grants 29.0 306 293 281 294 308 313 313 313 313 313 313 313 313 3386
Primary (noninterest) expenditure 289 309 360 337 316 305 304 304 304 304 304 304 304 304 339.3
Automatic debt dynamics * -0.5 15 19.0 05 -59 -34 -06 -06 -06 -05 -04 -03 -02 -01 -13.1
Interest rate/growth differential -0.5 15 190 -05 -59 -34 -06 -06 -06 -05 -04 -03 -02 -0.1 -13.1
Of which: real interest rate 15 32 30 14 16 17 18 17 18 18 19 19 20 21 19.7
Of which: real GDP growth -1.9 -1.7 160 -18  -76 51 -24  -24 23 23 23 22 22 -22 -32.8
Exchange rate depreciation ”/ 0.0 00 00
Other identified debt-creating flows 17 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Privatization and drawdown of deposits (negative) -03 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Contingent liabilities 20 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Residual, including asset changes ¥ -0.6 -03 42 00 -01 -01 -02 -03 -04 -05 -06 -07 -08 -1.0 -4.5
35 — 30
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Figure 4. Belize: Public Sector DSA — Composition of Public Debt and Alternative Scenarios
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(in percent)

Baseline Scenario 2021 2022 2023 2024 2025 2026 Historical Scenario 2021 2022 2023 2024 2025 2026
Real GDP growth 15 6.2 42 20 20 20 Real GDP growth 15 0.5 0.5 0.5 0.5 0.5
Inflation 20 20 20 20 20 20 Inflation 20 20 20 20 20 20
Primary Balance -5.5 -2.2 03 08 08 08 Primary Balance -55 -0.8 -0.8 -0.8 -0.8 -0.8
Effective interest rate 31 35 35 35 35 36 Effective interest rate 31 35 35 36 37 37

Constant Primary Balance Scenario
Real GDP growth 15 6.2 42 20 20 20
Inflation 20 20 20 20 20 20
Primary Balance -55 -55 -55 -55 -55 -55
Effective interest rate 3.1 35 34 35 34 35

Source: IMF staff.
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Figure 5. Belize: Public Sector DSA - Stress Tests
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20 20 20 Real GDP growth 15 6.2 42 20 20 20
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Source: IMF staff.
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Figure 6. Belize: External Debt Sustainability: Bound Tests 1/2/
(External debt in percent of GDP)
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Sources: International Monetary Fund, Country desk data, and staff estimates. o ) )
1/ Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks. Figures in the
boxes represent avera%e projections for the respective variablesin the baseline and scenario being presented. Ten-year
historical average for the variable is also shown. ) ) o
2/ For historical scenarios, the historical averages are calculated over the ten-year period, and the information is used to
groFJect debt dynamics five years ahead. . .

/ Permanent /4 standard deviation shocks applied to real interest rate, growth rate, and current account balance.
4/ One-time real depreciation of 30 percent occurs in 2031.
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Table 1. Belize: External Debt Sustainability Framework 2016-2026

(In percent of GDP, unless otherwise indicated)

Actual
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
1 Baseline: External debt 67.9 68.6 68.2 68.8 87.6 88.7 84.1 80.4 783 75.7 727
2 Change in external debt -0.5 -0.3 05 189 11 -47 -3.6 -2.2 -26 -30
3 Identified external debt-creating flows (4+8+9) 56 -02 27 16.1 29 -14 00 14 10 11
4 Current account deficit, excluding interest payments 6.9 57 6.6 6.0 5.1 43 40 41 42 43
5 Deficit in balance of goods and services 92 45 53 109 85 54 27 27 27 27
6 Exports 54.6 56.9 58.8 468 50.2 54.3 577 57.7 57.7 57.7
7 Imports 638 614 642 577 587 59.7 604 604 60.4 604
8 Net non-debt creating capital inflows (negative) -1.7 -6.4 -5.2 -3.1 -35 -35 -35 -39 -43 -43
9  Automatic debt dynamics 1/ 04 0.6 13 132 13 -2.1 -0.5 11 10 1.0
10 Contribution from nominal interest rate 23 24 26 20 26 30 28 27 25 24
1 Contribution from real GDP growth 0.0 -19 -1.2 13 -13 -5.1 -33 -1.5 -15 -15
12 Contribution from price and exchange rate changes 2/ -19 0.1 -0.1 -0.1
13 Residual, incl. change in gross foreign assets (2-3) 3/ -6.1 -0.1 =21 27 -1.8 -33 -36 -35 -36 -4.0
External debt-to-exports ratio (in percent) 1243 1219 1199 1169 1871 176.7 154.8 1393 1356 131.0 1259
Gross external financing need (in billions of US dollars) 4/ 02 02 02 02 02 02 02 02 0.2 02 02
in percent of GDP 116 11.0 103 1.5 106 10-Year 10-Year 112 109 107 106 107 108
Scenario with key variables at their historical averages 5/ 87.6 90.8 91.2 90.0 884 86.6 84.7
Historical Standard For debt
Key Macroeconomic Assumptions Underlying Baseline Average Deviation stabilization
Real GDP growth (in percent) 0.0 29 18 -14.1 0.5 52 15 6.2 42 20 20 20 20
GDP deflator in US dollars (change in percent) 29 -02 0.2 0.1 15 14 20 20 20 20 20 20 20
Nominal external interest rate (in percent) 35 35 39 25 38 0.8 31 36 35 35 34 33 33
Growth of exports (US dollar terms, in percent) -6.3 39 54 -315 0.1 126 1.0 17.2 129 40 40 40
Growth of imports (US dollar terms, in percent) -43 6.2 6.7 =227 22 107 53 102 75 40 40 40
Current account balance, excluding interest payments -6.9 -5.7 -6.6 -6.0 -44 35 -51 -43 -40 -4.1 -42 -43
Net non-debt creating capital inflows 17 6.4 5.2 31 55 33 35 35 35 39 43 43

Debt-stabilizing
non-interest
current account 6/
-4.7

1/ Derived as [r - g - r(1+g) + ea(1+n)/(1+g+r+gr) times previous period debt stock, with r = nominal effective interest rate on external debt; r = change in domestic GDP deflator in US dollar terms, g = real GDP growth rate,

e = nominal appreciation (increase in dollar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.

2/ The contribution from price and exchange rate changes is defined as [-1(1+g) + ea(1+n)}/(1+g+r+gr) times previous period debt stock. r increases with an appreciating domestic currency (e > 0) and rising inflation (based on GDP deflator).

3/ For projection, line includes the impact of price and exchange rate changes.

4/ Defined as current account deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period.

5/ The key variables include real GDP growth; nominal interest rate; dollar deflator growth; and both non-interest current account and non-debt inflows in percent of GDP.

6/ Long-run, constant balance that stabilizes the debt ratio assuming that key variables (real GDP growth, nominal interest rate, dollar deflator growth, and non-debt inflows in percent of GDP) remain at their levels
of the last projection year.
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Annex lll. Risk Assessment Matrix'

Potential Deviations from Baseline

Source of Risk Up/ Relative Impact Policy Response
Downside | Likelihood'
Unexpected shift in the Increase screening, quarantining,
COVID-19 pandemic: and health related spending.
asynchronous progress in 7 High Support the most vulnerable.
vaccination or prolonged Closely monitor the banks’
pandemic balance sheets for vulnerabilities.
Unexpected shift in the COVID-19-related spending can
COVID-19 pandemic: faster A Medium be phased out sooner to lower
containment the fiscal deficit
sl Reprioritize government
Overs.upply and volatility in AN Medium spending to support the most
the oil market
vulnerable
Strengthen cybersecurity
Cyber-attacks v High preparedness in Fintech and
digitalization projects

Country-Specific Risks

Higher frequency and

Enhance ex-ante preparedness
and risk reduction strategies,

severity of natural disasters 2 High 4 T
. invest in resilient infrastructure,
related to climate change e . .
rebuild financial resilience
. - Measures to support households
Widespread social discontent . . . bP .
eie 1 s o1 v High High and businesses, particularly the
and political instability
most vulnerable
Systematic monitoring of CBRs
Further pressure on - ;
. . . and communication with global
Corresponding Banking v High

Relationships (CBRs)

banks and standard setters.
Strengthen AML/CFT actions.

" The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path. The relative likelihood
is the staff's subjective assessment of the risks surrounding the baseline (“low” is meant to indicate a probability
below 10 percent, “/medium” a probability between 10 and 30 percent, and "high” a probability between 30 and 50
percent). The RAM reflects staff views on the source of risks and overall level of concern as of the time of discussions
with the authorities. Non-mutually exclusive risks may interact and materialize jointly. The conjunctural shocks and
scenario highlight risks that may materialize over a shorter horizon (between 12 to 18 months) given the current
baseline. Structural risks are those that are likely to remain salient over a longer horizon
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Annex IV. External Sector Assessment

The external stability assessment indicates that Belize’s external position is substantially weaker than
the level implied by medium term fundamentals and desirable policies. Belize's external position also
remains susceptible to adverse shocks, such as an intensification of the pandemic or natural disasters.
Although reserve adequacy improved in 2020, it is expected to worsen in the medium term as debt
sustainability concerns limit access to external financing. The analysis reveals key policy and structural
gaps, which in the absence of exchange rate flexibility, underscore the need to implement large and
sustained fiscal consolidation, structural reforms to boost competitiveness, and debt restructuring.

1. Belize’s external position worsened in the last six years and is projected to remain
weak in the medium term. The current account deficit averaged 8.6 percent of GDP in 2015-20,
higher than the 7.2 percent of GDP balance in the capital and financial accounts, while international
reserves declined from US$487 million (29 percent of GDP) in 2014 to US$348 million (21 percent of
GDP) in 2020. In staff's baseline scenario underpinned by current policies, the current account deficit
is projected to remain elevated going forward, averaging 6.9 percent of GDP in 2021-31. The capital
and financial accounts balance, at 6.3 percent of GDP, would be insufficient to finance the current
account deficits as external financing is limited by concerns about debt sustainability. As a result,
international reserves are projected to fall over time, reaching US$210 million in 2031.

2. The external stability (ES) approach shows a large gap between the projected current
account balance and the one needed to reach a more sustainable net international investment
position (NIIP). Belize's NIIP was highly negative during 2009-19, averaging —166 percent of GDP,
and dropped further to —200 percent of GDP in 2020 due to an increase in external debt and a sharp
fall in GDP (Annex I). Going forward, the NIIP is projected to improve somewhat, but remain highly
negative, reaching —170 percent of GDP in 2031. The ES model shows that lowering the NIIP to a
more manageable level of —130 percent of GDP by 2031 would require lowering the current account
balance in 2021-31 from —6.9 percent of GDP to —2.7 percent, implying a CA gap of —4.2 percent of
GDP and a real effective exchange rate (REER) overvaluation of around 10 percent. The 40 percent of
GDP increase in the NIIP by 2031 is consistent with the overall strategy to restore public debt
sustainability discussed above.

3. The external balance (EBA-lite) approach indicates that Belize's external position is
substantially weaker than warranted by medium-term fundamentals and desirable policies.
Belize's current account (CA) balance adjusted by the cycle and the impact of the pandemic on the
oil trade balance, tourism, and remittances was —4.5 percent of GDP in 2020." The EBA-lite CA model
estimates the CA norm (the level consistent with medium-term fundamentals and desirable policies)
at —4.4 percent of GDP, although an adjustment of 2.7 percent is needed to ensure that the CA
balance can be sustained over the medium term without depleting the stock of reserves in a context

' The oil trade balance adjustor (-0.7 percent of GDP) corrects for the sharp contraction in the volume of oil traded in
2020; the tourism adjustor (7.1 percent of GDP) corrects for the sharp contraction of tourism in 2020; and the
adjustor for remittances (1.5 percent of GDP) corrects for the sharp increase in remittances in 2020.
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of more limited access to external financing. The estimated CA gap is —2.8 percent of GDP in 2020,
of which 1.2 percent correspond to policy gaps driven by the fiscal balance and changes in reserves.
This is equivalent to a REER overvaluation of 6.6 percent. At the same time, the EBA-lite REER
approach points to a REER overvaluation of 14.8 percent, equivalent to a CA gap of —6.2 percent of
GDP. Overall, the results from the EBA-lite CA and REER models are broadly consistent with those
from the ES approach, pointing to an average CA gap of around —4 percent of GDP and an average
REER overvaluation of about 10 percent.

Belize: Model Estimates for 2020
(In percent of GDP)
CA model REER model ES model 1/

CA-Actual -8.0
Cyclical contributions (from model) (-) 1.5
COVID-19 adjustor (+) 2/ 5.1
Additional temporary/statistical factors (+) 0.0
Natural disasters and conflicts (-) 0.0
Adjusted CA -4.5
CA Norm (from model) 3/ -4.4
External financing constraint adjustment (+) 4/ 2.7
Adjusted CA Norm -1.7
CA Gap -2.8 -6.2 -4.2
o/w Relative policy gap 1.2
Elasticity -0.42
REER Gap (in percent) 6.6 14.8 10.0

Source: Fund staff estimates.

1/ The ES model calculates the required change in the current account balance and REER depreciation
to lower the NIIP by 40 percentage points of GDP by 2031.

2/ Additional cyclical adjustment to account for the temporary impact of the pandemic on oil trade
balances (-0.5 percent of GDP), tourism (7.4 percent of GDP), and remittances (-1.9 percent of GDP).
3/ Cyclically adjusted, including multilateral consistency adjustments.

4/ Adjustment to account for a reduced access to external financing over the medium term, which
lowers the current account deficit that can be sustained without depleting reserves.

4. Reserve adequacy Is pro;ected to Adequacy of International Reserves
deteriorate after a temporary uptick in (in millions of US dollars)

. . 500 -
2020. International reserves increased from International reserves

450 ==-3 months of imports
—100% of external GFN
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external financing needs (GEFN)) in 2019 to 350
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GEFN) in 2020, led by a lower current 200

account deficit and higher bilateral and 150

multilateral financing. Going forward, 100
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below 100 percent of GEFN starting in 2026. Sources: Country authorities; and IMF staf estimates.
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5. Materialization of prominent downside risks to the outlook could further weaken the
external position and worsen reserve adequacy. Key risks to the outlook include an intensification
of the pandemic in the U.S. and Europe, and a resurgence in Belize, which could delay the recovery
of tourism. These risks could be exacerbated by delays in widespread inoculation. Natural disasters
and social tensions could also reduce tourism flows and hurt other key exports. Materialization of
these risks would lead to widening current account deficits, a worsening NIIP, and declining
international reserves.

6. Without exchange rate flexibility, strengthening the external position would require
implementing large and sustained fiscal consolidation, growth-enhancing structural reforms
to enhance competitiveness, and debt restructuring. The room for exchange rate adjustment is
constrained by the peg to the U.S. dollar, which the authorities consider a key anchor for
macroeconomic stability. In this context, enhancing competitiveness and reducing external
imbalances requires the implementation of revenue and expenditure measures to gradually increase
the primary balance, debt restructuring, and growth-enhancing structural reforms that improve the
business environment and strengthen resilience to natural disasters and climate change. These
measures would not only reduce the fiscal deficit, but also lower the current account deficit and
enhance reserve adequacy, thus reinforcing the sustainability of the currency peg.
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I FUND RELATIONS

(As of February 28, 2021)

Membership status. Joined: March 16, 1982.

General Resources Account
Quota

Fund holdings of currency (Exchange Rate)

Reserve Tranche Position

SDR Department
Net cumulative allocation
Holdings

Outstanding Purchases and Loans
None

Latest Financial Arrangements

Date of
Type Arrangement
Stand-By Dec. 03, 1984

Projected Payments to the Fund (in SDR Million)’

2018
Principal
Charges/Interest 0.00
Total 0.00

SDR Million
26.70
20.49
6.21
SDR Million
17.89
20.23
Amount Approved
Expiration Date (SDR Million)
June 1, 1986 7.13
Forthcoming
2019 2020 2021
0.00 0.00 0.00
0.00 0.00 0.00

Percent Quota
100.00

76.73

23.27

Percent Allocation
100.00
113.04

Amount Drawn
(SDR Million)

713

2022

0.00
0.00

T Based on existing use of resources and present holdings of SDRs. When a member has overdue financial obligations

outstanding for more than three months, the amount of such arrears will be shown in this section.

Implementation of HIPC Initiative: Not Applicable
Implementation of Multilateral Debt Relief Initiative (MDRI): Not Applicable

2
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Implementation of Post-Catastrophe Debt Relief (PCDR): Not Applicable

Exchange Rate Arrangement: Since 1976, the Belize dollar has been pegged to the U.S. dollar, the
intervention currency, at the rate of BZ$ 2 per U.S. dollar. Belize has accepted the obligations of
Article VIII, Sections 2, 3, and 4. The exchange regime is free of restrictions and multiple currency
practices.

Last Article IV Consultation: The last Article IV consultation was concluded by the Executive Board
on December 9, 2019 (IMF Country Report No. 19/364). Belize is on the standard 12-month

consultation cycle.

Recent Technical Assistance:

FAD advised on developing regulations and treasury instructions to support the Public Financial
Management (PFM) law in June 2017.

FAD advised on building capacity in data analysis and cross-matching in July 2017.
FAD advised on draft PFM legislation in September 2017.

FAD advised on developing a framework to establish a joint Large Taxpayer Office (LTO) in
September 2017.

MCM-LEG advised on jurisdictional review of the foreign exchange system in December 2017.
FAD advised on establishing a data analytics function in tax administration in January 2018.

FAD advised on reviewing and selecting a robust alternative IT system to replace SIGTAS for Tax
Administration in January 2018.

STA advised on financial soundness indicators in January 2019.

MCM advised on contingency planning in March 2019.

MCM advised on cyber risk supervision framework in April 2019.

FAD advised on tax and customs administration reform in April 2019.

MCM advised on banking supervision and regulation in May 2019.

FAD advised on mainstreaming international taxation in August 2019.

FAD conducted a public investment management assessment (PIMA) in January 2020.

FAD advised on tax reform policy options in May 2020.
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e LEG advised on income taxation in May 2020
e FAD advised on tax administration in April 2021.
e MCM advised on bank resolution in April 2021.

CARTAC Technical Assistance to Belize in FY2020 and FY2021

In FY2020 and FY2021, CARTAC delivered approximately 37 field person weeks of TA to Belize in
customs and tax administration, public financial management, statistics, and financial markets.

Description Start Date End Date
Customs and Tax Administration
HR and Manpower Planning for Tax Administration Reform 06/17/2019 | 06/21/2019
Strengthening post clearance audit capacity 10/07/2019 | 10/18/2019
TA in Risk Management to Customs 11/04/2019 | 11/08/2019
Developing a Strategic Management Framework 11/25/2019 | 11/29/2019
Develop an Advanced Rulings Regime 02/03/2020 | 02/14/2020
Developing a Large Taxpayer Program 04/20/2020 | 04/30/2020
Risk management and post clearance audit 10/12/2020 | 10/21/2020
Strengthening audit capacity (training) 01/11/2021 | 01/23/2021
Strengthening risk management capacity 02/15/2021 | 02/24/2021
Public Financial Management (PFM)
Assisting with fiscal reporting challenges when transitioning to IPSAS 08/04/2020 | 08/07/2020
Review of Belize's PFM legislation 04/06/2021 | 04/15/2021
Providing internal audit support 03/26/2021 | 03/31/2021
Statistics
Consumer and Producer Price Indices 10/7/2019 | 10/18/2019
National account — review of rebased GDP estimates 06/15/2020 | 07/03/2020
National accounts — back casting GDP expenditure measure 07/13/2020 | 07/17/2020
Financial Markets
Management of Credit Risk Supervisory Process and Conducting Credit Risk 7/8/2019 7/12/2019
Reviews
Risk Based Supervision and Other Supervisory Processes 12/2/2019 12/6/2019
Drafting of New Securities Legislation and Regulations 10/1/2019 | 10/20/2019
Drafting of New Securities Legislation and Regulations 12/9/2019 1/2/2020
Implementation Basel II/1ll 1/20/2020 1/24/2020
Drafting of New Securities Legislation and Regulations 2/3/2020 2/17/2020
Develop a Macroprudential Framework 02/24/2020 | 02/28/2020
Financial stability — Monitoring and detection of systemic risks 02/08/2021 | 02/21/2021
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N COLLABORATIONS WITH OTHER INTERNATIONAL
FINANCIAL INSTITUTIONS

As of March 31, 2021, Belize has collaborations with The World Bank Group, Inter-American
Development Bank, and Caribbean Development Bank.

Further information can be obtained from the following hyperlinks.

International Financial Institution

Hyperlink

The World Bank Group

http://www.worldbank.org/en/news/infographic/2017/05

/30/wbqg-country-partnership-strategy-belize

Inter-American Development Bank

https://www.iadb.org/en/countries/belize/overview

Caribbean Development Bank

http://www.caribank.org/about-cdb/member-
countries/regional-members/belize
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STATISTICAL ISSUES

(As of April 19, 2021)

. Assessment of Data Adequacy for Surveillance

General: Data provision has some shortcomings but is broadly adequate for surveillance.

Real sector: The Statistical Institute of Belize (SIB) publishes several real sector statistics (GDP, CPI, population and
labor force/employment statistics, social indicators). The timeliness and frequency of the statistics is generally
adequate for surveillance- except for the labor force statistics released twice a year, and poverty and literacy-related
social indicators available with large lags. There is also room to strengthen the compilation of GDP on an
expenditure basis, which is available at annual frequency and with a significant lag. The SIB is currently rebasing and
updating the methodology used to compile the national accounts, which is expected to result in an increase in GDP
relative to the old series. The authorities expect to release the new series in in 2022.

Fiscal accounts: Data on the consolidated operations of the public sector are unavailable. Priorities for the period
ahead include preparing a comprehensive list of institutions that comprise the central government, general
government, and the public sector including extra budgetary units. The Social Security Board is not treated as part of
the general government. Instead, the Central Bank classifies the entity as other non-financial public corporation and
includes its claims (deposits) on the banking system as part of broad money. Also, difficulties persist in the
compilation of capital expenditure as several Capital Il (government-funded capital and project expenditures) items
that started life as fixed-term project contributions have become permanent funding allocations. In addition, the
current accounting practices follow neither a cash basis nor an accrual basis of accounting, which contributes to an
inconsistent accounting and reporting of assets, liabilities, revenues, and expenses. Finally, data on domestic debt
and domestic debt service needs to be improved.

Monetary and financial statistics: The monetary and financial statistics (MFS) are reported by CBB in the
standardized report forms (SRFs) 1SR for central bank and 2SR for other depository corporations for publication in
the International Financial Statistics with a one-month lag.

Financial soundness indicators: Individual banks’ financial soundness indicators (FSI) are available on quarterly
basis. However, there is limited data on non-bank financial institutions, especially the offshore sector. Forbearance
measures introduced in 2020 makes it difficult to compare FSls to previous years. Compilation of core and
encouraged FSls and its reporting by CBB is expected to start later in 2021.

Financial access survey: Belize reports data on several series indicators of the Financial Access Survey (FAS)
including the two indicators (commercial bank branches per 100,000 adults and ATMs per 100,000 adults) adopted
by the UN to monitor Target 8.10 of the Sustainable Development Goals (SDGs).

Balance of payments: The SIB publishes trade data at monthly frequency on its website with a one-month lag and
monthly press releases, which discuss key trends and driving factors. The data, however, do not cover services, which
constrains the assessment of the overall external position as tourism revenue represents a large share of total
exports. The usefulness of the dataset for surveillance could be improved if it is expanded to cover also trade in
services and the international investment position. The Central Bank of Belize is responsible for producing the
Balance of Payments, which is compiled on a quarterly and annual basis in BPM6 format. Efforts should be made to
also improve the timelines of the Balance of Payments data.
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. Data Standards and Quality

Belize began participating in the IMF's General Data Dissemination System (now the enhanced GDDS) in 2006
providing only metadata. However, it has not implemented the e-GDDS as yet, which would imply dissemination of
its data on a National Summary Data Page. No data ROSC is available.
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Belize: Table of Common Indicators Required for Surveillance

(As of April 19, 2021)

Dglt;eortr:::::t Date Received Data 7/ Reportin; ;/f Pru:lbllicatio):\‘;f/
Exchange Rates 3/31/2021 3/31/2021 D D D
International Reserve Assets and Reserve
Liabilities of the Monetary Authorities 1/ 3/10/2021 3/19/2021 W W W
Reserve/Base Money 3/10/2021 3/19/2021 w W w
Broad Money 3/10/2021 3/19/2021 w W w
Central Bank Balance Sheet 2/28/2021 3/11/2021 M M M
Consolidated Balance Sheet of the Banking
System 2/28/2021 4/1/2021 M M M
Interest Rates 2/ 2/28/2021 4/1/2021 M M M
Consumer Price Index 2021M3 4/1/2021 M M M
Revenue, Expenditure, Balance and Composition
of Financing - Central Government 3/ 9/30/2020 12/14/2020 Q Q Q
Stocks of Central Government and Central
Government-Guaranteed Debt 4/ 5/ 1/31/2021 3/15/2021 M M M
External Current Account Balance 2020Q3 3/1/2021 Q Q Q
Exports and Imports of Goods and Services 2020Q3 3/1/2021 Q Q Q
GDP/GNP 2020Q4 2/24/2021 Q Q Q
Gross External Debt (Central Government only) 1/31/2021 3/15/2021 A M A M A M
International Investment Position 6/ NA NA NA NA NA
Revenue, Expenditure, Balance and Composition
of Financing - General Government NA NA NA NA NA

1/ Any reserve assets that are pledged or otherwise encumbered should be specified separately. Also, data should include short-term

liabilities linked to a foreign currency but settled by other means as well as the notional values of financial derivatives to pay and to receive
foreign currency, including those linked to a foreign currency but settled by other means.
2/ Both market-based and officially-determined, including discount rates, money market rates, and rates on treasury bills, notes, and bonds.
3/ Foreign, domestic bank, and domestic nonbank financing.
4/ Consists of the central government (budgetary funds, extra-budgetary funds, and social security funds) and state and local governments.

5/ Including currency and maturity composition.

6/ Includes external gross financial asset and liability positions vis a vis nonresidents.

7/ Daily (D), Weekly (W), Monthly (M), Quarterly (Q), Annually (A), Irregular (1), Not Available (NA).
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Statement by Louise Levonian, Executive Director for Belize
and Benjamin Rankin, Advisor to the Executive Director
June 2, 2021

Our Belizean authorities thank the mission team for the consultations, valuable
analysis, and constructive exchange of views. They share staff’s assessment of the
economic outlook, risks, and policy priorities for the period ahead. They also welcome staff’s
recognition of the ambitious Five-Year Homegrown Recovery Plan currently underway to
address longstanding imbalances and move Belize towards sustained and inclusive growth.

The new government entered office in November 2020, inheriting an untenable
macroeconomic position. Belize was already in a deep recession before the pandemic hit,
with real GDP contracting by 6.3 percent year-on-year in the first quarter of 2020. Successive
primary fiscal deficits had driven public debt from 79 percent of GDP in 2014 to 98 percent
by 2019. The external position had also deteriorated before the pandemic, with growing
current account deficits halving international reserves between 2014 and 2019 to just 3.2
months of import cover.

The COVID-19 pandemic hit Belize exceptionally hard. Despite a strict national
lockdown, Belize suffered from one of the highest rates of cases and deaths in the Caribbean.
With tourism making up some 40 percent of Belize’s economy, the pandemic quickly turned
a pre-existing recession into a full-blown depression. Real GDP dropped more than 14
percent in 2020, one of the deepest shocks faced by a Fund member. Reduced revenues
combined with urgent expenditures needed to save lives and livelihoods reduced the
government’s primary balance from -1.2 percent of GDP in 2019 to -8.5 percent in 2020 and
led to a further rise in public debt. Recognizing the depth of the crisis, our authorities have
developed a multi-pronged strategy to restore macroeconomic sustainability and growth.

Belize is taking decisive steps to restore debt sustainability. Belize’s public debt ratio,
today totaling 132 percent of GDP, is among the world’s largest. Our authorities concur with
staff’s conclusion that Belize’s debt burden is “unsustainable” and are committed to
rectifying it. Upon entering office, our authorities established a Debt Management Unit,
comprised of senior officials and external advisors, to lay out a plan to reduce debt to 85
percent of GDP by 2025 and below 70 percent by 2030. Consistent with staff
recommendations, Belize plans on restoring debt sustainability through balanced and
sustained fiscal consolidation, growth-enhancing structural reforms, and debt restructuring:

Fiscal Consolidation: Belize’s 2021 Budget “Today’s Sacrifice: Tomorrow’s
Triumph” presents very significant fiscal consolidation measures, including 10
percent reduction of public sector wages and 30 percent reduction in spending on
goods and services, which together amount to 2 percent of GDP. Our authorities have
also frozen non-interest current expenditure for two years, representing a further
fiscal consolidation of 3 percent of GDP. These expenditure measures, together with a
recovery of revenues, are projected to raise the primary balance from -8.5 percent of
GDP in 2020 to -2.9 percent in 2021, +2 percent in 2022, and +3 percent over the
medium term. As soon as the crisis abates, Belize plans to adopt a new “Fiscal




Responsibility Law”, in-line with staff recommendations, that addresses public debt
limits, budget performance targets, correction mechanisms, and establishes an
independent Fiscal Oversight Council.

Growth-Enhancing Structural Reforms: Boosting inclusive growth is a key
priority for the new government. To this end, our authorities are spearheading a
dramatic transformation of the business environment. Belize will fast-track the
approvals for strategic investments, accelerate real estate-related processes, relax
constraints for small and medium size business to operate, pursue private-public
partnerships, and improve road connectivity for farmers to raise agricultural
production. New service standards are being introduced across government; laws are
being modernized related to exchange control regulations, securities and capital
markets and company and insolvency; and an E-governance campaign will provide
online access to 90 percent of government services by 2025. Belize plans on
improving access to credit by creating a credit bureau and credit collateral registry, as
well as implementing labor market reforms to allow flexible working hours. Finally,
our authorities are working to fight crime and corruption through improved
surveillance, a Whistle Blowers’ law, and community-based social programs that
keep at-risk youth out of crime. This ambitious reform agenda will also ensure a
robust social safety net supports the poorest and most vulnerable.

Debt Restructuring: As staff conclude, even a deep fiscal consolidation and growth-
enhancing structural reforms are not sufficient to restore debt sustainability in Belize.
Our authorities are therefore engaged in negotiations with commercial creditors to
restructure Belize’s US$557 million “superbond”. Recognizing that successive debt
reprofilings have failed to restore debt sustainability in Belize, our authorities are now
seeking an overall principal reduction to Belize’s superbond. They are also reviewing
other public debts with a view to securing short-term fiscal space through write-offs,
payment deferments, coupon reduction or discounted buyouts.

Belize’s currency peg is a key macroeconomic anchor. The currency peg has a long-
proven track record of providing the stability needed to promote investment and growth in a
small country like Belize. Our authorities are fully committed to strengthening the peg by
restoring debt sustainability and enhancing international competitiveness, which in turn will
help reduce the current account deficit and increase international reserves. An SDR
allocation would further strengthen Belize’s external position.

Belize’s banking sector remains resilient with abundant liquidity and strong capital
buffers. The Central Bank of Belize continues its close supervision of the banking sector. To
help bridge vulnerable borrowers through the pandemic, the Central Bank extended a
forbearance framework that allows commercial banks to extend flexible repayment terms. As
the recovery picks up, asset quality, nonperforming loans, and bank capital will continue to
be closely supervised. Belize is also committed to maintaining the highest level of
compliance with international financial integrity standards. A national risk assessment has
been concluded and an action plan developed to further strengthen the AML/CFT framework



ahead of Belize’s comprehensive AML/CFT evaluation by the Caribbean Financial Action
Task Force in 2023.

Climate change is a macro-critical threat to Belize. Belize is exceptionally vulnerable to
increasingly frequent and severe climate shocks, including hurricanes, flooding, sea level
rise, coastal erosion, coral bleaching, and sargassum. While building climate resilience is an
urgent national priority, progress is constrained by Belize’s limited fiscal space and
pandemic-related spending needs. To support resilience building efforts, our authorities will
pursue climate finance grants and concessional loans from the Green Climate Fund and other
development partners.

International cooperation is needed to end the COVID-19 pandemic. Belize’s outlook,
like other countries, depends on the path of the global health crisis. To date, Belize has
managed to order vaccines to cover 30 percent of its population. Recognizing the pandemic
is not over anywhere until it is over everywhere, our authorities encourage the Fund
membership to support the COVAX facility in increasing global vaccine coverage; ensure
free cross-border flows of raw materials and finished vaccines; and reallocate surplus
vaccines through the COVAX facility.

Our Belizean authorities highly value their close collaboration with the Fund. Belize’s
homegrown adjustment plan was developed following close consultation with Fund staff.
Our authorities are grateful for the Fund’s continued policy advice and technical assistance.
They look forward to staying closely engaged with the Fund on implementing the Five-Year
Homegrown Recovery Plan and building a Belize that works for everyone.

Our authorities consent to publish the staff report and all related documents.





